WHEN DID IT BEGIN?
1. BREACHING THE BERLIN WALL - 9TH NOVEMBER 1989

2. POLISH ELECTIONS BRINGING TO POWER THE FIRST NON-COMMUNIST MAJORITY - 4TH JUNE 1989

WHY DID THE SOCIALIST SYSTEM COLLAPSE?
· INHERENT POLITICAL FLAWS
- GROWTH WAS DECLINING

- PRODUCTIVITY OF LABOUR & CAPITAL WAS LOW; OUTPUT PER WORKER WAS DECELERATING OVER TIME, AND OUTPUT PER UNIT OF FIXED ASSETS DRAMATICALLY DECLINED, PARTICULARLY AFTER THE MID-1970s

- TECHNICAL PROGRESS WAS IMPLEMENTED SLOWLY, EVEN WHEN AVAILABLE, AND THE LAG WITH THE WEST WAS GROWING

- THE MILITARY BUILD UP WAS ABSORBING A LARGE PART OF THE GNP, ESPECIALLY IN THE USSR WHERE CIA ESTIMATES PUT IT IN THE RANGE OF 16% IN THE 1980s

- IN THE USSR, THE AGRICULTURAL SECTOR REMAINED BACKWARD DESPITE GIGANTIC INVESTMENTS, AND COULD NOT PROVIDE FOOD FOR SELF-SUFFICIENCY

- THE STANDARDS OF LIVING AND CONSUMPTION WERE MEDIOCRE

WHY HAD THESE OCCURRED?
· POLICY ERRORS

· OIL SHOCKS

· WESTERN RECESSION

· MILITARY BUILD UP OR RESTRICTION OF TECHNOLOGY?

BY 1995 THE FOLLOWING WERE NOTED

· INADEQUATE REFORMS WERE LEADING TO STAGFLATION OR AN OPEN CRISIS.

· CONSERVATIVE TRENDS IN GDR AND CZECHOSLOVAKIA WERE STRENGTHENING AND COSMETIC REFORM HAD LEFT THE CENTRAL PLANNING SYSTEM INTACT.  THE SYSTEM WAS MORE VIABLE HERE BECAUSE THE STANDARD OF LIVING WAS HIGHER AND THERE WERE BETTER CONDITIONS FOR MODERNIZATION SUSTAINED BY POWERFUL INDUSTRIALISTS.

· THERE WERE MARKET ORIENTED REFORMS IN THE POLAND, HUNGARY AND BULGARIA BUT THEY STOPPED SHORT OF INTRODUCING THE MARKET AND DISCARDING THE PLAN AND THE BUREAUCRACY

· STATUS QUO STALINISM IN ROMANIA AND ALBANIA

· A FAKE MARKET ECONOMY IN YUGOSLAVIA TO FACILITATE ACCESS TO IMF FUNDS BUT CONTROLLED BY AUTHORITARIAN REGIME CHALLENGED ONLY BY ETHNIC DISPUTES

WHAT TRIGGERED THE COLLAPSE
ROOTS IN THE USSR
· PERESTROYKA, ANNOUNCED 1985, LAUNCHED 1987-  DID LITTLE BUT DESTABILISE THE ECONOMY - CRISIS BY 1989

· GLASNOST - POLITICAL PLURALISM INTRODUCED IN 1990

THE FIRST STEPS OF TRANSITION

· GDR - ECONOMIC & CURRENCY UNION IMPLEMENTED ON JULY 1ST 1990 - POLITICAL UNION DECREED OCTOBER 3RD 1990

· PHARE (POLAND, HUNGARY, ASSISTANCE TO THE RESTRUCTURING OF THE ECONOMY LAUNCHED JULY 1989

· CZECHOSLOVAKIA, BULGARIA & YUGOSLAVIA ADDED TO THE LIST IN 1990 - ROMANIA ADDED LATER

· POLAND, HUNGARY & CZECHOSLOVAKIA SIGNED EUROPE AGREEMENTS ON DECEMBER 16TH 1990  

· HUNGARY HAD UNDERTAKEN REFORMS UNDER COMMUNISM - 2 TIER BANKING SYSTEM - PRIVATE COMPANIES WITH FOREIGN OWNERSHIP ALLOWED

1985-87 SLOW GROWTH, LOW PRODUCTIVITY, RISING INFLATION, CURRENT ACCOUNT IMBALANCE  & DEBT SERVICE PROBLEM

AUSTERITY PROGRAMME INTRODUCED IN JANUARY 1988 WITH THE APPROVAL OF THE IMF

· POLAND WAS IN CRISIS IN 1989.  HYPERINFLATION IMMINENT FUELLED BY A LARGE BUDGETARY DEFICIT, HUGE EXTERNAL DEBT & INCREASES IN INCOME NOT MATCHED BY INCREASES IN SUPPLY

· CZECHOSLOVAKIA HAD NOT MOVED FAR DOWN THE ROAD TO TRANSITION BUT ECONOMIC CONDITIONS WERE GOOD

· ROMANIA, BULGARIA, YUGOSLAVIA & ALBANIA STARTED REFORMS LATER - 1991/2 - THESE COUNTRIES WERE LESS DEVELOPED AND RULED FOR A LONGER TIME BY LEADERS CLOSE TO THE FORMER POLITICAL REGIME

THE PATH OF TRANSITION
· POLAND’S ‘BIG BANG’ WAS LAUNCHED ON 1ST JANUARY 1990

· SIMILAR PACKAGES INTRODUCED FOR OTHER COUNTRIES

· CONSEQUENCES FAR MORE SEVERE THAN ANTICIPATED

THE STABILIZATION PACKAGE

· PRICE LIBERALISATION ALONGSIDE THE LIBERALISATION OF DOMESTIC TRADE

· BALANCING THE GOVERNMENT BUDGET

· A RESTRICTIVE MONETARY POLICY

· AN INCOMES POLICY

· FOREIGN TRADE LIBERALISATION ALONGSIDE CURRENT ACCOUNT CONVERTIBILITY AND DEVALUATION OF THE DOMESTIC CURRENCY

· PRIVATIZATION

· REFORM OF BANKING, FINANCE & TAX SYSTEMS

· DEVELOPING A SOCIAL SAFETY NET

· INITIATING AN INDUSTRIAL POLICY

THE CHOICES
· SEQUENCING 

- STABILIZATION BEFORE STRUCTURAL TRANSFORMATION BUT IMPORTANT TO RETAIN CREDIBILITY

- FEAR THAT LIBERALISING PRICES WOULD FUEL INFLATION

- FOREIGN TRADE LIBERALISATION - COMPETITION FROM ABROAD - IMPORTED PRICE STRUCTURE - EXCHANGE RATE WOULD SERVE AS A NOMINAL ANCHOR - A DEPRESSED EXCHANGE RATE WOULD DETER IMPORTS AND REMOVE THE NEED FOR PROTECTIONISM WHEN OPENNESS WAS NEEDED

- THE SIMULTANEITY OF TRADE & PRICE LIBERALISATION HAVE SUBSEQUENTLY BEEN QUESTIONED

- BANKING AND FINANCIAL REFORMS - NECESSARY FOR ECONOMIC POLICY - TIME CONSUMING TO IMPLEMENT

THE ISSUE QUICKLY MOVED FROM SEQUENCING TO CREDIBILITY  - DETERMINATION OF POLICY MAKERS TO PROCEED WITH REFORMS

ADVOCATED THAT POLICY MAKERS SHOULD MOVE FORWARD ALONG THE WHOLE FRONT OF MEASURES

THE SPEED OF TRANSITION - BIG BANG VERSUS GRADUALISM
· POLAND V HUNGARY

· NO COUNTRY EVER PRONOUNCED THAT IT WAS FOLLOWING A GRADUALIST POLICY

· RUSSIA - THE SHOCK WITHOUT THE THERAPY

ALTHOUGH THE OUTCOMES DIFFERED THE GENERAL TREND IN ALL CASES WAS A MUCH BLEAKER PICTURE THAN HAD BEEN ANTICIPATED
