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Chapter 5

The Basic Causes of “Dragging Out” the
Transition Period

Vladimir Papava

Basic Issues

The collapse of the communist regimes in the countries of Eastern Europe
and the USSR, along with the breakup of the latter, constitutes a fundamental his-
torical event at the end of the twentieth century.' All this can be regarded as a
global process of transition to a market economy (for example, Berend).,? and in
terms of magnitude it can be compared with the Great Depression of the 1930s,
or with the reconstruction of Europe after World War IL* It is not surprising that
the process of post-communist transformation has elicited the name “Refolution,”
as a synthesis of the terms “reform” and “revolution.™

At the present time, scholarly literature and international practice have
come to employ the terms “transition economy” and “transition period.” Witch the
goal of avoiding different interpretations (for example, the “transition” from a capi-

talist economy to a socialist economy in the 1920s in the USSR.® or the transition

']. E. Stiglitz, “Another Century of Economic Science,” in: The Future of Economics, ed. J. D. Hey
(Oxford: Blackwell, 1992), p. 137.

2, T. Berend, “End of Century Global Transition to a Market Economy: Laissez-faire on the Peripheries?”
in: Transition to a Marker Economy at the End of the Twentieth Century, ed. 1. T. Berend (Eleventh
International Economic History Congress, 12-17 September 1994, Milan Italy) (Munich, 1994).

3V. §. Avtonomov, “Politicheskaia ekonomiia perekhodnogo perioda,” Mirovaia ekonomika i mezhdunaro-
dnye otnosheniia, 1996, no. 9, p. 11.

“For example, see: S. Fischer and J. Frankel, “Macroeconomic Issues of Soviet Reform,” American
Economic Review, 82 (1992); J. Sachs, “Privatization in Russia: Some Lessons from Eastern Europe,”
American Economic Review, 82 (1992).

5Dzh. Goldstoun [J. Goldstone], “"Teorii revoliutsii, revoliutsii 1989-1991 godov i trackroriia razvitiia
‘novoi’ Rossii,” Vaprasy ekonomiki, 2001, no. 1, p. 117.

®N. L. Bukharin, “Ekonomika perekhodnogo perioda,” in: idem, [zbranmnye proizvedeniia (Moscow:
Ekonomika, 1990).
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from a market to a plan at the end of the 1990s and beginning of the new
century),” here the term will refer to the transition from an economy with a com-
munist orientation to a market economy.?

With the passing of more than a decade since the beginning of this his-
toric process, by generalizing on the accumulated experience,® it is possible to draw
a number of very important conclusions about the path already traversed in trans-
forming a communist economy into a market economy.

Notwithstanding the plethora of scholarly publications on the subject of
the transition period, there are no generally accepted criteria for determining its
completion. But the simplest formal (and indeed external) resolution of this ques-
tion seemingly suggests itself: if the European Union recognizes this or that country
with a transition economy,as ready to enter its ranks, then in all probability one
should concede that the transition period in this country has been completed, and
that its functioning economic system for all practical purposes has become market-
based.

As is well known, acceptance of the majority of countries in Eastern
Europe and the Baltics (Latvia, Lithuania, and Estonia) has in essence already been
decided. On the whole, one can interpret this to mean the completion of the tran-
sition period, that is, the period of transition to a market economy. In other
words, these countries are “leaders” in passing through the transition period with
success. Henceforth the discussion here will use the term “leaders” to designate
these countries.

In the context of historical events, the agenda must include the question
of the main causes of the procrastination in the transition period in the countries of
that were not “leaders,” that were “outsiders.”

The logic of this problem appears to be rather simple: if the collapse of
the communist system was essentially simultaneous in the countries of Eastern

Europe and the former USSR, it follows that initially all were basically in the same

"R. Anrtachak, M. Guzhin'ski, and P. Kozarzhevski, £konomika Belorusi ot rynka k planu, vol. 2 (Warsaw:
TsSEL 2001).

V. Papava, “O teorii postkommunisticheskoi transtormatsii ekonomiki,” Obshehestve i ekonomika, 2000,
no. 7, pp. 63-66.

SUNICEF, A Decade of Transition. The MONEE Project CEE/CIS/Baltics (Regional Monitoring Report
No. 8-2001) (Florence: United Nation’s Children’s Fund Innocenti Research Center, 2001).
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situation and, consequently, the dragging out of the transition period is an artificial
delay in making reforms in the economy (and society more broadly). This all-
inclusive answer itself contains many questions about the causes of the artificial
slowdown in the process of reform.

As the key to understanding the principal problems of post-communist
transformation in the countries of the outsiders, it is expedient to conduct a com-

parative analysis of these countries with the “leaders” described above.

Institutions of Statehood

The collapse of communist regimes in the countries of Eastern Europe
and the Soviet Union, together with the nearly simultaneous emergence of fifteen
independent states in lieu of the USSR, placed new problems on the agenda. The
resolution of these problems transcended the framework of those schemas that had
already become classic and that had occupied the science of economics in the
course of all its prior history. Hence economic scholarship proved virtually power-
less to provide a theoretically grounded answer to such questions as: how should
one make the transition from a planned to a market economy?'® It is not surprising
that this process of transition, especially in its initial phase, proceeded under the
well-known method of “trial and error.”

Against this background of the impotence of economic science to deal
with the transformation processes, from the very incipience of the transition period
one special circumstance—of great importance—was not taken into account: the
presence of institutions of statchood. In particular, the states that were formed as a
result of the collapse of the federal formations (above all, the Soviet Union and the
Socialist Federal Republic of Yugoslavia) and that were nor the direct legal succes-
sors of these federal states lacked the institutions of statechood. As a result, from the
very beginning their process of transition was compounded by the need to con-

struct these institutions.!

"Joseph Stiglicz, Whither Socialism? (Cambridge, MA: MIT Press, 1996), p. 3; G. S. Becker and G. N.
Becker, The Economics of Life. From Baseball to Affirmative Action to Immigration. How Real World Issues
Affect Our Everyday Life (New York: MeGraw-Hill, 1997), p. 259.
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Under these conditions, the implementation of economic reforms accord-
ing to schemas that had counted on the utilization of the corresponding institu-
tions of the state (which were lacking in these countries) was foreordained to fail-
ure. In all probability, the most graphic example of this point was the fiasco of the
“shock therapy” that Georgia initiated from 1992-but did so in the absence of its
own national currency."

The advantage of the “leader” countries, compared with the “outsider”
countries, was the presence of institutions of statehood. That significantly simpli-
fied and, thereby, accelerated the resolution of tasks associated with the transition
to a market. Nevertheless, this factor cannot be deemed decisive in delaying the
transition to a market in the “outsider” countries, for there are the examples of
Croatia, Slovenia, and the Baltic countries. The latter were also “outsider” coun-
tries after acquiring independence and lacked their own institutions of statehood;
their example refutes the thesis about the fundamental impossibility of a rapid tran-
sition to a market amidst the process of creating these state institutions. As for the
success of Croatia'™ or the Baltic countries™ in the matter of reforming their

economies and, simultaneously, constructing the institutions of statehood, this is

L., Balcerowicz, socialism, Capitalism, Transformation (Budapest: CEU, 1995), p. 146; V. Papava, “The
Georgian Economy: From “Shock Therapy’ to ‘Social Promotion,”™ C st Ec jes & Fc 1
Transformation 8 (1996), p. 252; V. Milanovic, fncome, Inequality, and Poverty during the Transition from
a Planned to a Market Economy (Washington: The World Bank, 1998), p. 3. It bears noting thar the
process of transition to a market economy and the construction of institutions of statehood in the former
German Democratic Republic was considerably more simplified, since it had been proceeded by union
with the Federal Republic of Germany. See K. Barfus, “Istoriia ekonomiki Germanii posle Vioroi mirovoi
voiny,” in: Menedzhment i rynok: germanskaia model’, ed. U. Rora and 5. Goldova (Moscow: BEK, 1995),
pp. 58-66; Kh. Al'bakh, “Tsertushchie landshafty? K issledovaniiu transformatsionnykh protsessov,” in:
Problemy transformatsii i perekhoda k reguliruemoi rynochnoi ekonomiki, ed. E. N. Krylatykh, V. V.
Gerasimenko, and V. K. Fal'tsmana (Moscow: TEIS, 1999); H.-U. Derlien, “The Triple Revolution:
Administrative Transformation in the Former GDR,” in: The State afier Communism. Administrative
Transition in Central And Eastern Eurape, ed. B. Nunberg (Washingron, D.C.: The World Bank, 1999).

“Papava, “The Georgian Economy: From ‘Shock Therapy’ to ‘Social Promotion™; V. Papava, “The
Georgian Economy: Main Directions and Initial Results of Reforms,” in: Systemic Change in Post-
C ist Fe ies, Selected Papers from the Fifth World Congress of Central and East European Studies,
ed. P.G. Hare (London: Macmillan Press, 1999).

3See, for example, Z. Anus i&2§ .Rohatinski, V. sonje, et al., eds., A Road to Low Inflation. Croatio
1993/1994 (Zagreb: The Government of the Republic of Croatia, 1995).

“L.M. Valdivieso, Macroec ic Devel in the Baltics, Russia, and Other Countries of the Former

T

Soviet Union (Occasional Paper 175) (Washington, D.C.: International Monetary Fund, 1998).
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above all explained by rhe targeted thrust of measures adopted by the reformist
governments in these countries.” This, in wurn, is explained by the human factor,

about which more will be said below.

The Human Factor

The human factor, as a rule, has a decisive significance in pracrically any
economic process. The character and possible success of economic reform in coun-
tries with a transition economy depend, to a large degree, on the behavior of the
person who finds himself in a transition process from homo soveticus (i.e., someone
who was formed under the conditions of a “command economy” and hence some-
one who was suppressed by the state and totally dependent on it)'"® to the type of
person characteristic of a market economy, homo economicus (i.e., someone whose
driving motivation is to receive the maximum utility in his household and the max-
imum profit in his firm). The latter type takes into account all the changes that
have overtaken this category in the post-Smithian era.’”

The type of person who carries out the process of post-communist trans-
formation is characterized here by the term, homo transformaticus. That is someone
who cannot completely emancipate himself from fear of the state and from the
habit of living at the latter’s expense. Such is the case even though he is gradually
beginning to act on the basis of his own private interests to achieve maximum urili-
ty and profit."®

Because of the fact that the communist regimes in “leader” countries ruled

almost half as long as in the “outsider” countries, the type of person called homo

leffrey Sachs, Reforms in Fastern Europe and the Former Soviet Union in the Light of the East Asian
Experiences (Studies and Analyses, 39) (Warsaw: CASE, 1995).

®See A. V. Buzgalin, Perekhodnaia ekonomika: kurs lektsii po politicheskoi ekonomii (Moscow: Taurus,
1994), pp. 250-53.

TV, S. Avtonomov, Model’ cheloveka v ekonomicheskoi nawke (Sanke-Peterburg: Ekonomicheskaia shkola,
1998), pp. 57-201; M.K. Bunkina and A. M. Semenov, Ekonomicheskii chelovek (Moscow: Delo, 2000).
Y, Papava, “Doktrina rynochnogo ravenstva: voprosy teorii i ee prilozheniia k protsessu postkommunis-
ticheskoi transformasii,” Obshchestvo i ekonomika, 1999, no. 12;Papava, “The Georgian Economy: From
‘Shock Therapy’ to ‘Social Promotion™; Papava, “The Georgian Economy: Main Directions and Initial
Results.”
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soveticus did not have time to develop fully. At the same time, homo economicus was
not totally eradicated, as happened in the “outsider” countries at the end of the
1930s. Consequently, in the “outsider” countries homo transformaticus was domi-
nated by the characteristic features of homo soveticus; by contrast, in the “leader”
countries, it was the features of homo economicus that prevailed. It is precisely this
difference that explains the greater readiness of homo transformaticus in the “leader”
countries to undertake the transition to a market—in contrast to the situation in the
“outsider” countries.

In economic activities, homo transformaticus acquires a special form, the
roots of which go back to the economic system with a communist orientation (that
is, a command economy).

Even under the conditions of a command economy, market mechanisms
(more precisely, its individual components) all the same cannot be 100 percent
excluded. It was so repressed by the state that it existed only in the “shadow” sec-

® Under the conditions prevailing in a command economy, not one

tor.”
director—with rare exceptions—in principle could run his enterprise without violat-
ing the laws that the regime had promulgated. Hence, in individual cases, this
activity was linked to the “shadow” sector. Despite all this, under the conditions of
a command economy, such directors did not become (and, in principle, could not
become) entrepreneurs of a marker type, for their behavior was bound by the politi-
cal press of the existing communist regime. It is precisely this that can explain the
fact that those enterprise directors who made use of elements of the market type in
their behavior were called a delets (“slick operator”) not predprinimatel’ (“entrepre-
neur”).

After the collapse of the command economy, in the majority of cases the
former delets knew how to preserve his position as a director in the state sector.
And during the process of privatization, he exploited the so-called “rights of labor
collectives” and became the owner of his enterprise.?® And, regardless whether he
hired managers or not, especially in the initial phase of the post-privatization peri-

od, he endeavored to direct the activity of his enterprise by relying on the mentality

"See, for example, A. N. Shokhin, Sotsialnye problemy perestroiki (Moscow: Ekonomika, 1989), pp. 57-
83.

24, Oslund, ““Rentoorientirovannoe povedenie’ v rossiiskoi perekhodnoi ekonommike,” Voprosy ekonomi-
ki, 1996, no. 8.
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of a deless.

Just as homo transformaticus is not yet homo economicus, nor could the for-
mer delets—in the wake of the collapse of the command economy-be transformed
into an entrepreneur. Homo transformaticus in the entrepreneurial sphere acquires
the title of “post-slick operator.” Because of the exclusively Soviet origin of this
phenomenon, in English it is expedient to retain the Russian sound and use the
phrase “post-delets.” In terms of the orientation of their values, the post-delets dif-
fers little from the values orientation of his “predecessor’~that is, the delets of the

Soviet era.®?

Necroeconomics

The overthrow of the communist regime and the collapse of the com-
mand economy (against the background of the world market) stripped bare the
economy of the post-communist countries. With some exceptions (in particular,
some enterprises that produce hydroelectric power, oil and natural gas extraction,
and the primary processing of raw materials), the goods produced in these countries
proved unable to compete with world standards. That is either because of their low
quality or high cost. The market for such goods does not exist and, in principle,
cannot exist. An economy of this type, in our opinion, can be called a “dead econ-
omy,” or “necroeconomy” (from the Greek word nekros, meaning “dead”).®

The process of exposing the command economy can be characterized as

an antonym to the term “investment”—that is, “divestment.” The latter term sig-

2V, Papava and N. Khaduri, “On the Shadow Political Economy of the Post-Communist
Transformation. An Institutional Analysis,” Problems of Fconomic Transition, 40 (1997), no. 6.

2) Sulaberidze, “Osobennosti tsennostnykh orientatsii rukovodirelei predpriiatii Gruzii v usloviiakh eko-
nomicheskoi reformy,” Qbshehestvo i ekonomika, 1998, no. 4/5.

@V, Papava, “Nekroekonomika—fenomen postkommunisticheskogo perekhodnogo perioda,” Obshohestvo i
ekonomika, 2001, no. 5; idem, “Necroeconomics—a Phenomenon of the Post-Communist Transition
Period,” Problems of Economic Transition, 44 (2001); idem, “Necroeconomics: The Theory of Post-
Communist Transformation of the Economy,” International Jowrnal of Social Econamics, 29 (2002), no.
9/10.

2D F. Drucker, Innovation and Entreprenenrship: Practice and Principle3s (New York, 1986); M. L.
Taylor, Divesting Business Units (Toronto, 1988).
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nifies the removal from the post-communist economy the pathology of a “misde-
veloped” economy.?® The result, in my opinion, is the formation of a necroecono-
my.

Naturally, when some part of an economy is moribund, the remaining
part is viable. Provisionally, one can term the latter the “vital economy,” or “vitae-
conomy” (from the Latin word vita, or “living”).

The main question that needs to be answered is this: what do the necro-
economy and vitaeconomy have in common, and in what respects do they differ?

The necroeconomy, like the vitaeconomy, can produce goods. That is, in
practical terms, there can be “supply.” However, in contrast to the goods produced
by a vitaeconomy, there is no “demand” for the goods produced by the necroecon-
omy (because of their inferior quality or high cost). Consequently, the necroecono-
my excludes any transaction of buying and selling. In essence, this precludes a
price equilibrium.

If a certain segment of the economy is moribund (that is, its survival is
impossible), then in principle there should not be any problem. According to com-
mon sense, a moribund economy cannot have any influence on its “vital” part.

Under the conditions of a market economy, this is precisely the way
things are. Uncompetitive goods just “disappear,” and in fact this does not create
any problems for the remaining part of the economy. This can explain the limired
nature of the research on economic theory in dealing with the problems of a market
economy, for the latter simply does not have, in principle, a necroeconomy.

The countries now undergoing the process of post-communist transfor-
mation find themselves in a fundamentally different position. In these countries,
the necroeconomy was formed on the basis of the material and technical founda-
tions of the former command economy.

For purposes of revealing the mechanisms of interaction, the necroecono-
my and the vitaeconomy of the post-communist economies can be understood in
the following way:

1. The necroeconomy in the state sector

2. The vitaeconomy in the state sector;

A, Lipowski, Towards Normality. Ouvercoming the Heritage of a Central Planning Economy in Poland in
1990-1994 (Warsaw: Adam Smith Research Center, Center for Social and Economic Research, 1998).
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3. The privatized necroeconomy;

4. The privatized vitaeconomy;

5. The vitaeconomy, created by new private investments.

The first group, as a rule, includes primarily the large and medium-sized
industrial enterprises. Based on the use for which their goods are intended, these
are regarded as strategic. However, because their production is not competitive
under market conditions, they are “dead.”

The main vitaeconomy in the state sector consists of enterprises that
mainly produce energy (above all, the production and transmission of electric
power and the extraction and delivery of natural gas and petroleum) or that are
involved in transportation and communications. In the event of privatization,
these shift to category four in the above list (i.e., as part of the privatized vitaecono-
my). This group can also include certain medium-sized and primarily small indus-
trial plants (prior to their privatization).

Category three includes enterprises from the first group after their privati-
zation. The change in the form of ownership, by itself, has absolutely no effect on
these dysfunctional enterprises, for the condition of the “corpse” does not change,
whether it has form of state-owned enterprise or that of a private firm. To ignore
this fact is the basic cause of the relative discrediting of the process of privatization.
That occurfed when, in its initial state, in isolation from the process of investment,
the function of putting moribund enterprises to work was undertaken. This was
done without regard to whether each concrete enterprise was really “vital” or
“dead.”

The final, fifth category consists of the healthiest part of the post-commu-
nist economy. It has been newly created under the principles of a market economy
and on the basis of private investment. Despite this fact, the fifth category also has
certain problems that demand corresponding consideration. In particular, this con-
cerns certain foreign investments. On the basis of such investments, post-commu-
nist countries do not attract the most modern technologies, but rather technologies
that were in use earlier and, by world standards, can be regarded as obsolescent.
The appropriate term for such technology, in my opinion, is the term “second-
hand shop”; in Russian terminology, the corresponding term would be the stores

that sell used goods, the komissionka. The products produced with these goods are
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competitive only within the framework of emerging markets, and for a limited
period of time (that is, until goods competitive by world standards are able to pene-
trate these markets).

The following question that arises for discussion is this: what causes the
durability of the necroeconomy in post-communist countries?

One can find the answer to this question by drawing on the evolutionary
theory of economic change.?®

The basic “instrument” of this theory is the concept of “routines.” The
latter refers to the rules and methods of conduct of firms that regulate their behav-
ior and production.?” It should be pointed out that, in the Russian language trans-
lation, the term “routines” is often replaced that the word “stereotypes.”®

It is precisely the “routines” (formed in the course of many decades within
the core of the command economy) are the main factorin causing the “dead”
enterprises to work even though the command economy itself no longer exists. As
a result, their warchouses are filled with uncompetitive goods. But, because in
principle it is impossible to sell these goods, such enterprises pile up hopeless debts
to the state budget, to the social sector, to the energy sector, and other enterprises.
The result is the creation of a tangled web of mutual indebtedness of enterprises.?

According to the traditions established in a command economy, when an
enterprise amassed debts (sometimes deliberately so), its director appealed to supe-
rior state organs (in the leading organs of the Communist Party, Gosplan, and
Ministry of Finances) to write the debts off. As a rule, they achieved their goal.
Given this situation (namely, the existence of a virtually unlimited, indeed guaran-
teed, possibility of writing off debts), the leaders of enterprises did not regard the
accumulation of debts as something dangerous. This mechanism of writing off

debts is the basic underlying “routine” that, unfortunately, periodically manifests

#R. R. Nelson and S. G. Winter, An Evolutionary Theory of Economic Change (Cambridge, MA: Harvard
University Press, 1982).

#P. Miurell, “Evoliutsiia ckonomicheskoi teorii i ekonomicheskikh reform v stranakh s tsentralizovannym
planovym khoziaistvom,” in: Stanovlenie rynachnoi ekonomiki v stranakh Vostochnoi Evropy, ed. N. A
Makasheva, (Moscow: RGGU, 1994), p. 69.

#Ibid., p. 69; Sh. M. Sadygov, Makrock icheskoe upravienie i magistral'nye modeli (Baku: Elm, 1999),
pp. 12-15.

A, Oslund, Rossiia: rozhdenie rynochnoi ekonomiki (Moscow: Respublika, 1996), pp. 256-64.

108




Chapter 5

itself in post-communist countries in different varieties of a “tax amnesty.”

Of fundamental importance is the fact that precisely the “post-delers”
stands behind the necroeconomy-both in the state and in the private sectors. It is
exactly people of this type who appear to be the initiators of behavior that corre-
sponds to the routines of a command economy. The post-delets, by making use of
his connections, penetrates the state structures (both the parliament and the gov-
ernment), and with his influence endeavors to justify himself politically and to pro-
long the existence of the necroeconomy.

Withour qualification one can say that the necroeconomy serves the inter-
ests of the post-delets. And until such people are “replaced” (on the basis of the
corresponding institutional reforms) by real entrepreneurs, the necroeconomy will
always a solid base under it.

The obviously negative influence of the necroeconomy on the develop-
ment of the “outsider” countries is beyond doubt. Consequently, it is necessary to
expose and put into play that mechanism that is characteristic of a market economy
and that will automarically resolve the problem of “dead” enterprises. In other
words, this mechanism must ensure the universal application of market principles
in the economic order. The key to solving these problems lies in the evolutionary
theory of economic change cited above.

The government should devore special attention to the fifth form of the
post-communist economy: the private sectSt created exclusively on the basis of pri-
vate investments. The state should promorte its consolidation and expansion; it
should take steps to create a stable political and macroeconomic environment when
new firms are created through private investments. It is necessary to bear in mind
that the formartion of “routines” in this group of firms continues to pose a great
danger.

The main priority of the economic policy of the post-communist state
should be to reduce the natural habitat of groups one and three by encouraging, at
every level, the expansion of group five. In spite of the natural “unattractiveness”
of those firms in group five that were created on the basis of “second-hand invest-

ments,” under the conditions of the existence of the requisite legal basis, it is practi-

], Nikolaev, “Perspektivy nalogovoi amnistii v Rossii,” Obshchestvo i ekonomika, 2002, no. 6; 1. Shul'ga,
“Opyt nalogovoi amnistii v Kazakhstane,” Obshchestvo i ekonomika, 2002, no. 6.
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cally impossible for these to become the source of a necroeconomy. That is because
the formation of these firms derives from the principles of a market economy. Asa
result, if these lose their competitiveness, and if they are subordinate to market
mechanisms, the corresponding “routines” of such firms ensure that they will sim-
ply disappear from the landscape.

As for the second and fourth groups, regardless whether the concrete firm
still belongs entirely to the state or has already been privatized, it urgently needs to
attract new investments by selling a corresponding share of its property or, art the
very least, by transferring the rights of control for a long-term period to a strategic
investor. In the contrary case, the probability will significantly increase for the
vitaeconomy that the second and fourth categories will degenerate into the necro-
economy (corresponding thus to the first and third categories).

As noted above, privatization by itself does not lead to the eradication of
the necroeconomy. Consequently, to ensure the viability of those enterprises in the
first category that are deemed strategic in their purpose, the state has only one
option: it must conduct an open international tender. The purpose here is to dis-
cover a strategic investor, who will be given the specific “dead” enterprise with the
right to control it on a long-term basis. More precisely, that investor will not be
“given” the enterprise, but rather the right to begin the corresponding production
(whatever is deemed to be strategic for the given country) within the walls of the
“dead” enterprise. One cannot exclude the possibility that this step may prove
insufficient for the strategic investor. In that case, the state must proceed to the
privatization of the given enterprise, even if sold at a nominal price, for the “dead”
enterprise cannot be expensive.

As for the third group, the privatized necrocconomy, there are absolutely
no favorable prospects whatsoever.

The sole correct assessment for the overwhelming majority of the marterial
and machinery base of the necroeconomy is that this is nothing more than meral.
Consequently, the eradication (in the direct sense) of the necroeconomy is possible
by the direct sale of scrap metal (including export sales), for this export of scrap
metal will give the owner a return in hard currency. In principle, this can be used
to create the vitaeconomy.

The “routines” that correspond to a command economy are preserved, for
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there is resistance to recognizing the fact thar “dead” machines and equipment are
nothing more than metal. The lack of such a recognition prevents (and at times
encourages a ban) on selling these, especially for export. As a result, the necroecon-
omy continues to exist,

Theoretically, it is clear that an efficacious mechanism for destroying the
necroeconomy is directly associated with the law on bankruptcy. The example of
Georgia shows that, although the law on bankruptey (the draft of which was pre-
pared by foreign experts on the basis of world experience) was confirmed by the
parliament several years ago, it unfortunately proved stillborn. In other words, it
was a “necrolaw”: not a single enterprise that is in fact bankrupt has been juridically
recognized as such. This is explained by the fact that this law was not “inscribed”
into the existing institutions in the country.

What happened with the law on bankruptcy in Georgia is a graphic con-
firmation of the fact that new institutions in post-communist countries, which
were created under the pressure of international financial organizations (according
to Western models through the conscious, direct imitation of Western originals)®'
often prove unviable. And in the worst case, they can also precipitate negative
effects. Here it is appropriate to recall that the International Monetary Fund is
often subjected to well-grounded criticism because of its forced (and, simulraneous-
ly, simplistic) approach to institutional reforms. As a result of this, the process of
establishing a market economy suffers.® -

Destruction of the necroeconomy is possible solely by creating institu-
tions that can promote the process of post-communist transformation.

The fact that the “leader” countries have been recognized by the
European Union as practically ready for admission to its ranks attests, in principle,
to the fact that the necroeconomy does not exist in these countries. As for the
“outsider” countries, the main cause of the delay in the transition to a market is the

necroeconomy. That creates the economic basis for post-communist capirtalism.

3B, Shavans and E. Man’ian, “Postsotsialisticheskie traekeorii i Zapadnyi kapitalizm,” Mirovaia ekonomika
i mezhdunarodnye otnoshenita, 1999, no. 12.

2Dzh. Stiglits [J. Sriglitz], “Kuda vedur reformy? (K desiatiletiiu nachala perekhodnykh protsessov),”
Vaprosy eéoﬂnmiki. 1999, no. 7; ]. Stiglitz, Whither Reform? Ten Years of Transition. Annual Bank
Conference on Development Economics, 28-30 April 1999 (Washington, D.C.; The World Bank, 1999).
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