The decline of communist power: Elements of a theory of
institutional change

ANDREW G. WALDER

Harvard University

There is considerable irony in the current search for the causes of the
rapid political changes sweeping the communist world after 1988. In
retrospect, it is not hard to single out a number of macrosocietal trends
that led eventually to regime change: economic stagnation and con-
sumer deprivation, deeply eroded commitment to official ideology and
the growth of widespread cynicism, the corruption and weakening of
the apparatus of rule, and the gradual enlargement of autonomous,
self-organized spheres of social and intellectual life. It is ironic, how-
ever, that each of these macrosocietal developments, now the corner-
stones of emerging explanations of rapid political change, were only
recently treated as evidence of the remarkable comparative stability of
communist regimes throughout the world in the last half-century.
Economic inefficiency, consumer deprivation, and housing shortages
were well evident in these societies for decades. The official ideology of
these regimes was long met with public indifference and private deri-
sion. The party apparatus for decades operated as a collection of local
political machines founded upon venality and patronage. Beginning as
early as the mid-1950s, observers noted a gradual enlargement of tol-
erated private spheres of independent intellectual and political dis-
course: today’s independent political groups are the descendants of
yesterday’s dissidents; and yesterday’s dissidents are the descendents of
yesteryear’s prison camp inmates. While today we can look back upon
an inexorable cumulative crisis; a few years ago one could just as easily
be struck by how little all of these deeply rooted problems seemed to
shake these stable and stagnant regimes.
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Explaining change in political institutions

Although many have perceived this paradox as a failure in scholarly
imagination, and have offered widely, indeed wildly varying diagnoses
of the causes of this presumed failure,! the intellectual challenge
remains. This essay seeks to define that challenge, and suggest one way
that explanations of these changes might fruitfully be framed and
pursued. Along the way, I argue that a broad range of recent writings
about the rise of citizen autonomy, a public sphere, informal influence,
and the emergence of civil society offer well-defined insights, but only
into one aspect of political change, and are not in themselves sufficient
to explain even that one aspect.

What is the intellectual problem presented by the political changes of
recent years? Let us begin with the paradox described above. Today,
after so many regimes have fallen, the cumulating economic and politi-
cal problems of past decades make regime collapse appear inevitable,
and many wonder openly why so many were surprised by the collapse
when it came. Yet these problems were evident for decades, while with
notable exceptions (e.g., Poland), the political regimes remained re-
markably stable — especially in comparison to other varieties of
modern authoritarianism. Why did the end come as such a surprise?
Precisely because the long-standing problems now credited with
bringing down political regimes were long-standing: the regimes ap-
peared to be tougher, more resilient than other varieties of authoritar-
ian rule — and in fact they were. Put this way, it is evident that the ques-
tion of why these regimes deteriorated is intimately connected to its
opposite: how did they maintain their distinctive political order for so
long? In short, before we can explain why communist power has falter-
ed, we must be able to explain how it survived for so long.

Put slightly differently, a theory of political order is a necessary starting
point for any theory of change. There must have been institutional
mechanisms that served to maintain order in the old regime in spite of
longstanding and obvious economic problems and political liabilities;
and these institutions must have eroded in ways that we do not yet ade-
quately understand. The current emphasis upon the triumph of “soci-
ety” over “the state” tends to obscure the logically prior question of
how such a triumph, if it is that, could occur. Only after we have speci-
fied the social processes that promoted the stability of the old regime
will we know where to look for explanations of its demise. For what
changed in these regimes in the last decade was not their economic dif-



299

ficulties, widespread cynicism, or corruption, but that the institutional
mechanisms that served to promote order in the past — despite these
longstanding problems — lost their capacity to do so.

The institutional foundations of party power

What were these institutional mechanisms? How were they maintained
in the past? What processes weakened them to the point where they
could no longer serve to maintain the old regime? Essentially, these are
questions about changes in the defining political and economic institu-
tions of communism: the hierarchically organized, ruling Leninist party,
which has a presence in every grass roots organization of any impor-
tance, and a command economy in which these party organizations
exercised de facto property rights and monopolized decisions regard-
ing production, investment, income, and careers.

Leninist party organization and Soviet-style central planning have been
the two distinctive institutional pillars of communist rule. The ability of
these parties to exercise property rights over most productive assets
provided their ranking members with extensive privileges, as class
theorists have stressed from the beginning.? But they also provided
these regimes with an historically unprecedented degree of control
over individual incomes and career opportunities — something used
systematically to reward the loyal and punish the uncooperative.® Just
as departures from Leninist party principles — in the form of organized
opposition within the party and without — would lead to extensive po-
litical change in these regimes, so would departures from central plan-
ning, by weakening the party’s control over property and opportunity.

Since our subject is essentially one of institutionalized power, let us
begin by distinguishing the two crucial settings in which such power
must be exercised. The first is within the party-state apparatus itself. As
in any state, leaders at the top must be able to enforce compliance and
discipline among their agents within governmental organizations. One
of the historically distinctive features of communist regimes is that such
compliance and discipline has been relatively high. First through ar-
bitrary terror, and then through elaborate and overlapping systems of
surveillance, record-keeping, reward, and punishment, and further
through an elaborate party appointment system through which rank,
pay, material comfort, and privilege were elaborately graded and regu-
lated, communist leaderships have aspired to, and to a considerable
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extent achieved for significant periods of time, a relatively high level of
discipline and compliance among its agents within the party-state.

The second setting is in social institutions — schools, factories, offices,
collective farms —~ where officials exercise authority over citizens. One
of the noteworthy features of communist regimes has been their ex-
treme hostility to any organized political activity outside of party aus-
pices, and indeed even to any public discourse that deviates from of-
ficially designated conceptions and categories. They have sought to
ensure citizen compliance not only through an extensive internal secu-
rity apparatus and monopoly ownership of all mass media, themselves
carefully monitored. They have also created a distinctive pattern of
monitoring, sanctioning, and rewarding citizen behavior within these
social institutions, through party organizations that control career
opportunities and many other rewards.*

In both these settings — within the party-state apparatus and between
the lower rungs of this apparatus and the citizenry — party power has
depended upon, and varied according to, the dependence of subor-
dinates upon superiors for the satisfaction of needs (organized depen-
dence), the capacity of superiors to obtain information about the activi-
ties of subordinates (monitoring capacity), and the capacity of supe-
riors to reward or punish the political behavior or utterances of sub-
ordinates (sanctioning capacity).’

Organized dependence derives both from the ability of superiors to
satisfy the needs of subordinates, and from the absence of alternative
sources of need satisfaction. One of the noteworthy features of com-
munist polities has been the relatively high degree of political and eco-
nomic dependence of citizens. In both the settings distinguished above,
such dependence was promoted by the scarcity, and in some cases vir-
tual absence, of alternative sources of revenue, income, or career
opportunities to one’s current superiors. Central planning placed the
preponderance of the means of production and almost all means of
administration in the hands of party officials, and a single system of
appointments for officials and job assignments for school graduates
both reduced alternative opportunities for employment and income.
An accompanying suppression of household and small-scale private
production, and of private trade and retail markets, served to create
consumer shortages, increase in-kind distribution through workplaces,
put in place rationing, increase the reliance upon personal connections
and influence in the allocation of goods and to reduce the importance
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of money as a medium of circulation. All of this further served, for a
considerable historical period, to reduce alternatives and reinforce
dependence upon superiors for the satisfaction of needs.

Monitoring capacity depends upon the ability of superiors to obtain
information about the politically-relevant activities and utterances of
their subordinates. Historically, ruling communist parties have treated a
rather broad range of activities and utterances as politically relevant,
and they have employed elaborate and overlapping means to gather
such information. Security police surveillance, workplace political dos-
siers maintained by party organs, networks of informers, organized
small-group study and mutual criticism, and the creation of multiple
party-controlled mass organizations (womens’ federations, youth
leagues, labor unions) are examples of the organized means employed
by communist parties at various times and places to monitor politically
relevant activities and utterances of subordinates. Monitoring capacity
varies according to the degree to which such organized means of sur-
veillance are maintained, and the motivation of officials to bear the
costs in terms of time and effort to utilize them effectively and exten-
sively.

Sanctioning capacity is the ability of superiors, given information about
subordinate activities or utterances, to attach tangible rewards or
punishments to subordinate behavior. Such sanctioning capacity, of
course, is enhanced along with the degree of dependence of subordi-
nates and the monitoring capacity of superiors. But it also varies in-
dependently according to the degree to which superiors have resources
in their possession that subordinates genuinely value, and the extent to
which superiors can reward or sanction political behavior or utterances
without sacrificing valued ends other than political discipline. An
example of the former is that when housing space is scarce and private
apartments far from the norm, the assignment of a new government
apartment is a valued reward; its denial a tangible punishment. How-
ever, when housing conditions improve to the point where most fami-
lies live in relatively standardized modern apartments, the value of a
new apartment as a reward is diminished. An example of the latter is
the widely commented-upon dilemma of rewarding political loyalty
when this reduces the ability to reward skill or performance, thereby
hindering the effectiveness or productivity of an organization. To the
extent that superiors are rewarded according to the performance of
their organization (as opposed to maintaining political discipline in the
ranks), and to the extent that they depend upon subordinates for the
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supply of labor or special skills, their ability to reward according to
political loyalty is constrained.®

Specifying the process of change

Let us review my reasoning to this point. Communist power has been
founded upon a distinctive (Leninist) form of political organization,
and a distinctive form of economic organization (the command econ-
omy, or Soviet-style central planning). This power has been distin-
guished by a comparatively high degree of political discipline and con-
formity within the party-state apparatus, and in the apparatus’ relation-
ships with ordinary citizens. Such compliance was promoted by a pat-
tern of economic organization and job allocation that created a high
degree of dependence upon superiors both for officials and ordinary
citizens, by the development of extensive means to monitor the politi-
cal behavior and utterances of subordinates, and by a correspondingly
high capacity to reward or punish people accordingly.

If these are the institutional foundations of the historic stability of com-
munist regimes — i.e., their ability for decades to maintain the party’s
monopoly on political power at all levels, and to suppress open politi-
cal competition and formal bargaining among organized constituencies
both within the party and without — then the erosion of communist
power is likely to have been the result of changes over the medium to
long term in these institutional features. Let me state clearly at the out-
set that when I refer to the “decline of communist power,” I am refer-
ring specifically to two kinds of changes. The first is a secular decline in
the capacity of the central state to enforce discipline over its own
agents in the party state hierarchy, or to put it differently, a rise in the
ability of these agents to resist or even openly contest the directives of
the center. The second is a decline in the capacity of party-state of-
ficials to enforce compliance over citizens in their places of work, study
or residence, or to put it differently, a rise in the capacity of citizens to
resist or even openly contest the decisions of officials in their organiza-
tions. An explanation of the decline of communist power might fruit-
fully be focused upon those developments that demonstrably served to
change previously characteristic patterns of subordinate dependence,
and the party’s capacity to monitor and sanction political behavior.

I must stress that in specifying dependence, monitoring capacity, and
sanctioning capacity as central to an explanation of stability and change
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in communist regimes, | am not offering these as a new list of factors to
be lined up alongside the usual suspects — economic stagnation, decline
in the legitimacy of the official ideology, corruption, black markets and
second economies, and economic reform. I am making a claim not
about what factors or variables are important, but about how a logically
coherent explanation of change might be constructed. It is relatively
easy to develop a list of “causes,” but an explanation, or theory, must
specify clearly the links — that is, the social processes or institutional
mechanisms — between the suspected causes and the political out-
comes they are thought to create.” Many emerging explanations of the
decline of communist power neglect these links, and therefore remain
vague and difficult to evaluate. My claim is that the suspected causes
will effect political change fo the extent that they alter patterns of
dependence or the party’s capacity to monitor and sanction its own
agents and ordinary citizens. Different social processes could also be
specified — e.g., cognitive or moral ones, or patterns of inequality and
group formation — and these would form the core of a different expla-
nation. Our understanding of these historical changes will be enhanced
to the extent that we can move from discussions about what factors or
variables are important to examinations of social processes and mecha-
nisms that may or may not have served to bring about change.?

Economic stagnation and consumer hardship, the development of an
urban and industrialized society, party privilege and the corruption of
officialdom, a secular decline in adherence to the party’s original ideol-
ogy, the emergence of black markets and second economies, attempts
to reform the system of central planning by inserting market mecha-
nisms — one can readily agree that all of these might have contributed
to undermine communist party rule. But did they? If so, how? In the
pages that follow, let me illustrate briefly the ways in which the latter
two, second economies and economic reform, both of which constitute
departures from the institutions of central planning, may have brought
about political change by altering prior patterns of dependence and by
reducing the party’s capacity to monitor and sanction the behavior of
both its agents and ordinary citizens.

Departures from central planning as a source of political change
Departures from central planning have had two kinds of political con-

sequences: first, they open up alternatives to the rewards and career
paths formerly controlled by the party organization, or they shift the
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balance of dependence more in favor of subordinates by increasing the
dependence of superiors upon them for the supply of labor and in-
come; and second, they weaken both the incentive and the capacity of
local officials to monitor and sanction citizen behavior. Departures
from central planning take place either by design, as part of an official
program of economic reform, or by evolution, as countless individuals
and institutions adopt strategies to satisfy their needs in ways that are
not possible within the confines of the command economy.

The growth of economic alternatives

The first type of departure serves to create a sphere of economic ac-
tivity and sources of need satisfaction separate from those under the
control of party officials. One well-known instance of this is the gradual
evolution, through a series of popular initiatives and tacit official con-
cessions, of a sphere of activity referred to variously as a “second econ-
omy,” “informal sector,” “black markets,” or “moonlighting” Eastern
Europe’s “second economy” — primarily in agriculture, services, con-
struction and repair, and commerce — has received considerable
scholarly attention, and it is thought to have accounted for a large pro-

portion of citizen income in Hungary and other countries.’

A second instance of this occurs when tacit official tolerance becomes
explicit and legal, either through somewhat begrudging legal accep-
tance of “private plots,” as in the former Soviet Union, or when the
regime not only legalizes, but encourages such independent initiatives
in an effort to stimulate incomes and growth, as in China and Hungary
in the late 1970s and early 1980s. The distinctive feature of these activ-
ities is that they are formally separate from public enterprise (though
often interdependent with it) and are organized by households or part-
nerships. Well-documented examples include the rural “household”
(China) or “cooperative” (Hungary) sector of family-owned service,
transporation, manufacturing, and agricultural side-line enterprise,!
the sale or rental of public enterprise to private entrepreneurs in China,
enterprise work partnerships in Hungary,!! household in place of col-
lective farming in rural China and Poland, and the legalized urban pri-
vate service, commercial, and manufacturing (sometimes called “co-
operative”) sectors of Hungary,'? China,'® Poland,'* and the former
Soviet Union,'® mostly in the 1980s.
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A third instance is the opening up of national borders to foreign trade
and investment, through the creation of alternative sources of invest-
ment capital, bank credit, or channels for sales and supply (and thereby
of income). This opening can take place in a relatively centralized
fashion, with national monopolies under the direction of central plan-
ners standing between enterprises and the outside world (e.g., Poland
in the 1970s). Its political impact, however, will be greater to the extent
that these alternatives are directly available to localities, enterprises,
and households without mediation by planning agencies. Such alterna-
tives became most widespread in China in the 1980s, with the emer-
gence of a distinct sector of joint venture and foreign enterprise, often
but not always set in local “special economic zones.” These alternatives,
especially along the eastern coast, have penetrated deeply into urban
and rural economies, and have created lucrative new sources of income
for both public and private enterprise, and important new sources of
investment capital.!®

Political change through this type of departure from central planning
would be created through five distinct mechanisms. First, the sectors
themselves create alternative sources of income for the ordinary citi-
zens who participate in them, and they will thereby be less dependent
upon officials for the satisfaction of needs. Second, the sectors may
make superiors more dependent upon their subordinates for income or
career advancement. Third, the sectors may also create alternative
sources of revenue, capital, credit, or personal income for party offi-
cials themselves, and thereby make them less responsive to political
directives from their superiors, and reduce their incentive to monitor
and enforce political compliance with central party directives among
citizens. Fourth, these independent spheres of economic activity are
not subject to the surveillance and monitoring capacities that these
regimes build up through party organizations in public institutions.!”
And fifth, the alternative sources of income and opportunity — for both
officials and citizens — may lead to new group identities and interests
that conflict with those of their superiors. In the case of local officials
who partake of the new opportunities for revenue, credit, and income,
this may involve resistance to, and evasion of, more orthodox and con-
servative policy emanating from the center; in the case of citizens, it
may involve new conceptions of economic and political rights defined
in opposition to party officials and the state.!® Whatever the way in
which the political consequences make themselves felt, they shall be
more extensive the larger the independent sectors and the more lucra-
tive the incomes to be derived from them in comparison to the public
sector.
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Enterprise autonomy in the public sector

Departures of this type have become almost synonymous with “reform”
in a state socialist economy. They have been fitfully discussed, debated,
and implemented in a piecemeal fashion in almost all communist coun-
tries, beginning in the eastern bloc during the 1950s. In two countries —-
Hungary after 1968 and China after 1978 — they were implemented to
a significant degree over a sustained period, and brought about marked
changes in economic institutions.

“Enterprise reform” is intended to change the mechanisms of the cen-
trally planned economy, and through this change the environment of
the enterprise and the decisionmaking behavior of managers. In overall
conception, it comprises of four separate kinds of reform; in practice,
the mix and extent of each kind of reform varies considerably in each
nation’s experience. The first is commercial reform: an end or sharp
reduction to the purchasing monopoly of state commercial and plan-
ning agencies, and a reduction of guaranteed sales and supplies; the
introduction thereby of sales competition through variety and quality
of product; and the increasing determination of production decisions
by the demand of enterprises and individuals. The second is price
reform: a shift from prices set and readjusted by planning agencies to
variable prices determined autonomously by buyer and seller. The
third is financial reform: an end to state appropriation of enterprise
surpluses in favor of annual revenue contracts or altered systems of
taxation that allow enterprises firmer rights to increasing amounts of
their surpluses. Accordingly, working and investment capital shall be
allocated not through budgetary grants but through bank loans to be
repaid with interest. The fourth is wage reform: more flexibility in
enterprise wage bills; greater wage variation in response to enterprise
and individual productivity; reduced employment and welfare guaran-
tees and tightened labor discipline.

These reforms have been analyzed extensively, but almost exclusively
from a policy perspective: i.e., in what ways does implementation fall
short of the general principles of reform (it always does), what kinds of
organizational interests and systemic inertia causes implementation to
fall short, and have the changes implemented achieved their intended
effects on productivity and if not, why not?'° Perhaps because political
change is seen to flow largely from the first type of departure, this type
of reform has not usually been examined for its political consequences.
But they exist nonetheless, and may occur through several potential
mechanisms.



307

The first mechanism is that the managers of public enterprise are no
longer simply agents of their superiors expected to carry out detailed
production and political directives from above. New rules for the divi-
sion of revenues, and the creation of a strong enterprise interest in a
tavorable division, serves to create a class of enterprise managers who
conceive of their relations with their bureaucratic superiors increas-
ingly in financial terms. Careers are made, and promotions gained, not
by strict compliance with detailed directives from above regarding pro-
duction plans (from planning agencies) and political directives (from
party committees), but by managerial performance and active bar-
gaining over the terms of revenue division.?

A second mechanism is that enterprise managers, due to the changes
just enumerated, have a diminished incentive to enforce political com-
pliance and indoctrination that may be demanded by their political
superiors. This is true especially to the extent that this may require the
allocation of production time for meetings, or to the extent that favorit-
ism toward the politically loyal in pay and promotion may conflict with
standards of ability and performance. The gradual undercutting of po-
litical rewards serves to weaken the morale and discipline of the party
organization within the enterprise, and the systematic link between
loyalty and political rewards of an earlier era enters a period of
decline.”

A final mechanism is a change in labor relations toward an unorganized
pattern of conflict and bargaining over matters of pay. The shift away
from political rewards toward new forms of incentive pay leads logi-
cally toward more open contention over issues of pay, work rules, and
working conditions. Managers’ careers are now more closely tied to
financial performance, and this heightens their interest in increased
work effort. Workers’ job tenure remains protected by law or custom,
thereby making managers who are experiencing pressures to improve
performance more dependent upon workers for the supply of labor
internally, giving workers more leverage in bargaining strategies pre-
mised on soldiering or inattention to quality (or leaving the firm). The
increased bargaining leverage of employees creates wage pressures and
concessions that are perennially decried by reform-minded planners,
and they constitute a policy problem.?? However, this heightened pat-
tern of conflict and pressure from below serves further to reinforce
managerial orientations toward the interests of their own enterprise
rather than those of planning agencies or their political superiors.?3
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Changes in revenue flows: Fiscal reform

A third type of departure from central planning is in the ways that reve-
nues extracted from enterprises are distributed among levels of govern-
ment. In the traditional practice of central planning, revenues extracted
from enterprises flow into government coffers, and those revenues are
divided among levels of government through an annual process of
budgetary bargaining. Just as the financial reform of enterprises seeks
to provide an enterprise with an incentive to earn higher profits by
guaranteeing it rights to larger shares of increased profit, fiscal reform
is designed to give local governments both the incentive and means to
increase their revenue base by guaranteeing them the rights to larger
shares of increased revenues.

China’s fiscal system, for example, has moved from internal transfers of
profits and tax payments to new kinds of negotiated tax “responsibility
contracts,” thereby strengthening the rights of localities to income from
their assets, by limiting their revenue obligations to higher levels of
government.?* In many areas of the country, tax responsibility contracts
have been extended down to the level of the township (a level between
the county and the village). Responsibility for collecting taxes is dele-
gated to the government jurisdiction (which has also earned new rights
to add additional local taxes and levies of its own), and the jurisdiction
is obligated to turn over a quota of tax revenues to the level of govern-
ment above them. Revenues collected above that target level are shared
according to a variety of formulae, and in extreme cases are kept en-
tirely by the jurisdiction that collects them. In the same way that house-
hold contracting in agriculture reassigns rights to income from assets
downward to the peasant family, tax quota contracting reassigns rights
to income from assets downward to local governments.?

These departures from the fiscal practices of central planning create
political change in two ways. First, they weaken the fiscal leverage of
higher levels of government over lower levels of government by making
lower levels of government less dependent upon them for their reve-
nues. Second, they heighten the importance of local investment and
economic growth, in both the public and private sector, in the genera-
tion of revenue for local governments, and in so doing serve to orient
local officials away from compliance with bureaucratic superiors and
more toward those economic activities that enlarge their revenues.?®
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Changes induced directly in state structures

While much recent work on the transformation of communist regimes
has focused broadly upon the relationship between “state” and “soci-
ety” (i.e., between official and citizen), relationships between superiors
and subordinates within the party-state hierarchy are of equal theoreti-
cal importance. In many ways, officials within the party-state had fewer
comparable alternatives and were more carefully monitored than ordi-
nary citizens. Officials’ living standards were specified by rank accord-
ing to nomenklatura standards: salary, mode of transportation, housing
conditions, consumption patterns were all tied closely with rank.
Appointments and career advancement were screened carefully by
officials at the next higher level in the hierarchy. Political surveillance
and loyalty screening affected officials more acutely than ordinary citi-
zens; the mass campaign and purge served to reinforce this political
dependence by eliminating suspected deviants in highly public ways.
Official advancement depended upon fidelity and conformity in carry-
ing out the party’s political line. It was precisely this structure of de-
pendence and incentive that caused some of the greatest disasters of
communism ~ e.g. the false reporting of output and overprocurement
of grain that created the massive “collectivization famines” of 1929-33
in the Soviet Union?’ and of 1959-61 in China,?® or the escalating
search for, and elimination of, class enemies.”” These and other disas-
ters of communist rule were essentially phenomena of bureaucratic
overconformity.

It has long been noted that after the initial phase of communist rule,
purges and their associated uncertainties declined, and relations
among officials evolved into a more secure period of stable bureacratic
administration.®® While this reduced the insecurities that led to over-
conformity in the past, it did not greatly alter the dependence of offi-
cials upon their superiors for resources, evaluation, and career ad-
vancement. Departures from central planning served to alter these pat-
terns of dependence in four distinct ways, and in so doing ensured not
merely an end to overconforming bureaucratic responses, but in-
creasing difficulty by the center in controlling the behavior of their pre-
sumed agents in localities.

The first change is in the creation of firmer property rights of local
governments over their productive enterprises, especially with regard
to their operation and the income to be derived from them. This has
served to reduce local governmental dependence upon bureaucratic
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superiors for government revenue and investment funds. In years past,
assets developed by local authorities were subject to arbitrary expro-
priation by higher levels of government — that is, an arrogation of con-
trol rights and income rights by the higher level of government.*! In
China, the end of these arbitrary seizures of revenue and income bear-
ing property was accompanied by a more careful specification of the
local versus the state share of revenues collected from local enterprise.
These rights, in turn, gave rise to new monitoring and information
problems, as local officials were both agents of higher levels of govern-
ment and beneficiaries of increased local revenues. One symptom of
these monitoring problems is the rapid growth of extrabudgetary funds
— revenues collected from enterprises but not calculated into the reve-
nue base of local government budgets that is the basis for dividing reve-
nues between the locality and the state, a phenomenon that one scholar
appropriately terms a “second budget.”3?

The second change — related but not identical to the first — is in the
opening up of new sources of revenue that do not depend upon the lar-
gesse or permission of superiors. For local governments, these are to be
found not only in the new rights to revenue from public enterprise, but
also in the lucrative new sources of revenue to be derived from a rapid-
ly growing private sector, foreign or joint sector enterprise, or from
foreign investment and trade. One important manifestation of this is in
the use of public property — e.g., buildings or equipment — for essential-
ly “private” enterprise by state organizations.*> Another is found in the
selling of “political insurance” to firms in return for official designation
as a “collective” in return for larger payments to public coffers.>* For
managers of public enterprises, these are to be found in the opening of
“branch” or “collective” enterprises wholly owned by the public firm,
by establishing joint ventures, or by increasingly lucrative dealings
“outside the plan” either for products or materials.

A third change is in the creation of new sources of personal income,
whether officially designated as “corruption” or not. We have observed
this in the public officials who are made salaried partners of firms
without making investments,* in the large salaries earned by rural offi-
cials who head village “corporations,’*® in the officials who open their
own businesses as “cadre entrepreneurs,”*” in the reportedly wide-
spread official predation upon private enterprise for payoffs or
favors,®® in the rents extracted by public officials for the exercise of
their public duties in the realm of licensing and taxation of enterprise,
and in the payoffs received from foreign business people and investors
as a fee for official cooperation in facilitating local business operations.
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A fourth change, independent of the above, is the changing internal cri-
teria for advancement within the public bureaucracy. No longer can
local officials succeed in their jobs merely by carrying out detailed
directives from above. Increasingly, officials are assessed, rewarded,
and promoted by their bureaucratic superiors (or are retained in office)
for the creation of local prosperity.?® And this is something that re-
quires an enhanced orientation toward, and intimate involvement in,
economic transactions locally.

All of these changes serve to open up alternative sources of revenue,
income, and career advancement to officials outside of the hierarchies
of the party and the command economy. As party-state officials are less
dependent upon higher levels of government for these things, and more
dependent upon new economic activities emerging locally, officials
gradually become oriented more “downward” and less “upward” than
at any time in the past. Success for local officials — whether measured in
job performance, budgetary revenues, and local economic prosperity,
or personal income, is determined increasingly by local activities and
opportunities outside the traditional structures and practices of central
planning. The greater the departures and alternatives, the greater the
change in official orientation, and the weaker the claims of higher levels
of government.

Changes in the local political community

As local communities become increasingly autonomous from higher
levels of government through the processes I have just described, the
nature of power and authority in this “local sphere” (not to be confused
with the “public sphere” of a very different theory) begins to change in
important yet complex ways. In some respects and over some kinds of
activities, the power of officials clearly declines; yet clearly in other
important respects official power within localities survives and even
increases. In all cases, the exercise of official power changes in a quali-
tative fashion, in large part because local authority is based increasingly
on new kinds of resources, alliances, and bargaining, and is often sub-
ject to increased contestation and resistance.

There are at least five identifiable trends in the “local sphere,” all of
which appear to proceed at the same time. While in general it is impos-
sible to state which trend predominates, the question of which best
characterizes a locality or specific institutional setting is an empirical
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question. The first trend is the active creation of vertical alliances, or at
least enhanced mutual dependencies, between officials and entrepre-
neurs. The second is the trend toward “local state corporatism,” or the
consolidation of local industrial empires based on public ownership
and management.*® The third is the emergence of new forms of bar-
gaining around the enforcement of authority relationships. Within
public institutions, this is seen in new patterns of “hidden bargaining”
between managers and workers over questions of work and pay;* in
relations between officials and citizens this is seen in the complex tacit
negotiations employed in dealings between local officials and private
entrepreneurs over the enforcement of, and compliance with, tax and
other regulations.*? A fourth trend is the emergence of new forms of
collective contestation of authority and protest,** or the creation of
new kinds of collective group identities and antagonisms. And the fifth
trend is the formation of more institutionalized vessels for the expres-
sion of group sentiments or interests; for example, the formation of
new kinds of trade associations** or the rising role of organized reli-
gion in the community life of private entrepreneurs.

With the proliferation of the new phenomena outlined above — all of
which vary locally according to the extent and specific forms of depar-
tures from central planning — one simply cannot say whether local offi-
cials become “stronger” or “weaker” as a result of departures from cen-
tral planning under party rule. This kind of ambiguity and uncertainty
is quite evident in published writings that have faced the question head
on. Szelenyi*® originally argued that a shift toward market allocation
would serve to offset the inequalities introduced by the biases of
bureaucratic redistribution, yet later noted instead the emergence of a
“dual hierarchy” in which inequalities based on market and redistribu-
tive principles coexisted, with officials at the apex of both hierarchies.*S
Similarly, Nee has argued that the transition to the market erodes cadre
power and privilege,*” and serves to “redraw the boundary between
state and society” by freeing peasant entrepreneurs from official man-
agement.*® Yet under conditions of “partial reform” something quite
different may nonetheless occur, and instead a “cadre-entreprencur
elite”*® or “hybrid property forms” may emerge with local officials stilt
in charge.’® What can be concluded is that the local political communi-
ty can be transformed in striking ways and that local alliance building,
bargaining, and contestation increase to a degree not seen earlier in the
histories of these regimes. What cannot be concluded — based either on
existing research or even extrapolation from observed trends — is that
the dominant trend has been the emergence of horizontally based in-
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terests and associations that challenge the vertical alliances or corpo-
rate formations that have also been striking consequences of depar-
tures from central planning under party rule. This raises a question to
which 1 shall now turn — whether recent emphases on the revolt of
“society” against “the state” may have diverted attention from more
fundamental shifts among party-state officials and especially the defec-
tion of many officials to economic activities and alliances outside the
command economy.

Changes in the structure of state and society

How might we characterize the changes that the growth of economic
alternatives introduces into a communist polity? Since we began with a
stylized image of a hierarchically organized and internally disciplined
party state, let us specify in broader fashion the ways in which these
structures of state and society change.

First, note the ways in which the processes just analyzed contrast with
the ones specified in a wide range of recent writings about the emer-
gence of an autonomous and self-organized “civil society” or “public
sphere” out of the husk of totalitarian control. While this popular
notion is expressed in many different ways, it is always composed of a
cluster of attributes that are usually related to two concepts: 1) societal
“autonomy” ~ social, economic, or political activity that is independent
of and not effectively monitored or suppressed by party-state organs,
and 2) self-organization — citizen-initiated and citizen-organized activi-
ties. Studies in this genre usually describe in detail the growth of
various autonomous spheres, and treat them as a foundation for a sub-
terranean contest between “society” and the “state” in which ordinary
citizens are gradually able to widen their autonomy and push back
party-state control.

There is, to be sure, little agreement over when such a thing as a “genu-
ine” civil society has emerged, is emerging, or might emerge. There is
greatest agreement that from the onset of the Solidarity movement,
Poland had something that approximates what this term is meant to
convey’! There is less agreement that there was such a thing in
Hungary in the 1980s.52 Elsewhere, “civil society” appears only to
emerge relatively quickly, as part and parcel of a breakdown of or crisis
in the party, or only after its fall.>> And others are more impressed with
the marked absence of elements of a civil society not only on the eve of,
but affer the collapse of the party state.>*
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Despite these uncertainties, analyses of an emergent civil society usual-
ly imply two clear claims about the process of political change in a
communist regime: 1) that the structure of state and society changes
such that a relatively autonomous and self-organized “society” sepa-
rates itself from, and opposes itself to, such structures of the “state” as
the party and its public enterprises; and 2) that the key mechanism of
change is resistance and opposition by elements of “society” that serve
to roll back the power of the state. This latter mechanism is communi-
cated in a number of arresting epigrams: “the power of the power-
less,”>> “the weapons of the weak,”>® “the advantages of being atom-
ized,”% the “society with a strategy” — “antipolitics”*® and “the quiet
revolution from below.”>°

These two claims clearly do characterize genuine aspects of change in
some communist regimes; it is also clear that these aspects are more
prominent in some countries than in others. Equally evident, however,
is that these claims do not describe the only important structural
change that takes place or the only causal mechanism that fosters
change, and if we limit ourselves to this perspective, we will divert our
attention from certain central processes of change that are themselves
responsible for creating the conditions under which citizen resistance
becomes effective.

Let me illustrate briefly the ways in which our own analysis yields a dif-
ferent statement about the process of change than “civil society” ana-
lyses. A theorist of civil society would stress the emerging autonomy of
market-oriented enterprises and households from the “redistributive”
power of party officials. Along with wealth, power would gradually
shift to this relatively autonomous “societal” sphere vis-d-vis official-
dom. As power and wealth gradually shift to this autonomous econ-
omic sphere, “society” gains the resources with which to resist, and it
organizes itself to push further back the power of officials over the lives
of citizens, thereby gaining more resources, etc. More concretely, if we
were speaking of the emergence of a private sector in cities, we would
argue that political change occurs because of the increasing wealth,
political self-organization, and emergent demand-making by private
entrepreneurs.®® Note that the key causal mechanism here is fesistance
by ordinary citizens to official power.

In our view, this is indeed one path through which political change may
occur — but it is only one of several possible paths that may lead to the
same outcome. The analysis sketched in the first half of this essay sug-
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gests in addition a theoretical argument that works through the in-
terests and opportunities of local officials. As a separate and lucrative
private sector emerges, officials find both that these sectors are impor-
tant new sources of revenue (through rights to tax and impose levies)
and also of personal income (by extracting incomes from the regulative
powers of officials that affect the incomes of entrepreneurs). They
therefore turn away from former allegiances to bureaucratic superiors
in favor of new economic activities in their localities. In this account,
there emerges a growing autonomy of lower level officials vis-d-vis their
superiors in the national hierarchy; the mechanism of change is not
resistance by ordinary citizens to “the state,” but a shift in sources of
revenue and income for, and consequently the interests and orien-
tations of, the party’s agents.

My claim is not that the kinds of structural changes and causal mecha-
nisms inspired by questions about civil society are invalid or unimpor-
tant, but that citizen resistance — to the extent that it exists and is effec-
tive — is only part of a broader and more consequential set of changes
set into motion by departures from central planning under communist
party rule. To the extent that the kind of citizen resistance specified in
writings about civil society became widespread under party rule, it
required either a prior weakening of the internal discipline of the party
apparatus or a reduction in the incentive and capacity of local state
agents to monitor and sanction the political behavior of citizens. Eco-
nomic change can induce important changes in political institutions
directly, without the agency of citizen resistance, whether organized or
not. These changes, in turn, are essential preconditions for the emer-
gence of effective citizen resistance of the kind emphasized by theorists
of civil society.

Conclusion: Toward a focus on the processes of change

The perspective on institutional change offered here is designed in re-
sponse to one specific problem raised by the decline and fall of com-
munist party rule: how did the many long term trends now often seen as
causes of this decline actually bring about political change, especially
since these regimes for so long seemed to be relatively unshaken by
them? What processes served through time to make these regimes
more vulnerable to disruption from these causes? There are other cen-
tral questions which this perspective does not even attempt to address.
One is how the strategies and preferences of national leaders may
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change such that they decide to initiate change in their traditional polit-
ical and economic institutions: market-oriented reform, greatly to reign
in the use of political terror, or to experiment with new forms of politi-
cal openness and electoral democracy.®® Another is the question of
why the party’s monopoly of power finally ends when it does and the
way in which it does. This could include a separate range of theories
about rapid, sudden, or short-term changes in political institutions
quite different from the more gradual ones that I have attributed here
to departures from the practices of central planning.®* The changes I
examine in this essay serve to erode the political institutions of commu-
nism, thereby making them more vulnerable to subsequent rapid
changes in constitutional arrangements. But what form the end of the
party’s monopoly of power will take, and how long it will take, depends
only in part on the kinds of changes outlined here. The decline of
party-state capacity highlighted in this essay is compatible with a wide
range of final outcomes — coup, revolution, civil war, or even gradual
evolution toward a multi-party system. For this reason, and others,** I
wholeheartedly endorse the Szelenyis’ argument in this issue that the
collapse of 1989 was by no means inevitable.

In this essay 1 only trace the ways in which regime political capacity
may be undermined by certain departures from central planning. I do
not suggest that departures from central planning are the key “cause” of
political change in these regimes, because it is evident that the extent of
such departures under party rule has varied enormously. My central
message is different: I have sought to frame one of the central theoreti-
cal problems raised by the decline of communist regimes and to sug-
gest ways in which answers to this problem might successfully be pur-
sued. By sketching some ideas about how changes in economic institu-
tions alter patterns of dependence and the incentives or capacity to
monitor and sanction subordinate political behavior, I have tried to ela-
borate one process whereby the internal cohesion of these regimes may
erode and their heretofore formidable political control over the citizen-
ry weakened.

These mechanisms are in fact implicit in many existing analyses of poli-
tical change, both old and new. I suggest above that there is a long his-
tory of writing about development, modernization, economic per-
formance, and hidden bargaining in economic institutions that depend
implicitly upon institutional constraints on the party’s capacity to sanc-
tion politically relevant behavior. The constraints take the form either
of the economic costs incurred by poor individual or organizational
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performance, or of citizen resistance. In either case, the party’s capacity
to sanction politically relevant behavior is weakened. To the extent that
an explanation of institutional change relies solely upon variations in
sanctioning capacity (whether the reasoning works through functional
imperatives or informal bargaining) it is different from the one offered
here. Such explanations, in my estimation, will not be adequate without
simultaneous attention to variations in dependence and monitoring
capacity.

I also argue that writings about the emergence of civil society specify
one causal mechanism — resistance and bargaining — through which
change may take place. However, the theory of change implied does not
take into account changes induced directly into party-state institutions
that are not the result of prior resistance and which make citizen resis-
tance possible. The emergence of the much heralded struggle of “soci-
ety” against “the state” itself depends on a prior change in citizen
dependence and official capacity to monitor and sanction political
behavior; the activity of resistance alone is not sufficient to explain
change.

What distinguishes different explanations of change is not only the
secular trend, series of events, or “variable” that is designated as causal-
ly important. Just as important is the kind of process or mechanism
through which such trends or variables are thought to induce political
change. Many of us have responded to the challenge of explaining the
decline and fall of communist party rule primarily by staking out posi-
tions about which “factors” or “variables” — or combinations thereof —
are causally important. We need to devote equal attention to explicit
reasoning and evidence about the processes through which change is
presumed to occur.
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