
FOR LIFE, LIBERTY AND PROPERTY

THE CONFLICT BETWEEN
DEMOCRACY AND
ECONOMIC REFORM
ADRIANA LUKASOVA

Political Notes No. 77
ISSN  0267-7059          ISBN  1 85637 145 X
An occasional publication of the Libertarian Alliance,
25 Chapter Chambers, Esterbrooke Street,
London SW1P 4NN
www.libertarian.co.uk        email: libertarian.co.uk
© 1993: Libertarian Alliance; Adriana Lukasova.
Assuming she gets the money, Adriana Lukasova
will start reading Philosophy, Politics and Economics
at Balliol College Oxford in October 1993.  She was
a policy advisor to Jan Carnogursky, the former
Prime Minister of Slovakia, and was an intern in the
U.S. Senate, and at the American Enterprise Institute,
concentrating on press and public relations. 
The views expressed in this publication are those of
its author, and not necessarily those of the Libertarian
Alliance, its Committee, Advisory Council or
subscribers.
Director:  Dr Chris R. Tame
Editorial Director:  Brian Micklethwait
Webmaster:  Dr Sean Gabb



INTRODUCTION 

It is evident from the current situation of the economies of Eastern
Europe that the reforms have slowed down. The problems of the
process are obvious but the causes of them are less identifiable.

Although economic theory tells us that out of various forms of
ownership, private ownership performs best, it tells us little about
how to get from where post-socialist economies are today to an
economy with predominantly private ownership. Privatisation de-
bates and privatisation activities in countries in transition reflect
this uncertainty with respect to both goals and especially means.

The real problem in economies trying to make the transition from
plan to market is to find a way that is both economically efficient
and politically acceptable. In this light, privatisation became not
only an economic issue but also a major political issue. And as
such it is subject to all the rules of a political game.1

I shall start by presenting examples of programmes of economic
reform (either privatisation or liberalisation) put forward by a
strong government in a country with mature democracy, but with
an economy in crisis (Britain in the late 1970s); in a country
under dictatorship and with a bad economy (Chile after the Al-
lende government); in a country without democracy (ruled from
outside) and with a ruined economy (post-war Germany) and con-
sider a country with the combination of a re-established democ-
racy and a bad economy (Czecho-Slovakia).

The reasons for choosing the economic processes in these particu-
lar countries as examples are following:

Chile has been the leading case of successful economic reforms,
advocating the free market economic theory.  The achievements of
Chilean economic reforms were considered a triumph of Fried-
man’s monetarist theory. At the same time there were very strong
objections raised against the manner of instalment of the econ-
omic reforms; military dictatorship violating human rights.

The process of privatisation in Britain is closely connected with
the political leader consistently standing for the enforcement of
reforms. Margaret Thatcher was known as a Prime Minister who
used all the means available in a democracy to institute the
necessary changes in the British economy.

The case of Germany seems to be relevant from the theoretical or
“philosophical” point of view. The Germans had known the State
both as so-called “night watchman and as tyrant.”2  After the Sec-
ond World War they were looking for legal norms which would
limit the power of the State without making it impossible for the
State to fulfil its proper functions.

In order to link these examples to the framework of the essay and
its question I will describe the economic situation in Central and
Eastern European countries in general. I will pay special attention
to Czecho-Slovakia using it as a case study.

PART 1: CHILE 

Under the Allende government (1970-1973) the economy declined
into socio-economic crisis with little economic growth and rising
inflation. During the period 1940-70 per capita GDP increased by
an average of only 1.6 per cent per year, while the inflation rate of
about 6 per cent in 1940 rose to around 30 per cent in 1970.

During 1970-73 the process became more radical. The economy
was closed to international trade, except for traditional exports and
the imports. Production was taken over by the State at an unpre-
cedented rate and the State intervened in private operations in al-
most every way. Inflation spiralled, reaching nearly 500 per cent
during 1973. Per capita GDP dropped as much as 7.1 per cent in
that year.

This contributed to the military coup of 11 September 1973,3

which aimed to prevent the country from falling into a marxist
totalitarian system of government. The achievement of this objec-
tive involved the adoption of the mixed economy which strongly
emphasized free markets and respect for individual economic de-
cisions.4

Starting in 1973, private property once more became the basis of
the economic system. In addition, freedom of prices and interest
rates was restored, the economy was opened to international trade
and to the flow of external capital and credits, the role of the State
was circumscribed to normalizing and controlling the economic
process. The economy grew by about 26 per cent between 1973
and 1980 while the annual inflation rate dropped to 31.2 per cent
in 1980. In the twelve months to December 1973 the Chilean
wholesale price index rose by 1,147.1 per cent; in the first five
months of 1981 it rose by 0.4 per cent.

The prime objective of the Chilean government over the eight
years between 1973-81 was to reduce inflation.  In the first half of
1981 Chile’s inflation as measured by the wholesale price index
was the lowest in the world. “An inflation of one thousand percent
a year was reduced to roughly 12 per cent in 1981.”5

Chile has become an extreme example of how inflation can be
controlled. The most important single reason for the transforma-
tion was the elimination of the budget deficit.

In 1973 the government had a budget deficit equivalent to almost
25 per cent of national income, in 1981 it had a budget surplus. In
early 1976 the unemployment rate had soared to 22 per cent. In
the last five years before 1981 unemployment fell steadily, to 8.5
per cent.6

In 1973 the State owned 450 companies; through public sales  the
number was reduced to 25.7 The tariffs system of import duties
averaging 94 per cent in 1973 was reduced to one having a single
uniform 10 per cent rate.

In Chile the methods applied were drastic and uncompromising.8

Despite domestic protest against and international disapproval of
large public expenditure cuts, the budget deficit was stopped in
two years.

Problems arose when foreign resources stopped flowing into the
economy at the same rate as in 1980-81. The necessary internal
adjustments caused slowing of business activities, a rise in real
interest rates, growing unemployment, a drop in real wages, ef-
fects of international recession on the prices of many com-
modities.

The growth of Chile’s economy from 1974 to 1981 of 4 per cent
reversed into recession, with industrial production falling by 15.3
per cent in 1982. There were 362 bankruptcies in the first half of
1982 as compared with 433 in the whole of 1981.9
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In 1981-83, the years of crisis, the members of the Pinochet gov-
ernment defended their policies. Rolf Luders,10 Finance Minister
of Chile in his “Towards economic recovery” of 1981 says:

The Chilean tradition shows that governments endowed with
strong authority, which have simultaneously guaranteed the
exercise of ecomomic freedom and of private initiative, have
presided over the periods of greatest progress in the history
of the country.

The most notable change took place in the decentralization of cer-
tain social services including health, housing and education. The
reactivating of the economy would be achieved by implementing a
stable and consistent set of policies.

Jose Pinera, Minister of Mining of Chile, at the Annual dinner of
the London Metal Exchange in London on 13th October 1981,
said:

One of the factors that will contribute more decisively to the
stability of the Chilean society is the overall consistency of
the economic and social schemes.

A large variety of methods was used in the privatisation pro-
gramme in Chile since 1973. Mass privatisations with a distinct
element of popular capitalism started in 1988. The first step in
1981, the privatisation of the state pension funds, enormously de-
veloped local capital markets. Cheap finance for small purchasers
was provided by the government, enabling the sale of the two
largest banks to small shareholders, and a large number of com-
panies have been sold in various sectors including telecommunica-
tions, steel, fertilisers, explosives and pharmaceuticals. A major
public offer of electricity shares took place in 1988. Chile has
privatised utilities. New explicit regulatory systems were devised
to achieve a proper balance between the interests of the customer
and the interests of the investor.

Chile used a common form of privatisation — the sale of an indi-
vidual company or asset by the state to an already existent private
sector company. Such sales have been used by government to pri-
vatise relatively discrete and small-scale units — plants, individual
factories, etc.11

The overall achievements can be summarized as opening up the
economy, increase of imports, reducing of inflation, privatisation
of industry, the pension system and social security system.

PART 2: BRITAIN 

In 1970 the Heath government adopted a programme of union re-
form and privatisation. However privatisation only got as far as
transferring the Thomas Cook travel agency to private ownership,
and denationalisation of the Carlisle state breweries.

The miners’ strike in 1972 marked the government’s U-turn. Price
and wage control continued, the money supply rapidly in-
creased.12

Until the period between 1976-77, when the document The Right
Approach to the Economy was released, these moves did not de-
velop into a coherent political and economic programme capable
of catching the popular imagination.

The Thatcher government, elected in 1979, during the first two
years aimed its main activity at municipal and local services, with
the beginnings of the privatisation of council houses. Sale of
council homes resulted in decline of state ownership from 40 per
cent in 1979 to 28 per cent in 1988, despite local government
objections. Where the local government obstructed, it was
abolished, e.g. 1986: Greater London Council (GLC) and metro-
politan authorities.

The programme began to gather momentum in 1981 with the sales
of British Aerospace and Cable and Wireless. The step estab-
lishing British privatisation as a major new phenomenon was the
sale of British Telecom in November 1984, with 51 per cent of
shares sold to ordinary citizens. This showed Thatcher’s determi-

nation to push through privatisation against strong Cabinet opposi-
tion. Since then privatisations have been coming thick and fast.
The scale of the programme is large. Shares were offered with
priority given to small investors (an interest group against nation-
alisation). Before 1979 there were fewer than 1 million share
owners; by 1988 there were more than 9 million. The gross pro-
ceeds of the sales conducted exceed £24 billion by 1988.13

In 1979 10 per cent of national output was produced by nation-
alised industries; in 1991 it was less then 5 per cent.

Thatcher shifted the burden of taxation from direct to indirect
taxes. In 1979 exchange controls were suspended, top rate income
tax was cut from 83 per cent to 60 per cent. The basic rate was
also reduced from 33 per cent to 30 per cent. However, at the
same time VAT rose from 8 per cent up to 15 per cent. Later the
top rate was cut to 40 per cent and the standard rate to 25 per
cent. This created encouragement for enterprise.

Analysing the background of such extensive changes we need to
understand the political reality in which Thatcher’s policies were
implemented. 

In the political history of Margaret Thatcher the Falklands war
played the part of a triumph which guaranteed her the second term
in office.14 It also conveyed a message about the Thatcher style
and record — it showed her qualities of decision and fortitude.

Determination and persistence were reflected in her strategies in
dealing with a series of strikes. Laws were introduced to restrict
union immunity from prosecution (Employment Acts 1980, 1982,
1984.) Trade union membership declined from 12 million in 1979
to less than 7 million in 1990. Thatcher saw the taming of trade
unions as an essential condition of a move to a free economy.

Police pay was increased by more than the rate of inflation. In
1982 police were equipped with weaponry, police vehicles, com-
munications devices, protective body armour and crowd control
equipment. A system of national co-ordination was devised. The
police National Reporting Centre, based at Scotland Yard, became
a permanently available facility — to provide some of the benefits
of a national police force without the odium of establishing one.15

Bureaucrats were directed to enforcement of deregulation instead
of wide ranging regulation: “Big Bang” (1987-88) was the deregu-
lation of the City of London, which created a boom in city busi-
ness. However, the number of government employees did not
decrease — there were more inspectors for welfare fraud as well
as more police.

The pace of reforms massively increased after 1983, Thatcher’s
government having won a majority of 144 seats in the House of
Commons in 1983 and over 100 in 1987.

PART 3: GERMANY

After the fighting had finished and the Third Reich had been dis-
solved, the country was divided into four occupation zones.  The
factories damaged in the war were being dismantled.16

Measures were introduced to keep down German industrial pro-
duction. In the Allied Control Committee Plan for Reparations
and the Capacity of the German Economy (the so called Industrie-
plan of March 1946) the re-expansion of output was set at 50 per
cent of the 1938 level.17

Professor Golo Mann in his book The History of Germany Since
1789 says:

Whatever the victors decreed in Germany was designed as
punishment to ensure that the Germans would never be
powerful again, and to place them temporarily under Allied
supervision.18

A situation arose which was dominated by obstacles to produc-
tion, official controls, and the disappearance of the few goods pro-
duced through the black market. The existing economic system
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was incapable of guaranteeing even basic provisions for the popu-
lation.

It is interesting to see how the political parties, which reorganized
themselves after the war, reacted to manifest privation. In May
1946 the SPD (Social Democrats) called for a socialist economy
with systematic controls and industrial democracy. Similarly, the
trade unions demanded the creation of a system of planned and
controlled economy. In their manifesto of August 1947 the CDU
(Christian Democrats) declared, amongst other things, that “plan-
ning and control of the economy will be necessary for a long time
to come”.19

As the administration of Germany as a whole had collapsed, the
only possible procedure was to bring about the economic and then
the political unification of those zones whose rulers were prepared
to co-operate. The bi-zonal system was created, with Russia super-
vising “the Eastern zone”, and France, the United States, and Bri-
tain supervising “the Western zone”. Later on, German executive
organs and a joint parliamentary representation — the ‘Economic
Council’  — were set up in the ‘Bi-zone’.

The “Marshall Plan” was announced in 1947.

Professor Mann wrote in his above mentioned book:

After the currency reform the economic director of the Bi-
zone, Ludwig Erhard, at one sweep abolished the whole sys-
tem of rationing and controls and gave the green light to
acquisitive instinct; let everyone produce, buy and sell as
much as he could. The result of this daring decision soon
surpassed the highest expectations. What was later called the
‘German economic miracle’ began while the constitution of
the Federal Republic was being discussed.20

This first decisive step was taken with the currency reform of 20
June 1948. When in March 1948 Professor Ludwig Erhard21 was
elected Director of Economic Administration for the Western
zone, a determined representative of the concept of the social mar-
ket economy came to occupy a key position. “He made use of the
fateful hour of the currency reform to launch an economic reform
at the same time”22 and literally overnight and against the wishes
of the Allied military authorities, he abolished numerous price
ceilings and rationing measures.

The currency reform of 1948 put an end to the inflation by with-
drawing the Reichmark and replacing it by the Deutsche Mark at a
ratio of 6.5 to 100.23 In the first six months after the introduction
of the Deutsche Mark production doubled. The Index of Produc-
tion (based on 1936 — that is, the figure for 1936 was taken as
100), which had stood at 33 in 1946 and had only reached 50 in
1948, rose to 90 in 1949 and to 120 in 1950.  On the whole the
reform meant renewed concentration of private property, although
it is undeniable that it was the owners of real values, including
shares bought at the right time with inflation money, who
benefited from the way in which the currency was reformed.
Nevertheless, many of those who were compelled to start from the
beginning succeeded and it is accurate to say ‘the green light to
efficiency’ was given in the Germany of the early fifties.

Thanks to American protection but also on the basis of election
results in 1949, the CDU succeeded in getting hold of the key
economic positions. At first their economic programme headed in
a socialist direction — the basic industries to be nationalised. The
party changed the policy when Konrad Adenauer became its
leader. In September 1949 when the Federal Republic was
founded and Adenauer became its first Chancellor, Ludwig Erhard
joined Adenauer’s cabinet as Economics Minister.24 

Adenauer, as a member of the middle class, was not averse to the
accumulation of property. His arguments against socialism were
simple: for the workers it made no difference whether they
worked in nationalised factories or in private businesses; concen-
tration of power was one of the dangers of the age and therefore it
was preferable to keep political and economic power apart; the
vital element in economic life was free enterprise and competition,
not orders from above.

Konrad Adenauer, with his consistent policies and well conducted
diplomacy, achieved in 1951 abolition of the Ruhr Status in which
the production of Germany’s heavy industry and distribution of its
products were regulated. It was replaced by the European Coal
and Steel Community, which created a common market for the
steel industry, and the abolition of tariffs, of import restrictions, of
export subsidies, and of discriminatory freight rates.

The internal opposition was primarily the Social Democratic Party
and the trade unions, who opposed Erhard’s experiment. These
groups, with their traditional faith in strong government guidance,
were concerned that without it reconstruction might be endan-
gered.

The central point in Germany in the debate on the necessity of a
market economy was — as two liberal thinkers of the Freiburg
circle,25 Franz Bohm and Walter Eucken, argued — the citizens’
dependence on the arbitrary decisions of bureaucrats for their sup-
plies of everyday goods. Thus, establishing the rules of the market
meant not only a step towards economic prosperity, but also social
progress in the strict sense of the word, the efficiency and mini-
malisation of waste being the social (humane) aspects of a market
economy.

The argument put forward by the Freiburg circle was that, while
the state should not control markets, it does have an important
role in shaping the legal framework in the economy. Only in this
way could one avoid a return to the restriction on competition, or
restrictive practices.

For the proponents of the social market economy it was not
enough simply to re-establish the free movement of prices. They
had developed a concept which they called Wettbewerbsordnung,
translated as ‘the rules of competition’.26 By this they meant that
it is an important task of the State to see that there is adequate
competition in the markets. In contrast to the liberal thought of the
nineteenth century, it was thought insufficient to introduce econ-
omic freedom: in an enterprise economy there is a tendency to
monopoly. Therefore, it is one of the main functions of the State
to oppose these efforts effectively.27

To summarize, the policy of the social market economy as de-
veloped after the end of the Second World War contained three
central points: the return to the market economy, the safeguarding
of competition by the State, and the promise to build up an effi-
cient social security system.

PART 4: THE NEW DEMOCRACIES 

Economics is about a game within rules. Choices are made
by actors ... constrained within specifically determined ‘laws
and institutions’.28

The transition of Eastern Europe towards a market economy, faces
a painful lack of basic market institutions. Economic theory had
not dealt with how to abandon planning in favour of the market. It
is certainly necessary to apply general economic theory as it
evolved in the West in order to grasp the problems of transition
and present them in an intelligible form. But it is not sufficient.
General rules are often absent, market organizations nonexistent,
and policy instruments strongly underdeveloped — with adverse
impact on the performance of economic agents and the economy
as a whole.

Jan Winiecki, in his lecture given at a symposium in 1991 on The
Transformation of Socialist Economies,27 says:

The institutional infrastructure is much too low relative to
the demands of a “workable” market economy, let alone an
efficient one. The gap can diminish with time — and intro-
duction of many laws, which by their very absence limit the
benefits of the stabilization and liberalization programmes
now in operation in these countries.

It is easy to point out that “people’s capitalism” may win the
acceptance of the general public, but in impoverished societies
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like those in Eastern Europe that may be less easy than in the
West. In any case it is necessary to weigh the political balance of
power before deciding on the method of privatization.

The difficulties of countries such as Poland, Hungary, and Cze-
cho-Slovakia are enormous. Almost all aspects of economic activ-
ity require immediate attention; almost all require new laws,
institutions, and policy measures. But only a few issues at a time
can command the attention of the government coping with the
resistance of inherited institutions. The government, as the origin-
ator of most new institutions, finds resistance from former com-
munist bodies as soon as it tries to make these changes.

To what extent do the results of the economic changes measure up
to what economic theorists and policy-makers expected?

Jan Winiecki30 divides the evidence into three categories:  devel-
opments that were expected and did take place accordingly, those
that were expected but failed to take place and, finally, those that
were not expected but did happen in the process of transition. The
largest category is the last. Unexpected developments exceeded
the others in number and, even if some developments took place
as expected, in almost all cases it could be said that on ‘yes but ...’
basis, having ‘unintended consequences’.

Lack of specific rules within a given area, or of general rules
in a linked area, may nullify or severely limit expected
benefits of otherwise radical market-type measures. Then
only limited effects are brought about by institution-building
due to the interdependence of various market institutions.31

PART 5: CZECHO-SLOVAKIA 

After 1948, when the communists won the elections and destroyed
all open opposition to their domination, ‘Stalinisation’ of both the
economy and politics took place. The already heavily nationalised
economy was further consolidated under the central control of di-
rective planning, and the collectivisation of agriculture began. The
economy was reoriented away from the pre-war structure based on
the export of light, consumer goods towards a strategy emphasiz-
ing the development of heavy industry. Economic contacts with
capitalist countries were to be kept to the minimum, focusing
mainly on the Soviet Union and Eastern Europe. It was an econ-
omic structure that seemed to offer stability and secure export
markets, but it meant isolation from technological advances in the
rest of the world.

However, the economic and political legacy of Stalinism could not
be avoided. In the early 1960s the complacency of the CPCS
(Communist Party of Czechoslovakia) leadership was shattered by
an economic crisis. A far-reaching economic reform was proposed
involving a shift back towards light industries alongside decen-
tralisation, the introduction of the market and restriction of the
role of planning to general strategic issues. This reform was never
understood by the party leadership and met strong opposition from
the conservative, bureaucratic party and state apparatus.

In 1968 the events now known as the ‘Prague Spring’ unfolded.
The intelligentsia captured the political initiative and demanded
among other reforms a radical development of the economic re-
form towards a self-managed market economy. The Soviet leader-
ship decided on armed intervention by Warsaw Pact forces on the
night of August 21-22, 1968.

The economic reforms were reversed and the system reverted to
the traditonal centralist mode. Although the growth in GDP after
1971 was around 5 per cent per annum, the weaknesses of the
centrally planned economy32 led to a fall in growth rates towards
the end of the 1970s and a sharp recession in 1981-82. The pri-
mary objective became the reduction of indebtedness which was
achieved by draconian restrictions on hard currency imports —
starving the economy of vital injections of Western technology.
The main criticisms concerned the structure of the economy,
which emphasized heavy and extractive industries, and the failure
of international specialisation.33

The communist regime fell on November 17, 1989.34 A new gov-
ernment was formed, controlled by the Civic Forum and Public
Against Violence movements, which united anti-communist forces
in the Czech and Slovak republics. The prevailing tendency to-
wards democracy was the determining factor of the whole post-
revolution evolution. The new policy was oriented towards a
quick and demanding transformation of Czechoslovakia into a
modern European country.

Since the fall of the communist regime market-oriented economic
reform has become a priority. The dominant figure has been Va-
clav Klaus, the federal Finance Minister between 1990-1992, and
the current Prime Minister of the Czech Republic.

In 1992 Parliamentary Elections took place. In the Czech Republic
Klaus’s Civic Democratic Party in coalition with the Christian
Democratic Party won, and in the Slovak Republic the leftist
Movement for Democratic Slovakia won.35

The adoption of key legislation for the transition to a market econ-
omy began in 1990.  On 20 September, 1990 a reform plan was
approved by the Federal Government which provided the basic
framework for such legislative changes.36

The Scenario for Economic Reform includes the following essen-
tial elements:

• liberalisation of prices

• liberalisation of foreign trade 

• continuation of macro-economic austerity 

• convertibility of the Czecho-Slovak currency, in the form of in-
ternal convertibility of the Czecho-Slovak crown 

• development of a legal framework appropriate to a market
economy 

• restrictive central bank monetary policy and a restrictive econ-
omic plan by the Ministry of Finance to prevent inflation, curb
demand, and make the supply greater than demand 

• pension policy based on wage increase restrictions through pro-
hibitive taxation of increments

• creating of a social safety net suitable for a market economy 

• programmes of small and large privatisation 

• essential reform in the finance sector (a new tax system to be
implemented from the beginning of 1993, based on the tax sys-
tem and legislation of the EC)

On January 1, 1991 the key elements of the economic reform
were put into place.

Another important political change was the decentralization of
government as well as the dismantling of a number of centralist
organisations (the Communist Revolutionary Trade Union Move-
ment being replaced by the Czech and Slovak Confederation of
Trade Unions).

The government has taken a three-tiered approach. The first step
is privatisation consisting of Small privatisation and Large privati-
sation carried out by standard methods (auction, direct sale, public
competition) as well as non-standard methods (voucher).37

The second step is liberalisation of prices (so far 90 per cent of
prices have been liberalised), foreign trade, wage policy (some re-
strictions remain), convertibility of the crown, taxes.

The third step is tight monetary policy limiting credits and sub-
sidies, currency emissions, maintaining low interest rates and
stabilizing the exchange rate together with fiscal policy controlling
inflation by cautious government spending and keeping up a bud-
get surplus,38 reform in the banking sector (re-capitalisation and
privatisation of commercial banks, introduction of bills of ex-
change, creation of a secondary market of securities.)

The situation is worse concerning the macro-economic indicators,
which diverge from the original expectations of the extent of de-
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cline in production, rise in prices and unemployment, and  the fin-
ancial situation including debt-level of enterprises. In the first half
of 1991 production dropped by nearly 17 per cent, and in June
1991 it was estimated to have droppped 32.3 per cent below the
June 1990 level. The retail price index went up by 49.2 per cent in
June against December 1990. Monthly inflation is dropping.39

The prospect of price stability mainly depends on how the govern-
ment will handle the increasing social tension and pressures
exerted by certain social groups.

An example of the social pressure the government has to resist is
the measures it had to accept after the decrease in real wages had
approached 30 per cent.40 After heated discussions with the trade
unions and employers, wages and salaries were increased by 29
per cent without penalising taxation at the end of 1991. This had a
delayed effect on both nominal and real wage growth.

Particularly with respect to the new legislative framework and the
progress of institutional changes, the results are disappointing.
Many critics noticed this, both on Klaus’s wing of the Civic
Forum and other parties, and interpreted this as the government’s
ignoring the complexity of reforms. They argued that the econ-
omic policy of the government was concentrating on macroecon-
omic strategies without sufficiently considering the micro-
economic consequences of the reforms.

Vladimir Dlouhy, Federal Minister of Economics until June 1992
replied to these criticisms in 1991:41

The government is constantly accused of being oriented
solely on basic reform steps while it does not have a proper
economic policy. We are convinced that its foundation stones
are the right ones, and we will not change them. Our main
macroeconomic objective is to suppress inflationary press-
ures in connection with extensive liberalisation. We are
guided by strictly liberal principles, and endeavour to define
an effective minimal role of the state. Our aim is not an
extensive industrial policy of a selective type, redistributing
through the state budget resources for allegedly promising
enterprises, branches, sub-sectors or whole sectors of the na-
tional economy. This sort of policy did not produce any sub-
stantial effect in advanced countries in the past but instead
strengthened bureaucracy and various power groups in so-
ciety, led to ineffective allocation of existing resources and
to the stifling of entrepreneurial initiative, because every al-
location requires resources which the state obtains by unjust
taxation of successful enterprises. We are determined to take
steps where the situation requires it, be it conversion of the
arms industry, agrarian policy and certain programs in the
fields of energy and ecology.

The critics’ misinterpretation of the government’s behaviour was
caused by its lack of authority, as shown in implementing the
measures taken in accordance with the strategy of economic re-
form. In the first free elections in June 1990 the government had
been mandated to use the required authority.

Economic reform is still generally supported in Czecho-Slovakia
although opinions on its mode and speed vary from party to party.
The results of the elections in June 1992 clearly indicate the dif-
ferences in the transition routes in the Czech and Slovak Repub-
lics, respectively.42

In the Czech Republic Klaus’s Civic Democratic Party is carrying
out the rapid economic reform while in the Slovak Republic Me-
ciar’s Movement for Democratic Slovakia is for slowing down the
reform considering the ‘specific features’ of the Slovak economy.

PART 6: SOCIOLOGICAL AND CULTURAL CONTEXT

In the case of Czecho-Slovakia, the government was to a large
extent aware of the importance of the institutional and legal
framework of the transition reforms. The main source of resistance
came from special interest groups, who caused significant delays
to the whole process by creating unfavourable public feeling.

These interest groups represent mainly bureaucrats and employees
of the former government, the legacy of the previous communist
regime.

However, there are also major sociological and cultural reasons
why decisions in favour of free market and ‘capitalism’ are being
resisted. These reasons have been studied by neo-conservatives.43

The first problem is one of lack of experience with the values of
market behaviour: thrift, enterprise, self-reliance, self-interest. An-
other problem is fear of competition and risk.

Risk adversity is an issue which caught some local economists by
surprise. Jan Winecki in his forthcoming book, Post-Soviet-Type
Economies in Transition, remarks:

The architects of the Czecho-Slovak voucher scheme were
also surprised by the fact that a majority of voucher holders
decided not to exercise their right to buy shares of privatised
enterprises in the succesive rounds of privatisation but
placed their vouchers with investment funds.37 The surprise,
however, is largely due to relative ignorance of the pattern of
financial asset holding among citizenry in market economies.
Czecho-Slovak citizens simply gave evidence of the well
known truth that people are generally risk averse and prefer
less risky financial assets than shares of joint-stock com-
panies.

Western observers have reported a growing xenophobic attitude
among some sections of society. One of the main catalysts for
racism and anti-western tensions is the perception of an imposed
foreign order. At the extreme, these have manifested themselves
by incidents such as the vandalisation of foreign luxury cars by
Anarchists in Prague. Mercedes Benz is a symbol of Western lux-
ury arriving in the East. Elsewhere, groups of neo-nazis in Poland
are calling the reform programme a “Jewish Banker’s plot to de-
stroy Poland”.

To summarize, people do not like the rapid change which are af-
fecting their society and culture. The key problem, which can be
solved, is one of lack of information and experience. The solution
is in a material sense, the injection of capital. But equally import-
ant is the development of human capital: know-how. Aid without
education is a waste of time.

CONCLUSION 

From the experience of the transition process in Eastern Europe so
far, it would appear that democratic structures are not inherently
strong enough to push through economic reforms in a society in
crisis. It is essential that democratically elected leaders resist the
temptation to behave too “democratically”. They must not be too
responsive to popular feelings as stimulated by the special inter-
ests groups.

A strong government should watch closely over and undertake all
those economic tasks that the private sector is unable or unwilling
to perform. This means that the policies applied in economic mat-
ters should allow maximum individual freedom compatible with
pursuit of the general welfare.

The key role of the state is to define and control fulfilment of the
norms that govern economic activities, directing them to the com-
mon good. The State must, therefore, be dominant in creating the
necessary environment for entepreneurs and workers.

The generally prevailing criterion is to minimize the size of the
central government. In social matters the state should express soli-
darity with all those who are unemployed and have other difficul-
ties which they are unable to resolve either individually or at a
family level. The process of privatising State-owned enterprises
must go on with the state seeing that the process adheres to the
law and preventing abuse.

Those who object to the propriety of such a road to the market
should remember the already quoted words of James Buchanan.
Friedrich von Hayek [1973] also expected “general rules” to be
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enforced by the state. And in most aspects of post-socialist econ-
omies there is a lack even of these basic general rules. Therefore
the governments should be “strong and decisive” in this area, con-
centrating their attention on providing a positive environment for
enterprise and business activities in the free market economy. It is
a necessary condition of successful economic reform that a gov-
ernment should be strong enough to push through reforms despite
the oppostion of vested interests and popular feeling.

NOTES

1. See Pirie, M., Micropolitics, Adam Smith Institute, London, 1987.
2. See Watrin, Christian, The Konrad Adenauer Memorial Lectures

1972-1982, Adenauer at Oxford, St. Antony’s College, Oxford
University Press.

3. The Allende government was overthrown by General Pinochet, whose
dictatorship destroyed all opponents in the country and abroad.

4. “A unique experiment in military authoritarianism and Chicago
economics aims to embody the market principle as the main
regulator of economic and social life in Chile. The free market
rests upon political authoritarianism. [...] A transitional period
is needed before impediments to market forces, such as trades
unions or professional associations, are reduced to their ‘correct
size’. Whether the government can achieve some kind of legit-
imacy depends upon economic achievement.”         Angell, A.,
                    Pinochet’s Chile, Back to the nineteenth century,
                                      St. Antony’s College, Oxford 1981.

5. See the speech given by Jose Pinera, Minister of Mining of Chile, at
the annual dinner of the London Metal Exchange, London, 13th Oc-
tober 1981.

6. Rolf Luders, Finance Minister of Chile in his “Towards Economic
Recovery”, 1981.

7. See the speech by Jose Pinera, op. cit.
8. Congdon, T., “The Chilean Miracle”, The Spectator, 19 September

1981.
9. The New Yorker, 10 September 1982. 
10. Luders is possessor of an Economics doctorate from the breeding

ground of monetarist ideas, the University of Chicago. Milton Fried-
man, adviser to both Pinochet and Thatch-er, and his followers are
referred to in Chile as the “Chicago Boys”.  See the New Yorker,
September 10, 1982

11. See chapter, “The Spread of Privatisation: Other Governments of the
Right”, p. 19, Letwin, O., Privatising the World, Cassell, London,
1988.

12. The so called “Barber boom”.
13. See Letwin, op cit.
14. See chapter 13 of Young, H., One of Us, Pan Books, London, 1990.
15. See chapter 16, ibid.
16. There had been about 1800 factories dismantled in the three Western

zones. See Watrin, Chapter “The Social Market Economy”, The Kon-
rad Adenauer Memorial Lectures 1972-1982, St. Antony’s College,
Oxford, Konrad-Adenauer-Stiftung, Oxford University Press.

17. See Watrin, ibid.
18. See Mann, G., The History of Germany Since 1789, Penguin, Har-

mondsworth, Middlesex, 1974, part 12, chapter 1, p. 812.
19. See Watrin, op cit.
20. See Mann, G., op cit., part 12, chapter 1, p. 827.
21. He started policy which became known as the Soziale Marktwirts-

chaft (Social Market Economy). See p. 40, Watrin, op cit.
22. See Watrin, op. cit., p. 45.
23. See Mann, G., op. cit., p. 821. In conversations with other authorities,

the author was told that the figure of 6.5 is incorrect, and that the true
ratio was 4.2.

24. He retained this position for fourteen years and replaced Adenauer as
Chancellor in 1963. There was considerable political tension—Erhard
thought in terms of economic and social principles, whereas Adenauer
was inclined to political considerations and electoral tactics. See p.
46, Watrin, op. cit.

25. The Freiburg circle (school)—a group of economists around Professor
Walter Eucken of Freiburg University. They coined the terms “neo-
liberalism” or “ordo-liberalism”. See chapter VII, “The Federal Re-
public of Germany”, Stolper, G., The German Economy, 1870 to the
Present, Weidenfeld and Nicolson, London, 1967.

26. See p. 49, Watrin, op. cit.
27. An important result of the struggle over the rules of competition is

the Federal Law against Restrictive Practices of 27 July 1957. See p.
49, ibid.

28. Buchanan, 1979, pp. 281-282.

29. See “Shaping the Institutional Infrastructure”, Winiecki, J., The
Transformation of Socialist Economies, Symposium, 1991. Institut fur
Weltwirtschaft an der Universitat Kiel, ed. Siebert, H.

30. Winiecki, J., Post-Soviet-Type Economies in Transition, Avebury, Al-
dershot, Hampshire, forthcoming in 1993.

31. Cited with permission of the author, see ibid.
32. Five-year-plans of economic development.
33. Quarterly report on Czecho-Slovakia, 1990, made available by the

Czecho-Slovak embassy in London.
34. The “Velvet Revolution” started after police forces in Prague attacked

a student demonstration conmemorating the 50th anniversary of the
death of Jan Opletal, a student killed by the Nazis in the year 1939.

35. Government coalitions in Czecho-Slovak Federal Republic.
Czech Republic:

Civic Democratic Party, chairman V.Klaus, (Prime Minister)
Christian Democractic Party, chairman V. Benda
Civic Democratic Alliance, chairman J. Kalvoda
Christian Democratic Union, chairman J. Lux

Slovak Republic:
Movement for Democratic Slovakia, chairman V. Meciar
     (Prime Minister)
Slovak National Party, chairman J. Prokes.

36. The government’s commitment to economic reform is demonstrated
by the legislation passed: The Foreign Exchange Act, Act on Entre-
preneurial Activities of Individual, Act on Stock Companies, Small
and Large Privatization Acts, Restitution Acts, Civil Code and Com-
mercial Code. These represent the backbone of the new legislation.

37. For a more detailed description of privatisation methods, see Appen-
dix I.

38. The state budget was predicted to reach a surplus of 8 bilion Crowns
(aprox. £160 million), which is about 1 per cent of the GDP. Credit
restriction is the main tool for curtailing credit growth (the original
consideration was 16 per cent at a 30 per cent growth of prices).

39. December 1990, prices went up 25.8 per cent in January 1991, 7 per
cent in February, 4.7 per cent in March and 2 per cent in April.

40. The original estimate of a real wage decline of 10 per cent in 1991
was exceeded because of the faster-than-expected growth of prices.

41. Dlouhy, V., “For the Continuation of Economic Reform”, Czechoslo-
vak Economic Digest, no. 5, 1991.

42. For the division of seats in the Federal Parliament, see Appendix II.
43. Lynn, R., The Secret of the Miracle Economy, The Social Affairs

Unit, London, 1991.
Novak, M., The Spirit of Democratic Capitalism, British edition, IEA
Health and Welfare Unit, London, 1991.
Kristol, I., Two Cheers for Capitalism, New American Library, New
York, 1979.
Gilder, G., The Spirit of Enterprise, Penguin, Harmondsworth,
Middlesex, 1984.

APPENDIX I

Privatisation Methods

Large Privatisation: 

Privatisation of larger state companies is being conducted under
the Transformation Act (officially the Act on Conditions of Trans-
fer of State-Owned Property to Other Persons, #92/1991 Gaz.,
subsequently slightly amended), passed on February 26, 1991. It
has two waves. In each wave the respective company submits its
privatisation project to the founding ministry and thereafter the
ministry submits the approved project to the Ministry for the Ad-
ministration of National Property and its Privatisation of the re-
spective republic. 

The first wave started by the end of 1991. The second wave
should have started in this year fall. (It will be carried out in the
Czech Republic but there are no indications that the Slovak gov-
ernment has the same intentions.) The forms of property privatisa-
tion are restitution (at least 3% of the property), public
competition, direct sale to Czecho-Slovak or foreign investors,
Voucher Privatisation, transfer to the Fund of National Property
(FNP), which will dispose of the property according to the privati-
sation plan using the following methods:
- founding stock companies
- selling 
- transferring property to municipalities 
- transferring property for insurance purposes 
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The Voucher Privatisation—one of the Large Privatisation forms
— started in December 1991. This method of privatisation means
that every Czecho-Slovak citizen over 18 years of age who is cur-
rently residing in Czecho-Slovakia has the right to buy a Voucher
Booklet containing 1000 “investment points”. The Booklet must
be registered (for CSK 1,000, aprox. £20-25) and thereafter the
citizen has to choose one of two forms of investing his points: in
the pre-round, preceding each wave of the Voucher Privatisation,
he can subscribe the respective amount of points to an Investment
Privatisation Fund, or he can subscribe the investment points him-
self directly in one of the rounds (each wave should consist of a
pre-round and 1-5 rounds) to individual companies.

Small Privatisation commenced in early 1991. Under the Small
Privatisation Act (officially called the Act on the Transfer of Cer-
tain State-Owned Assets to Other Legal and Natural Persons,
#427/1990 Gaz.) small and medium retail businesses have been
sold to Czecho-Slovak citizens in two rounds of auctions. The
businesses are selected and sold by district privatisation com-
missions. Those units not sold in the auctions for at least 50 per-
cent of the assessed value are offered for sale in the second round,
which began on June 16, 1991.

APPENDIX II 

Division of political parties in the Federal Assembly according to
support of the reforms. 

See Gabb, S., Report on the Political situation in Slovakia as of
June 30th 1992.  Gabb was an adviser to the Slovak Prime Minis-
ter, Jan Carnogursky

Federal Parliament (2 houses)

House of the People  (150 seats)
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Againsts the Present Reforms

CSFR Social Democrats 10

Movement for Dem. 24
Slovakia

Dem. Left Party 10
(Slovak Communists)

Left Bloc 19
(Czec Communists)

Slovak National Party 6

Coalition of national 5
minorities’ parties

Liberal Social Union 7

Houses of Nations (150 seats)

Against the Present Reform
                            (Czech)
Social Democrats 6

Left Bloc 15

Liberal-Social Union 5

                           (Slovak)

Movement for Dem. 33
Slovakia

Dem. Left Party 13

Slovak National Party 9

Coexistence 7

Social Democrats 5

For the Present Reforms

Christian Dem. Movement 6

CSFR Rep. Party 8

CSFR People’s Party 7

Civic Dem. Party 48

For the Present Reform

Republican Party 6

Civic Dem. Party + 37
Christian Dem. Party

Christian Dem. Movement 8
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