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Preface
 

In the past decade the countries of Eastern Europe and Latin America have 
taken dramatic steps toward democratic rule and market-oriented reforms in 
hopes of achieving political freedom and economic prosperity The ultimate 
Success of these changes, howeve; is not yet assured. Painful econonlc reform 
and the sometimes messy puLsh and p1,11 of democratization can stimulate 
nostalgia and even pressure for the s.,uritv of a1uthoritarian or totalitarian 
political systems and command economies. 

The International Center for Economic Growth is publishing a two
volume study, en, itled A 'recariotsBialance, in which twelve social scientists 
look at the interaction of political and economic refirms in six countries to 
see how such reforms sometimes Support and sometimes impede one an
other. This hook offers an overview of the conclusions reached in those two 
regional studies. In Eastern Europe, Bulgaria and Poland are attempting 
simultaneous reform, while I Iungary is farther along tile road to a market 
econonv In LItin America, Argentina, Bolivia, and Brazil have slightly more 
experience with democracy but are still working on liheriliz~ng their 
econom)ies. 

While there are countries that have adopted market reforms Under 
authoritarian systems, the objecCtive of this study is to examine the links 
between political and economic changes in countries that are pursuing both at 
once. These links are often eiusive, hut the\y w\,ill certainly affect the outcome 
of the present reform efforts in Eastern Europe lndliatin America. The authors 
of this set of studies address vital (Juestions: To what extent do democracy 
and the market go hand-in-hand and to) what extent do they cnil ict? I hw o 
reforms affect parties and interest groups and v'ice versa? I low can t broad 
share of the population he given a stake in the success of the reforms? The 
answers to these and other such '.uestions will determine the future of the 
political and economic transitions in E.astern Europe1111d Lttin America. 

In this crucial moment of historv,a greater understanding of the processes 
of democratic and market-oriented change is vital, for failure in iny one 
country will have consequences far heyond its borders. The International 
Center for Economic Growth is pleased to publish this important stud, which 



vi I'nface 

deserves the attention of policy makers, scholars, and Students of development 
the wo'+rld over. A companion study to these issues, hItricaeLink;: Deinocra
tizatoi a;ud Market R,form; inl Latin America andh'aL tzrn Ft'1-rope f)cIcses 
on issues common to hoth regions and will he puhlished by the Overseas 
Development Council in fall 1994. 

Nvicol&is"VAdilo-Ba rletta 

General Director 
InternationalCenterfior Economic Growth 

lkanama City, lPinania 
June 1994 
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CHAPTER I
 

Introduction 

JoanM Nelson 

Two roughly siluhanetous trends have emerged in much of the world since 
tile mid-1980s. In almost all of LItin America, in most of what wis recently the 
Communist world, and increasingly in sulb-Saharan Africa, authoritarian gov
ernments have disintCgratLd or been i)ushed aside by demands for more free 
and c)pel p(litical sstens. And in much ()fthe world, inward-oriented growth 
sirategties entailing extensive state intervention are being replaced by more 
opern aid mi-kct- rieniCtd pc)liicies arid institutins. 

This vol Ct is pa cftI a larger pri cx plcin ring h(iW pI ilitical and
 
coonrilic liheraIizati )ninteract. There is a i ;sive literaturieC oirdifferent
 
aspects i if miarket -riCnICItdCC ri ,111ic TranSit ii)llS ath(irtarian to
ICf 1"1. 1r c111 

dencratic political systems have also been cXtCrisive'ly an a'zCd. But tiletwotrends are. med separatel Where the ,arebrotght tgeher-for 

insta n-c, il the griowing Iiterature o(iIhe politics (fmarket-(iri UtCd ec)n in lic 
reform-the CLcus ncrrir ,short-rUn is.sues: pocIiticalI (hstacles to)1tell is oi 
eco nomic I'Cfi irma ritd tactics to ov(rciie those (hstacles. 

These essays arid the country case StUdiCs on which tile%, are IxLsed (A 
1I'LC(I?'QltS tatU'(I/C: I)emfoCn(IC' (nd lLYfllOiic e/Onfis illI.hlSeil'll Ill'OpL' 
ani I)c'mocl'ac)' (Uh1I t l'COlflomic ) try i( ive bolldI1ortnS il L/iI AM(nt l() 
the Io)litics ()Icccnnlic stabilizat -in and mikct-c rien ted iefcirms, to con
sider 1(w demo crat ic oiperinigs 111d intericteffirts tic cc insc lida1tC deiclci';lCrc 
with deliherate and rapid ccoinomic liheralizaticcri. \We Als) mi wev evi rd the 
fairly shi irt-ruri fiCius of mcuch previi)ts work to consider not o)nly democratic 
rasllSt i( llblt also the Ionrig a.11d delicate pro cess )c l'(Is( ilidlti iig dem crac, 
not (inly initiali ci)nomiic stabiilizationrd liberalization ellaSLl-es but 'llsotile 
s:,Ie. arid lire complex strtictural and ilnstitutlional refirmins. 

Weido not assumee that these two trends aut mnltically or necessarily go 
together. Indeed, since World War II outside of Westernn111d t1rope, strong 
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market-oriented growth strategies or vigorous eCono1miC liberalization have 
more often been pursued lby authoritarian than democratic governments: 
Thiwan, Korea, and Chile are obvious examples. PoNstcolonial and later demo
cratic transitions seldom triggered a shrinking state economic role; more 
often, heightened democraLy was associated with increased state intervention. 
For a brief monient, after the colilapse of ('ollimunism at the end of the 1980s, it 
seemed to many that democratic governments and market-oriented econo
mies most go hatnd-in-hand. BLut hoth longer histo rv and more recent experi
ence uiiderscore instead the complex an1d ambiguous relations between the 
two processes: ClT coml)lCmelts and sup)rts the other ill some crucial 
respects, but the txvwIlsos often c(ollfict, n(Ot on1' in the short I-un but also in 
Mi'ie fllldlllellt.l, )iftel i1:ant icipateld, ways. 

Nor do We ISSLIIme ItIt dem()cratizati(n and 111arlkelizati)ll Ii)nmvsome 
single rajctii Crv, sonme roughly similar route in difhlCrent c ontries. Quite 
ol)viLis ly the stairtil g ints-the 1aItLIoe ()if the eci)1loil i and.c piolitical 
systems before significant ref(orins-varied greatly i)esired end point,. also 
vary: a i de range of specific arrangements ire possible within the broad 
categories of market ccnomlltiflics and democratic polities. The specific version 
that emerges in anV cCiumint rv xWill reflect Hot oinly differing priorities hut Also 
the unintended con1sequences if major choices. It fillhms that the links 
between eccnomic and pi liticai liheralizati i are not only complex and 
problemitic, but also highly Vxariahle. The .,ix cuintry cases explored in this 
prioject document loxw Uiniqte historic legacies, insiitut ioI ns, 31nd circum
stances lead to contiasts in the sequences, pace, and desigii of pcolitical and 
economic reforms, and in the prospects for sustaining and deepening those 
reforns. Much more tcntatively, the\' begin to Slggest lhow interactions be
tween market-oriented policies and deniocrat ic political pricesses may shape 
the particular kinds of inrket-oriented coci ni nlies and demicirat ic polities 
that enlerge. 

I)espitc the cruciall tili(tLe tuitires of cach case. how'vei; certain com-
Ilion themes emerge within each i'egio l ,ind--toa1surprising degree-across 
both regions. The essays ill this Vol,'ime1C Stulmma'rize iegiolnal rlieieS. Issues 
coim on to hah IiLtin Amerilca and Eastern Europe are expliored in ai later 
VOx'(lue /iclirltl' lltkS: I)('nOCr(Itizion (l 1(il*Lk't &'Onrs in [attin AmL'r
icca (lad Eae w',rNIrope t, be l)Ilislicl fall 199-i b\' the Overseas l)evClop
menit Council. 

The country and regional studies arc the product if :i ollegial effrit by 
twelve social scientists, Ill but ()lne from Latin America or Eastern lurope. The 
group iilcludLed cci o)mI isis, ccrimic historians, and pol itical scientists, 
several with considerahle direct po licy expericce. Auihors foir Ealstern ELurope 
were jacCek Kochianowicz, Andr:is KC)rCstixi, Kalman Mizsei, and Ekaterina 
Niko va. Latin American authiors were E.dniar lishoa laicha, Adolfo Canitrot, 
Marcelo Cavauozzi, Eduardi A. Gamarra, IIol ivar IuMou1iiier, Silvia Sigal, and 
Miguel tirrutial. 



3 Introohiction 

In Latin America, we analyzed the experience of Argentina, Bolivia, and 
Brazil; in Eastern Europe ve examined Bulgaria, lHtungary, and Poland. The 
choice of cases in Latin America was largely guided b1 our interest in 
interactions between roughly siimiultaneous economic and political liberaliza
ton. That1 focuts ruled out the txo Latin American countries most advanced in 
market-oriented reforms: Chile and Mexico. We also decided !notto examine 
several l(ng-established competitive democracies attemptinig far-reaching 
economic reforms: most notabhl Costa Rica and \'cneztiel. Argentina and 
Bolivia were obvioIiS candidates: after definitive shifts from military to civilian 
rule in the early 1980s, both (with ligs) pursued dramatic economic stabiliza
tion and structural refo)rms. Brazil wIs chosen because of its size and impor
tace 1nd because its pxOst-1985 experience underscores the risks of half
hearted reforms that deepen the crisis unleashed by the exhaustion of statist 
growth strategies. In most If Eastern ) IAitical and economic openingsur-l pE0 
c()inci ded (aIlt h()ugh lu ngvry's history of economic lih ei-iIizat iin began much 
earlier). Our selection rellected our desire to include it least one country 
from the Bakans rather than flocs slelyIn Ciiti -l Fu rope. Further, we 
wished to avOid the coImplications iitlr(duced b\ severe regional and ethiiic 
divisions (as in Czechoslovakia, which had [IIt vet split when the project 
began ). 

In each of these cases, the arutll()rs sou ght to capt u re key characteristics of 
polit ical and ec(i(In ic ti-ainsfo )rmat ionis and t( c(Insider how tiiansfoiriiiation 
each alffeAs tic ,Ither That i iuirv was handicapped by the brevity off the 
period that has elapsed since political traiisitionis occurired, esIecially in 
lEasterii Eurpe. ExMnilling short time periolds ine\vitablv spotlights tile impor
lance f taiistic :actioni: tle decisioI key irdividuals andi\')ILI s and behavior ( 
small gru)Li ps, rathi-er t0ha ii the effects (It'chaiges in broader social, ccolioinlic, or 
politicaI st ruct Lu-es Or trends. Morev0e, tile studies deal with unlinished 
stories: even while the studies were being written, major aiid quie Unexpected 
events chauged tile pictutires il Bulgari,, Poland, auid Brazil. 

One imp)rt:it dimension (If these transformations is the extent to which 
they represent shairp breaks from the past. Certainly in Eas teri Europe, most 
observers perceived the changes (If 1989 and 1990 Is alrtilit and Unexpected 
Cisconitinua ities. 1 Iitical a1d cco1i(icliC Shifts were less d ran atic, but still 
lajo, i (Iur lI.tin American cases. 'it inllboth regions, tle importance of a 

wide variety (If legacies fr(am the recent and the more distant past has become 
incrasingl evidlent. The case studies i]lusti-te how differeit starting points, 
as well as tile ongoing effects of ilstitutioIns, attitudes, and relationships from 
the past, shape both market-(Iriented econ omic rel'rnis and efforts to consoli
date demoIcrat ic (pen ings. 

Above all, the studies attemiLted to trace tie links between the shift to 
more libera l p()liti cal ilitLttitti( Isaiid later efforts t co)nso(lidate these, o i the 
O 1nehand, aiid ec(o nomic meisures, iiicluding stabilization, liberalization, and 
structural relorms, on the other. The links are often indirect and elusive. OIie 



4 .JoanA. Nelson 

fairly clear link tirns out to he the extent to which political elites and the 
broader public perc.!ive the need for both economic and political reforms as 
intertwined, or instead (as in our Latin American cases) initially assume that 
political transformation will correct eCCoomiC difficulties without painful 
economic reforms. A sec(nd link also operates through public l)erceptions: 
economic and political measures and trends each affect the credibility of the 
other Other interactions tre mediated through changes in civil society rather 
than through public opinion. Both political and economic transformations 
alter the struct tire, agendas, alliances, an Astrategies of major interest gr )ui5S
like farmers, lahor lnio)ns, .Ld husiness aSSociations. These changes in tUrn 
affect both democratic c)ns()lid'iti(m and further economic reform. Still 
another linkage flows not throu)gh organized interest Issociations but through
shifts in socioeconomic struLcture: tile effects of market-oriented reforms in 
creating or enlairging gr lp)s with strong stakes in tile system and, conversely, 
groups that are excluded. S)mle of these and other linkages emerge quickly;
others are at best beginning to he visible, and how they will evolve remains 
uncl-ar. 

Our studies f)CLIs O)mtrends and structures inteaI to ealch countr\. 
Fxternal forces obviouisly powNerfully inlfluence and sometimes largely deter
mine domestic choices and events. T°e cases we examined are not indepen
dent ofeach other: especially within each region, events and experience in one 
co(untr' (aLnd especially the co )untries that started refo)rms earlier) obviously 
shape debates and choices in other c unmtries. With respect to eco1nomlic
 
stabilization, experience in Latin America spilled heyond regional bOundaries
 
to) influencC thinking in Eastern FIurm
ipe. 

Still more obviL is is the impo rtance for internal trends of internati(nal 
political and eclno mlic events, such as tile I'rnler S(Viet I Inion's loosened 
control 0Ver Etastern Fu r ol)e and its Own internal disintegration, or the GuLIf
War. In all Of O(urt instit utio)ns, partict larlv thecases, specific international 
lInternattimaIN )nutary Fund (INI F) andio Bank, creditors' organizatile \World 
tions (the Paris and .odon clubs), and, in Eastern Eluro)pe, the L:.uropl1ean 
CoImunit ; pla\yed direct and influential roles with regard to) eco()nomic policl:
'et outside pressures bear differently on different countries, in part reflecting
divergent earlier po licies and events and inpart as a result of 'aried responses
by governments and societies. The purpo)se of the project, however, is not 
primarily to trace and understand tile co )urse of econolic reforms ()-demo
cratic consolidation but to explore the linkages between the two)processes. 
Those linkages are intrinsically internal to each counlt r\ 

By examining both the Eastern Eur ,peanand l.atin American experiences, 
i as project h1r Ought into) relief so me perhaps instructive contrasts and paral
lels between the regions. Several Off the cont-asts :tre obvious. First, the 
discontintuities between old and new economic and political systems are much 
more marked in Eastern Europe thallin Latin America. In Latin America, 
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private capital-large and small, domestic and foreign-played a major role ill 
the economies. Private markets existed; they needed to be liberalized, reori
ented, and invigorated, but not created from scratch. And in the political realm, 
most military-dominated governments inl La in America did n()t eliminate 
scnliautonomous political parties or eradicate somewhat indepeldent un ions 
and other associations. Rather; they tried constrainto nongo vernmental 
groups by varied Combinations of co-()ptation and repressi In many coun)on. 
tries, including the three on which we focused, post-transition politics conitin
uCd to he domlinated hy the saic parties and labhor and business associations 
that had survived undei; and sometimes collaborated with, military govern
nilts. And ill contrast to tile post-transitioln Socialist ptrties and ex-ofticial 
ulniolIns of O(ur East European cases, the main political groups carried over from 
tile authoritarian period in li tin Ame1,ricaidid n()t undcrgo any maj(or reorienta
tion. Iln Eastern Eurolpe, h weve,; a \vho le pan( plv of new parties and interest
 
groups has emerged, crCating new political markets analogous to the emerg
ing eConomic narkets.
 

A second importanot C(ontrast was that when 1)(litiCal transitions occurred
 
in Uhlin America, most politicians, many technocrats, aid 
virtually ll of tile 
public assunICd that far-reaching economlic restructuring would n )tbe neces
sary to address economic problems, perhaps because Latin American 
 eco
nolic svstents did i1ot contrast so ohvioLusly with those of the advanced
 
industrial democracies. Most people blamed seri(odis and persistent economic
 
CliffiCLItiCuhes on nlismaaagemnt by the finer military governments and hoped 
or assumedIllIt new denoci-atic g CIrnillents w )uOLl be able to correct tile 
problems without major sacrifices. Lohr groups, ildeed, assuled that they

would now fare far bctter.When the first elected governments tried to address
 
serious CcoI)n()mic prolhlems (in Bolivia in 1983-198-i, in Argentina in 1986
1989, and in Brazil in 1986-1989), they lacked adequate st)port to couttnter
ha lancC boiste rous oppo.sitioln. In CO(ltrast, ill Poland in 1990 and Bulgaria in
 
1991, much of tile
public and ma jor elements of organized lab(or acquiesced
 
(nOt witlhout fears and cIoIbts) to dracon ianu 
 stabilization and liberalization
 
measures, since it was 
widely agreed that tile old economic system must be 
replaced by something radically different. In Bolivia and Argentina, hvperinfla
lion had a similar effect, enabling the second-round elected governments to 
carry out quite radical refI)rnts. 

A third major contrast between the two regions concerns tile distribution 
of income, eLucation, :port1nitand social secdirit. In Eastern lurope,
f)rty ear-s Of'COtliin, isill a c(ompar-atively egalitarian, tradition. Itt Latin 
America, both eco(nonic and po litical strategies had prodliced grossly utneqlual 
societies. 

Despite these and other major contrasts, there are important parallels in 
the two regions regarding somle of the legacies of state-led or state-controlled 
economics and in the political dynamics and distributive impact of market
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oriented econonlic reforms. Among the shared legacies, perhaps the most 
important and problematic is the collapse of the overextended state. In both 
regions, though obviously to a far greater extent ilEastern Europe under 
C(iM>murlisi, the state hatd become directly responsible 10r a tremeldouts 
range of funlctiorns, including not only tile guidance and stimulation (ill Litil 
America) or direct management and operation (ini Eastern Furope) of eco
w )mnic aclivit, hut also the provisioin Of most Or all social services and the 
brokering and r-esOiitiin if Im ost social collflicts. Xs Cu iltt'ies embar'Iked on 
democratic changes, the new status faced pressure from all sides fr effective 
and efficient action whxxiiletheir capaciy toiake such act ion was increasingly 
dimninished. Revenues were falling, and political chlnges sent state bureau
cracies iilltuirimoil. 'eI domestic gr taups who felt (Iiscri m inalted agtiaist by 
p revious regimes deanaairded iilmmediate compensation, and international 
ioistitLtioIis called fiir the ratpid and eliicient dismatiliring if tile old State
centered cci ioii( icand political systems. Il neithcr Eastern Etaroinpe an0ir I;Ain 
America have state agencies been able to respond stuccessfully to these 
p-essuares. 

The politics of,Cc aoliiic reforl showxx' parallels ilthe txv regions and 
have imp)rtaint implications hoatih for Sustaininig the reforms aind for col
solidating demncratic Openings. Even wheti tihneed foir sweeping reformis 
was widely accepted, governments enijoyed at best a brief respite from bitter 
criticism and strong opposition ill legislatia-es arad frIOian orgaiizedi interest 
groiaps. This fact, coipieied with sofle O)fthe technical requireleits (if initial 
stabilization iid izaItioil has meaan packages inI ril InICIeastl-es, that refoirm 
boith regions have been it-nrOdtced more or iess bV execittive with littleiat, 

ci isult:ll ion. Where legislative :ippa-rn ival was esseli ii, anCasures were ptasiied 
tilliOUgh
(uickly, sonleIliles tisilig the aiceCI for rllicl aga-ecncilts \vith the IMF 
aild other extC-lal agencies as a stick t prod the- reluctant. It may-well ie that 
tal-gent aiic high-liandcedc execultive ICti i was tllavI idiale in initial StigeS. tLat 
that style of decision making, ifloiIng coitiaiteCi, clearly Ciluttes the denocratic 
character oifti i-political systemi. 

In both regions, later-stage reforiims have fenedi to move aiiore showly. 
This change partly reflects the tilire Ciillliex aald extecied iature Of institlU
tiiiaI aIICI st-tactur-l chainges coiapared with initial stabiilizat iomn and deregalI
tioai. The sved pace has also restulted partly fromi1o-e assertixe legislatures 
and iiterest giroips. In short, the teisioi ietween rapid, technocratic, top
diwin mnarket reformiis and tile strengtheiniig Oif ceamocratic- procecdlues aici 
istitimns has iicreased ovear time. Ifgoverimnienits aa-e to ctiitinue and 

cleepei econnlic refo rms as xwell as protect denlocratic vAlIaes froll long
term danage, IILst their tactics and develop more effectiveyle\" Modify 
coIIstiltative chaaiiiels. 

l)espite sharply contrasting social striacttures inlthe two regions, stabiliza
tioin and market-oriented reforms have had rouighly' parallel distributive 
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effects. The distributive effects in turn affect the prospects for deepening and 
consolidating democratic political systems. In Eastern Europe, market
oriented reforms are generating a growing category of people who are poorer
and less secure than they used to he and who feel excluded from the 

opportunities of tile new system: they are tinder for antireform and extremist 
nationalist or ethnic appeals. 

In hoth regions market-oriented reforms have also sharply reduced tile 
living standards of organized labOr andII ljO elemenls oif the Urban middle 
classes, including government Ind public service workers and profess'onals. 
Austerity meast res virtualylv alvays tforce down incomes of hoth groups. 
Struct ii rtIl 111d institutionial refoirms pose more permanent threats: privaiza
tion and governmental reorganization directly threaten jobs; Ilabor market 
liheralization and the opening of economies reduce the power of organized 
lahor to maintain high wages (and often directlyi reduce tile oIirganizatioinal 
power Of uniols Iswell ); targeting social wellkire programs to the most needy
genenrlly reduces subsidies to organized workers and liddle-clIss groups. Yet 
these same groups are also those hest po sitioned to oirganize and mobilize 
protests LLder more permissive demllOCrttic pOliticl rules. 

At the sanle time, in Ioth regions narket-oriented reforms ire generating 
a1claZss )OlcOinsp icuions gliners at the top of the economic pyramid. It is widely 
assumed that many of tile biggest winners owe their foitines to shady or 
blatantly illegal practices. The dismantling of economic co)ntrols hampering 
prialtre entrepreneurs his 110t been matched with tile installation of new 
regLilatmor-v arrangements to Ipi-\'ent fi-aul and Cnorri-uptail. As airesult, cIisiIIli
sion and cynicism iegardiing "the niagic of tile marketplace" are spreading 
rapidly. Mioreovei, especially in Litlin America but increasingly in Eastern 
Europe as well, there are growing concerns regi-cling the long-run elects of 
the inci-easi ng co)ncentriation of wealth on denocraiic politics. 

The tinilnlshcld bisi ness O)tcinstitutio1 in'Irefirm Conthliues to ihabsorb a 
great cleail of eneer-g' and attentilli ill boith Easterl Eu1o0)(pe anIClI Latin America. 
These stru les have clellectxd and delayed economic reforis (sich was tile 
case in Bulgar'ii 1 ir the0 irst eighteen Months ifter the end of tile communist 
mn ilopoly on power and is still the case in Biazil ).At the same time, the need 
for econuonlc reforms 1has powerfullv influenceciCtal or potential coilstitl
tional refo)rms: Argentina, Pkoland, and Russia IOfler examples. The long-drawn-
Omt c(klbitCs anCl in1aneuivers :ire likely to fru';trate and alienate less-ecltIcated 
and poorer citizens, who ire more concerneled with effective action oil eco
lloilnlic and S(ocial reforms. 

In short, in I th E'astern E'u irpe mincl I tiin America, effi)rts to Si mul I
taneolslv Stlin anod d11een eco)rim(lic reflrms and consolidate democratic 
openings are proving extriaordiinail\, difficult. \Well-established democratic 
ilStitLutions aind free mrkets, once in pilace, tend to SLiJ)port each other. But the 
process of nmoving from heavily state-controlled to freer markets and the 
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process of attempting to consolidate democratic political procedures and 
institutions conflict with each other in many ways. Yet in the long run, and in 
the context of the 1990s and beyond, the success of ,ach is crucial for the 
success of the other. 

Greater recognition of the tensions and conflicts has already prompted 
discussion and some action to ease them. Some governments are avare of the 
need to shift tile style of econ(omic reforms from strong execuLtive initiatives to 
more consultative approaches. Agood exaiple was tile effort of tile Suchoka 
government in Poland to devise a Pact on Enterprises to provide a channel for 
responsible trade union plrticipation in the design and implementation of 
privatization. Concern in international devel)pment circles for tile distribu
tive effects of economic reforms is also much more evident in 1994 than ten or 
even live years earlier. The \orld Blank's 1990 Wbdd )evelopment Report and 
subsequent oprationlal guidelines are intended to inject into the design of 
broad macr.)economic and sectoral policies greater awareness of effects on 
the po(r. File Inter-American I)evelopment Banks more recent emphasis on 
social sector reforms is intended to help Latin American go)vernments reorient 
and strengthen social pr)grams. Within hoth Latin American and Eastern 
European countries, these themes are also gaining mucli more attention from 
go)vernments. Still unaddr'essed, however, ire the risks for democratic consol
idation posed bIy s(LIeezing the middle class to concentrate attention and 
resources Oil the poor. 

Also little recognized thus far CreissLes of excessive concentraltion of 
wealth (with p()ssible adverse effects on democratic politics, only partly 
addressed l1y tough campaign finance laws) and the immensely complex and 
difficult issues of simuhaneouslv reviving and reorienting tile state. Indeed, 
prescriptions for reviving the state remain largely confined to proposals to 
shed functions to the private sector or decentralize to lower levels of govern
ment, plus growing emphasis on the crucial need for more effective tax 
administration. Those prescriptions are not wrong, but they are painfully 
partial. 

While the effort to) pursue ccoInomic reforms and democratic consolida
tion simultaneotsly raises partly parallel challenges ill Eastern Iurope and 
Latin America, the historic legacies and current contexts specific to each region 
powerfully shape the changes under way The overviews that follow trace, for 
each region, the wavs in which the old state-centered economic and political 
systems came to disintegrate, their continuing legacies, and some of the 
emerging links between economic and demo(cratic reforl. Succeeding in the 
difficult inId tumlttluOs process of broad societal change wl require under
standing the complex blend of economlic and p)litical forces at play in Eastern 
Europe and Latin America. This project is an attempt to increase that 
understanding. 



CHAPTER 2 

The Transition in Bulgaria, 
Hungary, and Poland: 

An Overview 

Jacek Kochanowicz, Kalman Mizsei, 
andJoan M. Nelson 

In 1989, communism collapsed in Eastern Furope.' The lolish "Round Table" 
of August 1989 and Ilungary's decision to permit free passage to East German 
refugees triggered chain reactions. One by one Eastern European communist 
governments, their legitimacy shattered, let opposition movements surface 
and ceded their mo)nopoly on power Emerging elites set as their goal the 
establishment of market econo)mies and democratic political systems. The 
collapse was who01y unexpected, and the course of transformation totally
uncharted. 

This stud nalyzes the relationship between market reforms and democ
ratization in three Eastern luropean countries: Poland, -Ilungary,and Bul
garia.2 A considerable body of theory and evidence suggests that, once 
established, market economies and plualist politics are mutually supportive.
But historically the rise of democratic institutions has been a long and 
complex process. Few nations have attempted to move simu,ltaneously from 
command to market economies and from highl' authoritarian single-party to 
democratic nultiparty political systems. Therefore there has been very little 
analysis of how the processes of economic and political liberalization interact 
when they are undertaken jointly. 

On the face of it, such simultaneouIs transformations look improbable. In 
the now highly developed co(untries of Western Europe, markets and capital
ism emerged hefore mass denmocracy Mluch more recently, in the successful 
newly industrialized countries of Southeast Asia, early phases of industrial 
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development and social modernization took place uinder autlhoritarian rule. In 
contrast, in several Latin American nations early mass political mobilization 
(often including militant union aCtion) spurred inflation, disrupted emerging 
markets and industrial development, and ultimately aborted emerging denmo
cratic processes. 

Eastern Europeain experience between the two world wars reinforces 
dolbts ablout regionail prospects for sinlutaneous trinsfformltion. Parliatmen
tary democratic systems launched after World War I could not contain the 
inflation of the 1920s nor cope with the uepression of the 1930s. Most of 
the countries of the region slid toward authoritarianism while at the same time 
developing highly statist economies. The beginning of the 1990s shows discon
certing similarities to the earlier era: inlflation, recession, and unemployment 
again test fragile denmocratic traditions, while rerorms must combIt the 
additional obstacles created hy forty years of commun ist AuthO ritar'ian ism and 
command economy. 

Not only historical experience but also the logic Of the situation argues 
that simultaneous market-oriented reforms and consolidation of democratic 
openings are in sharp tension vith each other Democratic politics are likely 
to block economic reforms that inflict severe costs on much of the populltion; 
struggles over fundamental constitutional issues and the restructuring of 
party systems and interest groups are likely to divert attention and prevent 
action on urgent economic measures. And if those reforms are actully carried 
through, then the resulting Ccolomic hardship may wvll push democracy off 
Course. 

)Jt, surprisingly democracy holds and the economic transformation 
pushes forward in most of the countries of the region. Elections are free, and 
governments are responsible to legislatures. The media are not censored; 
civil rights are not ;abused. 3 Four years after the collapse of communist 
governments, most prices and much trade are freed of controls. The private 
sector already accounts for over 40 percent of output in 1lungary and at least 
45 percent in Poland. Stabilization has been reasonbly effective: inflation is 
falling or has reached manageable levels. Exports have expalnded. These gains 
have come at a heavy price, and the future is far from assured. But the striking 
fact to date is that democrac has held while market reforms have progressed. 

What factors have permitted this outcome, confounding apparent tensions 
and historical experience? Are those factors likely to persist, or are the later 
stages of the attempt at simultaneous transition likely to take 1different course 
in some or all of the countries )f the region? 

This stud' seeks to shed !iome light on these (qLIestions, though it can 
hardly provide definitive answers: too little time has passed since the collapse 
of tile conlmunist 1mnopoly On power. and three country cases offer only 
partial evidence. Our comparative approach is further limited by considerable 
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interdependence among the three cases and by the fact that we are examining 
tile initial stages of what will certainly be a long historical process.I 

Why these three countries? Poland and l lungary are of course among the 
"Western tier" reformer;: Bulgaria represents the Balkan countries, which 
began their transtormation ,slightly later and have cultural and historical 
.egacies and geographical links different from those of the Western tier. We 
have selected three fairly honogenous countries in order to screen out tile 
additional complications introduced hy ethnic or regiona! tensions. Bulgaria's 
relative hom0ogeneity, of course, is not typical of other Balkan nations. Since 
Yugoslavia was not part of the Soviet Bloc, we have not tried to take into 
aCCOutl its experience nor that of its SLICCeSSor units. 

The collapse of comllunisl and tile transition to a new order is a global 
process, in which evolution in any given country is related to much wider 
international economic and political trends and forces. In this essaN; however, 
we focus primarily on internal developments, touching only briefly on the 
external colmext. 

The events of 1989-1990 in Eastern Europe were statlingly'ahrupt. Yet the 
collapse of communisml grew out ofa long process of the disintegration of the 
institutiolns and effectiveness of tile command economy and tile comLnunist 
political system. l)isintegration started at different times and moved at differ
ent rates in our three cases, as well as elsewhere in the region. Post-1989 
economic and p)litical reforms ohviousl' do not build on clean slates, but on 
the partial ruinls of tile former systems. In each countr,, the nature of the 
transitio(n itself and later transfo rmat io has been p)werfully affected by tile 
degree to which old institutions and legitimacy had already decayed. 

Where disintegration of the old arrangements started early and was well 
advanced by 1989, it weas followed by the emergence of new economic, 
political, and so cial instiit tions and actors, providing a basis for the far more 
rapid post-transition emergence O)f markets and democratic politics. Where 
disintegration started late and )ccu"redl slowly; emergence of new institutions 
and actors was delayed. Since 1989, a third process has come into) play: the 
redefiniti)n of bo)th communllist and anticommlnist institutions an1d actors' 
roles and strategies. All three pr )cesses-disintegration, emergence, and 
redelinition-co )tinue to) unf(old iin present-day Eastern Europe. 

The three processes provide a conceptual framework for sumnmarizing 
and comparing transitions and trans o)rmations in o(ur three case studies. This 
overview examines each process in turn. The final section suggests some 
reasons for the compatil)ility thus far-contrary to both historical experience 
and logical expectations-of democratic ()pen ings ltlI eco nomic reforms and 
identifies some of the challenges that lie ahead. 

First, howeve, we sketch a few key features of the historical heritage of 
each of the three countries under review. In each, unique historic, cultural, and 
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social legacies shaped responses to and effects of the commn ist era. These 
differences in turn affected the \way in which communist economic and 
political systems eventually disintegrated, the groups and institutions thait have
emerged to replace communism, and receptivity to Western models of derioc
racy and market economy. 

Heritages 

The three nations have sharply contrasting historic associations with "West" 
and "East." Poland and l lungary received Christianity from Rome, while 
Bulgaria, develhping within the shadv(w of the Byzantine Empire, ):urticipated
in Eastern Christianity. Bulgalriis isolation from the \West was reinforced l\' a 
long period of Turkish rule. The.,e contrasting religious and cultural traditiOns 
in P land, Ilhi nga ry, and lBulgaria shaped social and p()litica I e leioi and1(

SO Ic(intin ue to CO) dN' Poland and I lungarv' are hotI domillntlv, Cathol ic. 
Slungai; how'e\ver, ildLlCs a Sizahle Pr(IteStlanlt i)pulatioin. Altlough the 
Catholic Clhurch i)Ilyl :a lesser role in l)Oliii cal affairs in I hi ngar), ai; ill 
PIland, in hoith cmunt ries the sui st ant iaNhII.ut)lln( inius ( and s)metim es 
antagoinisti c) spheres of clihu rch a1 stareid creaIte an iilih'rent 1ihi ralIisnl, ai 
climate ill w\'hich the notion f civic assoCiiltih is iidel)ende,nlt Of tile statie coulIC 
liter emerge. Blulgaria, in contrast, is kirgely Eastcrn Orthodox, si\e for i 
Musli minorit\ of righll hl IO()(lercel. The tradiionl Ortdih ox Lusin (if
head ()tstate wit h head ifC1i LIhrcli w irked to Clis('iUl'age tIle idea if ILIiural ism. 
Poland aiid I lngarv reliresent, therel ire, the \\kesterin-oiriented pat of EaIstern 
Europe (in which Slovakia ailtie Cz:ch Repu)Llihic can le ilucided), while 
Bulgaria exemplifies the Balkan countries. 

These clifferent traditiis affected tle c luniri es' pre-\\Vimrld \Vhr II pit
terns of modernization and their reactioin toiolllllnilll after tlie W1ir lnd to 
its collapse soilie Ioirtyvyears hleir. lalg:riallS were sypat),ihetic t inard Ruissia
 
both ieciise the, hid religiLtis ind liiiguistic ties to thit coi Ltr\ and liecauLse
 
RUissia helped B3ul,1garii Shed the Turkish vike 
 it the end Of the nineteenth 
cent Linpry in cont rast, h)oked west: it \as pairt ifie I ipsl irg Eipire
ind wis long StOlili lv intlue'ncCl hV (;Crmllan cultLire. IPlaliLCl Vs 1 imore 
complex on this Score: rural anidLirhari sCgmCnllt if S)ciet\' Were LCl)l\ ,

divided socially lld cLilt liraIl v Ani iniporialnt stratiLI ii Of inteligen tsia and ai
 
powerful, elitist tradition I Wir and"high cuIluLre" sLirviveL hthi Staliiisml.While most Poles tclel ti Ihe i li :iliC-erii1ai aid :ant i-Russiani ( reflecting 
their Liinhall iiatina Ihistinry), intCllectLiaLI elites were piro-Western nt only
throughout tile ninieteenth anil early' twentieth centuries, )LIt undereven 
conili tnisni. 

Despite soine hroad pirallels, the three nations' political histories, includ
ing their experience with independence and democracy, also varied in ways 
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that affected more recent events. All were independent states for periods
during the Middle Ages and in the earl' modern peri od,hut each camrie under 
the domination of larger empires or sLates-Russian, Prussian (later, the 
German Reich), I lapsburg, and Turkish-hefi)re they had hegun to evolve into 
m)dern nations. Therefoi)re all started to devel)p tile instituLi(ns and tradit ions 
Of independent m dern States rehltively hlte: Ilungarv (with in the dual mrtm
arch'y), after 1867; Bulgaria, with tile end Of the 'lurkish occupation earl' in this 
century; .i1nd Poland, after *.( iOrld War I. Current i lftrs t irevam ) the struc
tures of tile state, tile lnoilx, ainld the ipoilitical cilld'Iraw 7 onec system 
limited prior experience with independent goV\erim&nit. 

\Vith respect to ec(On1i't and soc ial )ltIerns, coi pared with Western 
iur pe all three cUllttries were peilSiillt societies tint il \Wo rld Wir 11.Much of 

tile it)pIlati(in w'a1s atl nilv partly engaged in tile niarket ec(otnilv In each,beSt 
lie state played ail importaniit rioe in early .steps Ionward mldernizat ion and 

ect onmic deveohpmen. The mietaplhor tf "ret urn iig t C'tso fmlash ion-EL ," 

able now ill IPolaid, misses the poiint: Eastern Eur pe, save perhaps the Czech 
lands, lagged conmisiderahlv hehind Wesiern Eurt)pe, and this lag had deep 
historical ro ts (see Clhirot 1989 ).Aimng tlie three, luIg,1ril was tle mo)st rural 
:iid egalitlriall, while Iliigarv had the strongest "petite bourgeCoisie" 
tradition. 

All three C iLllltries wenit tlrt tiglh the harh expCrience of \%)irld War II 
P()laid Oin tile si eOf e Allies, tile Othler ct i litlieS the Axis side), andtil in 

comlnlliiisl \wa:s estalblished after tlme Red Arniv overran their territories in 
194-t. IOkiAIId Was n1i,,Stdevastated, aiid its social strmctires were shattered by 
tile war. The Iholocasit, the shit ofi territory to the \\est, and tile post-war 
expuls ioii of (el'lllilS Iro ttlie c(Uired territ r ies alsoleft OI rnilalnd uch 
lore ethnically hollu gencitis than it had been heft re the war. 

The iniii:a per(iod c was prtihly harsher in I lungary thallfc"l 1MMUnisii 

in Poland Or Bulgara: iclr 1c1d repression \ere freely used hth in tile early
 
years anld after tile atemptCILi uprising of 1956. ParainOxic;lll I LImgaury after
 
1956 went furthUst ii "dimellisticating" the c0 imnu1tllisi SyVSteili, developing its
 
wn'LI nuiCljie i midiicatl(nSill1hat W'iIld later ease tle Miarket auLd democratic
 

trainsit ions. Illkiland, illcttt rast, st roig so mciaIl tens ioins emerged ir,later years. 
In Bulgaria, coiii rfnuiisil \,'iiiiir, readily assimilated,s \minig to itraditiinal 
social egalitiariainism, pri-Rtssian feelings, and perhaps also tile paternalistic 
Orthodox cultural legacy vith its lack ifempliasis oin iindi freedoLhm.viduLi In 
all three cIiollntries, the c(Illllllllili.St era broight prfitiiid clllgeS-ilOst 
dramatic ill n garia and least hr'alitic ill I(lungarv--convertinu,, largely 
peasant ,societies illtm suLbstaiiti all\' Urhain and indu.istriA tnes, In Bulgaria in 
paricul ar, many O"these chlanges were widely seen as positive.

In short, v'ar'ing cuItLural and hist(rica! legacies pro,)duceci impmortant 
lhe impact eses tinvariatiosl il of aiid resp tothe iiposilit )i f"co mmullist 

systeis. The lowest degree if political acceptance was in Poland, tile highest in 

http:c(Illllllllili.St
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lBulgaria. These contrasts strongl' influenced differences illthe timing, nature, 
and SClUencing of the disintegration of Comllmunisl illthe three countries, 
and the emergence of new political a1nd c )ntollliC instituti( ns and groups. 

Disintegration 

C0 mmintiisnm's finl collapse in 1989 was preceded by a long process of 
decoimposition of all aspects of the systei-e( mom ic, social, anod pl1itica,. In 
Ilungary and Poland in the later years, disintegration was accelerated in some 
respects hy duliberati reforms. After 1989, Of course, the dismntlinlg of 
c0 1nii1tn ist c(On()li anil instit utiiOns inCtensitied. iut tile process is11icpilitiC. 
still far from com pletc. 

Analvzed witlh a perspective of several decades, co mnllliSlll had its own 
life cycle f growth and decay. Initial l,t talitarian regimes generated high 
rates Of eco ino mic grc wthI 'Lusing i)l iticatl m bilizat iOltechlieuus; drawing 
tin easily ohmitanahle mnpcwr\,rgN' a1nd raw laterialIs; and disregarding 
cc)l( gical comselunCCS. These aldv:antages initially Offset the inherent inefli
ciec if co in1Mil IdCcit1n mi (OWs It I)ut rat ios ) and their ina-i Iitv to, ) lut -i 
finin S(iciCt its alt( cl lut ii %' lI it iatw.e. iZed b'war an d rev' were respc ins ive to po 
cAl mclcilizattiin; r:pid ulward Incchility for socne segments of so ciety also 
gnerated politica SUp)ort. 

B' the late 19Os,however, difticultis were emerging: new social struc
tures hcgan to bcc(ue m r rigid and res iurces less readily wailable. l)espite 

ttemn-,pt.,s aIt a1Uilrk' an d tile rapid redact ii(I iftrade (outside(tlthe cc u mun ist 
bHc, c uminunist eccinomies hecame dependent oin technolo1hgv transfers from 
Ilie Vest. Nor ould initia etffi rts at cultural isohlati ollc maintained: partial 

opencings to the \West after the mid-19"t )s rising co1nsulmer dem:ils.SlurrelC 
In Planid :1nit CspCcially il Illngar\v',partial rcfocrms eased the tirst rCund 

of dificultis. \Wholl simila- prob'lems reemerged in tile 197()s, they\were 
temporarilv offsct by f eiin b(crr( winrg. But hy tle Ilte 1970s and the 1980s, 
the comm lunistsystem thrcughi[icut the regio n was less :nd less able to face the 
challenge (f intrnmat i malI ec(cl1nOcic and ciili ta ' c m pcti ito c especiadily 
atccelerating tcchn(li gicad change. Nor c(uld it mect the ci inslmer and 
po litical aspirat ions of its oviw scieties. \Welfre ac lievemnts-chea p 1 ius
ing a id foocd, free heaIlth and cditucat icin-ICteriortCd. Bv the beginning of the 
1980s, at lea3st the Mrc e CllightenCL segments(t ruling elites realized that the 
system wa's il IiundamCntatl crisis. Within the cc mestraints ofthe system, htoc\wever, 
they wcrec it ab)lC toc put tI)Irwaud crlCbihlec It licis (f Ait-1.piatiin. 

ECliti( miic tlisin"ItCgrat ic \in c\ cfcttaacil Il)OiticalIas pamlllC I'w a dcy ilit,1ri 
structures. IPoiwerful lohbies arose withii vari(ius rcgii ins and indutstries, 
eroding centraml eC(momic ccmtr l.The dCeitctl, even fanatical, pxrty cadres 
of the 1950s gave way to the petty realists cif the 1960s, and they ill turn to the 
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corrupt and cynical bureaucrats of the 1970s. Only lip service wa',Ls paid to 
Marxist-Leninist ideology, particularlv in more I:beral IIt,ngary and Poland. An 
implicit bargain replaced earlier political mobilizatio.'n: political quiescence in 
exchange for economic security 1ad progress. Gr vwing inability to deliver 
progress thus struck directly at the basis of fragile legitimacy Perestroika in. 

the Soviet Itrion delivered the final bkw
 

Variation among Countries in Patternis 
of Disintegration 

Within these broadly similar trends, the specifics differed inl each of the three 
countries. l)e-Stal in izat io (tile d isniaitlintg of the techntiiques Of pOlitic lI 
nobilizati n Of tile entire s(ociety) in tie 1950s was handled quite differently in 
ILuIgarv :tid in Iiltid; in lB Ilga'ia it never really )ccurred. The rev(olutionary 
sixteen mntlis (AfSolidarity's emergence iniPoland in 1980-1981 has tio 
ctiunterpart in that destroyed theI utm: ry or Bulgaria: period essentiallyv 
til rale, tile rul ing elite and fatallv \'OIMtutded the ctiin ist tr'ansnti iissiiObelt" 

role ofk~~L tni Poland.dliot s ill 
Iktradoxicall.\ tile harsh terror inposed in IIlIigarv after 1956 paved the 

wVy fot a L ter i rOecss Oif pragnaic chtige impoised fr( m above iti resptn)se 
to co1totic INflCletis, couplCd with a polio' (f co-(:pting tlte intellectuIals. 
After 1956, Ireti ier 4hin s K:ir:h"repressed I left- and right-witg oppoisit itilith 

and initiated a Ihitg series I if gradltI, telativelv successful miakez.-oriented
 
refioirms. Asizable circle f econmists hecace fauiliar with \X'stern theories
 
and analysis. The rcforms iI idUced 
reaso inal' efficient systems fresoirce
 
allhicat ti1 and product ifist r iliut ion, 
 avoidig both severe shortages and
 
repressed inflattit. FIoreign trade was m,'e diversilied than elsewhere inl the
 
region. AgricIthure was orgatiized intc(llectiv'es, hit :UIt was
of tie Ia1rid 

rented out to the collecti%'e fartirs, Who lived ill
siccessful symbliosis with the 
prolit-.riented c ioperative units. Itll Ilngary one cttld a!ltmiost discern a silent 
bUt dleliberate dismantling of the cimmtand econtl\ to a degree ittiqite 
in the region. Ntetheless, Ihitngary ColdlOtt who!lly escape the gradu,,l dis
integration commn tile region, since the reforms fell f~ar short of ait 

fLidatiental chatige in system. 
Poland, in co>ntrast, went throutgl repeated cycles of attetlptcd reforms 

and reaction. WVhlady'slaw (tiLilka neither wished tor was able to follow the 
K~icirist centrist paith after the lthsttUrbatces of 1956 iti I lungar\, Instead, partial 
and ineffectiv, reforms were ititroduItecd cluring the late 1950s, the 1970s, atnd 
the 1980s. These failed to avert increasingly severe economic crises, leacling by 
1988 t acrute .Csliottages iear hyperitihflat i in. That situati io calledantd in1989 to 
for the harsh "shock tlerapy" instituted by l.eszek Balcerowicz. The filure of 
earlier partial reforms also left more severe structu,ral problems than those in 
I lingary. Pdaticd cepetIClded more heavily oi trade within the C01utncil for 
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Mutual Economic Atssistance (CMEA) area, and many state-owned enterprises 
were extremely hard hit by its collapse. Agriculture was almost wholly private, 
but most farms were small and technically backward. And because of policies 
pursued during the 1970s, both the size and structure of external debt were 
extremely hurdensome. 

As wNe noted earlier; Bulgaria was lar more receptive to both communisl 
and Russian influence, though repressioliOf intellectuals and other critics of 
the regime was also harshc,: Clear signs of disintegi ation, including acute 
shortages and inflation, did not emerge until relativ'ely late in the 1980s. The 
command s\:;tem was left virtuallV intact until the very end; growing diffi
culies prompted frequent reorganiz:,tions ( f the matmgement hierarchies that 
fell short of meaningful reforms. Buigarian industry was highly coIncent rated 
in large state enterprises; likewise, a:griculture va dominated hy immense 
collectives. Bulgarian trade depended overwhelmingly On the CMEA; the 
Soviet Ulnion accounted for cismuCha -thirdk of Bu;lgaril's foreign trade.tiSv 

Therefore the collapse of the socialist interrnatit nal trade syslem left Bulgaria 
one of tile most isolated countries in the region. The Yugoslav conflict next 
door further aggravated the countrys physical isolation from the developed 
parts of Europe. 

Post-1989 Dismantling 

After 1989, Of course, deliberate dismantling greatly speeded the disintegra
tion of the old sy'stem througlout the regioln. StabilIizatio po)licies, itntroduced 
by tile postc )lilflunist go vernments with the hacking of the International 
Monetary Fund ( INIF), and the collapse of CMEA trade spurred the Iprocesses of 
disintegration. Of the Countries in the regio n,onl' I Ilnga rv and Czech o-
Slovakia had relatively stable macroeconom it: ,;ituattOi s that m:tde shock 
therapy unnecessary. But I lungary sharCd with the other countries a sharp 
drop illoutput, as state enterprises prvewd much less adaptable to market 
rules than tile iiitushri milng (but still mainly small) private firms. 

The accelerated dismaintling of the old system dramatically altered the 
situation ofmany major social groul)s. \Worke,., in state enterprises faced sharp 
declines in real income anld the pI)ssihilitv of unelillilth vinent. The intelligentsia 
had heen Ceiph yed under coimunism ismanagers of state enterprises and 
statfls educatitma, inst itutioIs. Theof puIhlic sector cultura, and political 
protracted and severe fiscal crisis compressed their ilctC)Ciis an1d undercut 
their sCcurity. I)spite the contrasts :iong the three c( )untriCs in the property 
structure and orgaiinizatioi OfigricLIltIre, farm'l1lers illall three ftlt tile conse
qlUences of the collipse1C)f guarantucel prices, import competiion from the 
Elropean Comninnunit) and tie rcluCli )lofStlte suhsilies f r lgrictihurail iinputs. 

Whereas hefore 1989 recessions hld usuall\' beii transforled illIoinlfla
tion and shortages, illthe new economic order the till ill Ouitptl and revenieIs 
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and macroeconomic imbllances produced severe fiscal crisis in each of the 
three countries.1 Fiscal strain turnin accelerated the disintegration of the 
inefficient but pervasive welfare systems (health, education, houIsing, and 
pensions). The consequences were partictlarly painftl in the context of fallingreal wages and rising unemployment. Not only social services, but the entire 
range of state fu nctions and services Co1ntinutied to deteriorate, in part as a 
result Of fiscaI pressures and in part because If the disrUIptioll, cO(flitsiOn, and 
demoralizationl of abrulpt chantlgCs. Bureautcrats' behavior coUtld hardly be 
expected to change overnight. Moreover, most are poorly paid and easily
corrupted by the new termptations of the emerging market ecolonwv. 

The process O'disintegration will continue for some years, since the role 
of large state enterprises in the econo0my is still much1 too great and social 
values still reflect four decdes uf communisl in tile region. Moreover, the 
capatcitV of Most puLblic institutions continues io decline. Eastern FEulropean
societies will have to struggle with the legacy of communism for a long while. 

Emergence 

Parallel to the unraveling of the old systems antd in direct priportion to their 
disintegrationl, market institutiolns and elements of civil society started to 
emierge.This emergence was clearest in Poland and I lMgary. Of course, the 
events of 1989 mattered. BUt in these two countries there was also considerable 
contiluity; the Iitical dcolapse Of C0cl iii in tin ism was perhaps nMost imiportant
 
as a svmilhol. It also helped to briig in tiIreigii political backiig and, with it,

capital aid foreign expertise. In Bulgaria, in contrast, elenients of civil society

and market iiistitutiIlls began to emerge only in the late 
 1980s, and the
 
collapse of cominunist control was e:isential bef)ie serioLis economic reform
 
could h,'-gin. 

Emerging Elements of FutureMarket Systens 

Economic refornls in I lungary and Poland hefbre 1989 have already been
 
discussed as responses to disintegratdoil. Somic of these reforms also contrib
uted to the emergence of iarkets, graduallv itroIuicing market mechanisms 
within the co ianld ecolioiyiv by shiftiig allocative decisi (Is frrlni central 
auith(orihties state eiterprises. This shifti a llowed directors of those enter
prises, especiallv in I lingar\',; to learn \'estern-stvle ilianagcmeilt, financial,
and iarketiig ieciilhi(luIes. 

Not Iilly. the coiltrast ing n,aitlre an1d degree Of CI lill0lltilist econl nilic 
reibrms, bUt also differeilces in the inlltience of workers iii Polantd and 
I ltngary contribtited to diffelreii degrees of "iarket learning" inthe two 
coluntries. In I Itingary, workers' Op))1sitioln to tile cotilniiist regitlie was less 
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powerful than in Poland, in part because of memories of the brutal crushing of 
the Ihungarian uprising of 1956. Therefore consulCr prices could be kept 
comparatively high, and consuimer markets remained ill Cqu il)i1iii. Short
ages were less :acuIte andlICfrequent, and a1ll economic actors receied ncire 
socia7 training in market helavior In Poland, in contrast, workers' pressures 
held down consumer prices, directly causing rCcurrent severe shortages and 
indirectly interfering with learning about market principles. 

Aloigside limited market-o)riented ch'.a1iges il the ( )rgan izatioi and opera
tio ns (f the official sectors in Po la nd an11 1 nllgarv, the shadow or secon d 
ec(onomy was emerging well hefb're 1989. F1htirishing prticularly in sCr'ices, 
technically illegal but t ml era tCd s iad1()\'-cC OilIN activities helped to fill the 
gaps in the cl'ficial distributioi network, increased family incomes, and 
provided experience iii entreprenelICturshil). 

Boith comtn ries also) permitted a1limited a1i1)t nt Of ofillici:illy sanctioned 
priv'ate ec(oinmic acti vity. Ns already n)ted, l)ollid . agriCiItUre remained 
almost entirely il private hands, while inl I Itungau'rv priv'ate ploits were permit
ted within the larger strticurL'e )f agricultural collectives. In hIth comuntries 
there \were also .t fair n iitin-her Of lital famil'-sized enterprises il rettail trade 
and crafts. In P)land by the sect)nd half o f tlhe 1980s, as ant iprivate pro perty 
ideology diminiished, restrictioins n the size of ent,,:rprises were lifted and 
foreign capital was permitted to elntCr The resullt vas the griNVtl of soIme\Vlat 
larger private businesses. The private sector expandCd Co)nitiliu usly flrom the 
late 197 0s Omi, while the (ti)tput (f the state seco mrshrank considerab ly" Private 
sectoir irtv) was ihibited, hoiwever, by lack o)f capital, andwth still skills 
expertise, infr:istrtuctulreC, and confidence that the newUvpc)lic-y chalnges \Cwould 
be sustliiCd. In Ilungar'v the pattern and timing of' emerging private sector 
activitv was similar to that in IPoland in spite (of marked diffe rences in the 
patteris If lisIiMantlinlg the cc tininist system. Iii the final years of the 
cclunlin in ist era, infiir l pri'atizatitn f)tstate enterprises also)gained grc mund 
il I lngar\ 

Iluilg.ra'111d Iland'slc hosening oif the command econ(lly Was unique 
within the So\iviet l1c0. 1Bulgaria, in contrast to these two but in cOinltinn with 
the rest of the bl(i, had very little )ri\ate sectir (legal Or shadl()w) and vi'tuaIlv 
no experience with mnarketlike incentives and constraints within the all
encompassing staie sector. The Most rural of the three c0)tmuntriCs, Bulgarii had 
an agriculitul sect onr miinated by immenseSt(viet-sile lkhoz farls.m( stateand k 

'he p)litical transitio nns tfi 1989 sharply accelerated tile emergence of 
small aind mediui-sizel r'i:ite secto )r fifs. 1 March 1993, private sector 
activity was estimated toi acc()iiunt fhr at least -6Spercenit oif griss domestic 
pIrocdict (GI)P) in IPolaid (,and tile private sectoir emp hoecd a I n tist three-fifths 
of the Ilabour ft-ce); -i0)-i2 percent of 1992 GI)P ill I hiigurv; and rugllv, 20 

percent of GI)P in Bulgairia. 
The way in which differeint io)()StCo1iliIlliSt countries stabilized their 

iacroeconomic situations illutellCed private sector foirmatioin. Ill Poland the 
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Balcerowicz plan squeezed the large state trading organizati(s; accoml)anied 
b v Cfi';C0UUs policy promoting :;!! privatization, this taCtic caU.::C a ripid
takeover of virtuall' the whole retail market by small private entrepreneurs.
Bulgaria's lag reflects not only the absence of private or marketlike experience
before 1989, but also macroeconomic policies somewhat less vigorous than 
Poland's. A a result, its state-owned trading companies have been less energet
ically pushled out of operatioll, Il IILngary the small-scale private sector grew
rapid.,, hut this increase was a continuation of pre-1989 trends. Andr'is 
KirCs~n'i's discussion of Ilungar.y' in the companiol volume emphasizes the 
strong colltinuitN' of ecnolllmiC reforms in Ilungary in the late 1980s (Nelson 
1994). 

Il all three countries, however, it has proved more difficult and slower to 
revise old and create new legal and financial institutiosl appropriate for 
market economies than to encourage small private firms. Again, both in Poland 
and in I Ilungary there had been some modest steps to develop such institu
tios in the last years of the communist period. Legal regulait ins had been 
amlended and financial markets (such as banks and stock exchanges) intro
duced and re irgalnized. Still, despite the eflorts of i )stco()lnunist govern
ments and parliaments, these reforms are latging behind the needs of the 
htirge ming businless sector Foir example, financial intermediaries able to 
channel private savings into investment remain extremely weak. 

Iransformation of the large state-owned enterprises has proved muchI 
more difficult than small-scale privatization. Il most of the region, with the 
exceptiin (fIfIlungar, most large enterprises have n(ot _han,1ged status. I-low
eve; piecemeal and inevitably experinmental privatization policies, coupled
With sp( mtane(ius" hehavr b1 m:ymagers and others, are under wal in most 
countries and have gone particul.arly far ill lungar, which has also pressed
official privatization programs more rapidly than other countries. The process
is producing layered, complex, and often obscure networks of property rights.
For instance, iminagers ()f state-)wned fiIMs may spin off assets to new 
satellites that are legally limited liability firms; the old firm remains the 
dominant owner, while suppliers alnd hanks (still state-owned) are also major
shareholders. It may be diflicult to devel(ip and aplv.apprpriae egulation
for these unanticipated an1d poo rlv nuderstIiiiod Ownership networks. More 
broadly, the emerging patterns defy con'Cltional distinctiols betweenlul)blic
11nd private sectors. The effects oin productivit. ; investment, taxation, and other 
Crucial aspects of economic performance remain to bIe seen. 

I nhealthly side effects of the emerging market aire also quickly appearing:
tax evasioln, coIiiption of Oflicials, and mat ia-type illegal ecorimomic activities. 
These effects at e exacerbated by the general weakness and disintegration of 
the state already nentioned. Side effects aire p1rtly a resuIt of lags in legal and 
financial reforms The temptation is also huge: no accepted moral code guides
I)usinesses and state officials, and privatization andeasy access to the mooney of 
state banks generate large-scale corruplion. Such phenomena, which appear 
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ailmost universallly in the early stages of caipitalism, ire problbly unavoidable. 
They ire nevertheless dangerous, posing both aIdirect threalt to private and 
public sectors and i more indirect risk that criminal structures, once brought 
to life, will petrify 

New Social Stratification 

New social groups re emerging iparallel to the development of markets. In 
-lungary and Poland an embryonic entrepreneurial clss, present throughout 

the entire communist period, expndced considCrlbly during the 1980s. Still 
snill compa.ired with that in Western societies, this middle chiss is growing 
rapidly. A tiny group of very wealthy people is allso ippelring. Income 
differences (which, contrary to the official propagandai, never disatppeired 
Under "real socialism") have become much more conspicuous. In B:ulgaria, 
restitution of urb:tn property to precommunist owners has created a smill but 

politically influential class of property owners. The short-run effects of the 
meisure in stimulating entrepreneurship i-emlin uncertain. 

At the other end of the social scale, one )f the 0unfortunate outcomes of 
reduced real wages and growing unemployment is the emergence of in 
'underclass" of people, who, for v:rious reaiso ns (such aIs ,age,social ind ethnic 
characteristics, :and lack of educaition or skills), ire unable to compete in the 
new system. In Poland, the emerging ui-derclalss includes many low-income, 
poorly educated rural people, Is well Is unskilled manual Workers in urlba 
atreas. It is also beginning to include even some skilled employees of state 
enterprises, who, for lack of housing elsewhere, cannot move out of regions 
p,irticulirly halrd hit by unemployment and reccssion. Undereducated young 
people from working-clss urhan bickgrounCs pose pilliculrly urgent social 
problems. Gypsies in maIny countries of the region confront speciail problems 
of combined ethnic and social prejudice. Amollng the cases stulditd here 
Ihungary is the most aiffecled Iy the problems of Gypsies. The social sitLition 
of Turks ind of Gypsies is difficult in BuIlgarii ais well, while Pohad is the most 
ethnically homogeneous country in the region. 

The Emergence of Civil Society aid Political 
Opposition 

Critical groups-embryonic politicail opposition--hd also stirted to emerge 
in PlaCnd ind I lungary long before comnluInisill colhipsed. While econolmic 
reforms proceeded furthest before 1989 in I IuIngar,, political opposition was 
most developed in PolanC. Bulgariai, in the political ais in the economic sphere, 
had the least experience with opposition before 1989. It needed the external 
impulse of perestroik:i in the hite 1980s to give birth to it modest environmen
til movement and to the aiutoIOmnous trade union federation lPodkrepa. 
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In Poland, the emergence of critical groups independent Of tile state owed 
much to the Roman Catholic church. l listorically', tile church had laiintained 
its autitonolmy'; under Ct0nmunjsill it played tile role of a "public sphere" both 
ill its own right and as the vehicle for covert but ardent nationalist sentiments. 
Since at least 1976, there had also been a tolerated open opposition, reinforced 
by the sixteen lonths of mass participation thr ugh So)lidarity ill 1980-1981. 
\Workers' colncilIs were also conparatively niUmtroUS and influential in their 
own tsnterprises. Ec)nomllic structure- -specifically, tile relative importance of 
heavy ildusltries Where w )kers' organimitit ils tend to be strt )ng-co )ntritited 
t() tie political iinportance )f uiliOl S and workers' coincil Is in Poland. In 
IIlng:r); in co nli riast, tie church played very little political role. Not; after 1956, 
was there significant mass-based oppositit)n; criticisn was more intellectual in 
characiCi. Ill both COilii riss, since tile hrilness of icleo)lt gv and cens( rship was 
relatively oiose, tie aithorities t(lerated considerablhe independent activity
within acade in ia and tile art.r. Thrugh teaclhi ng, imoivies, cabarets, essays,
hbooks and iranslations, cartotons, and r(ock music, independent ideas were 
dif'used to a3Wider pulblic. I lon i sovieticus" was disappearing, and elements 
of civil s(ciet' clearly emerged in I lungary and Poland beftore tile major 
political shaleup). 

Elven within the very core of co tif)liusml-the party itself-independent 
tendencies \tsere licit Unknoiwn in I "ungar'aid Poland, although ill neitner 
counltr\ did interll] c1riticisill reach tile level Of that in 1968 in Czechoslovakia, 
when tile CtillllllniSt prty' was briefly the main propoi nen t of radical refolm. 
In IPoland ill 1980-1981 there were unprecedented attlenIlplt to instiiltilmal Iize 
sIch tendencies, but tile Mre genlleral ltendeilc'\ was to exclude dissenters. In 
cotrast, ill IItinga rafter 1956, the Kl:idir regile fi l wsd a Stl'iategv' if tr'illg 
t) co-Opt Cli)tissters. As ai ressult, the p)oliiical trailSitiin in P aid wis funda
meintiallyv Co)lnfriontationa l and entailed mass mtmb ilizatioln, while tile I ILIngarian 
tiansitiiiil was notiated :igI ong political elites and involved rather little mass 
p:rticiatioin. I BLulgaria, doubls and divisio ns within tile palrty' surfaced only
just beft)re the notilent of triansitiin and were generated largely by events inl 
the Soviet I iniin. The transition began as a "palace coup" by reformers 
seeking to imt rOiduce perestroika. Moreovei; the ComLunist part\y maintained 
broad P) sPUIai5upplOrt, as its vict()rv in tIie first competitive election cenmon
straltesd. These cotriistillg dvnainlics if ptl iticail ti-a nsitio in turn shaped tie 
pitterns of post-trallsitioll politics. 

Another important aspect of the emergence of civil society consisted of 
ct(ilslittilit )ll and Stattit()v' change2s ulle2r coninlunisill tllit expanded the 
role of the judiciary and tile i- fIi\law For example, adnin istrative and labor 
cinut.i were-established Pol.andinl in the 1970s and constitutionala and state 
tribunals and tile office of the ombtidsMlan ill tile 1980s. 

After thsecollapse of co nLllism, all three countries rapidly starirted to 
build new co(nstitutional and political orders-a process that is still just 



22 Jacek Kochanou'icz, Kalman Alizsei, and.l1an 11. Nelson 

beginning. Civil soci2ty, so important in the final abolition of communism, 
turned out to be only' partially prepared for this new task. Social structures are 
in flux, as they reorient themselves to new economic and political rules of the 
game. New social groups are not yet well organized; indeed, it ishard even to 
define and articulate interests in the context of rapid change. Nevertheless, 
certain groups have managed to develop or retain sonic capacity to inlluence 
government policics. The clearest illustrations are probably the former Coi
intl nist ainid Solidarity labor federatio ns in Poland anld tihe dramaticaally growing 
Podkrepa federation in B.ulgaria. Business associati()',. in all three countries 
have also emerged rapidly In Poland some agriculturl interests have main
tained strong assoCiati(n1s to pursue their goaIs, and all three m.int ries have 
organized (or revived pre-Cominunist) ag,rairiall political parties. More gener
ally, however, the oppo sition elites that emerged in the last years of the 
communist era and gained experience in civil disohedience and passive 
resistance had no practical knowledge of open, competitive democratic 
electoral politics. Especially in Polanand IBi garia, parities were Often little 
morc than personalist factions, emerging almost accidentally and with little 
social basis, often Uniting under s\'mols fromithe past or from ahroad. Only 
more recently have they started to search for co nstitUencies. 

In Poland, Opposiion to communism was po\erftilly united under the 
ummbrella of Solidarity. But Solidaiy sltated tIMIcrminhIe withint a fewNMonths 
after the Comnltlist governileit was displaced. The negotiated transition 
entailed a lengthy period of coalitio n goive'n inent that incluided the ciis
credited ComnmuLnists; in the first free elections electoral arrangements pro
duced a badly fragmented legislature. This result contributed to ongoing 
tension hetween the president, the government, and the legislature. New 
electoral laws adopted in 1992 produced a much less fragmented outtcolle in 
the elections of Septenaher 1993. It remains to he seen whether the decisive 
leftward swing of those elections will produce a more coherent legislature. 

In I [ugar\' ,andCzecoloshvakia, moreworkable party structures emerged 
inl the caimpaigns fo," the first democratic elections in 1990. In lungary the six
party system, fostered by electoral laws discouraging fragmentation, has 
turned ( it to '- surprisingly stahle, adding to the overall stabihilitv and gradu;l 
progress of the country But even in Ihungary, and more clearly in Poland and 
Bulga.ria, there is a danger that the parties emerging fromi the transition period 
may fail hecometo build hroad social bases; much of the public ma,, then 
alienated, perceiving politicians and legislators as a new political class play
ing thJr own game, divorced from ci.izens' concerns. 

In B1ulgaria, the emergence of a new competitive party system took a 
different path. In Polalnd and l luingarv, the disintegration of the Communist 
party led to splits and fairly low-though not trivial--popular support in the 
first competitive elections. In Bulgaria, however, more of the population 
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supported at !,.:;t aspects of the communist System, and organized opposition
emerged oniy shortly before tile transition. ivsalready noted, tile former 
Communist party wori the first election, which discouriged both splirteirg
and reform from within the party. The continued strerigth of the ex-
ComnlnllliSts fostered tile growing dominlalce of the most ardent right-wing 
groups \within the variegated democratic opposition. As Ekaterina Nikova 
describes vividly, politics and parties were tempor;'rily frozen in intense 
polarization (Nelson 199-i). 

By the end of 1992, however, the Bulgarian parties showed sigis of the 
pattern traced earlier inl Ceni'al Eu ro)pe: the anti -CO miin nist cOilitiOn) spliin 
tered, while tile former Coimlmullists. somiewhtit reorieited their stance. Mod
erate democritic groups became alienated or were pushed otIt of the anoti-
Communist coaliti( n.The right-whig elements, still bearing the name of the 
originial br)ad coalition, wonIa razor-th in majority in the second rou nd of 
elections inl October 1991 and formed a coalition government with the party
representing Bulga:la's ,\luslih populaitioil. Within one year, howeve; the 
linconlprollising 'ightist governllent had Illanaged to alienate almost all 

groups within society, including its coalition partner, and was brniught down 
by a vote of ioconfidence. The new governmeit formed in the last days of 
1992 is icentrist coil ition of moderates fr nm the Socialist (ex-Commuilist) 
party and the Muslims, With supp)rt from some of the original anti-Communist 
groups. T oalition has notlhe proved very effective, aid new elections are 
likely inl 199-i. Bulgaria's electoral laws will discourage fragmentattion similar to 
Polaid's, but it remains inl open questioni how the party system will evolve. 

Redefinition 

The collapse of comnllllu.isl was not oily all event of great historical impor
tarIce, but it was also amazingly nonviolent in most of the bloc. Nor did the 
traisition involve any major physical dislocations: towIs and factories were 
not destroyed; people were not forced to move from their homes. With the 
broad physical framework and much of the social system intact, the political
transition did not entail destruction but rather redeliition of social roles. 

The process of redefinition is most visible in the case of the former 
nomeklatura. those party appar:itchiks who played the most i ,aportant 
political roles in the old (Order.In I [ungary, as K6r'selnli suggests, tile nomenl
k'.itura had already partly redelined their r)le by tihe 1970s, emphasizing 
tt "hnical and manaigerial skills rather than ideological roles (Nelson 1994).
The nonrevolutiOmary and negotiated character of the transition spared mem
bers of the nomenklatura both physical danger and, at least initially, legal
threats. Inl Poland and l-lungarv shortly before 1989, many of them had tried to 



24 Jacek Kochanowicz, Kahnan Mizs'i, and joan AL. Nelson 

prepare failback positions. Many turned their political capital into economic 
capital, converting skills and connections aIc(juired under the old system into 
marketable assets under the new one. Former party apparatchiks, high ofli
cials, and state enterprise managers started early to establish private com
panies, often privatizing state enterprises or linding jobs as representatives of 
Western corporations. In short, state officials redefined themselves as capital
ists. This transformation Iiappc-iliWd much more easily in Poland and especially 
in Ilungary than in IliuIgairia. 

A similar process took place in politics. Communist parties reorganized 
and changed narMis, uIsually calling themselves "social democrats" and claim
ing adherence to democratic priinciples. In I lungar' tle party split in 1989; the 
reformist wing successfully (apitaliled on its liberal credentials and is now 
a well-established part of the Ilungarian competitive party system. Irom 8.5 
percmrt of the scats in the 1990 iarliament, its polpularity has risen to the point 
that it may well run first Or second ill the elections ofsp:ing 1994. In Poland tile 
former Conmmnists won over I0 percent Of tile IpOilaur vole in tile 1991 
parliamentary elections; within the fragmented Polish SejIm they formed the 
largest parliamentary CaLulus. In September 1993 the t)emocratic leff Alliance, 
a coalition dominated by the direct successo ito tile CO)nlltllist prt, finished 
first with more than 20 percen Cfthe vote, and the left-leaning Polish Peasant 
Iarly won an additional I.3 percent. "l)getherthe two will control two-thirds 
of tile seats in tile Sejm. In Bumlgaria, h wever, reorientation of the former 
ruling party was slowed precisely by its initial victory (with -i7 percent of the 
vote) in the free elections of 1990; only more recently have some reformist 
elements split from tile party to form separate grou)ps. More generally, in the 
Central European or Western tier countries of the region, the renamed and to 
varying degrees reoriented (Cmi mnt ists have not been able to capture more 
than 15 percent in elections, while their comulterpart.S have c)ne considerably 
better in lBulgaria or Romania. 

Trade uliOlS ha\ve' also had to reorient their structure, agellas, and 
alliances. In IPoland, Sol idl,-ity had been a union i..ire in name th,11 in fact, 
being in reality a political opposition movement. Since 1989 it has had to 
become a more typical lab or union federation. The flrmer Communist unions 
have also had to reorient their role and have proved surprisingly effective in so 
doing. Under conmmnism they were corporatist institutions, uniting man
agers and workei s within industries and trying to transmit party policies to the 
shop floo) Now they organize industrial actions much :IS Solidarity does. A 
similar remodeling of the unions is under way in the whole region. Many of the 
officials of tile old unions, perhaps espec'ially the younger amiong them, are 
more skillful and disciplined in the day-to-day realities of politics than are most 
leaders of tile newer unions 1and parties. In Poland and Butxlgaria, die reorienting 
of the former Communist unions has been accelerated by competition with 
strong new autoI1noLous trade UlliOll federations. But more recently that 
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rivalry itself has been redefined: in Poland, ;!t least at the level of some firms, 
and in Bulgaria, at higher levels, there has heen clear collaboration between 
ex-Commlunist and anti-Communist unions. Nikova's suggestion regarding 
Bulgaria alpplies to Poland as Well: union inlhuence is enhanced hy the relative 
weakness of parties. In Ilungar), unions in geieral lhaive loiig heen less 
influential, and the new anti-C()mmunist uLlions have thus far been weak. The 
ex-CommunIIItllist ullions hive very ClttioIisix; step-by-step, gained some legiti
maimcy nrg the emtployees by actions designed to demonstrate their services, 
but they have not vet challenged government decisions over the econonw\ 
They are, however, open and strong allies of the Socialist party in the 1994 
elections. 

Within the not vet fully emierged competitive party systems discussed in 
the previoLis sctI( n, anti -C amoLn isIpoliticians and groups have also had to 
redefine their roles, since many' )f them areCow part of the new political elite. 
At the same time, state instituti ns have been redefined politically, shedding 
the Marxist ideological legitimization and often donning more nationalistic 
garb, sometimes-as in POland- -with -eligious overtones. 

Economic and Political Transformation: 
How Closely Linked? 

Even our small sample of cases displays sharp contrasts in pre-Commulnist 
heritage and wide variation in the timing and speed of the disintegration of 
COmm1l11UliSIm1 and the emiiergenice of lie\\, more market-oriented or denmcratic 
actors and institutions. 'et despite considera:ble differences in the couse of 
economic anid political reform,s since 1989, the three countries sio\,,a number 
of broad simil:kriies with respect to the nature of the economic measures 
ado0pted, the impact off th )se measures, tile slower and more difficult progress 
of ilstit utional and legal ref irms, resist:net- to large-scale priv'at.izaion, 
and the disso)lution andirestructutIring of both former Q ),rlmunist and anti-
C )mmtinist p()litical coalitinIS. Since our main interest is the linkages be
tween ec(o)n(iicretf)rm n.,dcoiis(lidation of political openings, one similarity 
is particularly interesting: broadl, painfill economic reforms have not been 
blocked b\'democratic politics (despite consideratble protest, particularly in 
Pollnd and Bulgaria), nr ha\ve unexpectedly severe economic declines thus 
far derailed dein ocratic consol idatini. What fictors explain that pattern? Can it 
be expected to coltintiue? 

One set offfactors is of course the shared external context. The collapse of 
the Soviet Union and the CMEA and the Gulf \tr comIbined with long-festering 
domestic economic troubles to reeate an ab.olutely overvhehing ecotnomic 
crisis. At the same time, events in the Soviet Uniiol destroyed any remnaining 
credibility of statist ecoinomic strategies, while both intellectual currents and 
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real-world events elsewhere around the globe seemed to point to tile inevit
able triumph ofmarket-oriented economic strategies and democratic political 
systems. For many in the Soviet Bloc,that tritmph lot only seemed inevitable 
but also)was ardently desired: [))tll tle C Isimer gIII-ods ind tie political and 
cultural freedom ifthe \\.st wcre magnets. Most clearly in Central LLrope, but
also in the Balkans, the desire tI("belotg t)I Europe" influenced b(Oth political 
behavior and econo itc poIlicies. 

The very severity 0'f the ecl In nmic crisis also forcCd rapid imposition of 
drastic economic measures; the nature I f the crisis left little room for 

il it 
the IMF, urged tolgh stabilizaIti iCm easures cxcept in Czechoslovakia (before
its division) and in I Iungarv, where 

nmanelWUer. The iinternati( Inal finanl ci nlnlulnmainlv bitt n0t exclisively 

severe itmbalances had been avoided. 
The deplh in(d drania Of tie recession alSO captured )ublic OpiillOl.

Initiall\, tile pub licin Oir threeC ount ries (and lo re broad ly in Eastern 
Furoipe) wIs prepared f'o sicrilice, if ti0t because the old systemr tenpo r'ar' 

was despised (as it WaS in solle but ilot
all cases) then I)ecalse of the glittering
ltre of Western standaids of living. Yet tnost people probably were not 
prepared for some of the more drastic aspects of the adjusttment, inclding
so)aring itnelploytneilt rates. An intense debate has emerged aniolg special
ists regarding tile real impact I f the transitions oin living standards, taking into 
accounllt n1only nounitnal wage aId price trends but also less easily iuatiltili
able positive and negativ'e trends such ias reduceI scar1cities, tile bulrgeotiig
anrid ituidercI ioui edlsimaill-scale private sectol, and eroding ;:,andards of pulblic
services. P))LtIat- t-eactions Priball depend less oin the balance of objective
gains and losses thar onihopes, fears, and perceived alternatives. It is worth 
notirg thait in Blitlgaria--tle counitry il Otuirsatruple least disafftected fium 
co1nitiunisnil-the U nited )emocratic Front \,oil tile electio.ns of Septembler 
1991 after sevell illolllhs of suppor)itilg acute aUSterity measures, while the 
architect of tile Imleasures, Ivan Kosto\; was IRetUIled to the legislatture with a 
strolng majorit: Still more clear-cuL is the p~upitularit%' aliig Czechs of Prime 
Minister Vacla Klauits, tile architect (as fourimler iinister (f iilmCe) Of rapid and 
sweeping economic reforms. 

A ouirth ocmliilonl lifictor that helps tIoexplain the initial conmpatibility
between econotiic ref'orti and democ'atic consolidation was ie weakness of 
the I)Oent i iloIppI)sitioII glIips. For tile Most patrl,frile r COllInist parties 
and uniotis were discreldiled atit illdisarray', While iewer gtoips thai wvouild 
later advocate alternative ec'oin(liiiic :tpprolache,; rIless-than-demlocratic politi
cal piilosophies were not vet organized. 

Moreove; tihe clemlocratic consolidat Iagelll WaS sil)stanltillly iide
pendent of tile ecoilmic refor1m agenda. Intense debates OVe issues 

In St it ttl 
asfundan.lllICltaI as te c itional franeworlks, or as apparently frivolous and 

superficial as the design of the flag or other symbols,absorbed a great deal of 
time aind attenition. So didipolitical maneuverinmg and planning, as hoth 

http:electio.ns
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Communist parties and anti-Commu11niSt coalitions crumbled nd new parties 
emerged. Unclear relato mnsh ips between heads of state, heads of g vernnient, 
and legislatures caused considerable telsion; SO did iSsues such ais control of 
the media and the militarv; and, in IPoland. relations between clhui rch and state. 

All of these factors con)tributed to the som1ewhat surprising compatibility 
of initial economic reforms and d.'nIocratic openings. But links and strains 
between the two processes may well increase in the near future. To the degree 
that the macroeconolic crisis has been eased and inflation contained, tile 
sense 'If potetial catastrophe has been rediced. PuIic ttlerance for further 
sacrifice is dwindling, while tile immense task of restructuring tile large state 
enterprises and banks remains to be addressed. The size and dynamism of the 
private sector; hence its capacity to absorb workers from tile state-Oiwned firms, 
may prove crucial in determining the pace of politically sustainable ref(rm. 
Ofpf isition groups of tile left and right are emerging and are likely to pose 
more of a threat than in the early post-transition period. Fin all v,as 5( ie Of the 
big issues Of initial democratic cOInsliiatiOin are at least temp(orarily resolved, 
hoth tile )ublic and po moreIlicy makers will be freer to turn their attention 
full' to economic questions. 

As tie shared circumstances that dominated the early p(ost-transitioi 
stages fade, the conIt rasts in different countries' heritages froii precomill]nist 
and communist eras may \'ell exercise ml0re inllulence on the pace and pattern 
of ecolinoimic refo rm and 01n p olitical trends. Clearl\, those cOtuLtries where 
disintegration had gone least far and market-relevant experience anld institi
tions had not emerged are at a disadvantage as they ai\v, to encourage 
market behavio)r Creation of new institutions and oppaort i ities may not be 
able to outa).tce tiledestructive effects of dismantling tile old arrangements. On 
tile poilitical side, the advantages Of an early start may be less clear: it depends 
what "lessons" were learned regarding effective political behavior. The lessons 
learned in I lung;r hoth by elites and Iy the public, stress elite negotiations 
and d wn)ly poipulIar iarticifption. In Poil anid much I f tile Ipoulition 
learned lessons regarding mass polditical o(ppositioni but little ab(oLIt coimproi-
Inise. The turbuleiit p(Olitics Of the first years after 1989, howeve; seem to have 
froiLuiced at least a tacit agreement not to pur::e differences to the point of 
paralysis or breakdown and i soeviiat increased capacity for compromise.

Thus far"We have discussed the relationship between ec(mnic reform 
and democratic co nsolidation ill ternis Of sh(irt-run effects oii tile sustaiiiability 
of economic policies and ipen politics. But the two processes also interact in 
more specific and disaggregated way's, soie of which are likely to have long
run effet.s (ii tile pace and )attern (f e(coInoiic and n',!itical evolution. For 
inst nce, K")r6s0nyi points to tile replacement Of Old forms (if Coimunist 
patr(oniage and clieitelisni by new patterns of allocation of privatized assets to 
Ibuil )()Iitical suf)i)()rt, while Nikova nIlotes that tile second Bulgaria land 
reform law was motivated far more by the desire to weaken ex-Comniunist 
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control in rural areas than hyIthe desire t( establish mire efficient agricultural
production. Changing class structure will alsio of course have powerful effects 
and indeed mnaV piose (me iif the Img-run chadlen- es to tile viatbilit.' of both 
aspects of tile double trmsformition. It is to these challenges that we 
now turn. 

Challenges 

hle processes of disintegratio)n and dismantling, emergence and redefinition 
are far frifmfin 'er,and tie pictUre is st il Unclear; v ,ii16Cre L-giO; !',*, 
r( ad remains t10 full\" fledged market ecinmi)im ies and stable denLi iCracies. 

(Jhil lenges to) h( )tih g ils stem in pirt fr i mial ec( minom ic andtile internit i-
political settinfg: interl 1tI itnl c)nlipetiti )i is stroi g; tie gliibal ec( lii is ill 
IIlux; and tile regi( in;il and World p)litical! i rder is iiridergoiig recOnipositi in 
after tile Coll[lSpe iif tile Si)iViet F,.'ip ir.)PrisjIects l r Eastern lIu ripeai re
cover-\' a11d g romwtI depeild 0i1) tile ahilil\' of lh ise cifull i'ies Io coimlpete ini 
wOr]( mrkets. Ilfrln :ltltelv; pr)IteCti:ilslinlptIlses have reViVehd illany
Western iiiS with lthe Ci lif tIe (')ll WAr Ihretlt anid ;is a1restIlt Of cuirfrelt 
d)mi estic ecimninlic prinhleins. AltIiOuigih tlie Eui pa Cou( mutlitv aid oher 
\,sternt nal itis hv:i\e parti illy (pelled their i11arnketS tio Easlern IniurEtiipean
guoids, the bfrolader goal of initegritiii--nii ne likely lfi" tile (:entril LffrOpeal 
n;tilfS thanifir the Balkiis--will cle;Irlv he sl) wel by fe ar-s regarding ilh)\ws
of cheap iinlpi-is :aid aixiev' regar'dinrg iilssive Iaii irimigr'aiimi. External 
debts are a f lller Iutirdell: rep,iinemtils iiti ftuiids fi r domliestic iliVeSl
itit, while atteriipis toi 'er.'goiiC Oit"mr delay p'lllerit iredtie credibility With
 
foreig irivestors. For Iiulg.ilri.a (.i1ig i)til cases) aid seveaI other Balkln
 
coMuitries, the civil war in pairts of firiier Yugi slavia has increased geogrfiphic

isolatioin while tile ri ternationl ernbligo on trlde v ilh Se bhil is imposed 
heivy costs. The largest tirikiiiOiw is the flture if tile successi)ir states of the 
Sioiviett lii, which are likel[l-whiitever tie ciotirse of evenlts-ti()draw 
;ittelition ;lrd iesiOtires , fvavftiom .iEster Eti i nOpe. 

Il adldiiii in til tie icertainties and problenis iif tlie exterial coitext, 
Easteri Etiri)peti nat iuis face aill arlv i fcialleiiges stemnilling from itternall 
trenids. TI te firsti Of these is the possible rise of :utitimritket forces. Mijorsocial grourps ire thireiterieL h chalges Ahreidy ;iccomplished Or plmmed, 

and nian.v people ire til prepitred to faCe life ill i coMpetit iye imirket system.
\ices for Ioire itierventi i, foir fIllire State rOtect i ifl, foir retlr. to tile 
cozy welf;Irisn Of hu r-eaucrltiC p;iterl Iislii ensiiyvglain pipti nritv ;llllugll, Stale 
enterprise woirkers who femir Ini'iffs, ;.limig the griiwiig inirgirilized uider
class, ;i1A ;1oliig tile rfi, penshiners. I)Oiubs bOut lhe desir;rllilii of ai 
largely imarket eci llOllv 1tn;1' exteiid toi)thier grotips ;Is well, p;irticuliirlyin 
Bulgria (;miong our cses) aid elsewhere in the killkais. 
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This challenge, plus less flundaniettltal but still fo)rmidalle technical and 
economlllic ohstaicles, thus filr has prevented morre than modest progress ill 
privatizing )rrestructuring the massive, inefficient, largely technically obso
lete state id(Iustriis that still make Ltp i large (aItll )ugh in P01lan ( rapiidl" 
decreasing) share of the ec(It)( l and emlohy a high prop(rtitn ofthe laho 
force. II inga rV's ec(ni)ntflii anod pilitica;l sittlIttitn ha lapermitted Stmewhat 
bUtter hiltugI still partial pr(ogress. Am rapid Is( IIuti tll I this isstIe seems 
unlikely; co nsiderahle state inter'ent ion might well occur, reflecting growitig
demands f r 5I )me5s)it arialp ialvx'ViI l ind ustrliesI indust iolicy t )keelp I)ten 
alive. 

Aside fronI the restr LiCtlrinlg If"state enterprises, the liggest structurial 
challenge the Eastern Ii lip ntries lao.ce i h In each (Ift is biudget rehIC 

these ci )unt ries,welfare and s1ciial spending Lonsidterahly exceeds that of mar
kut ec(ni csli..with coiltnpa'a le pe>r capita in"Ici rfl. 'I budgCt t'eCstructuiritng
Lt 

is aliigliv co)iplexlld Polit(llly ,ensitive - )iitil ire Ire Irm il thItisFail t 

ieIld w(IldI meaI that high Iai'ginalI tax rates will prevail, I icinig husinesses
 
to conceal I1ty1 11f', ti ties. 'JIlIt I ut t 111higher
t 'actir cI12 W(til d geierIate t1uc 

inequal iiies thal 
 if' aldicail hudget reftartn ct1tUld be carried tllriuglh. 

The evolution (Wfpolitical svstetll SaO5)) l-Cses challenges. Ii all theeh 

countries-mtost clearl.\, thus far, in I htigary and Poland-there are signals of
 
possihle riglhi-witng m1etnents f'; Ilitillis trrIeligi(t s character Such
 
gr )Lups feel tlir rmtitiIl identit' is thl'eateted by the changes Ir(ught aihtl
 
iv the marker and democrat izat ionl ard by the cultri-al hi()r)geniZaltioil/
 
resultitg fl')n11 g!1(hAliizalltt an;kels atnd Iolit ical opunness.These groLIiS
OnII 
are martginal itlnhtoth cultries. ')itpirolnged atlWidespread hardshi 1p could 
increase their social sttpt)rt. Such tendeticies raise questiInS alIoLt the1future
 
chaiacte r of' Easleri nuropeial Societies and states: will they le (pen aind
 
based Il lilbe-ail iLeIas and rIu of law, Ofr Will il
ex' instead lhe defiied in ethnic 
aind religitItS terms? 

ClaIshes over thelse fI'MC:ullt',ial political valutes, Is ell as over economic 
goals and nlealls, will afftect 110,W still-fluid party systems evolve and how 

nil'eSIlved ciltiStitiiti(lll! questiols are managed. Illoluir three couintries, only 
Ilungat-v a.lpea-5 to have " '"e. - w(rkable par-ty structure; the Polish partY 
systen reniains f'ragntilted (ltnough less s( after the elections (If aUtuln 
1993), and the polarized llulgariain parties seem to he starting iprocss of 
crLunllbling aid regrouplling. The challetnge is noIt only to create party systems 
capalile of l)i-ducing Stlile atid 'ffective goverlleltnis, but also to develop
ties between the political class alid stcitl coInistitueIIcies thlt Can1CO)llnter the 
growing trend Iowatrd cvnicisl aid amn(0t1g the pl)lilic.'.I1llh 

B;isic coInstitutiolnal issues, including the divisio)n of power bietween 
presidents, govIertlinents, and legislitures also ilu.St Ie deiCi-d or fine-tuned. 
I Jnlil these issues are resolved, aheady overhudened goverrnents will le 
further hampered by Uncertainty and controversv 
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Consolidating de,,ocratic transitions poses a further challenge of incor
porating emerging interest gro'.ups ( themselves still very much in flux) into the 
decision-making process. Libor unions present a particularly acute challenge. 
Both their institu~tional interests and the welfare of many of their menihers are 
perceived to he directly threatened by aspects of market-oriented reform, 
including measures (still largely in the fllture) to i.icrease the flexibility of 
labor markets and to reduce the role of un ions as channels of social henefits. 
Unions are likely to re;ist such reforms, vet they cannot he left ouit Of demo
cratic decision-making processes. Moreovet; enlisting some degree of their 
cooperatic'.l may prove crucial for successfully implementing key economic 
reforms. 

Both econoimic and political challenges converge on a1third set of issues: 
redefining the role of the state itself. I lere all postcoiminItist states are in 
,Idilemal", because they need much less of the state and vet more of the state it 
the same time. I\'o overlapping sets Of issues demand attention. First, while a 
market-friendly en'ironment demands less .state intervention in the economy, 
the state inust act ill many ways as the architect (ifthe transition. The state 
sector isstill considerahle, and the government must boith introduce privatiza
tion and manage those enterprises that, ftr the time being, will remain in 
public control. A different hut equally crucial state role duliring the transi
tion period isto provide asafety net adequate to protect ioth basic welfare and 
the political susttinability of the refirms. The second set of issues concerns the 
Iing term, not the transitionAI period.Even in a largely market economv tle 
state mutst serve key fInct ioils, including tax administration and enfircement, 
alfair and efficient judicial system, aniicd tile kinds (if appr priate market 
regulattions that characterize established market systems. Permanent state 
ftInctions also inciChe sitistantia I r( les in eclItcut iioti, heaIth, and social 
security--hut cIuietit structures are both inetfficient aIdlfllc iall\ tLnSustaIlil
aile. Consolidating niarket reforms and democratic poilitics will require 
reversing the ongoing disintegration lbasic state I'inctions, while resolving 
the exttarclrdinaii "l ()Ls its of the ),,Inclaries thoiseci ai tentio qiest i and go ils )f 
fituctions. 

Despite challenges and anxieties, hInwever, citisiduu,dACl g ha,', 
hieen maIC ii the t(Ad t0 market soicieties aiic delll )latic svstetnls. Viatever 
the shortcomings Of institutiiial arrangenetnts, the ideas of demoicracy and 
markets prevail thr(iiglut the region. Ii cintrast with the interwar period, 
people-by and large-dh ino)t seek answers to their prohblems in strong 
leaders and atthoritarian soiltiOns, atd self-atpp iinted "str ingo teii" have not 
emerged. It is tooi early to give any definitive answers why this is sO, but certain 
factors are likely to matter. 

First, there is at"snowball effect." The trend toward democracy is glohal. 
There is a zeitgeist of which democrac, and hiumaii rights are ptrt-Ls 
totalitarianism and auth(oritarianism were part of a zeitgeist in the 1930s. 
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Moreover, societies aire affected by developnts elsewhere much more than 
in the past. The media-television in particular-pla, an enormous, unprece
dented role, and it is difficult to i)solate pte)le frill) what is goinlg on in other 
Countries. The feeling is overwhelming in the world Jht statist econonmies 
alnd authoritarian po)litical s.stems are .itnl ded ad inlffective s'.stels. 

Second, there is the en()ril(IS appeal of the glo)hal lass C )nsunflrer 
soc )ie \Vhen one look s at V()till tp ill :ia WlrSaw disco, in a ,\Idclonild's, 
or in a m1u.sic shop, it is hard to imagine theml in the red tie-s of the ( ()illllUnist
N'outh lovemnlt. Blue- jeans, caril'S, w;ishing Machines, and videocassette re
corders are pirts ()f in )pet, market so)ciety. 

Third, in EistCrnl Europe- slpecificlll l the proximity of the Eiuro;pean
Comunllity hais e'n( )rnl(u1S inlluiencCe. Elites ill Eastern Europe know that tile 
values of \Western luripe cannot be easily dismissed if a given cotriy Cos 
n)t willt to be re t tile role ) a pariall. 

)enlocracy and market reforms thu.s far have lheld. These factors improve
the chances that the' will-against tihe historical oddis--be cotnsolidited. 



CHAPTER 3 

Economic and Political 
Transitions in Latin America: 

The Interplay between 
Democratization and 

Market Reforms 

Marcelo Cavarozzi with JoanM. Nelson 
andMiguel Urrutia 

During the 1980s most of Latin Americas military dictatorships were replaced
by democratic governments. In tile set of countries analyzed in this chapter-
Bolivia, Argentina, and Brazil-transitions to civilian rule occurred in tile first 
half of the 1980s.' This trend largely overlapped with tile collapse of the

difigiste econ )niic models that had prevailed since tile 1930s. Thus, tile new
 
governments faced tw) simultaleous tasks: conso)lidation of fragile demo
cratic political istitiltin s anid economic stabilization and ref rm. In contrast,

in Mexico and Chile, and (1mtside of the hemisphere in Korea, "Tiwan, and
 
"urke., economic reform preceded demoicratizing trends. Alternativelv, in 
Costa Rica, \enezuela, 11id pest-1982 Spain, democray- was well-esthlished 
when (feel) economic crisis demanded basic struLct Lural change.

Argentina and Brazil are alitg I.atin America's early industrializing
countries; IBolivia isone ol the regiomn'ls least ilid ustrialized an1d least modern
ized counltriCs. These conlrasts 1)(2rnlit us to exaMlilii iliteracltiollls between
stabilization of democratic institutions and implementation of market
oriented ref(orms in a range of contexts. Despite the dramatic differences
:11110ng these countries, simuhIta tieuts115 economlic and p1 liical chialigCs illitia llyl 
pn mpted partly parallel responses. Ill all three, the departure of the militar i , was supplorted by tile overwhelming majority of tile IoPIllatmion. Especially in 

33
 



34 AMaraclo Ca'arozzi witb loan Al. Nelson and .li,'uel I rrutia 

Argentina and Brazil, a surge of optimism prevailed. There was a generalized 
expectation that the civilian gotvernments would be caplble of extricating the 
econonies from the recessions they were experiencing and, at the same time, 
of reversing the real or perceived regressive effects of the military's economic 
policies. 

The record of the first civilian administrations shows that that optimisl 
' was unfounded. 2 artl\ is 'aresu<It (if the legicy of man:issive fore'ign indebted

ness and munllntil-,, fiscal deficits left by he lilitary governments, and p:irtly 
because the civiliall admillistra i ins etrred ill their diagn(oses and made critical 
policy mistakes, the recessions tlurled ilto econolic crises compM'aable only 
to tile depression of the 1930s. 

If an1 a1nalyst had extlrapolaied the trends of the previous thirty years, lie 
would have c1includeCd thlt the ClllllCes Of consoilid;ting deInocr'atic institu
tions ill the lid-1980s iriBolivia, Argentina, :and Brazil were slim. From the 
1940s to the 197()s econi mic crises less severe than those of the early 1980s had 
nvariiblv led to miliiary dcestailzat liOn (if the incuL ,ernt civili an adm inistra

liOils. But ni twit istlldillg the fiiIure (if the first- r iunid denicratic govern
ments, and despite the dCepCninlg of ecoi!(iilliC ind s51cial crisis, denmocracy 
survived, and tihe likelihood (if :autfhiritarian regressions appears to be ex
tremely low. 

Especially in Bolivi< and Argentina, th1e sec(li-rotind democratic govern
m11ents adoipted nLch11more dliast ic market-oriellted refoirns. M(ireo iver, biith 
Victor az Estenssoro and (:irl s Menein implemented these reforms more con
sistentl: The zealousness Of the second-round Lpresidents producCd more 
successf'ul results. Fiscal deficits were reduced and kept Ilw, inflation was 
AbaeCL, and tile level of cciol ic activity rebounLdedL from the recessionary 
depths associated with the hyperinflationary episodes of 198i- 1985 (Bolivia) 
and 1989 (Argentina). 

Brazil's second-round president, Feraindo Collor (Ie Mel O,also laluncled 
apromarket programl. The ileaistures lie initially applied, however, were mLuch 
more heterodox ill nLture. Liter he moved more decisively in the direction of 
economnic aldjustimelllt nd riVzitiznluioil, But it that pioint, his hiomneyimion with 
tile Brazilian ended, and the political class turned overwhelininglyci )ppe
agaillst his imperia I style of'political management. Ecom mic indicairs again 

began to deteriorate sharpl; and Collor was impeached for corruption and 
finally expelled from office in 1992. 

The considerable successes of Paz E'stunssoro (ad his successor.laime Paz 
Zamora) and Meneim in :ldjusting the encon(lnies of their countries have 
helped to popuIl:rize the idea that trends toward political deilOcrltizltion arid 
agreater role for markets in the economy are congrLlent. Brazil's experience 
seems to SLulp)ort the same idea: shakier democratic regimes have been 
associated with trepidation in introducinrig market reforms. Democracv, associ
ated with "less state" in politics, appears to consolidate more firmly where 



35 :conomic atd Political7iansitionsin Latin America 

there is also "less state" in tile econloyh, that is, when tile policies of deregula
tion, opening of the econom.w and privatization of state enterprises and 
services have been more ldly implemented. 

The analyses in this volume suggest much imore complex and problematic 
links between democratic coinsolidation and market-oriented reforms. In 
Bolivia, Ar*gentina, anid Brazil, the political aid ecooilic trIranslsfrnmatiols 
of the past decade have not related in linear ways and the changes have not 
necessarily been mutually rUinfofrcing. 

[ie authors of the country studies ( n which this chapter is based discuss 
how democracy has to s(oli1e extenlt furthered market reforms, but ofteln in a 
rather tortuous way. The transitions to demo cracy accelerated the crisis of the 
state-centered Model that had prevailed in Argentina anrd Brazil since the 1930s 
and in Bolivia since the 1952 revoltiion. That crisis created the precoinditions 
for, and also firced, dem(icratic governmnen ts to ad(pt promiarket strategies. 

Conversely, the implementation of market rCforms contributed in several 
ways to the sttilization of democratic governmerits and institutions. But 
market reforms were also r'elated toIthe deterioratio, of' the state amid the 
erosion of its capacity to crni l-ce the rule Of law, and mai nta in a monoI)oliy Oin 
vioence thl'( ugh( u t nati (iial territories. This erosioin Could in turn uInder
mine the ba:sic foundationIs Of the emergiig (lemiocratic political systems. 

Pre-World War II Evolution 

The three Ltint American cases in this study (offer signiicanit contrasts. l)Uirng 
tile last half of the nineteenth centu,ry and the first (luarter of the twentieth, 
Argeritina and Brazil (iin Brazil, especially its central and 1 outhern regions) 
were amiong the w(rld's [)lost successful cases of export-led economic growth.
Furthermore, th1e tvo coLlntries were Latir America' early industrializers. In 
both, state-led responses to the (ireat Depression-import sulbstitutiOln, the 
closi ng of the ecoInIori; arid the extensive regulation of Calital and laor 
markeLs-were initially effective resp Iiscs to the changes in tihe irterriational 
econiomic system. Argentina was am(nmg the few dehtor countries that did lot 
defult on their 1ir'eign hMlns in the 1930s, and Brazil became one of the 
world's mIost rapidly expanding ecoim lies after W(Irid \\4Ir 11. 

I lowever, partly despite its success and pairtly because (f it, Brazil trals
formed itself irt(Ia dual" society' The Centi-al and lSoutheri r'gions expailded 
aind mI(dernized, while the N(Irt'lC'iS re(mlained (soiC an1,alss)'S wOuId sa\ 
became) backward anid was l)ppulateC b\' an1 OvereXplolited a1nd eXtllemelx' 
impoverished landless psaslnt ry I)uLrinig the twemtieth cet.lltlry, alid especiall ,
after the antioligarchic 1930 rev(ltioi, lie Northeast prvided tile social basis 
for the emergence and consol idatioIn If a clientelist political class. After the 
semidemocratizirig process associated with the d(IOwnfill Of Getulllo \"u'gasS 
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dictatorship in 1945-19-i6, this political class became the core of the conserva
tive wing in each of thi(c 1lst imlpo rtant p(olitical parties and was able to se-
Cunre a, 1sprcip(ortionate sharec if iiatio'iiia poiCil itical p(o wer tinder h(it h m ilit:ar 
and civilian goicnineints. 

This circumstance o'Cffered atstriking contrast with Argentina. The expan
sil, of ca)italist agricLltLIre in Argentina all hut eli mi naIted the remaining 
pockets if sulsistCncC agriculture. PCatsants might haVC comp)sed the sOCio
clectciral hasis Of coinservat ive part ies in the ear iier stages of demc icratitat in, 
bUt their numbers rapidl dwindled. Conservative parties like the once 
hegeoinic Nation al AUtIticnctis Party (IPAN) ceased heing a relevant factor in 
electoiral l)O)litics during the 1920s a1nd 193t)s. The intrinsic weakness of 
Argentina's c()lnserval ive parties coinltributed to the emergence f 'Per inism in 
19-5 and t ithe tinp,ralelCd electo ral strength it enjoyed thereafter This 
movementldOmininatCt Argentine p()litics during the next half-centur; blend
ing Slip) rt fro)m )rganized lahb)r ill the couintry's metropl)ilitan c:)re with that 
fro(m the traditional ist elites and impoverished masses of the northern 
provinces. 

BIoflivia's histo rical itinerarv \'a.s almost exactly the reverse of those of 
Brl il and Argntin:. Il)ui-ing colonial times the region (When knowii as Alto 
Per ) thrived (in tile export of silver and the exloitati(o if Indian Serfs. After 
independence, with the collapse tfsilver prices aind continuous internal strife, 
the C ItV'S ec(IOIcniv lIagugCd; tiii later hecame its so le Significant, albeit 
modest, eXlqc rt. This perio)d f feeble expotr gi()wth piroivided only a fragile 
fiundat ic n f ip i)st-\W id \ir 11inward- irietited devec)p ment,l(il1 ivia never 
devel ped a significat ,nntifcttinig sector; as lBrazil and Argentina did. 
Neither the industrial nL urgeoisie iior the irblan workiiig class eierged as 
signific t social :ctori's. ill fact, the mine workers, led by militant left-wing 
gro ups (rarinly if Ini'otskvite leanings), were the political core Of the country's 
i)r 1Cta-riat. MIC)dein agricti Ilttire was limnited, and I idia subsistenice pe:tsaIits 
reina ied the large majority (if tie prCedominantly iti i-lI)ul)ulItti(iin. 

Ns EdIIaid (ana ra rcc)una ts, traditic)n3iIligatrChic iuRle predo)minated 
ill Bolivia tintil the mid-tweatieth ceiturv (Nelson 1994). Il 1952 a nati)nalis
tic aid refi il-i ist rc'il utioil I:Iatit aI iZCd tile tinl mines, decreed ain extensive 
,agrarian reform, and all but dishaniled t1C IriaIan, The new rCginelie a 
headed hv the M(ivimiento N:ici( nalista RCvolucii)iari( (NMNR) lacked, howeve, 
the expansi, u and transforming capaiilities of Brazil and Argentina's l) )ppilist 
governments oriented toward state-driven development iii the 1945-1965 
period. The \INR soon splintered, and hv the early 196()s the Bcolivian plitical 
system h st its capa ility to )inc rporate tile ll)O lIar sectors. Eco anoumic gro wth 
was not dynimic, and Bcoilivia's versioin (if state developmentalism was almost 
exclusively leiideiit Oi eXplnding ptihlic employment (based oii tleficit 
financing), generalized political cotruitiin, atd redistributive policies. These 
practices utidermined the state's linaicial capabilities without significatitly 
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contributing (through the expansion of demand) to economic growth and 
productive investment. 

The State-centered Model 

As we have indicated, Bolivia, Argentina, and Brazil were extraordinarily 
different in terms of historic trajectories, social structures, and ecolollic 
dynamism. Ilowever, the three countries shared the features of what we define 
as a state-centered model. This model devehped earlier and in more potent
variants in Brazil and Argentina than in Bollivia. In the latter the state-centered 
model W\:s the p)oduOct of the late "agrarian ist" ,rad ntti)na listic 1952 revo li
tioti. Within this model, several aspects of state economic intervention were 
significant: (I) direct productive undertakings, (2) the r'unning of basic ser
vices and utilities, (3)the regi latior) of relati(ois between capital anod labor, 
(4) the protection of domestic manufa,hcturing and oth er itnp )rt-substitUtiilg 
economic sectors, ard (5) the taxing ()f expOrt-oriented activities. 

13ut the state-centered model was not limited to the ec)nomic dimension;
italso had a p litica lelement. The state's econ omic roles depended (oi, atnid in 
turn rei nforced, a moCIde of pI(iti cal (rgatizatiori iin which iteract i(ns anlong
social groups were mediated thr(o ugh state channels. The states political
interventions within this model were seldom itistitutionlized. They shaped, 
and were shaped by,patteris of heh,,vior of the inajir private actors who 
shunned explicit or instituti()nalized forms of bargaining. In the state-centered 
political model, both individal and collective act(rs tended to favor the state's 
adoption1 of discreti( mary patterns of decision making. At the same time, 
however, the implicit consensus enjoyed by the state was tenuous: it was based 
largely on its capacity to distribute rewards. Neither authoritariam rulings fiom
 
above nor cionllict settlement attained thr(ough representative institutions
 
rmnaiged to turn into effective mlechanisms for securinlg reliable compliance
 
from private act(rs.
 

The prevailing pzitteri of sta.ist p)liticization unidermiied the strength
aid stability of represeitative institutions. Nevertheless, the operation of 
electoral democracy vas iever completely abolished in anmy of the three 
countries. The weak democratic mechanisms were intermittently, albeit sys
tematically, used to exert pressure upon publlic decision makinlg. 

The state-centered model was quite successful in pr)moll(ting dynallic
economic growth in several col.UntriCs, especilill' Blrazil. But the sectors pro
moted by the model were nevertheless delpen dent on key resources from 
abroad, and they showed only limited flexibility in adapting to the changes in 
the international econ(omy. They were es)ecially vulnerable to the dislocations 
of the late 1970s and 1980s. 

As Bolivar l.a1ninier and Edmar Lisboa Bacha argue for the case of Brazil, 
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one of the characteristics of the inw:ard-looking economic approach of the 
state-centered model was the permanent lack of macroeconomic equilibriuml 
(Nelson 1994). Inflation systematically exceeded international rates and almost 
continuously tended to higher levels. In fact, Carlos Diaz-Alejandro's assess
ment of the post-World War !1Argentine economy could Well be extended to 
the other two cases: 

Even when prices reflected, on average, social opportunity costs, their erratic 
movements induced by policy changes and by inflationary conditions in
creased uncertainty and deprived such signals of a great deal of their 
usefulness. A situation developed where neither coherent planning nor the 
price mechanism was used to allocate resources rationally (IDiaz-Alejandro 
1970:115). 

The lack of equilibrium generated, and in turn was nurtured by, a 
pendular pattern of economic policy making: orthodox stabilization policies 
to stop inflation and ree(uilibrate the balance of payments and fiscal accounts 
alternated with reactivation policies intended to increase production and 
reduce uwjmployment.3 Within this seesaw approach, however, the prevailing 
logic was alwaIys to pursue the established strategy of import substitution 
under the various umbrellas of state promotion and tutelage. The specific ways 
in which sectoral interests were woven together within the state-centered 
model precluded the possibility of retrenchment or basic changes of course. 
Lamo)uniel and Bacha's assessment of General Ernesto Guisel's economic 
strategy in Brazil could apply to almost Lvery government in the region using 
the state-centered model: the high-grovwth strategy "precluded timely adjust
ment even through a temporary retrenchment, favoring instead thefitite en 
aatit strategx:" 

In fact, the statist-inflationary pattern of conflict settlement and intermit
tent military rule were essential aspects of the logic of state-centered develop
ment in Brazil, Argentina, and Bolivia. We will examine these issues more 
carefully: 

The State-centered Model, Inflation, and 
the Military 

Inflation was an intrinsic aspect of the operation of the state-centered model. 
Inflationary mechanisms "lubricated" the transition into the postoligarchic 
era. The democratizing trends of the first half of the twentieth century had 
rendered virtually obsolete the traditional political patterns used by oligarchic 
regimes for containing and submerging conflict. The modernizing but still 
deeply divided societies of Latin America had enormous potential for conflict.4 
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Thus, inflation provided an "invisible" mechanism for resolving divisive 
distributive conflicts.5 It also enabled state agencies to cope with conflicting 
interests while avoiding severe repression, especially of lal;or demands. lnfla
tion allowed the state to partially mask the zero-sum nature of the distribu
tive game. For example, the export sector, the urban landlords, and the future 
beneficiaries ofthe social security system often became the losers in the price 
race as a result of price freezes, exchange rate manipulattion, or similar 
mechanisms. Owners of manufacturing iirms, their workers, and the under
taxed middle class gained accordingly; 

As Adolfo Canitrot (1979) has argued, wage 1bargaining was a typical 
example of the implicit covenants neCgotiated Under the mantle of inflation. 
Urban workers in the heavily protected manufacturing sector were the bene
ficiaries. Managers yielded to union demands rather than face the risk of 
stoppages and other forms of'work disruption. Then they,transferreci the costs 
to coInsumers, who had no choice but to buy the more expensive md often 
lower-quality diomIIestic c)MMo(idities. One of the distinctive fteature.i of this 
pattern of accommiodation was that, except for largely ritualistic bargaining 
procedures, man1agemIent and the unions did not engage in direct negotia
tions. Instead, there were two pairs of one-to- me negotiations; in each ofthen, 
state agencies and Officials bargained separately with both sides. 

The lubricating effect of inflation was possible, however, only if prices 
rose at a "moderate" pace i if less than 40-50 percent a year So long as inflation 
remaineJ moderate, markets were distorted but could still be regulated; 
relative losses were significant but not so great as to foirce losers out of 
business. Nor were the taxing capabilities of the public sector irreparably 
damaged. 

In a more general sense, moderate inflation reflected widespread, albeit 
shaky, confidence in the political authorities to manage economic variables
 
and especially to enfiirce the value of domestic currencies. This contidence
 
waned during the 1970s and collapsed in the early 1980s,
 

The loss of control over inflation signaled the crisis of the state-led growth 
model. The shift from moderate to high inflation was spurred by the de,'ires 
and tactics used fy firms and indiVidttals to shield themselves from the ef
fects of inflation, including COllarizatIion, irndexation, and ever-shorter con
tracts. In different ways, each of these mechanisms severely reduced the 
effectiveness of the traditional tools of economic policy making. 

Fiscal pressures also fed inllation. The state-led model required high 
investment in state enterprises aild loans and subsidies to private industries, as 
Well as the tisual government expenditures for education, health, social 
security, the militar, and the system if jttstice. Increased poIIilar political 
participation led to demands for higher social expenditures. The government
coiild not raise stifficient taxes to finance both increased social expendittires 
and the requirements of state-led indt,,strialization. In addition, populist 
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policies caused price ,dWStmenlts for state enterprises to lag behind inflation." 
Growing financial deficits ill those enterprises began to require massive 
transfers from the govermlent. The proxinmate cause of accelerated inflation 
was the increase of runawaty government expenditures that were being 
financed by the central banks. Moreover, by the 1980s, those government 
expenditures no longer inluded latrge investments in industry and infra
structure,
 

Although inflat iol had lo0ng been high 
 in Brazil, Argentina, and1Bolivia 
compared with international standards, it topped the 50 percent level only 
with tile onset of the deep fiscal and political crisis that malde tile co1ntilua
tion of the state-led model impossible. It is worth emphasizing, however, that 
the patterns ofacceleration revealed by nltl.lI con0Sumer price indexes varied 
sharply among tile three Coun'tries. Ill Brazil, fr'om tile early 1970s average, 
annual inflattion steadily and significantly increased fro m each presidental 
terin to tile next. In fict, in flat ira nl the dcegree of political opening \x re 
positively correlated after the 197-i transfer of government from the hard-liner 
General Emilio GarrastazCi NhMdici to tile aperturistaGeneral Geisel. IUnder the 
first two civilian adinin istratilins of[jos( ') Sarney and Fernando Colh)r die Mello, 
acceleration Ibcame par't i cu n'i, rapid. 

Trends in Bolivia, and especia lly ill Argentina, contrasted significantlv with 
lBratzil. Both cOuntrics experienced ever more extreme cycles of accelerating 
inflation followed by abrupt but Cpilelerail price stabilizations. After the 
hyperinflations of 198-i-1985 (Bolivia) mand 1989 (Argentina), however, infla
tionary rates seem to have been more stably reduced to yearly averages below 
25 percent (see Table 3.1 and Figures 3.1, 3.2, and 3.3). 

TABLE 3.1 

Inflation in Argentina, Bolivia, and Brazil, 1970-1992 (percentage) 

Ye.>ar Argeniia B tolivia Brazil mar Argcnilina Bolivia Brazil 

1970 21.6 3.:4 17.7 1982 209.7 296.5 100.3
 
1971 39.1 ',.3 
 18.1 1983 433.7 328.5 178.0
 
1972 6+2 23.6 14.0 
 198i 688.0 2,176.8 209.1
 
1973 A3.9 3-i.8 13.7 1985 
 385.-i 8,170.5 239.1 
197,1 ,iO.1 39.0 33.8 1986 81.9 65.9 58.6 
1975 334.8 6.0 31.2 1987 174.8 10.6 396.0
 
1976 3-7.1 5.i *-+i.8 
 1988 387.7 21.5 99.4.3 
1977 150..1 10.5 -3.1 1989 4,923.8 16.6 1,779.1 
1978 169.8 13.5 38.1 1990 1,33.9 17.1 1,794.8
1979 139.' -5.5 76.0 1991 171.7 21.4 440.8 
1980 87.6 23.9 95.3 1992 24.9 21.0 1,1-16.6 
1981 131.3 2-4.6 93.5 

Soirce: Eionm ic (:aalnliasil lar [alin Arnerica ad Wo rld link. 
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FIGURE 3.1
Consumer Price !ndex in Argentina, 1970-1992 (annua' average) 
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Source: Economic Commission for latin America, World Bank, and hItern.,tional Monetary 
 Fund. 

FIGURE 3.2
Consumer Price Index in Bolivia, 1970-1992 (annual average) 
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FIGURE 3.3 
Consumer Price Index in Brazil, 1970-1992 (annual average) 
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The dissimilar infllaionar patterns ofl" Brazil, oil the one hand, and Bolivia 
and Argentina, ol the Other, suggest impot)rtant vatriations o111101gth1e specific 
political models Of the three colntries. Cyclical er'uptisof intlaOfn in Bolivia 
and Argentina were manif,estattiIns of chronic poIlitical instability Since the late 
1950s in Argentina and the late 1960S in Bolivi'l, both military and civilian 
governments have tended o collapse after brief initial peritds of' relatively 
high ipoplular Sulp)ort. The eclipses of these governments coincided with the 
erosion off public conlfidencC in the stathilitN Of the natio nl currency Confi

tence w'as temporarily and partially restored liv each successor government, 
Stmewhat lowering infllition and starting antother c\'cle Of initiall\' successful, 
but later abt rted, stabilizit ihn. 

In ctntrast, the mt'e graiduail a1nd less c'cliical CvOlution of post-1950 
Braziliin inflat io 'partly reflected the mtIre uniilb niif presence of the military 
in this Ct lltr"s p Ilitics. Ct 1151nstt iliita i-v tutelage bcamie a1najor feature of 
postwar 13razili:an pilitics. IBeneaIh tile surface ( f instituctiOial instability 
lprev'ailing in the 1950s and early 1960s-evidenced by the episodes of largely 
successfuil nilt,ary pressure of"195,i, 1955, and 1960-1961-civilian rule tended 
to blend, nIt without some obviotis roughness, with an ev(Ilving pattern of 
military guar'dianship (to use Alfred Stepan's -words).Tiese txpes ofarrangenetts 
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were not completely' abolished when the military took power in 1964. When 
the army high command inauguralted twiO decades of authoritarian rule, it did 
not entirely do away with elections, and those elections were largely free of 
fraud. Moreover, civilian p(oliticians were not entirely displaced. This pattern
of rule wa',s relatively high effectiveness in setting and impleassociated with 

menting econiomic policy goals. I nder the 
military regime, the Brazilian 
economy not only avoided the calamities the lBo livian and Argentine luntas 
:rotlgllt upon their suhjects, hut also grew rapidly from the mid-1960s to the 
early 1980s and considerablv modernized its agriculturl sector as well as 
deepening industrial dCe\'h picnt.
 

Nevertheless, as we 
have alreaLdV sugCSted, during the twenty-year mili
tary period, the capI)acitV tff ihe armed I'rces 10 riue efltcti\'cl\,was gradually
but steadily lrOIdel. I rnlike Bolivi.illd rgelltinl3, however, Brazil nevera 

becamie completelv tgi iverllle. Tle iv iidanc_ I if ext rellie ec 
 1mi niic desta
bi lizaItimi;rad recession may'be a mixed blessing f'r cntelmpo rarv Brazilian 
sOciet\'.The p ipulati in illgelleral, aind tile nIajior economic actors IlpaIrticu
lar, deCehiped adaptive heaviCiral patterns partly shielding them from the 
l ost negative ef1'cts inst ability tile resilience 

defenses against ion reinforced the spiral of instal ilit\ affecting Brazil 

tfeC() ()illic But of these 

since the return o1fcivilian rule. 
Argentine and Blivian militairv regimes pinivCd much less successful than 

their Brazilian ciunterpart in managing their countries' economies before the 
denocratic tran:;itions ftlie 1980s. In both ciuntries tile military tended to le 
deeply fragmented, at least frmi the 1950s onward. As a resLh, the aried 
forces were aIs ffTctive inidestabilizing their own governments as they were in 
removing civilian ad ininistrations. Each rund of piolitical instahility resulted 
in gr( inwilig unginernablilily and inlincreased risk of economic chaos. Both 
countries IinIlv fell hyvperiilation after tile transitions of the 1980s. But itinto 

would be unfair ti ilame the newly elected leaders more than their prede
cessrs. I Ivperinuatii and tile destruct ion of )Olitical authIiority associated
 
with it were largely the result of cumulativC processes of erosion of public 
confidence and repeated impl sions of the policy-making mechanisms since 
the 1960s.1 

The political incompetence Of tile Io liviam and Argentine militarv has 
certainly ininimi zed tile p issil-ilitv toftlie ir rettrn to power in tile foreseeable 
fututire. But their dismal pe rf6rimIlIce as ruleris (mr as huilders of political 
alternatives to their rule )his had a iore pi )uin id, aiid probably longer-terni, 
effect. It has also helped ti highlight the bankrulp tcyv of the more encompassing 
political formula imf which die' were part."

Contrasts hetween Bolivia and Argentina, oil the one hand, and Brazil, oil 
the other, suggest a striking pa:adIox. The ., ate that was the mst effective in 
promoting econiiomic growth under the state-centered model, Brazil, is proving 
to be the most incompetent in reforming the already exhausted system. Brazil 
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has already gone throtUgh !W( 1tiunIs Of democratic governments without 
beiig able to break awiv fronm the syndrome of ever-increasing intlation and 
greater destriuctiOn f poiitical tutlhi)rit%' In c(itnrast, the seco d- rotuenI presi
dents of Bolivia tid Argentina laid doLn the foLndLtions of thus far more 
successfull market ref(orms. 

Post-Transition Patterns 

The First Round: Democratization and Aborted 
Stabilization Attempts 

The ciillapsing state-centered moidel left aitriple legatcy: the delegitiratior of 
athiwitarimn g ivrii melt arid tile iilita ry; titnstable econionlmies; llldIgeneral 
crisis of tle state (and thus of'am'I' im Of gov'ernmlent ). In all three courtriesI 

ctinsidCred here, the first demi icraitic presidents cOtlid neither t%(iuid nor 
ivercOime the tr; ps asst cited with tI1.at legac. Fspecialyl in \rgentill and 
Itolivia., the first civiliian presidentim, iSdied tile mi)raI rejecti n of the mili
tary g( verlinments ncl Of"their pilicies. "l'he' t( perceive thIt the failCL mere 
reversal of tile iOlicies adtIptCd by the :1uIthOriiia ian regimes wutld ii[ot be 
entough to )verctCo ti e crisis. I l imitel.\, isAdt mll nit r t and Silvia Sigal 
concluded atbmut Alf msill, the new democraltic regimes denied the crisis 
(Nelson 199-i). 

Whether the\, were intrinsically weak, like I lerin'tn Miles Zuazo, or they 
enijovcd for a time greatter levels of social suppl-ort and legitiinac, like AlfOnsin 
and to ,ilesser extent Sarne\, the three first presidents barely mana11lged to 
ctmmplete their constituiti inanl terms. ) In all three cases, the irtensilicationi 
of the econinmic crisis-including hvperinllattin in iolivia and Argentina
was the main cause toftheir fikilure. 

In vaIrying degrees the first-rliiuIndlpresidents were psychological and 

po liticail capti\es of the staite-centered oiiiidel. They fitiled to clearly perceive 
that the new ct mitext rendered state-centered policies and poptlist reflexes 
cot riterproducti V. They were also subject tounrelistic p)OpuIlr expectations. 
Much of the populatti in-especially orgtnized I"tbir arid the middle cltsses
believed that democratcy would painlessly correct the economic difficuilties 
at id compenlsalte them for tirthe losses they had suffered during the authoritarianl 

periodi.
 
In hoth Argentina and Brazil, [he ne\ go\vernments sootin realized that they 

had to reduce in flatiolin drast ica ll\: The stabilizatioin prograims they Ianunched, 
however, rested oin the heterodox assupltion that anlllti-inflattionary policies 
an1d the required fiscal adjustment could be implenmented \without a recessioin 
(or with only a mintor one) atnd without a drastic shrinking of the state. 
Argentina's 1985 Auistral Plm aod Brazil's 1986 Cruzatdo Plan had some initia 
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success in bringing down inflation and in generating mild economic recov,
eries. But neither Alfonsin nor Sarnev really believed that a structural re
form of the state was required. Thus, the window or oppo)rtlnity opened in 
1985-1986 was closed. The hcterodox plans rapidly lost effectiveness, and the 
economic indicators soon deteriorated again. 

The collapse of the Austral and CrIzado plans als( radically undermined 
the political reforms envisioned by Alfonsins and Sarney's pa rtv associates n 

Their goa! had been to fulund viable party svstenis, reversing their countries' 
tradition of feeble parties and institutional instahility. More specificall, they 
intended to establish the ttni6n Civica Radical (11R) and tile Partido Movi
miento lermocrJtico Brasileiro (NII)1,) as the dominant players in the new 
game. The aortio of the ec()nomic ref(Irms, however, thwarted that possi
bility; tile LJCR and the PI)I, both were thoroughl.y dceftated in the follhIwing 
presidential election.i 

The dismaI failu re of the fir'st po st-transition partyv gOvCrnments seIiious5ly 
eroded the attempt to reorganize national political life around the pred(omi
nance of politi:al parties. Every party was negatively affected by the failure 
of the radicalesand thepemedebiast,t; the credibility of party governance itself 
was seriously undermined in the late 1980s. 

iolivia's first democratic government also ended in economic disaste; 
including devastating hyperinflation. The circutmstances, however, were quite 
different, and so was the political imp:tot of the economic dCbacle. Sile:. 
never had a chance. I)espite repeated initiatives, Siles's government could not 
launch a credible econnlomic p rograni. As Gamarra notes, Siles was opposed by 
everyv organized secto)r If Bolivian society: tile nililitarx; the labhor confcdera
tion (tile COB), and the private sector led ly the Cctederaci6n de Fmpre
sarios Privad os de Bolivia (CEPB ) ( Nelson 199-i). The part alliance suppIorting 
Siles (itself badly splintered since 1983) had only , niinority of seats in 
Congress, which remained Iirnlv iunider tile control of I IC facto alliance 
between Paz Fstenssoro,'s NINR and Ilogo Banzers Acciojn l)emocr;itica Nacio
nalista (ADN). 

In 198i-1985, when political conflict and tile economic crisis reached its 
peak, most Bolivians blamed labor and the left-especially the Conmmnists 
and Siles's o wn party, the Moviiniento Nacionalista Revolucionario de Iz
(Ilierda (NINRI ). Ii contrast to Brazil and Argentina, where tile entire political
class was discicd ited as a resu It of econmomic calamities, in Bolivia tie llame 
was more tarellte(d. As a consequence, the radical policy change in the Andeancountry did not require a i jor Shift in tile p3re(reices of voters, while it did 

il Argentina and Brazil. Especially in Brazil, tile shift signaled lby tile 1989 
elections anlutited to an electoral eatrthquake. 

Ii all three cases, however. ie elections leading to tile installation of the 
second-round democratic governments involved iiiore than a niere changing 
of the guard. In fact, the reli1acetlent of one party, or party coalition, by 
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another coincided with a more fundamental shift in the way the majority of the 
people approached politics. 'Fhe suCcessive failures of military and civilian 
governmlents-including their destructive impact on the routines of everyday 
life-I'Ueled widespread disillusion with soluitions CoCling from, or proposed 
b; politic'l authorities. There was, in short, a generalized collective retre:, 
frol pc tcs.t 2 

i. retreat from politics proved to have amh"IiguoLIs effects. Oil the one 
lv.,c, it expanded the accepince (or aLtleast the acquiescence) of the public 
tow'aMd policies aimed ait radical l,shrinking the spheres Cif" action of, and 
regulation by,the state. Oil the other han1d, it contrihuted to the weakening of 
the informal rules, and even the moral consensus, uptin which hoth govern
nent and society :ire ultimately hased. 

The depoliticizatioin of the mid- and late 1980s tllus implied tile reversal of 
the trends of statist politicizat ion that had preyxailed for several decades. It 
opened sptce for the implementation of radical reforms in tile direction of less 
state and more market. But it also generated atnovel challenge: that of devising 
means or channels f+p) 1litical sIupport for the Ibing-term c( 1o50solidatiol Of 
market reforms. Ilow this space was usCd by the new leaders of the three 
countries and how tile challenge is heing met help to explaiin tile different 
traijectories followed by tile three Couuntries during the Most recent 'ears. 

The Second Round: Different Political and 
Economic Routes 

As we have discussed, the first post-transition governments in Argentina, 
Bolivia, and Birazil eIch ended in economic and politicaIl debacle. Although 
Bo livia and Argentiia were more extreme cases of hyperinflation and political 
void, the Brazilian collatpse of the late 1980s was in a way more dramaitic: it 
pfut an1end to a mi Iist half.a centu vry tileof state-centered growth, as well aLs to 
nation:il iptimiism thit had prevailed an11ig both elites and t1e i iddle clatsses. 

Delmtcrati- regimes co nfronted with deep econimic crises were not new,\, 
to Litin Americai. This time, however, the iUCce was intvCl. The loss of 
prestige of presidents ald their parties, the \'veakening off the entire party 
system in Iith Argentina idBratzil, and the ellsuillg unlgoiverambility did noit 
resltJI in po litical breakdo n.Neither tile elites noir the public seriouIisl\ 
entertained the poissihility Oif milita rv CCLiups; hsitead, tihe\' tun ed 10 tile polls 
to reject the incumbents. 

In Bolivia in I9o) , :and Argentila in 1989, the newly elected, sec ond-ro und 
denicat itcg verl iient iit roiduced IseCo n in iveltv: vigorous',Il aid crea.itive 
sthilizatiin mea.;res conihilCd with si tinl:lnd sustaiIed structural ref(irms. 
At one level Cifallysis, sheer po litical surviv-.l deiailded Ihating tile evap ira-
Iion if tile natiCinal CtirirelC'y and restCiillg miniiimal capacity to i gie the 

ec(onmiy.X More fundamentall', as the Argentini study, in particular notes, mily 
economists and Somle politicians had learned from past experiences. Miguel 
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Kiguel and Nissan Leviatans study tf hyperinflation in Latin America captures 
the changed perspective: 

The persistence of inflation lin tle cases studied] is linked 10 the inalliitVOf 
the authoritiCs I()con'ince tihe puIb liC that the stabilizatin] programs cold 
suStair .1 ifiailioll 01) a long teIrm ba ik.... 

Policy miakers neededII o CnlillUSN, delmonsltll1)1rate Ileir clIm)11itmnent t(he 
the stabilizatin pnrogram, lnd in twt ca)se is task rC(LuirCd the adoptiol of 
a comprehensive set of1policies whAliCh wCnt he bnd restl rinIg fiscal balance 
Ol a shortI or 111CLdiun basi. Programls could n ,l be crCdible unless IhC'V 
frontalily attacked the tructtIr;l features that gave rise Io in iilfatitl ar-
CC 1n11 N': liatlt1CI ;IdLh'.dsing the deficit-s of the pIllC enterpri e, reducing 
the .ize if tle pub)lic ctl r. alld inii ILcilIg in ititut Ilal roirms tiI restel Ir 
clnt rol over ih e 1l il pl ) ' prlcess (KigeCl alldl.viAlll 1992 ).( 

Ordinary peloplc ii Bolivia aild Ar e'tlltitl hi1.d a1l5 gralual$IN' griwll 
di'ilusiOlIned with (ld statc-centered tll Cle con111ythe d svstenl),Ls the 
sputtered an11d the states capacity to I deliver even thetm 1st hasic governmental 
services and ftunctio ins Th'lledwi ticd. ciici al factlor Creating poptlIar accel)
lance (f tile new Strategy; hIIwveve', was hvpernlaititn. In ll dlivia il 1985 and 
Argeiltina in 1989, IhIle extlremue MtlCet rtailty aic tile CIIliaps (1If" riarl life 
iRlttelti'S caUsCd h1 hlvpe1rinflCi 1l1 Ipened alwiidhV Of\) liticaIl pp rtunit; 
Much O1Ithe Ipublic [I )w lil 11Itll\ IaCCepte mll nded s il gII VerntfTitCLI t 1tlg 


aClil n, ilclulillg nirket-iriclitedre ills1
 
ItidCcCL, tile searitring expe ri et ice 1 I ili;tin Il cretCli sitrplri hlgi1v
 

f' i zCefIIlg-li stillg public tI ICe',ranlC'C lC i. rill. i Argentina, leniltis first 
et nnlimic pr< Iglllni succeeded ( ll\ll' ntmporarily in hlting hyperinflation; later
 
ClI()11" Ic ;til ill()re, cli Itiies t117s wet-' wide l v sutiptea I)ltiIlI niin th at 
po rted CslpitC ItcessilnIand increased un'mpIniienl.tielp And ill Bolivia, the 
reforms in t(i eedCLuUlLCr the llliili.ll ) were sIt icietlil'td Iiz Fstel1551i10 
well accepted tihat all threnetiil I' Ci dite.s fon" I)rpn.Sidtn iti tile st t.SCqtnicil 
electioll itl 1989 c'itlli igtle, I ll l itf IrliS ()f ()I tilltlilgtileap roach. 

IhI Iot)Il ivii ali Arge lililll, tile CoLll s (I b;iSic We6-rti wa'!S CIsCd 1)1It 
011l\ IWClilC aind Ii hV ig ) (litiC;l asles. Illhil aCCeIticC, hit ASO1[Strl 

Ieaier's had I ladhiIIlg cireCrS withill i le (i i lcnSUe li1a Slst-ell)tCreCd, tildIC 
partics ill the'i respective CI it C.S.PI3 z i.stelisl lORws. tIhei leun iC t Ift lie 
NINR and tile archiiect I) Ih 19 2 rcw(litiiIn; ,\let ll hiCi bcn a1Ic;iin'g 
Pcr lit J)liticii sincC thie Ci iT0",,,wilhe lie litst bClllc gvlerl or Illthe 
prolincce ()I Li Riloha. Futhrilorlee ;llhmIgh the\. designed their ecI(ll Itilic 
t ilic)iC. with virti il lv il) effective iilnvolvement ()f (llrcss an1d p(dlitical 
I)ariieS alld iillenltdCul-CLi tihetn ill i strict techlcratic fahlia hin )11h Meietil 
aid Riz tiss1ntl jed ol id paritiiinitary Illailwit ics. 

Skillful iplllitical tiilipil;lii Ift par-ty ly;iltics pertiitted each ti Ilain
tain suplrt ill pirl' anlleegislative circles, even Is they' I)tr.sutecl iCasures 

http:llliili.ll
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antagonistic to their respective parties' traditions and ideologies. Although Iz 
Estenssoro did not even win plurality in the elections of 1985, he engineered
In alliance between his own and auzer's party guarantecing legislative 

backing for his draconian economic meisui-Cs and for swift repression of the 
rebellioLls unions. In Argentina, Menem promised : vage h lost during the 
presidential campaign. But lie then successfLIlly cajljed and seduced Peronist 
part1and union leaders to follO w him when he explicitly :ibaindoned the 
ntitiOn tl ist an1d Statist tennts trldition,1I, held tinder Pertonism and emlbraced a 
prom 'arketprogram incInuding sharp ctu IIa ihInlent stIite and sub-If" serv'ices 

sidies and extensive privatization. The Peronists held maitl 
 itiCs in both htoucises 
with the SUlpp[rt of n ir 11P lp,'iCs, and Co giCess rubber-stlnn)Cdlt- r'tvi ncia 

the presidential directives.
 

Il Brazila,
events took a di ffreiit cotmr.se, but tile Irazili n StI E.cre iniftorces 
seve ra I f the points that gt-'t w ()Int (ftlie Blitvialn and Argentine experience. 
Brazil's histIr\, I)fextrat ,rdinar, ectt an)lic growth led Bi-,aZili a s to Ile pal-tic
ularl' reluctatnt t()inte.rPret recent economic poIblems as evidence that tile 
Old Mt wtorkecd. Ecitlrtitcinir e, Brtazil I1ad clevelIpeld sOIphiisti
caItcL itnclexattit n mechanisms thait diminished tile costs ofilflLiiit )l ft" individ-
IIs a1(1d iirms. Kiguel iud I.,i11.a11 sugj'eCst thiiat "the fact that the hyperinflati oin 

ill Bralzil did inti bring abIhut atcollapse of the col)orilN call explain why the 
recliirecL refl ris tf thef ect n Inv .trC still lptoIstl ted. Tlhus tile cC()noimiy
becamlle a capyive tf it.s own iniflati)l-Illitigatiol tcelillolh g" Ill contrast toPaz 
l.stenSso1()'5 illid,\ICiii's sitiatiois, aindl despite a1gro\'irig ctonsensus ill 
tecdhical circles h tie Liate 1980s),Ctollor's ecolntmic refhorm initiatives were 
hampered li the abisence tf: bl-ld it l victiol tlhl L Iat l"ulatneiital 
cct lilt Itilic ctihages were ilperat ive. 

ill addiition, Collor1tfced a Sectoid crippiling haclicapi: the abisenice of a 
I, e was a to hue t 


cotlltrtd)IedLI less tliii - lerc,,it tIff ilie ia rliaietariy Seats. lie had little
 

sif >iing parlt base. c tton alpolitics, anld his ownl party 

bargaiining itwe.r in reltit fl to the majotr 'iarties-the PMII)B and the Particlo
 
Frente lihera I ( IT.). Mlte htadIy, the etitire politica I'areti was in flux. As
 
I+:Lanit.,er a:ticIllt nt, 
while the two liargest parities had wtol 70 percent of 
the seats ill Ct ltgress illthe 1986 legislative elections, the co lined vtote for 
their Iiresicleiil c ii cli lates ttaled less thin 10 pe rcent iii 1989. Iniict, ntie 
Itfli theit t vt te getters ii that years elect ions-Ctoli, thie tillioil leader 

L.ul:t, aind Let riel la-eltllieB .izo lyd a stolid party base.
 
)espite the traclditilnal im:ige t)f Brazil as hal'ing a sttng stale, Iy the early


198(Js its co eretle incl lit twerrhad dlwhtd 
 CdtcitdL ihtt Bichi ail I it1inliliie" 
desc'rilie .the niultiile ires.soiures ftf.i CiIlerginig mass tlellociaic,,Of a huge 
elct Irate, t 'aiew getletrat itIii tIt ndcependen t aid alressive laih"rleaclers, of 

Cticlldillg ,I " IIICl Illstates aind Iocatl gt wernllnellis eia larglr sli 1 the cIcldgel, 
of tiis at a ti letwhien tile public .Secttor could i1t invest and tile Iaibor iiiarkets 
CouldIha rdly,ac-coliimmitlclite press,,ures \'iaUliWa'l illobility" (Nelson 1994). In 

http:cotmr.se
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short, both Collor's specific politicatl veaknesses and tile far broader crisis 
of the state in Brazil undercut efforts at economic reform. 

Collor's own clrruptioI, of course, brought dowNii his administration at
the end of 1992. 'tet especially irn tile context Of COnsdtutio nl deblate and state 
crisis, the maner in which Brtzil dealt with this :~vkwatrd, imperial, and 
corrupt' president (is Lnl.uniCr and Bach t descrihe him) was eIcoura';tging
for the prospects for democracy In sh:-tp C Int rast with tile excutive domina
tioni typical of both Ciitay anod Ci'ilian gNv\ern meiits uncer tie staite-cenltered 
model, in 1992 the Brazilim I)ngress and the judiciairy' fully exercised their 
coInStitutional prerogatives in jLIdging and dismissing the prcsident. Moreover,
thr'O(tigh(l t the wh(lC impeatchment pricess Var'i( Is segmens off Brazilian 
civil society wereactively aid peacef'ully involved, 11d t ,,,y fll' suppo)rted the 
pr iceduLres. 

While Collhors impcachlent was a 'ict( ry' for dem(IOcratic procedures,
Braizil continlues to Lace a c(mplex and pr(ot wmd crisis A' g \ernibilit. As 
n(oted earlier, the pa1rti Icr- isnsus In ecton(omic stritegy tit emerged in
Argentina and B( livia Ii;s iot vet cle:rly gelled in Brazil. Moretoiver, owing 
pItrtly to its fat" greater size atI c(tmhplexityv, II ilus In.sly strugglingraz i ILu ltaneWitlh fIulIdame1t Ita q(testl ions rCgard itg tile horm f gt verrmlent , intcldilg tile 
electoral systerm, the reiatitishi Of legislatui-e and executive, and major
atspects if the design of the federal system. If secessionist pressures are to be 
taken seriotisly, there areC eCen challegies to the integrity of the state itself 13 

Future Challenges 

In varying degrees Argntiia, BOilivial, at.1d Brazil continue to fatce the double
 
challenge of completing still partial 
 and insecure econiomic reStructuring

while strengthening fragile dem(ocrat ic inistitutionts. Crucial to both goals is a
 
third: restriniig the fidatctl aicapatcities Otf the state while ahterig its
 
ecoii(unoic and pilitic l roles.
 

In Argetiin 
 and B,l ivia, fiscal delici ts thait drive inflatioin havt been
 
largely co itained, but this has heet :acc iiplished il part with otte-time
 
revernues from irivat izatti 
 r mitd with trItsustainlatble '_tts in bIsic go\verollent
expenditurCs. Still largely nnaddressed is tlt_ refirml (prohilbly iicluiding
down-sizing) if the g Ivcrimlent itself-ai challetige complicatted not only by 
po(weul-fI pituhlic sect r tninIs, but ASIsIW tile still-(x!tenms i\Vuse of pattoNwageto help incumhieiit goveriietts Ct -(lt (IPp)tietits as.seMlble toand<. powver 
uidertlike other refo unris. 

Nspects of the ecm licrelfo rnis thenmselves have ct-Cted new priblemis.hm 

As Cartitrot al Sigal iiote, stailzat Piioi tIir( gh I fixed nrmiil Iexchange 'aite
in Argential raises Uet+,stioiIs of credibility and imay iterfere with doniestic 
price imechniisms (Nelson 1994). Priviatizatoiin also raises questiois. Ill Argenihi 
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rapid and extensive privatization has produced a "ring of monopolistic public 
services a1rouId the state." In Bolivia there is concern that privatization (thus 
far fairly limited) will further concentrate wealth and political influence. 

Meanwhile private investment is still slugg'sh (in Bolivia) or skittish (in 
Argentina), reflecting lingering d(oubts regarding the con1tinuity of policy and 
political stability, plus lack of confidence regarding ahility to compete in an 
open ec)n(y. 

At one level continued rapid economic reforms may be crucia, not only to 
supplement and begin to derive gains fromnimeasures already tak tn, but also 
to protect dem)cratic p(olitics. The state-led Model became unpI )l)ular when 
the fiscal crisis created not only economic instability hut also scarcity in state
provided goo ds and ;ervices, owing to the lack of investment in state enter
prises and also t() their inefficiencies and management pn blems. The danger 
for the new democracies in Latin America is that the now-unpopular state-led 
lodel may become identified with democracy if the demcratic regimes do 

not distance themselves fr(om1 that mo)del a1nd its fallings rapi dly en)ugh. 
At a different level, however, there are tensions between economic 

reforms and democratic consolidati(m. Fco onic reforms in all three coun
tries have requir concentrated executive authority) et in all three, con
structi), n.11n maintaining po litical authority has beco)me an increasingly 
intractable task. in Bolivia and Argentina, Paz EstenssO(ro and Menem suc 
cessfully parlayed considerable personal power into impressive state aut.thority 
to condLct economnic reforms. BtI as Gamrarra, Calitrot, and Sigal note, it is not 
clear whether these arrangements will remain ad hoc and dependent on 
specific persImullities and Cnjunctu res or can be transformed into more 
durable instituttiolal changes (Nelson 1994). 

Moreover, in all three c )untriCs (th'Al)gh only brielly in Brazil), central 
authority has been generated hV reducing tile p)er o)rinfluence of other 
instit uti( mns and l)1avers crucial todemocratic po litics: legislitures, parties, the 
judiciarl'; and unions. Argual)ly,only some segments of business have main
tained or increased their influence in shaping policy Autocratic tactics have 
conit ributed t( a pa radlmx ical trend in puhlic opinion: while support for 
democracy is higher aong ordinary petople and major interest groups th'n at 
any time in the pas:t, only small mino rities indicate respect or approval for 
parties and legislatures. 

As elections approach and the ac(luiescent mood generated by economic 
crisis fades, governments may have to consult and negotiate more intensively 
with legislatures and key interest groups in order to maintain and deepen 
reforms. Aless autocratic approach will re(qlire not only chalged government 
tactics, but also changes within civil sociCt-un inns, business associations, 
and political parties-as these adjust to the dismantling of the state-centered 
model id the emergence of new economic and political rules. Thus far, 
clespit(i onsiderable reform pressures within major political parties and some 
union changes in internal structur, and agendas have been limited. 
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Both economic and political challenges raise a third set of issues, to some 
extent separate but also entwined with the first two. The functions of the state 
itself need to be redefined and revitalized Liberalizing tile economy and 
privatizing state enterprises entails dismantling old regulations and activities, 
but also calls for redefining appropriate regulatory roles, most Urgently, with 
respect to monoplIolistic pulb lic services. A market-friendly enviroinment also 
reqjuires well-functioning basic public services and institutions, ranging from 
roads to courts. Both sustainable growth and sustainable democracy require 
the immediate reform and revival of long-deteriorating health and education 
sectors. Fiscal reform will require building much more capable collection 
capabilities and altering age-old elite attitutdes regarding tax responsibilities. It 
will also demand rethinking the role of the state with respect tw social security 
and welfare. Especially in Argentina, rethinking social velfare and liberalizing
labor markets mean a basic change in the relations between the state and labor 
unions. In all three co)untries, the division of responsibilities and powers 
between central and lower levels of government is also in flux. Neither 
eco nomic recovery nor democratic conso)lidation can he achieved without 
redefining and revitalizing the state. 



Notes and References
 

Chapter 2, "The Transition in Bulgaria, Hungary,
 
and Poland: An Overview"
 

Notes 

1. We use tile term "conmmnism" in a descriptive sense, referring to political
regimies operating ill Eastern Europe from the late 194i0s to 1989, which were domi
nted by tile Coll l in ist party. Eastern EuLrope refers, for brevity, to postco im nlist 
Lurope otside of tile former Soviet Union. 

2. This chapter is based in tie three counutry sttidies thatt appear in A Precarious 
Balance: IlimoC,'aIt' atd l:conomic I&orn in l:u l:utro/w. Athiliors of the countr'lha 
studies are jacek Kochaio)wicz ( Polind), Andnis K6r6snyi (l hingary), and Ekaterina 
Nikova (Bulgaria). 

3. \We cannot enter into a debate on the definition of "democracy" and in 
partictlIir whether an1it aStUIledei(ll crcv Canl he treated as a "real" one. [here arestroing reasoils, ho wever, to ,accept a narrow delinitio n (see I ltlitillgttOil 1991: 6). 

4. See Sko)cp)( l 1979: 33--i0 and Rueschenieyer et al. 1992: 12-26 on compara
tive historical analysis. 

5. In fact, atmoig tile transf- nmnin ist imies, soorming po stC econo far only

Czechoshovakia has avO)iLed acuite iscal 
 proiblems. After the split from Slovakia, the
 
Czech Republic may be the 0niv fiscally sound economy in tile whole region.
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Chapter 3, "Economic and Political Transitions in
 
Latin America: The Interplay between
 
Democratization and Market Reforms"
 

Notes 

1. This chapter is based on the three country Studies tht appear in A lPrecarious 
Balance:Denoclral-V?andEconomic ReJinrm in Latin America. Authors of tIle country 
studies aire Adtol hi Canit rot and Si via Siga I (Argentina), Eduardo Ganmarra ( Bol ivia), and 
Bolivar L1uninier and Edmalr l.isboa Bacha (Brazil). 

In the case of lrazil, the military successfully resisted the detiiads for diretasa, 
that is, the social protests in favor of direct president ia eiections. Th us, the first civilian 
president was elected by Congress, where the Social DIemocratic party (PI)S), the 
promilitary party, enjoyed a solid majorit\: Nevertheless, a split withi n tie PI)S paved 
the way for the victory of the opposition candidate, iancredo Neves. Neves died before 
assuming office, and tile vice president-elect, .loso -a rne.; became tile first civilian 
president in ioire than two decades. 

2. Inl the ci lllnipatiOn \IvolIIm We refer to the administrations of I leri'llin Siles 
Zuazo (Bolivi:, 1982-1985), Racil Alfonsin (Argeni.ia, 1983-1989), and .oste Sarnev 
(Brazil, 198,9-1990) as tile first-ronId democratic governleients. 

3. Until tile ilid-1970s, orihodox s: Ihiliz:t iOn wats associated With cirrency 
devaluationIs aid suLhS(queilt wage and salairy freezes. 

*i. It coul d he argued that in Brazil and \rgenfirta the post-1930 strategies of the 
elites were largely designed t0 preempt conflict tIrinLigh the controlled incorporation 
of the masses int tlie piolity. 

5. Inflation hccaie :i functional niechinisni within what Roherto dL Matta 
(1981: I-1) has insiglhtfullv described as cinflict-averse societies. This does not mean 
that conflicts did i10t materialize within those societies. Oil the contrary, conflicts were 
both aLunJdant and tultidinicisional in the increasingly complex state-centered soci
eties. Precisely bccause those conflicts were so( threatening, there emerged patterns of 
indirect aILd arhitrarv settlcment through state intermediationm. The systeml depended 
On . degree of self-restraint aiio(ing the varioums actors: state iitervent ion could remain 
effective l)reciselV hec:iLus tile major actors usual lv refrained from violence or other 
extreme fIrnis of econoiimmic or political bchav ior. 

6. Alhert Fishilow has noted that ill contey!.s if iigh inflation it heconoes almost 
impossible not to let le losses )f pLIhIic enterprises n1 in1ut. AS a1co nsequence, these 
losses tend to weigh mIore heavilv ill I;cal dcelicits. 

7. In Argentina, however, as Figure 3.1 indicates, starting in the early 1970s 
inflation was lowered in tlie stahilizatioIin phaMse Of each cycle hut witholiut returniing 
to the previIiousl Iws. In this seise, the behavior of Argentine inflation is typical of a 
process of hysteresis. I lysteresis is apattern ofincreasitg diso-gaimization defiled by the 
irreversibility of certain tretIds i itice lie initi.l cause of dislocation disappears. 

8. 'lie iatitire of this plieionienon is grasped by Ganarra in his analysis of the 
Bolivian expe)crience: lie economic crisis gripping B3olivia in 1982 was tile resuIt of 
the collective failures of several past governments" (Nelson 199-i). 

9. Within this formula civilian pilit icians aid uniou leaders often became the 
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main casualties of tie game of repression and political instability But the politicos and 
tie sindicali tas were not just innocent victims: they also became adept contributors 
to the constant infringement of the democratic roles they helped to build. Several 
examples of the inherent amhigo ity of the political role of laboir leaders CouIId be cited: 
in November 196- .luam Lechin and other labor leaders joined with the military and 
factions of the MNR to tverthroiw Paz lstenssoro. I.echin was the president of lBolivia's 
labor confederation (the COB ), a member o)f tie NINR, and a 6 irmer vice president of 
the countr: In1July 1966, the most powerful leaders of the Argentine labor confedera
tion (tll. CGT) suppo rted tile successful initIary )1pagainst civilian president Arturorv 

Illit.
 

10. Both Siues ZtulZ) and Alfonsin were forced by the economic crises to 
accelerate the transler of p(o\v-r to their constitotionally elected successors, Plaz 
Estenssoro and Menem. Sarnev was able to complete his live-year term but had to
abandon his intention (if getting the Constituent Assembly to approve a six-year 

n1date. 
1I. As we have indicated, Sarnev caie from tile ranks of the irtido Frente 

Liberal ( FI.), which had split from the official party under the military. It was tile PMI)B, 
however, that provided hiin withi parliamentary suippiort diUring tie initial stages of his 
presidency 

12. Both in Argentina and in Brazil, since tlie inid-1980s publlic opinini polls have 
suggested that most voters are increasingly disilliusioned with th civilian and military 
authorities. 

13, AlthoIigh it is not clear if they should be taken seriusl\, prop osals for the 
creation (ofa secessionist Rephblica ie las Pampas have emerged in the three south
ernnlost, and richest, states of Pa r::li, Santa Catarintia, and Rio Grande do SUL. 
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As [aslern Europe ad10lil Americ pursue dramatic po
litical and economic reforms, it is becoming clear that such reforms 
both support and hinder one another. Based on case studies of six 
countries-Argentina, Bolivia, Brazil, Bulgaria, Hungary, and Poland
this volume examines how democratic and market reforms interact. 

Although each of these countries faces a unique political and social 
context, as a group they are attempting to answer similar questions: 
How fast and in what order should political and economic reforms be 
initiated? What are the political implications of emerging issues of 
equity and income distribution? How can democratic institutions be cre
ated and sustained during difficult economic periods? How each coun
try answers these questions will have long-term consequences even 
outside its borders. 

Understanding the links between political and economic reforms is es
sential if the liberalizing countries are to succeed at their daunting 
tasks. With its broad analysis of how such links work in the two regions, 
this study begins to close the gap in our knowledge. 
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