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Introduction

Thirteen years after the fall of the Berlin Waljtial conditions in 1989-1990,
appear to have been of crucial importance in therdenation of ‘vicious’ or
‘virtuous’ national transition trajectories through the nineties. These starting
conditions were themselves outcomes of former titstb processes. Among
them, the key role of institutions must be pointed. Nowadays, to claim that
‘institutions matter’ is not indecent anymore. Hweethis was not the case at
the beginning of the nineties, when the prevailirsgnsformation paradigm, in
line with mainstream economics, underestimated rdle of historical and
institutional factors. In this context, it was netrprising that the first
transition-cum-stabilization programs paid tooldittattention to the post-
socialist institutional legacy.

It is often argued that the most successful treomsiconomies are those where
trade and price were quickly liberalized, where lpubpendings was rapidly
cut and where privatization was speedily implement&hile at the reverse, the
countries that are lagging behind are those whegovernments were unable
to follow the IMF policy, because of a lack of coitment to reform and
policy discipline. However, as the UNECE [1999, |punderlines, ‘the most
successful reformers appear to be those wherenitig iconditions — in terms
of both the required scale of restructuring and itheitutional capacity to
handle it — were most favorable to a faster ratérarisition. In other words,
governments that were able to implement — and #ieatorates were willing to
tolerate — a faster rate of change than in ottarsttion economies. But this
means that the pace of reform is largely determmethe historical legacy and
not only by the choice, or the ‘political will’, gfost-socialist governments.’
Historical legacy however, does not exclusivelyerefo the socialist period.
Although the immediate past is generally more pregeminds and institutions
than institutional elements inherited from more o&ntimes, the latter may
also play a role.

In countries where the starting conditions wereatre¢ly more favorable,
mostly in central European and Baltic countriescmaconomic stabilization
programs were relatively ‘easier’ to implement. Evé these programs
generally ignored institutional legacies, the tfanmational recession in these
countries was less severe and then the returndwtlyrfaster. International
financial aid and foreign direct investments quyckkbwed into these countries,
while their economic and political relations witthet European Union
developed rapidly. As a result, they were the fistintries to be selected to
start pre-accession negotiations with the Européimon. This meant
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additional financial and technical assistance frtme EU, so as to help
candidate countries conform their economic andllsgstems to EU norms.
Consequently, they will be the first post-socialistuntries to integrate the
European Union. We have here examples - thoughnsatie - of path-
dependent transformation trajectories with positigd-reinforcement effects.

Countries with more unfavorable initial conditiotigan those facing central
European countries, i.e. south-east European desrand CIS countries (even
if this last group of countries would deserve ac#fipanalysis), all had much
greater difficulties; in breaking with their comnisinpast, in establishing the
democratic legitimacy of their governments and éttigg effective programs
of reform and stabilization underway. What more ttransformational
recession was more severe, economic recovery provédn to be
unsustainable, while macroeconomic performance® lganerally remained
poor. As a result, the relations of these countwith international financial
organizations were slow to develop and they laggeund the other transition
economies in obtaining more open markets in thetemeseconomies and in
attracting foreign investment. As the UNECE [1999, 57] observed,
‘ironically, it is this group of lagging countriesyhich is most in need of
outside assistance for improving the policy makpngcess but which de facto
has received less than the leading reformers’.ekpdanations for this situation
generally focus on the conditions required by firiahorganizations, which are
often not met by these countries, and on the slaee pf reform, as well as on
western doubts about governments' commitment tch betonomic and
democratic reforms. Moreover, the relations of kes advanced transition
economies with the EU have been more erratic. kamele, though Bulgaria
and Romania signed association agreements withEthe they have been
excluded from the first wave of selected candidabeBEU accession in 1997,
before being finally entitled to enter pre-accessiegotiations in 1999-2000.
Moreover, the message from the European Commissi@ctober 2002 was
that they would not be included in the first waviecandidate countries to
integrate the EU. We have here examples of patesrgmt transformation
trajectories with negative self-reinforcement etfec

To illustrate the importance of the starting coiatis for the transformation
process, the transition trajectories of two coestrwill be briefly analyzed.
Firstly, Hungary will ‘represent’ the group of cealt European countries with
relatively favorable initial conditions leading tortuous’ path-dependent post-
socialist trajectories. Then, the case of Romanith exemplify the less

advanced countries of southeast Europe with unédolerinitial conditions

leading to tortuous path-dependent evolutions afi@®0. Hence, the last
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section of this paper will return to the theordtileavel to draw some lessons
from twelve years of transition on the issue ofhpdé¢pendence and initial
conditions in ‘transitology’ and economics.

The Hungarian ‘virtuous’ post-socialist trajectory

Among post-socialist countries, Hungary was onéheffirst to be selected (in
1997) to enter into negotiations for EU accessibive years later, it is
certainly, of the countries knocking at EU's datwe closest to the finishing
line. This is the outcome of a ‘virtuous’ transf@tion trajectory started in
1990. But this does not mean that the country lesmret difficulties of all
kinds and that Hungary was destined to succeeddhies it mean that the time
of painful reforms is behind.

Still, initial conditions were favorable or, moreepisely, they wereelatively
more favorable than in other countries. Why? A pdrthe answer belongs to
Hungarian postwar history.

In the socialist period, Hungary was the Easterropean country the most
open to the western world. Besides old histories with Western Europethe
specific socio-political compromise of the Kadar erould also explain this
Hungarian specificity. The Hungarians were cruéilyby the terrible events of
the 1956 uprising and the severe repression tliawwed. Confronted with a
general discontent and the fear of another inteéiwerof the soviet army, the
Hungarian leaders (under the leadership of Janatalaried to preserve a
kind of socio-political compromise with the popidet throughout the socialist
period. The implicit terms of the agreement wereftillowing: more economic
freedom, more openness to Western Europe, betieg liconditions than in
other socialist countries (better balance betweensemption and heavy
industry, importations of western goods, etc.)ekthange for not contesting
the political regime and the one-party system.

1 At this point it seems difficult not to refer teettimes of Austro-Hungarian Empire, within which
Hungary had its political, administrative and cutill autonomy acknowledged and a national
territory which was three times larger than todagcluding large parts of today's Romania,
Slovakia and of the former Yugoslavia. It was atwhindustrial development and modernization
of the country while Budapest, the second capitdhe Empire, became a great European city.
This experience under the Hapsburg rule testifiethe historical, political and cultural ties that
bind Hungary to Western Europe, long before thegration process into the EU. Still, the Treaty
of Trianon of 1920 deprived Hungary from two thimifsits territory. It is still considered as a
national catastrophe today. A quarter of the Hunagarpopulation is living in neighbouring
countries. Public opinion remains very sensitivehe issue of Hungarian minorities abroad. No
later than June 2001, a controversial law, aimimgprotect and to help Hungarian minorities
abroad, has been enacted.
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In this context, the Hungarian government tried ingprove the socialist
economic system by the way of radical reforms. Bhary is well known.
Hungary abolished the planning system as soon &8, 18oping to reach a
balanced combination between market and plan. Ftus point of view,
Hungary was quite exceptional in the socialist @orAnd despite the
centralizing wind blowing on Eastern Europe in feventies, Hungary never
came back to the traditional soviet model. At tegibning of the eighties, the
Hungarian economic reform started again, then acatld from 1985 onwards.
Eventually, between 1985 and 1989, Hungary begamsetoup most of the
institutions - yet in an embryonic state - deemedessary to the functioning of
a market economyMoreover, 60% of prices have been freed and tuetsire
of relative prices has been brought closer to worides. External trade has
been in part liberalized and redirected to the \Wshtle the private sector has
been more developed and the consumer goods mariet balanced than
anywhere else in the Eastern bloc. However thermategross debt strongly
increased in the eighties.

On the political side, the end of the communistitmall system has been
encouraged by the party itself, by its reformisagyias soon as 1988another
exceptional feature of the Hungarian model.

To what extent did this historical legacy contribub shape the Hungarian
post-socialist path after 19907 A few - yet notative - points are worth
considering.

Twenty years of reforms and institutional changarduthe communist period
as well as the legacy of a relatively favorable mmaconomic situation (except
for the external debt) allowed the Hungarian goment to chose — with IMF
agreement - a ‘gradualist’ strategy of socioecomatnginsformation in the first
half of the ninetied.Although this strategy did not prevent the courtrpe hit
by the famous ‘transformational recession’ [Korre894], growth came back
rapidly, as soon as 1993.

2 For example, a tiny capital market began to eménghe eighties with the right to issue bonds in
1983 and shares in 1987, a bankruptcy law was edaict 1986, a two-level banking system was
set up in 1987, etc... .

3 J. Kadar had to leave power in 1988. The Partyt@#iCommittee itself gave up the doctrine of
the ruling role of the Party at the end of that yead finally entitled the multiparty system at the
beginning of 1989.

4 The ‘gradualist strategy’ was generally opposedtte ‘big bang’ or shock-therapy approach of,

for instance, Poland and the former Czechoslovakia.
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The ‘gradualist’ strategy also characterized thesen model of privatization.
Hungarian leaders decided to put the emphasis mttdsale of assets to
strategic, generally foreign, investors. Actuallyetcharge of the inherited
external debt did not let much room for manceuvigués 3 and 4 below).
Eventually, this privatization strategy proved te successful thanks to the
massive inflows of foreign direct investments, whigoured into the country
from 1990 onwards (figure 2 below). Besides theggephic proximity with
the EU and the historical links with Western Euroje Hungarian reputation
of openness to the West, won during the last twemtgrs of the socialist
regime, as well as the economic relations set up western firms in this
period, have certainly contributed to make thistremerge. In addition, the
exceptional will to settle a high external debthwsiit renegotiations sent a
strong signal to foreign investors while strengthgrits financial credibility’

In return, foreign direct investments helped therdoy to pay back a part of its
debt and to modernize the productive system inrs¢gectors, which are now
sustaining growth and exports.

The gradualist strategy also appeared in the palitvill to preserve, at least in
the first half of the nineties, the post-1956 secmnomic compromise. As a
result, the state remained relatively paternaligh irms and households; in
terms of financial assistance for enterprises amdbfinks lending money to
troubled companies, and extensive social protedtornouseholds. However,
protracted state support to economic agents préwdie unsustainable in the
long term. This because it led to a steep risk®budget deficit, in the context
of a radical change of the tax regime and highetzasion, while industrial and
financial firms were not induced to restructure amehce to improve their
competitiveness. In 1994, when a new governmenedriby the former

reformed communists) came to power, the econonii@mtsdn of the country

was worrying. In addition to the double budget anade deficit, growth

remained slow, inflation, unemployment and the edkdebt; all three reached
record levels. And five years after the beginnifighe transition process, the
Hungarian economy has still not taken off (figurbelow). As a result of this,
the new government in place in 1994 deemed to havehoice but to decide,
after a stormy debate, to implement a new macra@oan stabilization

program, which went against its electoral promiSdss liberal-type program
signed the end of the gradualist and paternaltt @ad marked a bifurcation of
the Hungarian trajectory. The main measures wearetan public spending, a

® It has to be remembered that Bulgaria took theosjip side in March 1990 by stopping to settle
the service of its huge external debt. As a resitirnational financial organizations and foreign
investors were reluctant to pour money into thentguat the beginning of the nineties.
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devaluation of the forint with a special import tard a fall in real wages.
Moreover, the government decided to reform the avelfsystem and to
accelerate the privatization process. Between 1894 1997, the bulk of
Hungarian large industrial enterprises and bank® weld to foreign investors.
In 1998, the private sector accounted for 80% ef @DP. After two years of
austerity, Hungary finally took up with impressivenacroeconomic
performances: inflation, unemployment, the doulgéait and the external debt
(figure 3 and 4) have all been decreasing sinc& M@8ile economic growth
has been sustained around 5%. In 2000 at last, &tyisgGDP exceeded its
1989 level (figure 1). And at the end of 2001, Hamygwas ahead (with
Slovenia) in the pre-accession negotiations wite #U, with 24 closed
chapters.

However, Hungary is still facing serious problenfssectorial, regional and
social disparities. The major part of these digjgihas been inherited from
the socialist period, such as the development gawden the eastern and the
western part of the country or the Roma situatioet, the transition process
has also tended to make things worse, as far amlswmequalities are
concerned, and widen the gap between large firntk fereign capital and
small and medium-sized local enterprises. Since 020the Hungarian
government has decided to take on the problem, ®ithassistance, and is
probably more likely to succeed now than in 1990.

Figure 1: Hungarian and Romanian growth trajectories, 198®-20
(Real GDP, indices, 1989 = 100)
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Figure 2: Inflows of foreign direct investment in Hungary @Rdmania, 1990-
2001 (cumulative, million dollars)
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Figure 3: External gross debt (million dollars)
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Figure 4: Gross debt/exports (per cent)
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The Romanian ‘perverse’ post-socialist trajectory

While the Hungarian trajectory has been relativielyorable, the Romanian
path has been more tortuous. Initial conditionsvedoagain to be of crucial
importance. As the UNECE [1999, p.71] observes, nBpia started the
transition process at a disadvantage, with siganmifily worse initial conditions
than those prevailing in the leading reform cowsiti And the nineties did not
allow the country to fill the gap with its neighlreu

The country was — and still is — one of the pooretEastern Europe.
Geographically speaking, Romania is remote fromtéfasEuropean markets.
Moreover, Romania inherited from the communist qera productive system
more difficult than others to restructure and tquatto world demand. Firstly,
adding to a classical socialist industrial struetbiased towards heavy industry,
ambitious projects of public investment and proaluctconcentration in
gigantic units, Romania had an autarkic developm8etondly, agriculture
accounted for an important part of economic agtj\situation that was not to
make economic exchanges with Western European riesigasier. But worst,
during the eighties, the Romanian government imgpasesharp reduction of
imports so as to pay back the external debt quiffidpre 3 and 4 above). As
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the UNECE [1999, p.72] points out, ‘this forced uetion of the external debt
in the 1980s (actually sui generisshock-therapy), accentuated the decline in
the competitiveness of the economy, exacerbatedlanbes among sectors,
increased shortages, and generally lowered theaweetff the people’. Last but
no least, the Ceaucescu political regime was ealhecauthoritarian and
absolutely not inclined to follow the eighties wawé economic reforms in
Eastern Europe launched by Gorbatchev's perestroika

Quite understandably, these unfavorable startingditions had a negative
impact on the post-socialist Romanian trajectory.

Firstly, the political exit of the communist systetarned into a violent

revolution in circumstances which are still unclead contested but led to the
end of the Ceaucescu rule and to the disappeafnte communist party -

but not of the communist networks. Most membershef former communist

party joined the new social democratic forces of lleescu. Secondly, after the
sacrifices of the eighties, Romanian people wereready for a new shock-
therapy, what more, the social situation was sti@im the aftermath of the
revolution in which workers' demonstrations plagedimportant part. Thirdly,

in the first half of the nineties, post-communistlifical leaders were most
often members of the old elite, much less prepdmedlemocracy and to

reformist ideas than their Hungarian counterpdtisally, habits and routines
developed by economic actors in the context of ameformed planned

economy proved to be particularly persistent dftersystem change.

In this troubled context, political leaders had mmich room for manceuvre
and, as governments followed one another, were lertabfind a clear way
towards a well-functioning market economy or torganut consistent structural
reforms. Therefore, between 1990 and 1996, underlltescu presidency,
Romania followed a gradualist path of transformati®ut, whereas the
Hungarian gradualist approach was logically chdsectause Hungary was the
most reformed country of the Eastern bloc, the Ruaragradualist strategy of
transformation was on the contrary an outcome eflétk of reforms during
the communist era and of the severe above-mentioniidl constraints.
Therefore, different results were expectable. Ia finst half of the nineties,
Romanian gradualism meant the following: a patfilaralization of prices,
exchange rate and external trade, and a limitedctemh of state support to
public enterprises, hence the persistence of @ivela soft budget constraint.
Moreover the privatization process slowly progresdering this period despite
a mass privatization program. The private sectaoacted for about 60% of
GDP in 1997, and foreign direct investments rentilmev (figure 2 above).
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However, some institutional changes did take pthaing those years; such as
massive land privatization, the emergence of aapgiwector from below, the
redirection of trade towards Western countries #ra rapid adjustment of
Romanian legal framework to conform to that of arke&economy. After a
severe transformational recession (a 30% fall ofPGDb three years), growth
came back as soon as 1993 and even reached 7¥®%(fiure 1 above).
However, growth proved to be unsustainable becatiskee lack of structural
reforms, such as the limited restructuring of largdustrial and financial firms
due to their protracted soft budget constraintsl @donomic indicators
deteriorated again in 1996 while the IMF and therM/@Bank decided to
suspend their financial support. In this situatiofi growing economic
imbalances and destabilization, opposition pamies the 1996 parliamentary
and presidential elections, putting an end to seears under the rule of the
members of the old political elite.

Facing a Bulgarian-type economic crisis [UNECE, 72]9%he new Romanian
government declared to have no choice but to imptgra shock-therapy with
the renewed support of the IMF and the World Bakdk.a result, the country
was hit again by three years of severe recessamnegen 1997 and 1999, while
inflation remained desperately high. Thus, this m@wernment only succeeded
in losing the confidence of the population. Theud&n was terrible and
proportional to the hope it brought about. The irura behaviour of political
leaders within the ruling coalition and their unsieg quarrels accentuated this
feeling [Lhomel, 2000], while spectacular bankriggc of large financial
institutions worried the population and increasedaintainty. Confronted with
growing unemployment, falling real wages and livoanditions, deteriorating
education and health services, increasing corraind criminality, more and
more Romanians regretted the « golden age » bef®B9. And the few
positive achievements of the government were unébleeverse the trend.
Among them are worth pointing out, the significantprovement of the
banking sector soundness, the acceleration oftateaon, the opening of pre-
accession negotiations with the EU and the retargrowth in the year 2000
(figure 1). In a situation of growing poverty, thdormal economy (estimated
between 20% and 40% of GDP) and the agriculturabséielped to soften the
shock of the transition by supplying employmentcoime and means of
subsistence for a large part of the populafibtowever, starved of capital, the
Romanian agricultural potential tended to beconskdd in a logic of self-
consumption on tiny plots [Lhomel, 2000; Simon, Aard, Colin, 2002]. The

® This desperate comeback to land for survival cacdnsidered as an unexpected de-modernizing
evolution of Romanian economy and society.
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2000 parliamentary and presidential elections $swcomeback of lon lliescu
and his political party at the head of the counay,well as the success of the
extremist party which gained a high number of pankntary seats [Lhomel,
2001].

Last but not least, the difficulty of the Romanitxansition did not ease its
relations with the EU. Brussels experts generatigsidered that the country
had repeatedly failed to come to grip with serimeferms. Therefore, Romania
was not selected in 1997 to belong to the firstavaf candidate countries to
enter into accession negotiations. After what, Euk canceled the distinction
between a first wave and a second wave of candictatetries. Finally, the
negotiations for the accession of Romania begaraity 2000, two years after
Hungary. Though Romania is certainly seen as thgala in the EU race, it
seems clear now that the EU will not leave it alésihe enlargement process
but only postpone its integration. This could be tmain opportunity for
Romania to escape from this ‘perverse’ post-satidliajectory and path-
dependence, for it binds any government to the @mamand institutional pre-
accession program and allows the country to receiviarge volume of
resources to implement it.

Path-dependence and initial conditions: short lesss from twelve long
years of transition

The post-socialist transformation has given soskiknces in general and
economics in particular the opportunity to disciisissue of path-dependence,
as far as institutional and organizational chasgmncerned. As the Hungarian
and Romanian transition trajectories have testified starting conditions have
been of crucial importance for the success of esonaand socio-political
transformations. Post-socialist countries with treidy favorable initial
conditions did better in terms of structural refoprogress, macroeconomic
performances and growth sustainability, than thetle relatively unfavorable
starting conditions, some of which are still strigg against considerable
difficulties. However, this assertion should belifieal in two ways.

First, it is obvious that initial conditions arevee totally favorable. All ex-

communist countries inherited some unfavorabletistarconditions such as
structural deficiencies and macroeconomic imbalandsitial conditions are

therefore favorable only in relative terms. Anddeable does not mean rosy.
There has been no easy transition. Transition di@jies have never been
entirely ‘virtuous’ or completely ‘perverse’. Tha why quotation marks are
required. Reforms have often been difficult to iempent and imposed
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sacrifices on national populations in all countriglcroeconomic stabilization
was not gained easily either, even for the ‘sudoésslungary. Until 1995,
Hungary seemed to follow an unsustainable pathdingupoor macroeconomic
performances. Hence a second stabilization progras) necessary to escape
from this ‘inefficient’ trajectory. Only in 2000 diHungary exceed its 1989
GDP level. As for the Czech Republic, considerethadeading reformer until
1996, it was hit by a severe crisis in 1997 and atsmpelled to adopt austerity
measures again. However, because of their relgtiialvorable initial
conditions, governments in these countries wereergapable to impose harsh
measures, people more capable to tolerate themng#tkese measures more
likely to succeed.Conversely, Romania is not doomed to fail desipstevorse
starting conditions. It has made slow but real pgeg on the way towards a
market economy. What more, Romania’s initial candg could be deemed
more favorable than those facing some CIS countfiésreover Romania,
unlike most of its Balkan and CIS neighbours, hakast started the process
leading to EU accession. Even if it is a long wéy this means — in the better
case - stabilization of economic actors’ expectegjidinancial and technical
assistance, enforced institutional change and yotitscipline. We can
conclude Romanian trajectory is now anchored tateession proceés.

Secondly, even within groups of ‘similar’ countriggy terms of reform

progress), initial conditions widely varied and réfere determined various
national paths of transition. Hungary and Polawd,ifistance, reformed their
economy long before 1990, while it was not the cafethe former

Czechoslovakia. But the Czech Republic was a welgtideveloped market
economy in the period between the two world wdrklungary and the former
Czechoslovakia benefited from relatively balanceacmeconomic situations
in 1989, Polish leaders had lost control of theneoay at that time. And while
a relative social peace characterized Hungary dutire communist period,
social unrest marked Poland trajectory throughloeitseventies and eighties...

Among initial conditions, the strain of the sociokfical constraint proved to
play a significant part in the success of transitibhe socio-political constraint
does not here refer to the literature analyzingospolitical aspects in terms of
winners and losers from the reform process, buhéonature of the political
regime and the degree of people reform fatigualllpost-socialist countries,
the process of democratization and political sizdilon - grounded on a true
multiparty system with a regular change in the ypant power - is taking a

7 still, parties in power generally lost the eleaticfollowing a period of painful reforms.
8 On the importance of external anchors for the Brilin trajectory, see lalnazov (2002).
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longer time than experts initially imagined. Thelifial legacy of the
communist period is one of the decisive factorthim speed of the process. In
countries where the political regime before 1990s walatively more
authoritarian, and/or opposition movement more emhc and/or the
communist party less reformist, the political ecation path appeared to be
more difficult and sometimes degenerated into viblgorising. In these cases,
the post-socialist democratization process has besme tortuous and political
maturity even slower to get than in other young deracies of Eastern Europe.
This context accounts for policy decisions ofterebg¢aken in an ad hoc
manner, without a coherent and consistent framevi@rkolicy and long term
objectives, as well as the absence of any publiaieabout the policy, ‘with
the consequent failure to gain public support fdffiadilt but necessary
reforms’ [UNECE 1999, p.57]. As far as the degrdereform fatigue is
concerned, it is now acknowledged that, beyondreicethreshold, imposing
harsh measures could generate perverse outcomessisidnce to reforms. No
reform can succeed without public support. Furttieembesides the concept of
sustainable development, the concept of ‘sustagngblicy’ should also be
emphasized. A ‘sustainable policy’ could be defiasdhe capacity of a policy
package to be implemented the time necessary th rigm objectives without
being rejected by the population, even if the éfficy and consistency of the
policy are to be reduced. A perfectly consistertiteok shock-therapy leading
to massive social unrest does not help much. Angeig a perfect example of
this.

The idea that historical and institutional legacyatiears, that transition

trajectories and institutional change are path-déest, were not widely shared
among experts and ‘transitologists’ at the begigrofithe 1990's. There were
few exceptions to that, like D. Stark [1992] andtitutionalist authors in

general [Chavance, 1990; North, 1994; Chavanceéviaghin, 1995]. Yet, as P.
David [2001, p.15] observes, ‘a decade after itametp be trendy among
economists to say that ‘history matters”. We coatttl in the same line, that to
claim nowadays that institutions and initial coratis matter is also ‘trendy’.

Eventually, the transition process appears ex pwmsbe a ‘validation’, on

various points, of North’s theoretical approach ftdp1990, 1991, 1994].

Firstly, North explains the diversity of nationedjectories and macroeconomic
performances, as well as the persistence of inefficpaths, by the path-
dependent character of institutional change. Ondevelopment path is set, it
becomes more and more difficult to escape from gath because of self-

9 The Nobel prize was awarded to Douglass Nortroia3l
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reinforcement mechanisms and increasing returnghMmrrowed the concept
of path-dependence (and lock-in) to David [1985d @rthur's [1989, 1990]
works on technological change. Both put the emphasi the starting
conditions and ‘historical’ random events in théedmination of technological
trajectories. Arthur shows that small differencedhe starting conditions lead
to growing divergent trajectories. This observatisnn line with endogenous
growth theory in which different initial condition®.g. the stock of growth-
inducing factors) lead to diverging growth path®ifer, 1986; Lucas, 1988].
In both cases, initial gaps or even small diffeemnare difficult to narrow. That
is why, as far as the post-socialist transitiomaacerned, policy prescriptions
made in the very beginning were particularly impott - aside from
institutional legacy - because they could geneeatgositive - or negative -
cumulative proces¥.To get positive results from the start could ethsenext
stage of economic reform. Had this first phase bmere successful, the next
phase could have been easier and the populatiamivats could have been
more prone to accept painful reforms further onatThs why, external
assistance in this phase is decisive in order tomnational economies on
sustainable trajectories. Yet, external assistaver® quite limited at that time
for the current group of lagging countries. Whatrepdt was the responsibility
of the EU, the local leading power, and of inteioaal financial organizations
and their experts, at the beginning of the ninetiesnake sure the transition
process was well under way.

Secondly, North operates a useful distinction betwdormal rules and
informal constraints and was one of the firstsxpl&in that ‘while the (formal)

rules may be changed overnight, the informal notresally change only
gradually... And economies that adopt the formal subé another economy
will have very different performance characterstiban the first economy,
because of different informal norms and enforcem&he implication is that

transferring the formal political and economic rulef successful Western
market economies to third-world and Eastern Europeeonomies is not a
sufficient condition for good economic performané&ivatization is not a

panacea for solving poor economic performance.orflN 1994, p. 366]. In

transition countries, in fact, formal rules wer@idly changed but inherited
informal habits tended to persist, especially ssteeformed socialist countries
such as Romania. Last but not least, North puts @hmhasis on rule
enforcement, which proved to be of crucial impoctatfior the success of the

 However, in the early nineties, policy makers uedémated the role of historical and
institutional legacy and neglected the problem ld sustainability of economic or structural
reforms.
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transition process and whose role is now widelynagkedged, even among
‘mainstream’ economist$Spchs and Pistor, 1997; World Bank, 2002]

It is sometimes argued that the path-dependencyoapp is exclusively
focused on historical legacy and the influence le# past on the present,
forgetting the expectation dimension or the inflicewnf an anticipated future on
the present [Federowicz, 2000]. Still the argunss@ms of little relevance, for
a few reasons. First, path-dependency theoristsrndaimed that both visions
were mutually exclusive. The assertion ‘history te@ cannot seriously be
understood as ‘expectations do not matter’. Of sewexpectations matter and
are perfectly compatible with the path-dependemmyr@ach. The main point
rather is a question of balance between both petisps, related to the object
studied. As far as the post-socialist transfornmatie concerned, the very
specific institutional and organizational legacy fofmer socialist countries
explains the relevance of path-dependency analyésts.in the beginning of
the nineties, most specialists focused on the éutobjective, the market
economy, neglecting the effects of the past on -posialist evolution.
However, if Hungary today proves to be more sudaéskan Romania, it is
not because ‘the vision of a new system’ was mpmmverful’ in the former
case than in the latter [Federowicz, 2000, p.92]1989-1990, the vision of the
future system was actually blurred or at best dgstipl for both countries.
Expectations were not stabilized, because of thk degree of uncertainty and
instability of the period. For instance, it wasrgghthat the process could be
reversible. Initial conditions were then decisive the selection of national
trajectories and hence in the progressive stabidi@aand clearing up - or not -
of expectations. Then, if expectations become grtdulfilled, for better or
for worse, they tend to self-reinforce. In thatssrexpectations are themselves
path-dependent. Of course, the growing credibditfeU accession has been a
powerful driving force for the transition processdainstitutional change in
candidate countries. In the second half of theti@agthe prospect of future
integration has probably overcome the influencenital conditions. Still, this
also is a path-dependent outcome and it remainsrtieless true that present
developments and policies are likely to determintare evolutions.

Along the same line of argument, emphasizing ihiti@nditions and path-
dependency is often criticized as a determinishipai view. This is a common
misunderstanding. This brings me to point out teth dependence does not
exclusively deal with initial conditions. The lattmark the selection of a path
(the ‘determinist’ influence of the past on thegamt) but other bifurcations are
likely to happen in the future evolution of the tg&ya through endogenous
process or exogenous random events. That is whyfitted outcome is
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unpredictable and why ‘it is not possible to explaistate of the world without
analyzing the process that tends to lead to th#&t’'s{Garrouste and loannides,
2001]. However, as sheer determinism is out of tipms absolute
indeterminism is probably excessive too, becausie-ggpendence reduces the
range of probable solutions or trajectories. AstN@xplains, « at every step
along the way there are choices — political andhendc — that provide real
alternatives. Path dependence is a way to narrewettbice. It is not a story of
inevitability in which the past neatly predicts theaure » [North, 1990, p.98].
Actually, there is a dialogue between determinisrd endeterminism inherent
to the concept of path dependeftén 1990, forecasters, to the question of
which country would experience a successful traorsitwould have probably
answered Hungary but certainly not Romania. Thisashthat some evolutions
are more probable than others.

Finally, how can a national economy escape from 'iaafficient’ path-
dependent trajectory or an uncomfortable lock-ifier€ is no straightforward
answer to that. A significant inflow of resourcesesis required to pass a
threshold, to leave a chreod [Hodgson, 1994] obreak protracted vicious
circles. As far as the post-socialist experienceascerned, resources mean
financial and technical assistance, especiallyetoup an efficient control and
sanctions system, so as to impede the survivaladf labits in a context of
weak institutions and to make sure institutionahrue is effective and law
enforced. It seems that EU accession process Itiessis requirements, since it
results in additional resources, strict control agectations stabilization,
hence it may prevent candidate countries to folioefficient’ trajectories'?

Conclusion

Among the various lessons, which can be drawn friovelve years of
transformation in Eastern Europe, the present papgihasizes on the crucial
importance of the starting conditions in the deieation of diversified
transition trajectories. The post-socialist expaees of Hungary and Romania
make North's works on the path-dependent natuiiestitutional change still
more relevant. Beyond the post-socialist transédiom, the role of initial

™ This dialogue is missing in Federowicz [2000] thet contradiction is not. On the one hand, he
points out that the ‘weakest point of such an exai@n is in the deterministic ingredient’ (p. 94)
and, on the other hand, he explains that ‘the prqpeth-dependency explanation... is always a
post factum explanation’ (p.93). First, if path-@éeplence is a determinist approach, ante factum
explanations or predictions are possible. Secowdt-factum explanations are the logical result of
the impossibility of predicting the final outcome, of a non-determinist approach.

2 That is why it is so important for Bulgaria and rRania not to be excluded from EU
enlargement.
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conditions, the concepts of path-dependence ank-ito@are now widely
acknowledged in economics, both in heterodox anéhstream economics
(endogenous growth theory, evolutionism and tecimtange, old and new
institutionalisms). Remember it was not the casethat beginning of the
nineties. However, one conclusion shared by marifioasi from the various
aforementioned schools of thought is the followimgtial gaps or differences
are difficult to fill and lock-in difficult to esqze from, because it is a costly
process and resources are scarce. Even if difiilmds not mean impossible, as
economic history has shown, national trajectories kkely to keep on
diverging for long, despite globalization. We finkdere again another
explanation of Kaldor's [1961] famous stylized fatating that growth rates
differ among nations and, beyond, of the variety national models of
capitalism [Crouch and Streeck, 1996; Magnin, 1998bthe beginning of the
third millennium, many economists seem eventualyerpessimistic about the
possibility of economic and technological catchingin a complex world.
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