




large state enterprises could be auctioned. The vacuum in the provision of 
enterprise welfare services could be filled by the development ofprivate welfare 
providers. 

Before the privatization of large enterprises, the payments union would 
have become redundant after achieving convertibility, a floating exchange rate , 
and the elimination of tariffs to establish free trade. The budget deficit would be 
funded by conditional foreign aid throughout the transition process. 

Conclusion 

The aim ofthe neoclassical gradualist process of transition was a democratic 
political structure combined with a market economy. In contrast to shock therapy, 
the policies of the neoclassical gradualist approach had to be approved by the 
democratic political process in order to facilitate transition ; efficiency 
considerations should not come at the expense of democracy. The gradualist 
approach thus entailed the maintenance of short-term inefficiencies. However, 
these priorities presented an unfortunate policy dilemma: in order to secure 
macroeconomic stabilization in the short run, important pricing, enterprise, 
banking, interest rates, and international trade policies had to move counter to 
the ultimate goal of long-run liberalization. Transition governments were 
encouraged by the neoclassical gradualist economists to seize financial assets of 
enterprises, command outputs through state orders, reinstitute price controls, 
and so forth. Consequently they recommended reregulation of the financial 
system, reregulation of international trade, together with reregulation of state 
enterprises (Kolodko, 1999b, 236; McKinnon, 1995c, 70; 1995a, 106; Stark, 
1990,376). 

If competitive capitalism was the ultimate goal of neoclassical gradualist 
economists, there was an apparent contradiction. A competitive capitalism system 
required a government with no discretion. However, reregulation and 
renationalization occurred during the transition period. The government's 
discretionary power was increased in the name of gaining control of economic 
affairs. However, there was a direct link between increased government power 
and the interests ofthe bureaucracy and lobby groups. The crucial question was : 
how could the economy, from a system of increasing government power during 
the transition period, be transformed into a free market system? The gradualist 
neoclassical economists failed to reveal how this would be achieved. Strangely 
enough, the state was expected to "wither away." Stalin advanced a similar 
argument. For the state to wither away, its power first had to be maximized 
(Nove, 1989 , 63). However, the state would never wither away because it was 
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linked with the interests and privileges of the bureaucracy, lobby groups , and 
sectoral interests. These groups would have resisted their own dissolution, and 
state power and intervention, would have continued. Meanwhile, neoclassical 
economists, to explain the lack of reform in the Stalinist system, advanced this 
exact argument. The same argument finds validity in the neoclassical gradualist 
process of transition. 
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