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Why socialism failed: Toward a theory of system 
breakdown - Causes of disintegration of 
East European state socialism 

IVAN SZELENYI and BALAZS SZELENYI 
University of California, Los Angeles 

In 1942 Schumpeter wrote Capitalism, Socialism and Democracy. The 
book was written in the shadows of the Great Depression and was 
inspired by the hopes of an allied victory. Of central importance to the 
book then was to construct the vision, and write of the needs, of the 
post-fascist post-war reconstruction era. In the work, in the light of the 
developments of the second half of the twentieth century, Schumpeter 
asked two poignant questions and gave two debatable answers: "Can 
capitalism survive? No"2 and "Can socialism work? Of course it can." 

Capitalism, Socialism and Democracy, in our mind, is a companion 
volume of Mannheim's Man and Society in the Age of Reconstruction3 
and Karl Polanyi's The Great Transformation.4 Schumpeter, Mannheim, 
and Polanyi shared one common belief and one common interest: each 
one of them believed that with the Great Depression and the Second 
World War laissez-faire capitalism had came to its end, and all three 
were interested in working on blue-prints for post-war reconstruction 
of Western societies.5 Reconstruction - all three agreed - has to be 
innovative and has to have a new base of departure: it can neither be 
capitalism as we used to know it nor can it be totalitarianism of right- 
wing or left-wing versions. Each in his own way foreshadowed some- 
thing that eventually became the social-democratic welfare state of the 
1950s-1970s and that proved to be by all objective measures the most 
successful epoch of capitalism. 

Can socialism work? Schumpeter revisited: Our point of departure 

In light of the world-historic events of 1989-1990, one has to submit 
Schumpeter's predictions that laissez-faire capitalism would fall and 
that his version of socialism would work to critical scrutiny. This is 

Theory and Society 23: 211-231, 1994. 
? 1994 KluwerAcademic Publishers. Printed'in the Netherlands. 
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exactly our purpose in this article. However, instead of conducting this 
inquiry from our real or assumed wisdom gained in 1989-1990, we 
want to build upon Schumpeter. He claimed in the chapter "Can social- 
ism work?" to offer a survey "of problems that bear upon the condi- 
tions in which socialist order may be expected to be an economic suc- 
cess."6 He justifies this venture by pointing out that: "Love and hate 
have ... blurred the serious work on the question..." and as a non- 
Marxist and non-believer he thinks he is well posed to come up with an 
objective analysis. 

Our intention is to apply the Schumpeterian analysis to the reconstruc- 
tion of events in Central and Eastern Europe during the 1980s, leading 
to the fall of communism. We intend to do this without "love and hate," 
but in light of the development of the last decade, by reformulating 
Schumpeter's question. The purpose of our analysis is not to explore 
"Can socialism work?" but instead to scrutinize "Why socialism failed." 
Although at first glance this may sound like a radical departure from 
Schumpeter's reasoning, it is not. We do not reject Schumpeter; we 
adopt his methodology to the analysis of our own realities. When 
Schumpeter answered in affirmative his own question he meant: social- 
ism may work. In the same spirit, when we pose the question "Why did 
socialism fail?" we do not accept the assumption so common today that 
it had to fail, because it did not work. The main thrust of this article is 
that the breakdown of socialist system was not inevitable, under dif- 
ferent historic conjunctures socialism might have survived. The break- 
down cannot be taken for granted, it needs rigorous analysis, and can 
only be successful if it is done without "love and hate." Schumpeter felt 
it necessary to state that he did not "advocate socialism." In this article 
we neither advocate socialism nor capitalism. Our fundamental 
assumption is that both capitalism and socialism are historical pro- 
ducts, unique, not universal "institutional patterns."7 There is no iron 
law that makes one work and the other fail. Their success or failure can 
only be understood by a rigorous analysis of the "state of social en- 
vironment" and the "historical situations" under which they succeeded 
or failed. In this article, we make a first step toward launching such a 
research program. At times like ours, when the "dismal failure of so- 
cialism" of all kinds (not only of the Soviet type, but for many even of 
the social-democratic version) is too obvious; when the "final victory" - 
even the "end of history" - seems to be inevitable, such a research pro- 
gram for many may seem to be superfluous. The rest of the article aims 
to demonstrate why we think this exploration is a worthwhile venture. 
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Did socialism ever work? 

Our answer to this question is a qualified yes. Socialism by the 1980s 
entered into a devastating downward spiral from which it erupted into 
flames economically, politically, and morally. Attempts by the last few 
surviving true believers to argue that this disintegration matters little, 
because these countries were never socialist in the first place, we find 
counter-productive, especially if we wish to understand analytically 
what socialism was and how it operated. Although Central and East 
European societies were not a perfect crystallization of the socialist 
ideals, they were without a doubt serious attempts to implement the 
socialist project as formulated by the "founding father." 

While acknowledging that it was socialism that ceased to work and 
crumbled in the decade of the eighties, we feel uncomfortable with the 
conclusion that socialism had to fail because the socialist economic 
system "does not and cannot work."8 Such a conclusion appears to us 
as both deterministic and historistic. 

Lipset and Bence, in this issue of Theory and Society, demonstrate per- 
suasively that social scientists had by and large not anticipated prior to 
1989 the fall of Socialism. To prove their point they quote from Adam 
Przeworski: "The Autumn of the People' (fall of 1989) was a dismal 
failure of political science."9 

After 1989, political scientists and economists have been tempted to 
have made the opposite mistake. Inspired by the earliest critics of 
socialism, such as Ludwig von Mises and Friedrich von Hayek - who 
believed: "socialism really should never have gotten off the ground for 
it should have failed from the start" 10 - the dominant view in current 
scholarship declares that the fall of socialism was economically inevi- 
table. Some, in particular post-communist politicians and economic 
policy advisors, the "Hayeks in Poland" and the "Chicago Boys in 
Budapest" " went as far as to argue socialism never worked. This neo- 
liberal economic theory of the inevitable fall of socialist economy, like 
the Owl of Minerva, came with the dusk. 

Other economists, such as Janos Kornai, who are closer to institution- 
alist analysts do acknowledge the short-term viability of socialism. But 
most, if not all, such as Kornai, doubt whether the system could have 
survived permanently. Because socialism lasted at most seventy years, 
it proved "relatively short lived compared with socio-economic forma- 
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tions (such as market capitalism) that have managed to survive for cen- 
turies."12 Our major premise is an extension of such an institutionalist 
analysis. 

We believe that the breakdown of socialism cannot be taken for 
granted; it has to be accounted for. There are several reasons why we 
believe this: (i) one can make a good case that socialism in fact did 
work; it was a system that was able to reproduce itself for quite some- 
time; (ii) it is unclear what did not work under socialism: was the root 
of the crisis in the system of legitimacy, or in the economy, was it in- 
duced by domestic or international, economic or military processes? 
(iii) as far as the socialist economy is concerned there is at least one 
case in which socialist economic policy does not seem to be doing any 
worse than capitalist economies: China. 

(i) Socialism initially appeared to be working 

We present data on the performance of East European socialist econo- 
mies from a comparative perspective. We are somewhat embarrassed 
to do so, as the data we present are well known and border on the tri- 
vial. If, however, one is confronted with a blunt statement such as "com- 
parisons of Communist and non-Communist countries at similar stages 
of socio-economic development... indicate that virtually no Commu- 
nist regime improved its standing vis-a-vis its comparable rival"13 this 
trivia may become insightful, even revealing. 

There is evidence - some of it appears to be quite "hard" some may be 
just "statistical artifacts" - that the socialist countries of Europe after 
the Second World War had at least some initial success, and that they 
did work. Most of these countries before World War II were on the 
periphery or semi-periphery of Europe and it appeared for at least two 
decades that they began to close the gap between them and the core 
European countries. 

Let's start with "harder" evidence, with data one apparently can trust, 
such as life expectancy and infant mortality. The East European coun- 
tries before World War II were among the most backward countries in 
Europe. Even Czechoslovakia, the most "Western" of the later East 
European socialist countries was at best on the "semi-periphery." By 
1960 a clear tendency of equalization can be observed on the conti- 
nent. During the last two decades the gap between East and West 
remained the same or began to open again. 

This content downloaded  on Thu, 10 Jan 2013 10:57:27 AM
All use subject to JSTOR Terms and Conditions

http://www.jstor.org/page/info/about/policies/terms.jsp


215 

In 1948 the average life expectancy for males in Hungary, for instance, 
was 58.7 years. French men at the same time could expect to live 61.9 
years. The difference between the two countries thus was 3.2 years. By 
1960 the average male life expectancy in Hungary was 65.2 years, 
while for France it was 68.0, thus the difference between the two coun- 
tries was reduced to 2.8 years. In 1947 Hungarian men lived 3.2 years 
shorter lives than Austrian men, but by 1960 Austrians could expect to 
live only 0.4 years longer. 

Czechoslovakia in 1930 and 1947 was behind Austria, but by 1960 its 
men had a longer life expectancy. A 2.6 year and a 1 year deficit for 
Czechoslovaks in comparison with Austrian men in 1930 and in 1947 
respectively was turned into 1.9 year advantage for the Czechs and 
Slovaks by 1960. 

The more backward the East European countries under consideration 
the more dramatic the improvements were. Bulgarian men in 1930 
could expect to live about 10 years shorter lives than their peers in the 
more advanced countries of the West. In 1960 Bulgarians could expect 
to live longer than Austrians and they were likely to live as long as the 
French, the West Germans, and the British. 

In the seventies though, the trend began to change. In some East Euro- 
pean countries, such as Hungary and Bulgaria, male life expectancy 
declined, in other countries although absolute deterioration did not 
take place the gap with the developed Western countries began to 
increase again. Hungary, for instance, in 1984 was 4.6 years behind 
Austria and in comparison with the mid-1970s Hungarian men had 1 
less year to live.14 

Infant mortality statistics show a picture consistent with what we found 
with statistics on life expectancy. In Hungary, for instance, in 1941 out 
of every 1,000 newborns 115.6 died. By 1959 this was reduced to 
52.4, by 1968 to 35.7, by 1989 to 15.7.'5 Quite impressive, by any mea- 
sure, by any comparison. 

Now we can turn to "softer" data, data on economic growth. There is 
ample evidence to show that the economies of the East European 
countries made great strides during first decades of the socialist epoch. 
The housing situation16 and the number of people enrolled in higher 
education17 showed impressive growth between 1950 and the mid- 
1970s. Personal consumption also grew and for a while it appeared 
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that the gap between the socialist and capitalist economies of Europe 
narrowed, or at least remained constant. It is common wisdom that 
telecommunication is notoriously inefficient under state socialism, still, 
until the late 1960s and early 1970s, the countries of Eastern Europe 
on the whole did not fall behind countries at similar level of economic 
development in Western Europe. The number of telephones in use, for 
instance, was twice as much in Austria as in Hungary in 1937 and Hun- 
gary managed to retain the same proportion until 1970. Czechoslova- 
kia was behind Austria in 1937, but it was ahead - at least in absolute 
numbers - in 1970. Following 1970, the picture changed quite radical- 
ly: while the East European countries remained on a growth trajectory 
they began to fall sharply behind the West European capitalist coun- 
tries. 

The data measuring economic growth we are presenting thus far - 
number of housing units constructed, number of people enrolled in 
universities, number of telephones in use - are difficult to manipulate. 
While one may point to differences in quality, at least in terms of quan- 
tity of these measures for some two decades - until the mid-1970s - it 
is difficult to call the socialist countries of Europe an economic failure. 
The more aggregate data on economic growth, while more easily sub- 
ject to statistical manipulation, especially by non-democratic govern- 
ments, show a consistent trend with the above findings (see Tables 1 
and 2). 

These data do not indicate economic collapse. Bulgaria and the GDR 
seemed to be doing well even after 1975. The performance of Czecho- 
slovakia is respectable and Hungary is the country that, while still out- 
performing the most advanced countries, began to fall behind the 
European capitalist countries that were at a similar level of economic 
development. 

While the issue of at what cost the socialist countries worked is con- 
tested, on the whole socialist countries were doing reasonably well until 
the 1970s. There are some exceptions to this: the devastating conse- 
quences of collectivization in the U.S.S.R., a drop in the standard of 
living in several Central European countries in the 1950s, and the 
1960s recession in Czechoslovakia. However, on the whole, there is 
solid evidence that until the mid-1970s socialist societies were in many 
respects "catching up" or remaining at least competitive with the West. 
This is less obvious in advanced regions such as Bohemia and East 
Germany, it is clearer for the most backward countries such as the 
U.S.S.R., Bulgaria, Albania, Rumania, and Yugoslavia. 
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Table 1. Index general industrial production - 1958 = 100 

1938 1948 1953 1961 1964 

Austria 39 36 66 123 146 
Bulgaria 11 22 55 153 208 
CSSR 31 44 64 135 148 
France 53 54 71 115 136 
GDR 38 27 66 129 150 
FRD 53 27 66 127 149 
Hungary 28 38 84 138 171 
Spain - - - 120 169 
Finland 44 58 76 136 161 

Source: Statistical Yearbook. New York: United Nations, 1966. 

Table 2. Index for general industrial production - 1970 = 100; 1980 = 100 

1960 1968 1972 1975 1988/80 

Austria 58 83 114 118 116 
Bulgaria 34 83 119 154 141 
CSSR 56 88 114 138 124 
France 59 85 112 114 108 
GDR 55 88 112 137 130 
FRD 59 83 106 105 111 
Hungary 51 91 112 136 116 
Spain 34 79 122 143 115 
Finland 49 78 114 122 128 

Source: Statistical Yearbook. New York: United Nations, 1978; 1988/89. 

Although conceding that some of the successes may have been the 
results of government-imposed statistical distortions, we find it difficult 
to imagine that even the most rigorous analysis would not report some 
successes of socialist economic policies. After all, the U.S.S.R. was able 
- mainly from its own resources, relying on the results of socialist 
industrialization - to break the war-machinery of one of the most 
advanced capitalist nations, Germany. During the post-Stalinist epoch 
the success of the Soviet space research led the CIA to become con- 
cerned about the possibility that the U.S.S.R. might overtake the United 
States and the West - not in the heavy industrial sector, but in the 
cutting edges of technological research and scientific exploration. We 
should not forget the Sputnik-scare and remember that the explosion 
of tertiary education and government-financed research in the United 
States was a reaction to the "Russian threat" - not only in military 
affairs - but in higher education and scientific research. 

This content downloaded  on Thu, 10 Jan 2013 10:57:27 AM
All use subject to JSTOR Terms and Conditions

http://www.jstor.org/page/info/about/policies/terms.jsp


218 

The major turn for the worse seems to begin around the mid-1970s, 
which is consistent with the major point of this article: for a while so- 
cialism appeared to work - at least as an economic system - thus its 
eventual collapse cannot be taken for granted, but requires an explana- 
tion. Whatever evidence we look at it seems to suggest that socialist 
countries - especially those that became socialist at a lower level of 
economic development - were closing their gap with the advanced 
West until 1960; between 1960 and 1975 they generally performed 
about as well as one would expect from a country at their level of econ- 
omic development. Between 1975 and 1989 their growth slowed and 
the gap between capitalist and socialist countries at a similar level of 
economic development began to widen again and eventually their 
socioeconomic and even ecological and demographic system began to 
decay. 

(ii) Legitimacy versus the economy: The political origins of the economic 
problems of socialism 

Although "post facto" it appears obvious that the breakdown of state 
socialism was the result of its economic inefficiency, it is conceivable 
that the legitimation problems and economic difficulties of state social- 
ism are in a dialectical relation with each other. Economic collapse may 
have been as much the result of the lack of political legitimacy as its 
cause. One should avoid the errors of reductionist Marxism, which 
reduced the legitimation problems to the contradictions of the econo- 
mic system. The economic crisis of socialism may very well have its 
roots in the legitimation problems of the system, and the phenomenon 
of "economic crisis" may be a "social construction," the result of politi- 
cal struggles among the communists, between communist and anti- 
communist elites, between elites and non-elites. 

The desire to implement reform in socialism during the 1960s was 
inspired by the yearnings of intellectuals and non-intellectuals, not for 
faster growth or for higher living standards, but for freedom and demo- 
cracy. The slogan of the Czechoslovak reform movement: "socialism 
with a human face" was not only promoted by a narrow group of 
reform communists but it was shared by many non-communists. 

The first reformers of the 1960s - even the revolutionaries of 1956 in 
Hungary - claimed they do not want capitalism - their stated aim was 
democratic socialism. The reform discourse began to change only in 
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the late 1980s: some began to suggest the price of democracy may be 
capitalism. It was only in 1989 that capitalism as a goal entered the 
agenda - from a means leading to democracy, the "building of capital- 
ism" turned into an ethical imperative, into a goal analogous to what 
"socialism" was for communists during the late 1940s. It is the real 
irony of history that by the early 1990s some begin to advocate that 
capitalism as a goal cannot be achieved by democratic means. The his- 
tory of reform comes to a full cycle: some by now claim the price of 
"building capitalism" is authoritarian rule. 

Our main point is that it would be excessively reductionist to explain 
the dynamics of socialist system breakdown in terms of the "economic 
inefficiency" of the system. It is quite imaginable that the major weak- 
ness of the socialist project was not economic at all: it was political. The 
major problem with socialism was not that it did not work as an econo- 
mic system, but that it was unable to establish itself as a democratic sys- 
tem and in the long run this undermined its legitimacy. It is also quite 
imaginable that the political instability of socialism was also linked to 
the inability of its elite to reproduce itself. Indeed one unique sociologi- 
cal featue of socialism was the lack of self-confidence and self-respect 
of the nomenclature. The members of the communist political class did 
not think of their own social position as a particularly desirable one, 
they did not want their children to become political cadres, instead 
they wanted their kids to become proper professionals. Eventually the 
cadres themselves became attracted to private wealth, they began to 
believe it is better to be rich than communist. Their willingness to 
accept market reform cannot be totally separated from their desire to 
become personally wealthy, to use their political office to accumulate 
private wealth. Victor Nee, with a good sense of humor, originally 
coined the title for his article dealing with this issues: "Sleeping with the 
enemy - why communists love the market"'8: a title that was right on 
target. Jadwiga Staniszkis suggested that eventually Eastern Europe 
entered the road of political capitalism'9 - a system in which the for- 
mer political class transforms itself into a propertied class. The last 
generation of nomenclature was a historic agent, which had an existen- 
tial and political interest in "constructing" the political crisis of state 
socialism and designing political capitalism as a way out of this crisis. 

We don't want to replace a one-sided economistic interpretation of the 
breakdown of socialism with an equally one-sided political explana- 
tion. The actual economic problems and their political perception 
shaped the future of Eastern Europe and the Soviet Union by dialec- 
tically interacting with each other. 
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(iii) China since 1978 

China over the last fifteen years has shown quite an extraordinary eco- 
nomic growth and, while this growth dipped right after the Tiananmen 
square massacre, it has by now regained its impressive economic dy- 
namism. With annual growth rates of around 6-7 percent (in 1992 
achieving an astonishing 12 percent!), China is among the most dynam- 
ic of economies in the world and if one can extrapolate on this econo- 
mic performance one could argue that it could easily become the "sixth 
dragon" of Asia by the turn of the century. 

Can China's obvious and indisputable economic success in any way be 
attributed to socialism? Is China a socialist economy at all? There are 
many commentators who rather doubt it. According to some accounts, 
China's economy has been successfully privatized and its economic 
dynamism is attributable to the capitalist nature of its economy. 

There is no sufficient clarity concerning the extent of the private sector 
in China and it is also somewhat unclear where the economic dy- 
namism is coming from. According to some accounts up to 50 percent 
of China's GNP is coming from the private sector, but other accounts 
challenge this view. Alternative accounts claim private property is re- 
sponsible only for about 10 percent of the GNP, another 40 percent is a 
new form of "communal ownership."20 Others suggest it is fuelled by 
foreign capital investments; others downplay the role of foreign capital 
and emphasize the role of industry owned by local government or the 
"commune" in economic growth. 

Among sociologists there is a friendly debate about the course of 
Chinese economic development. One can construct a controversy be- 
tween Victor Nee on the one hand and Andrew Walder and Jean Oi on 
the other hand from this perspective. Nee conceptualized the nature of 
socioeconomic change in China as "transition from redistribution to 
market."21 Nee's theory of market transition seems to imply that 
China's economy works to the extent that it was transformed into a 
market capitalist economy - the limits to its success have to be attri- 
buted to the incompleteness of the reform. Oi22 and Walder23 offer a 
somewhat different interpretation. According to Oi and Walder, the 
Chinese "miracle" has little to do with privatization or capitalism; 
China was not moving from redistribution to market, instead it decen- 
tralized redistribution and complemented it with market mechanisms. 
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Walder argues that the reason for the success is that the Chinese 
reforms have redefined property relations between the center and the 
local governments rather than implementing outright privatization. 
"These re-arranged economic relationships have allowed the transfer 
of property rights to local control."24 The local government is given 
greater control, especially in its ability to extract profits. Decentraliza- 
tion should not be seen as an abandonment of the redistributive eco- 
nomy, though. The local government has assumed the property rights, 
which were held earlier by the central authorities. Accordingly, com- 
munes now assume responsibility for redistribution that was performed 
before by central agencies. "Local government affords redistribution of 
substantial amounts of money for subsidizing food stuff, education, 
health care, old age pensions, and housing."25 

Oi's and Walder's explanation seems to be consistent with the view that 
China is still on "this side of the barricade," it is still a non-capitalist 
economy. Although China may not be socialist either, it pursues a 
"path-dependent" developmental trajectory26 that is consistent with 
Walder's argument presented in his work Communist Neo-Tradi- 
tionalism.27 China's economic success may have little to say about the 
viability of socialism, but it certaintly has a lot to contribute to the 
understanding of the workings of economic systems, which do not pur- 
sue the Western patterns of economic growth. 

Why socialism failed 

The main purpose of this article is to explore why socialism failed, why 
it ended up in a long recession, which culminated in the system break- 
down in 1989-1990. The earlier elaborations demonstrated that this is 
a meaningful question to ask - the answer is not obvious nor common- 
sensical. Our central hypothesis is that the system breakdown was not 
inevitable: it was the result of the interaction of several factors, endoge- 
nous and exogenous, which happened to be present almost by accident 
at the same time and at the same place. 

Methodologically, we offer a Weberian analysis of social change. In 
Weber's "developmentalist" theory of history, the key hypothesis is that 
societies move on historical trajectories. Change occurs when factors 
capable of producing change, which are always multiple - endogenous, 
exogenous, cultural, political, and economic - and not historically 
inevitable, happen to emerge in the same historic conjuncture. 
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Exogenous factors 

Soviet policies <.........> World market pressures 
towards Eastern Military challenge 
Europe 

Endogenous factors 

Elite fragmentation 

Popular struggles . . .... Intellectual dissent 
-Collective action 
-Silence revolution 

from below 

Fig. 1. Factors affecting the breakdown of socialist system. 

Developmentalism is a challenge to Marxist or modernization theory's 
notions of evolution, which claim to be able to explain social change 
and thus system breakdowns by either laws of philosophy of history or 
by historically non-specific theories of human nature. We offer the 
scheme above (Figure 1) to explain system breakdown of socialism 
during the late 1980s in Central and Eastern Europe. In this scheme, 
we treat the U.S.S.R. as an "exogenous" factor, but the scheme can be 
adapted for the analysis of the breakdown of the Soviet Union also. 
Although - so we maintain - in Central and Eastern Europe all the fac- 
tors modelled below placed a role in producing system breakdown, the 
relative importance of each variable varied across countries. Thus we 
hope the scheme we offer here may be of some value for a comparative 
analysis of post-communist transition. 

The remainder of the article is an examination of the impact of each of 
the variables in this figure. Unfortunately, due to the limitation of space 
and time, each factor cannot be discussed in as much depth as we 
would like. 

Let's begin with the impact of the world economy, because this is most 
directly related to the common assumption that socialism as an eco- 
nomic system does not work. The gradual disintegration of East Euro- 
pean economies began following 1975. There are at least four events 
that may have been responsible for this: 
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(i) The explosion of oil prices on the world market. While for some 
time East Europeans hoped that the effects could be buffeted by 
COMECON price controls, this turned out to be an illusion. Increased 
oil prices eventually filtered in, increasing production costs and de- 
creasing competitiveness of East European products on the world mar- 
kets, even on those markets - for instance in Africa - in which they 
were doing reasonably well before. As a result, there was a perception 
among East European experts that they had to restructure their econo- 
mies. This was particularly predominant in Poland: with the program 
for the "Second industrialization of Poland." 

(ii) As a consequence of the explosion in oil prices, cheap Arab credit 
became available. East European reformers - Poles, Hungarians, 
Rumanians, Yugoslavs - began to borrow in a big way to invest in what 
they perceived to be necessary to restructure their economies. This put 
the most dynamic countries of the region in the debt-trap. Suddenly by 
the late 1970s, costs of credit increased and, like other borrower 
nations in the Third World, Eastern Europe found itself under an 
unbearable debt burden. 

(iii) To make things worse, the restructuring of the economy was not 
going in the right direction. Globally, the "Third Industrial Revolution" 
was under way, a revolution of information technology, computers, 
chips, etc. and the redistributive economies of Eastern Europe found it 
excessively difficult to enter the race of the Third Industrial Revolution. 
The reasons for this may need further explanation. Kornai's theory of 
the economics of shortage may be right on target. Kornai identifies 
socialist redistributive economies as economies of "shortages." Be- 
cause, in a redistributive economy, the paternalistic nature of the state 
does not allow its enterprises to go bankrupt, enterprises have what 
Kornai came to call a "soft budget" constraint. For Kornai, under such 
conditions enterprises act in fundamentally different ways than enter- 
prises under "hard budget" constraint. One feature of enterprises 
under "soft budget" constraint is that they are likely to overexpand, 
thus generating excessive demands for particular investment goods that 
in turn create chronic shortages. The result of shortages is that the pro- 
duction process continues, but by the mechanism of "substitutions." If a 
firm does not find a raw material or spare part it will continue produc- 
tion by substituting it with the next best available material or part. This 
inevitably will affect the quality of production. Although in areas of 
extensive growth, production in heavy industries, textiles, etc., may not 
be affected devastatingly, if production is in high technology it will. 
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Under these circumstances, redistributive economies find it difficult or 
impossible to adapt. 

(iv) Opening to world markets. Reformers decided to try to integrate 
their economies to world markets. This was in part an inevitable conse- 
quence of the debt-trap: because they had to repay the increasing debts 
burden they had to try to export, but under their decreasing ability to 
adapt to the conditions of the Third Industrial Revolution they found 
this increasingly difficult. One cannot exclude the possibility that some 
of the socialist technocracy by the late 1970s began to place their bets 
on Western markets on the expectation that eventually, especially if 
they burdened their economies with debt, the socialist economic sys- 
tem would have to be abandoned. These technocrats (we will call them 
the "new elite" when we begin to analyze the endogenous processes) 
may have begun to build bridges to multinational corporations, may 
have taken bribes, opened secret bank-accounts in the West, quite early 
on to make sure they were ready, when the time for capitalist trans- 
formation began. This is, of course, only a hypothesis and one should 
do careful research on connections, wealth, and later strategies of tech- 
nocracies responsible for economic policies during the 1980s. 

Those East European economies that in 1989 led the post-communist 
transition - Hungary and Poland - thus entered the world markets 
quite unprepared in the 1970s. They borrowed mindlessly and failed to 
adapt to conditions of world-market competition. As a result their eco- 
nomic performance began to deteriorate from the late 1970s. In 
Poland, this led to the Solidarity movement, in Hungary, to the un- 
leashing of the second economy. 

The changes in the world economy, and in particular the Third Indus- 
trial Revolution, also had far-reaching consequences in the military 
industrial sector. Ronald Reagan understood the economic downturn 
in the U.S.S.R. and in Eastern Europe and he made two important 
decisions. First, he accelerated the arms race at times when the com- 
munist world was stressed economically. Reagan's advisers saw this as 
an opportunity the break the back of the U.S.S.R. and while liberals 
during the Reagan campaign believed he was insensible in claiming to 
have a vision of a "world without communism" he proved to be right: 
the United States was more able to carry the costs of an accelerated 
arms race than the U.S.S.R. Second, Reagan made an important sym- 
bolic coup with "Star Wars." Although this proposition was not taken 
seriously by most Western experts, the Soviets did take it dead serious- 
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ly. In part, they could not ignore the possibility of the Americans pull- 
ing it off. They could not gamble on the unlikelihood of the success of 
the program. "Star Wars" also hit the Russians where they were the 
most vulnerable: they had already developed an inferiority feeling con- 
cerning "high-tech" and now suddenly they were confronted with the 
science-fiction imagery of laser-weapons in space shooting down 
Soviet missiles. From Andropov to Gorbachev, the major reason for 
initiating domestic change may have been increased military competi- 
tion and the Star Wars scare. Good empirical evidence for this is how 
madly the Soviets negotiated and were ready to sacrifice almost every- 
thing to get concessions on the Star Wars issue. 

Although Gorbachev was perceived for a long time as a dedicated 
democrat who introduced reforms motivated by the desire for more 
freedom, one can also interpret him as acting at the advice of the 
K.G.B. and in the interest of the military-industrial complex, at least 
initially. His first reform movements seemed to be aiming at the reform 
of the economy to make the Soviet military competitive. He followed 
initially the policies of Andropov and was probably guided by con- 
siderations that - contrary to the prediction of Castoriadis - the Soviet 
military industry cannot be separated indefinitely from the civil indus- 
try. The revolution of the computer industry was particularly important 
to realising this. While during the late 1950s and early 1960s Russia 
was quite competitive in computing, at least in the military field, it fell 
behind because the computer revolution in the United States was 
fuelled by the civil demand for computers on the market. Castoriadis 
believed that the Soviet dual economy - high-tech and dynamic mili- 
tary economy and backward civil economy - could survive indefinite- 
ly.28 The history of the computing revolution led to questioning of this 
assumption. The Soviets during the early 1980s responded to this, per- 
ceiving that to maintain military competitiveness they had to reform 
and bring dynamism in the civil economy. However, these economic 
reforms were sabotages by old-line bureaucracies. Gorbachev even- 
tually turned from economic reform, perestroika, to political reform, 
glasnost, which eventually put him on a collision course with his initial 
base, the military-industrial complex. 

As the U.S.S.R. entered the reform trajectory, this began to affect en- 
dogenous processes of disintegration in Eastern Europe. In the most 
progressive countries, Poland and Hungary, the elite argued that the 
maintenance of the communist order was necessary, since the Soviet 
set rigid limits to change. Jaruzelski used this rationale to declare mar- 
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tial law29 and similar rationalization was an important source of legi- 
timacy for Kadar, who was proud that he created the "most cheerful 
barrack," in the socialist camp. He was presented occasionally among 
reform intelligentsia as the Gabor Bethlen of the epoch of Soviet domi- 
nation.30 Bethlen ruled the Hungarian Dukedom of Transylvania 
during Turkish occupation in the seventeenth century and gained re- 
spect for his skills at manipulating Turks and Habsburgs to maintain 
Hungarian sovereignty. With the reforms under way in the U.S.S.R., the 
source of legitimacy began to wither away. 

Still, it would be extremely simplistic to attribute the breakdown of 
socialism in Eastern Europe to Gorbachev and his reforms. The break- 
down of the system began in Poland and Hungary before Gorbachev 
gained power. In many ways, he was following reform scenarios worked 
out by Poles and Hungarians. In the case of Yugoslavia, or for that 
matter Albania, the impact of the U.S.S.R. was even less important. 

Thus, if we look at the exogenous factors, we may say that they played 
quite different roles in different countries - thus we can derive from 
this a few hypotheses for comparative analysis. While in Hungary and 
Poland the important effect came from the impact of the world market, 
and possibly from a long-term plan by the technocracy to build its own 
bridges to a capitalist economy in Czechoslovakia and East Germany 
(which were almost totally isolated from world market forces), Gor- 
bachev's decision to abandon Eastern Europe was decisive. Jakes and 
Honnecker might have been able to rule for some time if Gorbachev 
had not decided to dump them. 

In Poland, Hungary, and Yugoslavia the endogenous processes played a 
major role in system breakdown. These endogenous forces are ex- 
tremely complex and they interacted with each other in different ways. 
The first steps toward the system breakdown may have begun in 
Poland, Czechoslovakia, Yugoslavia, and Hungary in the inner dif- 
ferentiation of the elite. The elite, which initially was composed almost 
exclusively of old-line Stalinist bureaucrats during the 1960s under- 
went some significant changes. 

In the post-Stalinist epoch, with the charismatic leaders gone, the 
bureaucracy needed a new base of legitimacy and began to open up to 
the technocratic intelligentsia. A "new elite" began to emerge, com- 
posed now of skilled or highly skilled professionals, which did not feel 
comfortable ruling the old way. A struggle began between the "old" and 
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the "new" elite,31 which in 1968 in Czechoslovakia culminated in crisis 
and with Soviet support ended with the Pyrrhean victory of the old 
elite. In Poland, Yugoslavia, and Hungary the struggle continued with 
varied success. The new elite was the most successful in Hungary, 
although until February 1989 they were unable to achieve to clear-cut 
victory. They were successful, however, in penetrating all spheres of 
power. 

The intense struggle within the elite opened new political spaces, creat- 
ing an opportunity for the development of "civil society," and thus for 
the development of relatively autonomous economic and political 
actions by non-elites, or counter-elites. One important consequence of 
the inner division of the elite and of the increasing influence of the 
technocracy was that it began to lose its appetite for repressive mea- 
sures against the intelligentsia. Itself a part of this milieu, the new elite 
found it uncomfortable to repress intellectuals by police measures. The 
result was the emergence of intellectual dissent. One important feature 
of post-Stalinist, post-totalitarian, paternalistic socialism was that 
repressive measures became calculable, predictable. During the Stali- 
nist times one could not predict what the consequences of political 
opposition might be: five months in jail, five years in jail, or the firing 
squad could be the punishment for the same act. In the post-Stalinist 
epoch, punishment became predictable and that created space for dis- 
sent. Dissidents appeared, they began to write for samizdat, organized 
demonstrations, etc. 

In Hungary after 1974, no known intellectual was jailed for dissident 
activities: the worse they could face was being fired from jobs and their 
travel abroad being restricted. In other countries one saw the periodic 
arrest of leading dissidents, followed by international protest, and then 
the ritualistic release. By the 1980s, one's position within society was 
greatly enhanced if one had been at least in jail once. 

There was almost some conspiracy between the thus emergent dis- 
sident intellectuals and the technocratic fraction of the elite. As liberal- 
ization unfolded, the new elite began to court the dissidents. They read 
the samizdat publications, feeling almost humiliated by their own lack 
of courage to speak their own minds. A sort of discursive revolution 
was under way: although to begin with the new elite was creating room 
for the dissenting intelligentsia to grow, as they gained respect for the 
new discourse, a sort of culture of critical discourse began to penetrate 
the new elite, began to radicalize them, equipped them intellectually in 
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their struggle with the old elite, and increased their frustration with the 
old ways of ruling society. 

A key element of this new discourse, which started in 1968, was that it 
was neither a political nor an economic critique of the regime. Neither 
KOR, nor Charter 77, nor any Hungarian dissident movement churned 
out its political or economic alternative to the regime until they were 
handed over the reins to power. The new discourse of the intelligentsia 
turned to a moral critique of the regime, in which the dissident intellec- 
tuals represented the truth of the mind versus the party, which was the 
evil of the body. The Party had no ready weapons against the dissi- 
dents' moral critique and holistic representation of themselves (which 
was enhanced when one was martyred by an occasional arrest). While 
the party talked of plan, target, and imperialism, the dissidents talked 
of truth, love, and freedom. 

It would be a highly revisionist version of history to read the break- 
down of socialist system only from the perspectives of elites and 
counter-elites. There were significant grass-root movements from 
popular masses, which were as important in system breakdown as the 
interaction between the new elite and intellectual dissent. Although we 
primarily mention here Solidarity and those working within the Hunga- 
rian second economy, we do want to draw attention to resistance as 
"silent boycott" that was frequently practiced by the working class. 
Stealing, working slowly, purposefully wrecking the machines, being 
drunk on the job, all added up over the years as a small but an ever 
noticeable drain on the system. While the state labelled this revolt as 
criminal, as sabotage, the silent revolution was indeed an expression by 
the working class of their hostilities against a regime that claimed to 
represent their interests, but was not delivering the goods. 

For now, let us turn our attention to the two major grass-roots move- 
ments that gained recognition in Eastern Europe. These grass-roots 
movements took two very different forms. Hungary and Poland are on 
the opposite end of the spectrum from this point of view. 

In Hungary from the late 1960s and early 1970s, a "silent revolution 
from below" was taking place: its site in the second economy. As the 
Hungarian elite split into the "old" and "new" fractions by the mid- 
1960s, a dual compromise was offered to society to legitimate Kadarist 
rule: the intelligentsia received some rights to dissent, to think indepen- 
dently (and travel abroad); the working class received the license to 
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create the second economy. Over the next two decades, gradually the 
statist sector of the economy becomes "empty": the center of life of 
many Hungarian workers and peasants shifted from the state-owned 
firm to their part-time family business, to cultivation of family plots in 
agriculture, to moonlighting activities in construction and service 
industries. By the early 1980s, even full-time self-employment began to 
grow and a small private sector appears on the scene. 

The Hungarian second economy helped the economy grow: because of 
the pressures of international debt and competition, wages in real 
terms began to decline from the late 1970s. The living standard for 
some time kept growing due to increasing hours of work in family work 
organizations. The second economy in Hungary also created an 
impressive supply of consumer goods and services. As the "culture of 
critical discourse" of dissident intellectuals undermined the Marxist 
dogmatism of the elite, the second economy bourgeoisified its life 
styles: the Hungarian elite learned to like more efficiency and better 
quality private services and it did not feel like returning to the old days 
of the economy of shortages. 

In Poland, the story unfolded in a different way. The Polish working 
class instead of being involved in the second economy (though of 
course a second economy was far from non-existent in Poland) en- 
gaged in collective action. The Solidarity movement and the Hungarian 
"silent revolution" were functional equivalents: they were both ways 
that the working class mobilized itself, either collectively or in passive, 
individualist, economistic action. Both the collective action of the 
Polish working class and the "silent revolution" of the Hungarian work- 
ers and in particular peasant-workers played a crucial role in preparing 
the ground for system breakdown. 

The intellectual dissidents in both cases were loosely linked to the 
popular resistance movements. In Poland KOR was committed to help 
the union movement, but it could not act as a "vanguard" without in- 
voking the spooky ghost of bolshevism and the workers were suf- 
ficiently suspicious of the intellectuals as well. If possible, in Hungary 
the gap between the dissident intellectuals and the popular masses was 
even greater. For a while, some of the critical intellectuals were tempted 
to idealize the second-economy's new entrepreneurs, but soon they 
turned away from them. They were disgusted by "nouveau riche" atti- 
tudes of the new petty bourgeoisie and by the time of system break- 
down they began (partially also trying to locate themselves either as 
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owners or employees of multinational firms in advantageous positions 
in the economy) to put their own chips on corporate capitalist develop- 
ment, and therefore they saw even a danger or competition in the new 
petty bourgeois. 

The punch-line of this article is that the system breakdown was the 
result of complex interaction among all of these factors. The combina- 
tion and relative weight of the various different factors were different in 
different countries at different time points. 
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