i those crucial shocks or that subsequent politics looks different as a func-

the relative historical importance of colonization, confrontation,
revolution, and conquest in the p m tion of democratic arrangements,
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in telling these histories, stories of struggle ring truer than stories of

culture or art taken alone. But eventually we must deconstruct all such
stories, searching within them for recurrent causal mechanisms that combine
different ways to produce the many varieties of democratization as well as
mw nany g:ﬁ%. The .ﬁmwm_mja gconstructions will fwine culture and art
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The System Paradigm

Janos Kornai*

1. Clarification of concepts

This study applies the concept of a paradigm, as the 7itle makes clear. The
concept was introduced into the philosophy of science by M uhsn, in his clas-
sic work {1962). Kuhn did not offer a clear definition of the concept, which
has itself been the subject of much debate.

As [ was preparing this paper, | reread several works on the philosophy
of science, and in particular on the methodology of economics. 11 was a re-
markable reading experience, which warned me, if nothing else, o be cau-
tious. For there is no trace of a consensus among authors, even on how to
interpret the basic concepts. There is an exasperated debate taking place,
The alternative schools of thought, on the philosophy and history of science,
disagree because of deep-rooted epistemological differences among their
acdherents. The result is 2 minefield that [ would prefer tc avoid.

However, it prompts me to start my line of argument by clarifying the
concepts, to avoid eventual misunderstandings. 1 do not wish (o contribute
to the discussion of how far Popper, Kuhn, Lakatos or others were right in
their analysis of the history of science. It will suffice for a proper discussion
it 1 say what sense [ attach to the word paradigm in this paper. In the sense
used here, scholars can be said to use the same parad: mﬁ in their research
and teaching if they show the following common attributes
1) They work to solve the same or closely related s,cn\m ' They view so-

cial reality from the same, or almost the same angle. They set out to illu-
minate the same, or almost the same range of phenomena, ._mm are content
to abstract away the same phenomena or leave them obscure. Those who
work within a common paradigm have the same, or a closely related out-
ook, viewpoint and approach.

i1l




7} They use conceptual frameworks that are the same or closely akin. Alter-
natively, it is relatively easy to compile a word list that translates the con-
mmmEE an&\mﬁm of one author into that of another

3y They use the same or a simitar methodology for owmwﬁx_ﬂm. oro 2

cessin
experience and drawing conclusions; they mm@@oa their siatements by the
same or similar methods.
I do not specify more common atiributes than that. In other words, [ do nof
xpect ‘partners in paradigm' 1o start from the same axioms or arrive at the
same main conclusions.” The most importani community of attribuies 15 the
marized under point {1): T aseribe 2 common paradigm 1o those who
¥ {0 the same problem and seek to approach itina wmﬁnmw way. To

(ii‘«

m;.mm extent they are working to a common research programme.”

The concept of a paradigm described in the three points does not corre-
wnom@ accurately with the definition given by Kuhn, the author of the con-
cept, Howsver, 1t 1s quite close 1o what intellectuals less conversant with the
philosophy of science mean by 2 paradigm today. Many people doubt whe-
ther Kuhn's dynamic scheme {(normal science within a paradigm, then a sci-
entific revolution, then the triumph of a new paradigm} has general validity
in the history of the natural sciences. The Kubhn scheme is certainly not
characteristic of the history of the social sciences.”

Using the expression paradigm in the less restricted sense I have given, it
is obviously possible for alternative paradigms fo live side by side in the so-
cial sciences, playing a consiructive, progressive role. However, 1 do not
want to advocate a kind of r%ﬂ;@w led 'peaceful coexistence' here. The hi-
story of the social sciences also contains instances where a paradigm has
suceumbed irrevocably to another, more viable approach. 1f the ma«onwﬂrm oda

w0, otherwise clearly distinguishable paradigms are concerned with sim
ies, rivalry develops between them. Nonetheless, my main purpose Mm

The 'research programme’ concept devised by Lakar §71) is widespread, and accor-
ding to many authors, richer, tuller and more acc ENT %n Kuhw's concept of a para-
digm. The three points just made also appear in Lakatos's concept, although he stpula-

tes other common attributes as well. All those who work within a research programme
in Lakatos's sense subscribe to the same ‘core theory' and are prepared to make the same
iary assumpiions.

*  Here ] intentionally nse the expression research programme in its ordinary sense, not in
the specific sense that Lakatos defines it

1

© This is convincingly shown in a srudy by M. Blang (1586), in relation to the develop-

ment of economics.

not to prove that the paradigm presented here is superior to s¢me other para-
digm, but to show that it is different, and that the difference 15 jus i
different because it sets out to solve different puzzles, by parily similar and
partly different methods from those of the other widespread coeval para-
digms.

2. A system paradigm, rather than a transformation paradigm

What is to be understood by a ‘ransformation paradigm'? Twenty-five countries
that had communist regimes have set out on a path of transformation. The two
words 'transition’ and “transformation' have been spoken and written count-
less times by politicians, journalists and scholars since 1989-9G. Nonethe-
less, it seems to me that the term ‘transformation paradigm’ is misconceived.

It seems io be more expedient to talk of a 'system aB.mm.uS Wmﬂmmw than
describing this concept in advance, [ will leave it to reveal iiself o readers
step by step. It will emerge that the transformation, along with the wansition
from one system to another, i$ one among several subjects that constantly
occupy the advocates of the system paradigm. It would not Wm right {0 name
a more comprehensive paradigm after one of iis compenent 1W0pics

Even if Kuhn's original concept of the monopoly of the prevailing para-
digm is laid aside, there is no ignoring his view that a paradigm constituies a
fong-lasting common way of thinking by a scientific community. Succeed-
ing generations learn the previously developed paradigm in their textbooks.
This is a criterion that the system paradigm meets. It looks back on a long
history and it provides a certain circle of researchers with the intellectual
guidance that paradigms should provide.”

A
4

Even if a transformation paradigm’ could be defined, it would still not meet the crize-
rion of durability. For one thing, the period of wansformation that began with the col-
lapse of the communist system only started a few years ago.

[
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3. A brief intellectual history

There is only space here to outline the development of the system paradigm,
hout aiming at completeness. The system paradigm, unlike many other
digms in the natural or social sciences, cannot be linked with a single
t name, a great innovative figurs who fomented a scientific revelution.
veloped in a series of works, over a long period. Let me cite here the
theories that display most expressively the specific atiributes of the system
paradigm that distinguish it from other paradigms

The first name to mention must be Marx. There were certainly others be-
fore him who thought in terms of systems, but it was Marx (1867-94) whose

thinking by creating the capiialist-socialist pair of concepts. He contrasted
two formations: an existing one and a Utopia that he considered desirable.
He can be considered the pioneer of the system paradigm because he did not
confine himself to examining a certain sphere of capitalism {the polinical
mww,wmwm or the economic, or the social or the ideclogical}. He viewed these
”_awmwmm aliogether and analysed the interactions between them. Ever since,
the influences that these spheres have upon each other, and the main directi-
ons of causality between them, have been among the main subjects pursued
esearchers who think in terms of the system paradigm. Marx tock a sy-
J\m_“o view by not confining himsslf to examining some mstitution of ca-
pitalism or other, but looking at the sum of iis institutions — not at one part
the other, but at the system as a whole.

Here 1 will leave open the question of whether Marx's answers to the que-
stions he addressed were the right ones. According fo the definition used In
this wmm% the guestions to which answers are sought, the puzzies to be sol-
ved, form the main attribute of paradigm. Marx asked many questions that
.wwmmmn,or@m working within the system paradigm have sought to answer ev
. An outstanding example is the Communist Manifesto {(Marx/Enge .5
wm wv which posed the dramatic guestion of how the change of sysiem, that
is the transformation of society, fook place during the transition from & pre-
capitalist formation to a capitalist formation.

Some people may be surprised if the names that follow Marx in my brief

nt of intellectual theory are those of Mises wawv and Hayek (1935
} w The enraged oppoenent of capitalism and prophet of socialism is wow-
lowed by two enthusiastic advocates of capitalism and committed antago-
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rk, above all "Capital”, made a lasting impression on people's way of

nists of socialism. [ am talking here not about physicists or chemists, but
about social scientists, whose views of the world are based on values and
political preferences. Although Marx on the one hand and Mises and Hayek
on the other stand on opposite sides ot the political spectrum, they share the
commmen conviction that a comparison of capitalism and socialism is worth
analvsis and research. Their way of thinking bears common wE.m&aBmao
elements. They examine social relations and human interactions. They find
the circumstances that induce certain groups of people to behave in a certain
way imporiant. In that and many other respects, they are among the creators
of the systemn paradigm.

It is not forgetfulness on my part that I have not vet mentioned Havek's
opponent in debate, Oscar Lange. With due respect to Lange's theoretical
achievements, [ have to say that his famous study on secialism is not among
the works inspired by the system paradigm. [t 1s a work of sterile economics.
Lange (1936/1937} disregards the guestion of what kind of political mecha-
nism should be associated with the economic mechanism he describes. He
dees not deal with how the head of the public company he creates would
hehave, or what real social conditions would motivate peonle to act accord-
ing to the 'rules’ that the Lange model prescribes on paper. Mises and Hayek
do not sidestep the fundamentally important fact that politics and the econ- .
omy are fightly connected. Incentives, communication, the collection and
processing of information: questions such as these are in the foreground of
their argumentation. The ideas of Mises and Hayek are cuistanding repre-
sentations of the system paradigm, while those of Lange's study are rather
alien to it.

An important part in formulating the system paradigm was played by
Karl Polanyi. He takes us back to the left wing of the political stage, for al-
though Polanyi does not deny the merits of the market, he is strongly critical
of this mechanism. His idea that the economy could be coordinated by varni-
ous alternative mechanisms became an important slement in the system
paradigm. Besides the market, he pays special heed to coordination mecha-
nisms controlled by the principles of reciprocity and redistribution. The tutle
of one of his main works, "The Great Transformation” {Poldny1 1944}, im-
plies that the changes afier the collapse of the communist system were not
the first such systemic changes. The market itself is & historical product
subject to constant transformation.




Another great architect of the system paradigm was Schumpeter, espe-
cially his work Capitalism, Socialism, and Democracy (Schumpeter 1942).
Again the title itself is illuminating. Schumpeter wants to understand both
systems in their entirety, including their political, sociological, 2COnomMIc
and ideological aspects. The book poses the characteristic puzzles of the sy-
stern Um,ﬁmmwca. enguiring, for instance, into what provides the cohesiveness
of a system, and what starts off the erosion of it. Moreover, Schumpeter un-
erlined &r need for a synthesis of the various disciplines dealing with soci-
ety, above all economics, sociology, political msmawr and history. Effort

be made to develop a universal social science.”

Dn.

sho
YWalter Eucken.® The concept of "Ordnung" {order} that he uses largely cor-
responds to what this study refers to as a systemn — principally the legal and
institutional framework for economic activity. Fucken was certainly inspired
by direct sxperience of Hitler's Germany and post-war Germany and by out-
side study of the communist world to recognize how transformation of the
pol wcmw sphere effects changes in the economic order. He distinguishes two
main pure types — the centrally governed economy and the laissez-faire eco-
nomy — and devotes special attention to middle-way solutions. Hucken is
averse to the term capitalism, which he sees as having been discredited by

e Marxists. Like it or not, however, this does not exclude Eucken from the

mpany of advocates of the system paradigm. His terminology can easily
he transiated into the different aoomﬁoﬁmﬂw used by his ‘paradigm-pariners’

I have taiked so far about the great pioneers of the system wmmm%up g,
However, according to Kuhn, it is also part of a paradigm's function to per-
meate the everyday activity of the research community that believes in it,

allowing the 'normal science’ of a discipline or sub-discipline to be built

upon it. Kuhn sees the paradigm as a means of control, a way of applying

(\ m‘
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Yuichi Shionoya (1995} gives an sxceliznt summary of how this idea runs through all
Schumpeter’s writings, especially his works on theoretical history and methodology.

& Fucken's theory of 'economic order' is summed up in his {194 9 book, and in its most
mature form in his work of {1952} ‘Jﬁ former has bsen wanslaied into English

{Eucken, 1950, but not the latter. Incidentally it is unfortupae that the ideas of * this
VETy I mommﬁ European scholar shoutl m ve gained Hile currency in the Anglo-5axon
social sciences.—- Although I had smdied ﬁacxma_ work earlier on, [ also forgot him

when | was writing the first version of this study {influenced, perhaps by the selective
guoting routine of the Anglo-Saxon H .&ER.V Tam grateful 1o Professor Andreas Ryll
for drawing my atention o this omiss

uld
The main m:nwﬁwm of the system paradigm are cutlined in the work of

intellectual discipline. So discussion of any paradigm has w0 involve not on-
ly the generals, but the officers, sergeants and plain soldiers who observe the
same intellectual discipline. XKuhn also points out that the paradigm of nor-
mal science manifests itself in daily university teaching and textbooks. The
spirit of the system paradigm is to be found in many of the textbooks on
‘comparative' subjects ~ comparative economics, sociclogy and political sci-
ence.’

However, there is no course at a leading university or textbook entitied
'comparative social science’, pursued in the interdisciplinary spirit of the
Schumpeterian notion. Lecturers or authors may possess a thorough, com-
prehensive knowledge and interest in neighbouring disciplines to their own,
but they have to make concessions fo the departmentalization of the acade-
mic world. To that extent it is doubtfid whether 1t is right 1o talk, in Kuhn's
original sense, of normal science being pursued under the mmwm&mBu since
one of its characteristics — the interdisciplinary nature of the social sciences
— has failed to gain full acceptance in academic education ,.r),.m situation is
maore promising if we ook not at the state of education we lock at the aca-
demic interaction between researchers. Political sclentists, sconomists and
sociologists are working together more often as co-authors or as members of
common research teams. They also hold joint conferences in certain topics.”

Let me conclude this review of intellectual history by refering to my
own work, which T summed up in the book The Socialist m,&%ﬁ..{. There 1 set
myself the task of synthesizing the system paradigm. I did not try to present
the paradigm itself in a distilled form, i.e. in the language of the ww:omﬂomr%
of science. Instead | wrote in the spirit of the system paradigm about an exi-
sting, historical formation, the socialist system that had developed histori-
cally under the rule of the communist parties. I described its birth, its mature

Let me mention as examples two textbooks on ooawmwmn,.d economics published re-
cently, which alsa cover problems of the post-socialist transition: Carson (1997) and
Chavance {1994),

A good example is presented by the conference organised by the French economist,
Bernard Chavance in Paris in 1998. It was designed to demonstrate that there is a broa-
der group of scholars who work in the system paradigm. This idea was clearly ex-
pressed in the ttle of the conference: "Evolution and transformation of economic sv-
stems: socialism and capitelism compared.”

Ses Kornai {1992). 1 first attempted o apply the system paradigm in my book Awti-
Equilibrium (1971}, in a polemic manner, and m many ways in a raw or half-marture
form.




form, 1ts erosion and its self-destruction. If any readers of this paper would

tike to see in more detail what [ mean by the sysiem paradigm or its appli-
cation, Mrmw‘ can do 30 1n that book.

4. The main attributes of the system paradigm

o

After that review of intellectual history, let me try to sum up the main attri-
butes of ihe system paradigm.

. Researchers who think in terms of the sy w aradigm are concernad
?wm the systemn as a whole, and with the relations between the whole and
ts parts. Narrow, partial analysis may be mportant instrument of ¢

ﬁw ration, still it falls outside this angle of view. Therefore, the m%mwwﬂa
aradigm cannot be confined within any traditional partial discipline

such as economics, sociology, or political science). It has to he seen as a

school of comprehensive, general social science. It pays particular atten-
fion to the interaction that takes place between the various spheres of the
functioning of society (politics, the economy, culture, wdeology).

Each of the scholars mentioned in the last section as pioneers had an original
nrofession; they were exponents of ene of the main disciplines. Polanyi was
an anthropologist; the others were economists. However, their work goes far
beyond the boundaries of their original discipline. Each was an economist, a
sociologist, a political scientist, a historian and a philosopher all at once. In
other words they were social scientists. This comprehensiveness in their
thinking was nof a kind of incidental adventurism, or gained on flying visits
io neighbouring university departments. It was a decisive element in their
way of thinking.

. The atiention of researchers guided by the system paradigm is not fo-
cused on economic, political or cultural events and processes as such, but
on the more permanent institutions within which these events and proc-
esses ocour, and which largely determine their course.” Special attention
rnust be paid to the distinction between institutions which emerged his-

,«~., 'U

" There is substantial overiapping and many poins of contact berween this atribute and
the par a..o%. of 'Institutional economics’ Q/«omx 1998). However, | do not want o blur
W m?m:omom berween the hwo, as the system paradigr and instinutional economics dif-

strongly in other respects.

torically, in the course of an evolutionary process, and other institutions
which are ad hoc constructions of a bureaucratic decision.
The concept of an institotion has to be interpreted very broadly in this con-
text. It includes, for instance, the prevailing legal order in the system con-
cerned, is moral norms and is property rights, the disiribution of positions
of power, the incentives working on the aciors in society, (Snm the informa-

tion structure. The paradigm attaches special importance to whether attnbu-
tes of the operation of a society are system-specific, or ﬁ__‘mﬂ.g m, e fra-

ceable to circumstances other than the system itself {e.g. the @mwwomw:.@ of

the leading politician, the day-to-day political or economic situation, or the

country's geographical location).

- System paradigm requires a strong connection in understanding an exi-
sting hanman organisation and the historical process, which generated that
organisation. In other words, a researcher inspired by this paradigm must
search for an explanatory theory in historical terms.

We search for a strong linkage between various disciplines of social science

and history. Keeping in mind this linkage, perhaps it would be fair to in-

clude Max Weber in the list of the great theoreticians who paved the way for
the system paradigm.

- According to the system paradigm, individual preferences are largely the-
products of the system itselfl If the system changes, so do the preferen-
ces. Many of those whose work has been mentioned in %m historical re-
view are liberal in their political outlook, speaking out in defence of indi-
vidual freedoms and advocating broad scope for individual choice. How-
aver, this is compatible with scientific examination of how far and in
what way social circumstances influence individual preferences.

All paradigms dealing with society employ siatic models as one of thelr in-

struments, if only because of methodological difficulties. There is no scholar

who is not aware that everything in society is constantly &Sw% m. What di-

stinguishes the thinking of those working within the syst .

that of their colleagues outside 1t is that they are inferest

ges, in the big transformations. For instance, they engu

esses of decay are going on within a system, so that i w
and give way to another system, They ask how thers occurs a transition
from one system to another system, or {rom one typical version of a great
system to another.




. Researchers guided by the system paradigm recognize that all systems
have shortcomings or dysfunctions specific to them. Marx ascribes the
various drawbacks of capitalism to the system, not to the cruelty of the
miil owner. According to the interpretation of Mises and Hayek, it is not
the brotality or paranoia of the socialist dictator, or the incompetence of
planners, that causes the problems with socialism. Polanyl argues that
failures in the operation of the market derive from the nature of the mar-
ket itself. Certainly Marx, Mises, Hayvek and Polanyi find it easier to
identify the probiems in the sysiem they are averse to than in the one they
prefer. Schumpeter is less biased, noticing what causes bureaucratic fea-
tures to appear in capitalism, the system he prefers. Let us disregard for a
moment the knotty problem of partiality in a social scientist.

Whatever the motivation of researchers, they will find, if they think in tenms

of the systern paradigm, that the challenge lies in studying the intrinsic dys-

functional features of the system considered. No system i3 perfect. Every sy-
stem possesses harmtiul attributes that can only be alleviated, not eliminated,

because the propensity for them o reproduce is deeply imbedded in the sy-

_ Every paradigm has a method of approach, a methodology characteristic
of it. One of the most obviously characteristic methods of the system pa-
radigm is comparison. It explains an attribute of a system by comparing it
ith a corresponding aftribute of another system, analysing the similari-
mmm and differences between them. This comparison is mostly qualitative
aithough some atiributes are easily measured, which offers a chance to
make guantitative comparisons based on statistical observations.
1t 15 not characteristic of the system paradigm for theoretical analysis to rely
on mathematical models.'’ Tt would reguire a separate examination to say
why not. There are certainly several factors, of which [ would like to pick
out the one that I find most important. Mathematical economics and other
social-science researches that apply mathematical methods operate at a high
level of abstraction. They are forced to analyse a narrow slice of reality, as
that is the only way to construct a model suitable for mathematical analysis.
One of the foundations of the system paradigm is to grasp reality, so far as

Thers are a few exceptions. For instance, the system Um?%wﬁ inspired a study written
by the outstanding representative of mathernatical economics, the Nobel laureats Tial-
ling Koopmans, and the well-known figure in comparative economics, Michael Montias
(Koopmans and Montiag, 1968).

possible, in its entirety, not just a thin slice of it. So it is prepared 1o make
heavy concessions in rigor and exactitude. lis methodology is 'softer’ than
that of a mmmﬁw-ga {or ostensibly hard) economic paradigra, On the other
hand, it is prepared to face puzzles the latter avoids. More will be said about
this later.

5. Post-socialist transformation: the great challenge

The great transformation that is taking place before us at enormous speed
provides an exceptional opportunity to test the system paradigm and develop
it further. A series of countries has virtually jumped from one system to the
other. Looking at the world as a whole, the transition from pre- capitalist
formations to full-blown capitalism took centuries. Merciless violence was
used by those directing the first manifestation of the socialist
classical Stalinist system, and even so, the transition lasted abo
Now, on the wav back to capitalism, less than a decade has gone w ;, mzm yet
the most advanced of the Eastern European countries — the Czech Republic,
Hungary and Poland — have largely undergone the transition, afler 'velvet
revolutions devoid of bloodshed or violence.

The actual process of historical change vindicates those who forecast that

there would be 2 transition from the socialist system to the capialist system,
Although the transition has not been gmm ot M fast and there have been
standstills and reverses in a good many countries, few people now doubt that
the direction of the transformation is towards a capita w ¢ system.

Social scientists tend fo envy their natura H scientist colie
able to conduct laboratory experiments. In this case, history presented us
with a veritable laboratory. It is too early to say whether we have made or
are making good use of this opportunify. A paradigm has 0 pass examina-
tions in several subjects to prove it is workable, There will be discussion in

the final chapier of one of the basic subjects, its powers of prediction. Let us
ook here at two other, closely interrelated subjects. mof Hﬁ 15 the uf stem pa-
radigm passed the test in explanatory power and in theoretical assistance t©

everyday practice?
The system paradigm has proved simply indispensable. Every researcher
thinks in terms of ifs concepts. moﬂmrwg nd capitalism, the command eco-
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nomy and the market economy, burcaucracy and free enterprise, redistribu-
Hon and consumer sovereignty: these and similar concepts have provided
the framework for the analyses. Ewo Moligre's wo&m zois Gentilhomme, un-
aware that he speaks prose unti! the Master of Philosophy enlightens him,
many researchers info the post-socialist wansition do not realize they are
speaking ,“ ¢ tanguage of the system paradigm, not of their own discipline.
Typical puzzles dealt with by %w system paradigm have become the cen-
ire of attention. What speed should the transformation go? Should there be a
comprehensive package introduced all at once or should things be introdu-
ced in several stages? What is the right order o infroduce the legal regula-
tions required? What should come first and what afterwards? What are the
political conditions required for the sconomic changes, and the economic
conditions required for the political changes? How much can be left o
spontanegous, evolutionary transformation, and how much needs to be done
acitvely, by state intervention and promotion of changes? The answers vary,
but the questions are constant. They are not confined to a few scholars. They
are asked in the workshops preparing comprehensive World Bank and
ZRRD reports, as well as by the staff of national government think-tanks.
A convincing argument for the system paradigim can be grounded on ob-
serving mw attitude shown by the 'gusst stars’ of the post-socialist transfor-
nation.” After the dramatic changes of 1990, many Western academic eco-
3 moomoyomwmwm, political scientists and legal scholars were keen not to
out. They had to come and see for themselves, and furthermore give
The enthusiasm of most of thern was temporary: they came, looked,

In writing somewhat ironically here about the part that the guests from abroad played, |
g 3 1 g piayea,

do not wish o imaply that the home-grown advisors ﬁﬁ.w@ﬁﬁ& bewer. There were those

among the foreign and the home-grown expers who produced useful recommendations:

there were others in each group whose advice proved wwwﬁ Evels) ~ cable or wholly mista-

erence between the for mu ners and the dome-
Q, 1

rested. Most of the

ken, However, there was a perceptible
stic experts in the paradigmatic foundations on which their ¢
ceconomists educated at mm?.wﬁ tes under the comreinist
the mainstream paradigm i1 whose spivlt the visifing e
cen raised. Though they were much less :
m accmﬂmu in %r years before the colla
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won {or lost), and then lefi. That is why I call them guest s
like performers leaving their company temporarily to appear with another.’

Let us distinguish two groups. As for the first, n hort iime available
left them unable to step cut of the paradigm that :wm de
thinking hitherto, This normally left them unable to exercise any real infl
ence. Members of the second group, however, managed o shed, partly or
wheolly, their usual way of thinking, and consciously or instinctively, adopt
the system paradigm. They sensed that this situation did not belong to a
realm of 'pure’ economics or partial models. They could not follow the usual
routine of an economist, simply assuming away the Ec,mn ce of anvthing
that might threaten the susceptibilify of the theorem 1o pro S Ot POS~
sible to tear certain parts of society and the economy out of context at will
and focus the examination on them alone, because the conssquences were
influenced by the interaction between those parts and others that were being
assumed away. The use of static models as an easy way of reating the pro-
blem is of no avail, as all the elements of the system are in very fast move-
ment and transformartion. Thus, the latter group of 'guests’ were prepared, in
most cases, to leave behind thelr rigorous models and argumentation and -
sten to their common sense, and indeed their intuition.

Their case shows that the reason the methodology of th
digm lacks models based on exact assumptions and theorems is not that s
followers are insufficiently conversant with mathematics. Not even econo-
mists with the best of mathematical training have been able 1o construct mo-
dels leading to really convincing conclusions about the excesdingly intricate
problems of the transformation. 8o it is better to be inteliectually honest. It
has to be admitted that the system mmg&qﬁ is one that onh
criteria of the strict scientific methed. On the one hand it requires of its ex-
ponenis the consistency of logic, with statements supporte g 34 argumenia-
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he Sysiern para-

tion and comparison with similar or conirasting cases. The s w cy of the
argumentation is increased by guantitative analysis, whic w as 10 be done
wherever possible. On the other hand, those working within the system pa-
radigm, or reviewing works written within it, may not FJ re either strict
mathematica! proofs of propositions, or support for them from econometric

analysis that has stood the trial of statistical tests.

i

ries {1994) uses ancther metaphor 1o describe the same phe:
im of the carpetbaggers — the o*:om-mowm s mwm political mmm cConamic enireprencurs
T

Por
hi
from the North who went 10 the South after

et rﬂwnﬁw e,

s
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it can safely be said that the system paradigm has been enriched by the
nosi-socialist transition. The conceptual apparatus has become wider and
maore refined, the scope for comparison has grown, and econometric analysis
applicable to intermational comparisons has become a more prominent past
of the paradigm's methodology.”” Some Western researchers and advisors
have cerrainly contributed to an understanding of the problems of transfor-
W:mmoﬁu and in some cases, even defined practical tasks in a useful and con-

tive fashion. This applies especially to %Omm who have staved longer or
dec %cm to specialize in this field. They have leamt in practice what their
Western education omitted o teach them.

The minds of students af prestigious universities are conditioned to apply

routine the method of ‘assumption-theorem-proot and the most up-to-date
econometric techniques, but most of them are unfamiliar with the approach
applied by the system paradigm. It has not become a conditioned reflex for
them t0 say to themselves: 'T must not simply ask what [ am abstracting
AWEY, w is at least as importan: to ask what | must nor abstract away. How
does the partial problem | am examining relate to the whole? Studenis are
not en omﬁmawm 1o inquire how they can perceive the state of a country in all
its complexity, or for instance, what they have to consider if they see thata
country 18 in crisis. Students can receive & PhD in economics even if they

ave not increased at all the minimal knowledge of history, sociology, psy-
chology and philosophy they gained during their secondary and undergradu-
ate studies. They can widen this knowledge of their own accord, of course,
but there is no great appreciation or reward for doing so. On the contrary, it
may arcuse suspicions that they are dilettanti reaching out in teo many di-
rections.

For about a quarter, or even a third of the world's population, the change
of gvstern has been a cathartic experience. Those now w‘,
ming parts of the world cannot and will not continue 1o :é as they did be-
fore. This sense of catharsis has mom affected the social sciences as a whole.
The .m st stars', with a few exceptions, have returned to their original orga-

ions to continue with what they hmw behind. They have lefi the unprece-
dented laboratory, if they really looked 1nto 1t at all. The system paradigm
has remained more or less detached, and the other paradigms, especially the
Nezo-classical economic mainstrean, have remained unaffected by it

.J”'

I

ing in the transfor-

For the latter development, see, for instance, De Melo et al. (1997) and Fisher et al.
{1996},

There has been no wide-eved wonder and inner disconient with the state
of arts in our discipline — the typical reactions of healthy inteilects and open
minds, found at times when something zreat happens. If is not a scientific
revolution in Kuhn's sense that T miss. [ am not calling 3“. the mainsream
paradigm to be superseded by another paradigm. All that is needed, after the
great experience of the post-socialist transformation, 18 w mainstream nor-
mal science to recognize more clearly its limitations. It has to understand
better what it is competent to do and what it 15 not. 1
have the impression there are very few people in the economic profession
who accept this narrowed, more modest domain of validi w for the main-
stream paradigrm. Indeed there are some who have drawn precisely the op-
posite conclusion from the change of the system in the 1990s. They mistake
the victory of the actual capitalist system over the actual socialist system, for
a victory of mainstream economics over afl other, alternative paradigms, In
fact actual capitalism triumphed for a variety of reasons. lts victory was due,
among other things, to some excellent properties, which have not been sufti-
ciently analysed or explained by the mainstream paradigm.

One important note must be added. There is also full justification for
analyses that start from the capitalist system, and set out to st & phenom-
ena within it, provided that those who choose such an approach have clear
notions about the limits of their research. Here let me vefer mmnnow I of
this study, where I refrain from demanding & monopoly for the system vmﬁk
digm. It is designed to supplement, not to replace other paradigms %wﬂ are
applicabie within their own bounds. At this peint it would be templing 1o
discuss how far the competence of the mainstream paradigm reaches, What
can it explain well, and what are the questions if fails to answer or answers
badly? Conversely, where are the bounds of applicability of the system (and
other) paradigms? However, I have to postpone expounding my Sommwﬁm on
this and make them the subject of another study.

may be wrong, but |

6. Some other 'puzzles’

The post-socialist transformation in Eastern Europe and the territory of the
former Soviet Union will be over in the foreseeable future. ﬂ:o guestion of
when it will end in each country can be left open at this point. It will take
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e time efter wansformation ends to digest the experiences from it
mnwmmmm dly. Will the system paradigm wither away, starved of scientific

challenges, once our suceessors, our students have done this? The answer 18
definitely not. There are problems that ook set to remain on the scientific

agenda for very long periods of history and Emwmmﬁ a constant challenge to
. stem paradigm. These problems challenge also the complementary or
aradigrms, including those we are m_unawmﬁm »a_.‘wm”mﬂ. Let me explain
wgwer by listing four subjects that remain for subsequent research:
\e communist party retaing a monopoly of power in China, which to
ent remains a communist country. Ching's past and future transfor-
e of the great puzzles, to which conscientions researchers cannot
sefves into thinking they have the key. The search for a solution
:u for participation by exponents of the system wmw.mmwaﬁd even if
xclusively their concern. All the w#oﬁ,mﬂu that have emerged dur-
stern European transformation wiil crop up in ﬁ ina as well, but
ctly the same way, of course, OES s giganti¢ size and immense
253 , cconomic and military potentials make it one of the most important
research subjects of our time, The transformation in three other countries,
Viemam, Cuba and North Korea, where the political power of the commu-
nist party st @ﬁw@_m:u, raises similar problems, although thelr importance in

she world is of a different order of magnitude.
{23 ﬁ; 'ster paradigm can be of great assistance in analysing alternatives

omnn»ru\m system. This is also among the fields of research where
lot of overlap between %w evoluiionary para &qﬁ and the system
. Capitabism is not a r uniform gystem. I exists in numerous
varianis, among which ory selects. Evolutionary %mmomv iake
within it. Studying the muiations and resulting variants could enrich

ceptual apparatus of the system paradigm, along with its problera-
wowﬁmm approach and methodology.

For mstance, how do the mw@mmmmm Armerican and German alternatives
1iffer? The answer will not be satisfactory if it is sought only in the econ-
v, the political system, or cultural ﬁmmmwomm or if the research is confined
1o one or two institutions, such as state intervention or labour relations.

reater undersianding of the differences between alternative types of capi-
mmﬁ would have yielded a more convincing explanation of Japan's mar-
velious economic performance until recently, and of the causes, embedded
in

the system, of the serious problems that have arisen so rapidly. Such an

ﬁq
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understanding would also show more clearly how the American and German
roads of modern capitalism differ,
However, let us look briefly at the manifestations of normal science ba-

sed on the system paradigm - the textbooks of comparative subjects. These
o

concentrate mainly on comparing the two 'great’ sysiems, socialism .wa ca-
pitalism, and deal relatively litle with the alternatives within o%ﬁmmmﬁ.

There is no consensus on the typology of these alternatives. As a substitute
for ideal types that rest on generalizations from real historica m realizations
and are suitable for theoretical analysis, there tend only o be specific de-
scriptions of a prototype country (for instance Japan, Sweden or the United
States). The task of formulating such ideal types remains.

(3) It is worth pondering the fact that in certain segments within the capital-
ist system, as in a kind of microcosm, certain problems of the macrecosms

the 'big systems' are replicated. A good example of this is provided by re-
form of health care systems, which is on the agenda all over the world. The
actual questions asked in the debate and the arguments of those making rec-
ommendations arouse feelings of déja vu in someone like myself, who took
part in the debates on reforming the socialist system. Why should public
ownership be retained, or conversely, abolished in the health sector? Is it
right or wrong for health-care activities to be coordinated by the market, or
should it be left to the bureaucracy? How rmuch scope is it permissibie or
desirable to aliow for consumer sovereignty? Who should set the prices of
the provisions: the market, one particular actor in the market, or some state
authority? What are the advantages and disadvantages of centralization and
decentralization? i the health system were 10 operate accor ,:;.Jw to some
‘market-socialist’ pattern, in the spirit of some Lange-type ecopomy, what
hehaviour would be exhibited by the actors {the hospital manager, the doe-

tor, the patient)? Not only the questions, but the phenomena are familiar.
This 1s true especially in Europe, Western and Eastern, where health care is
more or less free and the health sector forms an island of soctalism »oi at
hest market socialism) in a capitalist sea, with the familia

1

features: shortages, quening, waiting mwﬁﬂ forced substituiion. bureaucratic
allocation, and rationing.

Naturally, those taking part in the debates on the health system in the
West read and react to literature written by thelr Western colieagues, espe-
cially by exponenis of the uc@ﬁwmoﬁmmm of health economics. it is depress-
ing that the analogy with socialism has not occurred to anyone, even though




s of the same questions have been going on in that context for dec-
urthermore, many of the ideas have already been put into Uﬂmomow wm
the communist countries, so that the results of them are discernible. Itis, 1
insizmce, an argument heard .Tnm« ? in the health-retorm debate, nﬁm
oo..%w e gtate centralization of an activity greatly decreases administrative
costs in the first stage, and eliminates supplementary costs of competition
s advertising and influencing of buvers. ,m at 15 so, but this high de-
f centralization was accomplished on a mwmmg scale, by the socialist
mwm m. So uliimately, has centralization proved fruitful? What does it imply
n terms of citizens' sovereignty or defencelessness? What driving forces
&oam it create or suppress in technical %«.wmcwgwmm
i+ would be worth employing the approach, the conceptual apparatus and
the methodology of the system paradigm, and the questions it poses, to sup-
plement (but not replace) the present paradigm of health moomomﬁom. It
:&.ma he useful if the participants in these debates were to look through t
rature on the debates on reforming socialism. It might emerge that there
o nieed 1o 'rediscover’ all the questions and answers. Such study would
ake valuable contributions 1o the fwme on health reform, and draw atien-
1 to relations that have hitherto been ignored.
wwr health system is just one example of the many microcosms that couid
be viewed as systems and researched within the framework of the system

vl
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{4} { have left fo last the most difficult question on my list: the global, histo-
rical fran womﬁm@om of the 'great’ capitalist sys ﬁ;w re 18 a fairly wide

consensus behind the view that it is mermo o ta ,w t{wo great svsiems
in the 20th century: capitalism mmﬁ moﬁmmwﬁ. it s mw @ 7 accepted that
the four countries where the socialist system siill prevails, wholly or partly,

will eventually adopt the nmwﬁm:m sysiem. But, io guote Fukuyama {1992},
wiil history end there? There are many significant changes taking place in

v

m erty rights and the method of their enforcement, and the dissolution of
r..ﬁmmmw worders. Possibly, at the end of the 21st or 22nd century, a scholar ~

a
an advocate of the system paradigm ~ may say, "What we have now is an

other great system {or several other great systemns), which differs from the
i

t system of the 20th century.’ | am not in favour of hastening such a

statement, which would be v omsm d as vet,

sduction technology, interpersonal communication, the distribution of

{5} What needs io be considerad is how long today’s capitalis
identical with itselfl Putting forward this land of question s one
ponents common 1o the evolutionary paradigm and the system ¢
believe that the svstem paradigm Qoﬁaw unanimeus oriferia
the line between socialism and capiialism. Possibly, but by no means cer-
tainly, the same critera will apply when drawing a distinction between what
has been known so far as capitalism and the system or systems, yet unna-
med, that may replace it

7. Shortcomings of prediction

The last problem [ menticned in the previous section lsads o the subject
with which [ would like to conclude: the pr oww ms of furure changes. What 1
have talked about so far is not the task of prognosis, but the narrower prob-
lem of mwow&mm the moment at which the system so far callad capt mst_, by
public ¢ nt, has changed to such an extent that if would probably be ]
tified to nomm&m.« ta mﬁmﬂ@mﬁ great svsiem. But there can bs no avol
far more serious question of how the advocates of the system par
fared in the test on m@m sic subiect for all seiences, prediction.
The short answer (th ormh excessively and unjustly &T 1s that they
se, not all thar m%r?mo@ cen mista-
ken, but there have been some very Important ones that bistory has belied.
Let us retum (o the names mentioned in section w.
Starting with Marx again: For several decades, it se¢
JM artia w&mﬁ on was going to be validated, at least !
Jm. capitalist systern would give way o the
property ouwwa property, and the market to pla
historically, such a development proved only @mmwwm
was dramatically refuted by what happened in Eastern E
viet Union.

s

have failed. To be more preci

Havek predicted that m capitalist country stepped ¢
on the stippery path of centralization, state infervention

would be unable to stop on wm road to serfdom. That
It i3 poss Em 1o stop after & quarter of that road has be




possible to trn back halfway, The guestion is decided in the political

sphere, by whether there are institutional guarantees to prevent tyranny.
humpeter's prediction was not actually far from Mar's, but he made 1,

not with the passion of a prophet, but with the resignation of an impartial

scholar. It turned out %mﬁ

stem and overest

m eaily i wno?%ﬁ%ma the vitality of the capi-
od the viability of socialism. He tried to under-
Ma latter from m. w ed models found in

4
#3187 SCONOIISTS, wmm of studying the bloody =

e-¢

eality of the Soviet

B

Sovietology' has been roundly condemned for failing to predict the col-

lapse of the Soviet Union and the associated communist regimes. This criti-
cigm 18 partly justified. On the one hand, most representatives of compara-
tve economics and ﬁo litical science considered 1t axiomatic that the capita-
ist system was superior 0 the socialist system, and produced many argu-
ments 1o prove it In that sense their works implied a general prediction (op-
posed to those of Marx and Schumpeter) that the socialist system would end
gventualiy. On the other hand, 'Scvietology' failed to make even a conditio-
nal @.w&omoa as to when and under what conditions the socialist system
would succumb.

fam self-critical of my own work as well. On the one hand, | think that in
one 1mportant aspect the pradictive content of my works has been vindica-
red. While many of my colleagues in the East and the West thought that the
reforms would prolong the hife of socialism by an ina :m some of s
shoricornings, I was sceptical about tham. ! pointed out although the re-
wmwmw@.omﬂm%a{ﬁwm cmamﬂémﬁm %w

Mvﬂ%wﬁ%zﬁmmoi@wowwmm . .,
“‘,.o.y.mwmmnwo:wmmazwmg.Mmmmm»&omamﬁdnﬂzm%@mu‘,mmq%255323%-
ening its foundations, ca rﬁsm 3.&@? Lo_ stabilization.

What I did not foreses was the

owever, it was not the w«w?ﬁ Darac w M a\j prev

e confrary, my problem was that I did not apply that approach and

ﬁm%emcmamu\ 3% sufficient ¢ GJuMmF cy and refinem I did not study

; regive the interaction ww?«.wws vari-

mounting economic troubles,

the faliin sillusionment with commu mmmﬁ deol-

1,
il

eration of this erosion.

-

m me from foreseeing

—

n, and the mounting cymicisn
ian terms, the guantity v

I - om LI
& menKiatura. USC gl

\/a

in the theoretical works of

leaping into guality, We should have opened our eyes wide at the first signs
of leaps and sudden change

It has to be confessed that though the exponenis of the system paradigm
do not deserve a fail mark, they did not do well in the prediction test. Rather
than conscling ourselves with what I said sarifer — that we got N ttor grades

>

in other subjects’™ — I think we should learn the lessons for our future work,
Although the utmost effort should go into Improving the predictions, no
wild hopes should be entertained either. The course of history is hard w0 fo-
resee, especially at the great junctures in history. [t can be declared on me
thodological grounds, and not as an excuse, that the scope for ww.»,w%.,nscu 15
very limited in the sphere of investigation dealt with by the system para-

o~

digm. It is fair to expect reliable predictions of science in a spheve of Ire

quently repeated phenomena. People Mwmmmmmw buy me a go
del and reliable statistical mm;m it is possible to make a rehiable prediction
about the extent to which a 1 per cent rise in the price of meat will reduce
demand. The Soviet Union, on the other hand, came inio being on one occa-

sion and collapsed op one occasion. Since the latter event
repeatable, one cannot expect a scientific prediction of them that goes in
any detail when it should occur, what events should precede it, or woﬁ. it
should cccur. Now the system paradigm concentrales atieniion precisely on
great, unique, unrepeatable social changes of this kind. Even if an mmm@:m.ﬂm
prediction was not made, there are & mﬁmm many generalizable igssons o be
drawn from subseguent careful analysis within the system 339“\\%

The most important conclusion to draw from the evalw 3 c* the pre-
dietions is to be very modest indeed. The system paradigm may be applied
to explain both the past and the present, mn to reason oui pract M,L FeComi-
mendations, but great care should be taken w

This paper has not covered the am%ﬁ@m of a«ﬁmww the dividing line runs

between educated opiion and scientific proposition in the study of soci-

W e and un-

(;,-

1 making predictions

 The Rabbi of Lublin had the reputation for being & great seer. Oxn
presence of his disciples, 1 see! [ see? "What do you see, wise Rabb
Krasnik, the ghetto in Krasnik.' "And what is happening in the mmwﬁo i Mﬁmﬁ, 13}
fire. There is fire coming to Krasnik! The rabbl's disciples ok buckes and rmiaﬂa
away 1o help their fellow Jews. However, when they arrived in Krasnik,

T

their own eyes that there was no sign of a fire. The Jews of Krasnik b

S wn‘nmuos %r

of them: 'Well now, that famous rabbi of vours was quite misiaken
Lublin Jews replied, "True, there i3 po fire here, bur it {s a great thing that he was able 10
sse as far as Krasnik'




ih

I mentioned in the introduction that [ wan le avoid, so far as [ can, the
mi mmﬁ@c of the great debates on the philos of science. My caution in

this respect Wmmmm me to refrain from analvsing 3 criterion of scientific ac-
tivity at this point. I can only express the w ope that we, the exponents of the
.Mwwmﬁ

aradigm, will not be exciuded from the world of science if we do
sek 1o measure the explanatory power of our Ew;ﬁmw in terns of the
{or Wﬁm.w.amm seli-confidence in ability) to predict
¢ more far-reaching and complex in is causes Mw henomenon that is
m.,}mmmﬂmmu the more caution 1S required. The ww.w%oﬁomm made cannot
wore than conditional. Intellectual honesty requires that we qualify even
these cauticus predictions by acknowledging that they are based on a fair
@wmwmmopmmEOamwom.

* T would like 10 express thanks for the valuable comments thar | received from the two
cussants a the Berlin conference, w..r, : nd mmh it Wiesenthal, and from .u,,mnm.f_

Srinivasan. M am grateful to Brian

or T.E azna: nt iranslation, and o

1t for her help in editing this paper.

. Economic History und the History of Econom

Carscn, Richard L. (1997), Comparative Economic Svstems, Armonk, NY: M.E. Sharpe.
ﬁ:; cance, Bernard (1994}, The Transformation of Consnur
he 1930's, Boulder CO/Oxford: Westview Press,
e m&nm }.mmw%m.UmENan Cevdet/Gelb, Alan {1997}, "From Plan o Market Patterns of
Transition”, in: Mario I BlejerMarko Skreb (eds
Transition Economies, mmﬁdnamm” Cambridge Unive

isi Svsiems. Economic Reform

;-a

Macrpeconomic Stabilization in

Rorty explored this question in an
dits Kuhn ?;3 ym»:mm hel vm o
nrofesy
profe

ding his wauv Uoox“ «awwc,.: ca
J.ﬂ.ﬁﬁ o wﬁUOO...n my a3 seriions with

works of saﬁwo,ﬁr Vs .ﬂmnE,

nyseif make great efforss

.Ow wgrﬂnﬁmxom Jm@ ool

in the discipline of economics, beside I
view of Rorty and McCloskey. y E,ﬁﬁ.
of irony, and also irony af one’s > at 13 Jﬁ.mmw%wm i the

paper

=

Eucken, Walter [1940] {1965), Die Grundlagen der Nationuldkonomie, B
New York: Springer (English translation (1950}, The Foundations of !
don: William Hodge).

Fucken, Walter [1932) (1973), Grundséirze der

Fischer, Stanley/Sahay, Rata/Végh Carlos A, { Ewmv
don Economics: The Early Experience”. Jowrna! of Economic Perspecrives 10 (]
pp. 275-278.

Fukuyama, Francis {1992), The End of History and i

Hayek, Friedrich August {1944}, The Road 1o h@.\\&omr Chi
Chicago Press,

m mo; Za1i0

tversity of

Hayek, Friedrich August {ed.) (1933), Collecriviss Economic Planning. {orth-
Holland.
Koopmans, Tjalling C./Montias John M. [1968] {1971}, "On the Deseription Compari-

son of Ezonomic Systems”, in: Ecksiein, Alexander (ed.), Comparis Economic Sv-

stems: Theoresical und Metkodelogical Appreaches, Berkeley: Uni
Kornai, Janos (1971}, Anti-Equilibrium. On Economic Svstems The
Reszarch, Amsterdam: North-Holand.
Komai, Janos {1992), The Sociafist System. The Polideal Econony
ceton; Princeton University Press/Oxford: Oxiford h iversity Pres
Kuhn, Thomas S. [1962] (1970), The Structure of Scienific Revolutior
sity of Chicago Press.
Lakatos, Imre {1971), “History of Science and Ifs Rational Reconstucton”
hen/C.R. Buck (eds.), Bosion Studies in Philosophy of Science VEL
Lange, Oskar {1936/1937), "On the Economic Theory of Socialism”, f¢
Studies 4 (1/2), pp. 53-71, 133-142.

Marx, Karl [1867-94] (1978}, Capiral, London: Penguin.

Marx, Wm:ammmﬁm Friedrich [1848] (1962}, "The Manifest
Marx, Engels, Lenin, The Essential Lefi. London: Upwin Books,

McCloskey, Donaid S. (1983), The Rhetoric of Economics. Madiso
son Press,

Mises, Ludwig von {1981}, Socializm. dn Economic and Sociols,

lig: Liberty.

North, Douglass C. {1990}, Instinntions, Insti
Cambridge: Cambridge University Press.

Potanyi, Karl {1944}, The Grear Transformation, New York: Farrar and Ri

Portes, Richard {1994}, "Transformation Traps®, The Eeonomic
pp. 1178-1189.

Rorty, Richard {1987}, "Thomas Kuhn, Rocks, and the
edge &, pp. 6-16.

Schumpeter, foseph Alois {1942), Capiwadivm, Socialism, and Democracy, New York: Har-
per.

Shionoya, Yuichi {1993}, Schumpeter and the ldea of Social Science. Cambridge: Came

California Press.

, Chicago: Univer-

1 Robert 8. Co-

f Econonic

sral Change, and Lceon

bridge University Press.




