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Preface

We are gratified that our book, Comparative Economic Systems, has been a leading
text for comparative economics since 1975. Our new sixth edition is the most signif-
icant revision ever. As times and events change, so must a book that looks at the way
we organize economic systems. With the collapse of communism and the ongoing
transition from planning to markets, we no longer have the major dichotomy of cap-
italism and socialism that was the prime focus of earlier editions. The economic world
is full of innovative experiments on how to organize economies, such as the market
socialist approach of China, the difficult transitions of the former Soviet states, the
Asian Model of Southeast Asia, and even the creation of a single currency in Europe.
The world economy has become irreversibly internationalized.

This edition presents the teaching of comparative systems in a new way. It
shows how comparative economic systems will be taught in the twenty-first century.
However, we should not forget how we got here. We should not forget the twentieth
century’s greatest experiment: the attempt to create a planned economy in Russia in
the years following the Bolshevik Revolution of 1917 and the experience of dis-
mantling these economic arrangements at the end of this century.

The sixth edition will explore the following topics:

» Emerging market economies of Asia and Eastern Europe

« Distinct “European Models” versus “Asian Models,” the latter including Japan
and the Tiger Economies

* How the economic system affects economic growth and performance in a wide
variety of settings

* The transition process in Eastern Europe, Russia, the Baltic states, and Central
Asia

» Modern economic topics such as growth convergence, monopoly rent seeking,
corruption models and corruption indexes, and growth models

This edition will help instructors present comparative economic systems in the
post-Soviet transition period. As our world becomes more internationalized, we expect
growing rather than declining interest in comparative economics. We hope that this
new edition will provide a road map for instructors to use in teaching this vital subject.

To assist the instructor in organizing the subject matter of a one semester course
in comparative economic systems, we have sustained the general framework used in
earlier editions, but with the substantial modifications noted above.

In Part I, we begin with a familiar discussion of basic issues—the nature of the
field of comparative economic systems and how it has changed in the past decade,
how economic systems are classified and analyzed, and how we might assess the
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Xiv Preface

impact of differing economic systems upon resource allocation. Finally, we discuss
systemic change, a subject dramatically more important in the contemporary era than
in the past. The material in this section is changed from past editions in several ways.
First, for students with little or no life experience from the “plan era,” we believe an
overview of events is essential. Second, with the disappearance of the simple ex-
tremes of plan and market, emphasis on the tools of organization theory is of much
greater importance than in the past. Third, the subject of systemic change was of
limited interest during the plan era, focusing mainly on a never-ending series of failed
reforms. Obviously, events of the 1990s have changed that posture, necessitating
attention both to overall systemic change, the transition from plan to market, and to
the subtle but critical changes taking place within existing systems, for example con-
temporary restructuring.

In Part II, we turn to a discussion of economic systems in theory. While the basic
themes discussed here bear a close similarity to similar discussions in the past, there
are important changes. First, it is difficult for a student to understand the complex-
ities of the transition era if they have no knowledge of the theory underlying past
system arrangements. Second, although the simple dichotomy of plan and market
may have disappeared, contemporary systems are very much mixed systems with
significant variations from one case to another. To understand these systems, it is
essential to understand the nature of their components. Third, the task of under-
standing contemporary mixed systems is difficult. Fundamentally, our theoretical
understanding of mixed systems is much less well developed than our understand-
ing of simple polar extremes. Finally, our ability to understand change is limited, a
major reason why there is so much interest in real-world cases of change in con-
temporary transition economies.

In Part III, we discuss economic systems in practice. Although we sustain dis-
cussion of the traditionally important cases, there are important changes in this
section. First, while the discussion of the U.S. and Soviet experiences is traditional,
we discuss China as an example of market socialism. China is treated as a country and
as an economic system of great importance, especially its continuing efforts to grow
in a global setting with elements of both market and plan. Second, we develop the dis-
cussion of the European model and the Asian model in comparable dimensions given
the immense interest in both major cases and the potential for influence of one on
another. Finally, we analyze the major reason for the emergence of the transition era,
namely the economic collapse of the major planned socialist economic systems.

In Part I'V, we turn to a discussion of transition era. This part is organized along
familiar lines. We begin with a discussion of basic transition issues noting that the
more general issue of change has already been discussed in Part 1. Following the
discussion of the framework of transition theory, we discuss major real world cases.
The Russian case is one of great complexity and yet it is also one of major political
importance in the global economy. The East European cases that we discuss are, on
balance, success cases when compared to the Russian experience. Finally, we con-
clude with observations on the first decade of the transition era, noting the impor-
tance of transition issues for the global economy of the twenty-first century.



Preface XV

Our goal since the inception of Comparative Economic Systems has been to pro-
vide a tour through the contemporary literature on comparing differing economic
systems. While we now organize the tour differently from the past, the content is
very much the work of a large number of scholars to whom we are indebted.

Finally, we greatly appreciate the help and guidance received from the staff
at Houghton Mifflin. Special thanks go to assistant editors Adrienne Vincent
and Bernadette Walsh, project editor Liz Napolitano, and sponsoring editor
Bonnie Binkert.

PR.G.
R.C.S.
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Economic Systems After the
Collapse of Communism

Comparative economic systems studies economic systems and their im-
pact on the allocation of resources. Comparative economic systems focuses on how
the economic system, or organizational arrangements, combine with economic poli-
cies in distinct natural and historical settings to influence economic outcomes. If the
type of economic system and/or system components influences resource allocation
in identifiable ways, we can select an optimal set of organizational arrangements to
achieve our economic objectives (for example, rapid economic growth) from our
endowment of scarce resources.

The economic system is the set of institutional arrangements used to allocate
scarce resources. The limits of productive resources (labor, land, and capital) dictate
the scarcity of resources. As a result of scarcity, societies must decide in an orderly
way what is produced, how to produce it, and for whom it is produced. If such order-
ing arrangements are absent, anarchy and chaos will prevail.

Economic systems exist within countries both large and small, developed and
less developed. Some countries are rich in human capital; others are rich in natural
resources. These differences make it difficult to determine how the economic system
will affect economic outcomes. Differences among countries and their endowments
cloud the system’s impact.

Economic systems are identified or classified according to their basic character-
istics, such as ownership (private or nonprivate), information mechanisms (market
or plan), levels of decision-making authority and responsibility (centralized or
decentralized), and finally incentive arrangements (moral or material). Economic
systems fall within a spectrum ranging from decentralized, market-driven, incentive-
based “capitalist” systems to centralized, plan-directed “socialist” systems.

Prior to the 1990s, the study of comparative economic systems focused on two
distinct models: capitalism and socialism. Now, at the end of this century, we must
examine different issues.

The New World

If Rip Van Winkle woke up in 1999 after a twenty-five-year sleep, he would be hard
pressed to recognize the world he had last seen. In 1975, at the beginning of his
sleep, life was more simple. About one-third of the world’s population lived under
Soviet-style or Chinese-style socialism dictated by the Communist party leadership.
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