











and Eastern Europe. Too much of the economic models prescribed for these countries has been based on
experience in Third World and post World War |l countries. Neither situation fits very well for the task of
designing either economic or governmental reforms. In a related problem, there has been a wave of "experts”
attempting to import programs developed in the West with only limited attention to the fact that the
circumstances in the countries now in transition are very different in many ways.

Because of the rich culture of these transition countries and the high level of achievement in many
areas of education, it is often difficult to realize the damage that two or more generations of a centrally
controlled command system has caused to institutions, both public and private, and to the capacity to manage
them. As aresult, the task of managing reform in Central and Eastern Europe is more difficult than one might
suspect, and issues typically encountered in reform management have to be addressed with even greater early
attention than usual.

The balance of this paper will be devoted to issues of managing the reform process. In this discussion
it should be remembered that the specific solution to these issues has to be tailored to the different
circumstances of each country. Models are to be avoided.

COMPLEXITY OF REFORM

The complexity of major institutional change is nearly always underestimated by those who advocate
fundamental economic or political reform, thereby jeopardizing their goals no matter how desirable they may
be. This is especially true of countries emerging from command systems in which the most fundamental
elements of management have to be totally reversed. Institutions are composed of people and human behavior
does not provide the predictability found in models used in other activities. Failure to recognize this complexity
leads to greatly underestimating the timetable on which change can be institutionalized, the monetary and
human resources required, the issues confronting the political leaders, and the extent of continued monitoring
and adjustment required after the reform is launched.

The fact that needed transformation is difficult should not be used as an excuse for delay or lack of
action. To the contrary, the author believes that we tend to think and plan too modestly. People deserve a

government that has the vision and courage to design and execute basic reforms. Timid approaches that only









particularly instances in which competition is limited or in which the public health or safety is affected.
Without conflict of interest regulations in place, for example, divestiture and contacting-out are very vulnerable
to favoritism and corruption.

On the other hand, the entrepreneurship, the creativity, the initiative, the risk taking, the tough decision
making required for a successful business, are all blunted by overregulation. The balance between
overregulation and inadequate protection of the public good is very difficult to strike, and no country does it
perfectly. Further, this balance is an ever moving target, requiring constant vigilance and adjustment.

To play a fully productive role in society (and to reduce political pressure for undue restrictions on the

private sector), private enterprises need to develop a social conscience. To the extent they are regarded as

corporate "good citizens” in their community, a more cooperative and productive partnership is likely to
develop between the public and private sectors. Elements of a social conscience needed by the private sector
range from measures to reduce pollution in the air, ground and water to the welfare of its employees. Because
these measures are often perceived to be dramatically opposed to the profitability of business, this is not an
easy concept to embrace. Again, we see the task of balancing the necessity for private business to make a
profit in order to survive with the necessity to operate in a way that is consistent with the public good.
DOWNSIZING

Large layoffs often leave in their wake significant management and political problems, some of which
are unavoidable. Extraordinary efforts have to be devoted to the morale of those who remain, as well as those
who are losing their jobs. For those who become unemployed, the experience can signal the end of productive
careers, resulting in greater cost burdens to society through the need for unemployment benefits and provision
of other "safety net” social services. The whole family is impacted in many ways by the economic and
emotional stresses induced. Healthy diets, health care, and educational opportunities for children are often
reduced drastically for long periods, if not permanently. One survey in the U.S. also showed suicide rates of
those losing jobs at 30 times that of the national average, as well as dramatic increases in family violence and
alcohol abuse.

At times large scale layoffs have created difficult political pressures that have forced some countries






economy, the elimination of stultifying procedures used in a command system and the development of a public
environment conducive to the development of a market economy; these and many other components of
economic restructuring demand a level of interagency coordination and managerial capabilities well beyond
those which is usually faced by government.

One must recognize that, although the top leaders should ensure that the management components
of the reform program are given heavy weight and support, they are too busy with many other pressing
matters to spend time personally guiding the details of the reform. In most cases, day-to-day management
and coordination needs to be provided by a small unit in the front office of the chief of state. This function
should be lodged with a permanent unit having a continuing responsibility for management improvement, but
in the case of fundamental reform this institutional machinery may need to be supplemented temporarily to a
special temporary group set up for the purpose of helping the chief of state carry our a particular reform. The
point is there has to be some mechanism with the primary mission of helping leaders manage the reform.
EXTERNAL TECHNICAL ASSISTANCE

Itis useful to look at experiences in other countries before embarking on reform. When the reform calls

for a transition to an entirely new political or economic system, the need for looking at the experience of other

countries becomes imperative. How to utilize this information, however, is not always easy.

First of all, no one from another country should ever be called upon to design carte blanche any major
reform. It is impossible for a foreign advisor to sufficiently grasp the political, economic, and cultural
background that is required for to be given such a task. In addition, if the reform is perceived as being forced
upon a reluctant government by an international donor, there is likely to be resentment of the imposition of
outside concepts. Further, those in the host country who have thé responsibility for carrying out the reform
are not likely to have an adequate understanding of what went into the design. When problems become
serious, people are tempted to blame them on the "foreign designers” and want to start over again even if the
design simply needs better management built into it or more tailoring to meet indigenous circumstances.

At the same time, external advisors, both individual experts and institutions, can be of tremendous help

when properly selected and utilized. The possessor of numerous press clippings and an impressive vita may
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or may not lead to the right person or institution. Much more important may be the extent to which
consultants have in the past functioned as an ad ho¢c member of the host country economic team rather than
aspiring to become the prima donna at the opera.

Much of the usefulness of a consultant, in the view of the author, is through facilitating the client’s
access to experiences in other countries and helping the client think through its own solution, as opposed to
having an outsider somewhat unilaterally prescribe what should be done, in which case the country is more
or less presented with a "take it or leave it" situation. To be effective, external assistance must be teamed
with host country counterparts. The role of the host country has to be sufficient to develop a sense of
ownership in the recommended changes.

When to use individual consultants and when to use institutions for advice is a question that continues
to trouble both donors and recipients of grants and loans. There are many ways in which individual
consultants offer the necessary technical assistance for limited or short term problems more cheaply than can
profit or nonprofit organizations. Nevertheless, only a consulting institution can provide the interdisciptary
breadth of expertise, reliability, continuity of support, and continuing relationship that is needed for most
institutional reforms.

Balancing costs against other factors in the selection of consultants; either indigenous or outside, is
not easy. Resources are rarely adequate. Yet overemphasis on the lowest bid tends to encourage the
parachuting in of those who have preconceived models developed in a foreign country, with only cosmetic
changes in substance and labels. It also handicaps the consultant in efforts to develop a meaningful level of
involvement of people in the organization requesting the assistance. The critically needed follow-on
relationship to help ensure implementation is often eliminated through the cost negotiation process. From a
financial standpoint, the cost of installing and maintaining the type of administrative system recommended by
a consulting firm is far more significant than the contract cost of engaging the consultant.

ROLE OF THE BUREAUCRACY
An extremely important factor contributing to economic transformation success or failure involves the

role of different levels of the governmental bureaucracy in the affected ministries and enterprises. Much is
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has become unnecessarily difficult and perhaps, when added to other difficulties, in some instances, even

placed in jeopardy. 3/92
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