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A Path to Socialist Revolution

@ While the great divergence was taking place, why was it that all
countries didn't change their institutions in order to start to grow?

@ A simple idea | discussed is that some sets of institutions may not
generate economic growth but they do create huge rents for some
people.

@ Lack of institutional reform was also about the impact of institutional

reforms on political power. Incumbent regimes did not believe they
could change institutions and stay in power.

@ In fact economic institutions may be set to influence the distribution
of power.
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What Happened to the Railway in Sierra Leone?

@ At independence in 1961 the British handed power to Sir Milton
Margai and his Sierra Leone People’s Party (SLPP) which attracted
support primarily in Mendeland.

@ In 1967 the SLPP narrowly lost a hotly contested election to Siaka
Stevens' All Peoples Congress party (APC).

@ One of Stevens' first acts was to pull up the railroad to isolate and

undermine the economy of the East and the rural support for the
SLPP.

@ But this also crippled the coffee farmers.
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Institutional Reform and Power

@ There is evidence for similar phenomena in 19th century Russia.

o Gregory (1991) (Gregory, Paul R. (1991) “The Role of the State in
Promoting Economic Development: the Russian Case and its General
Implications,” in Richard Sylla and Gianni Toniolo eds, Patterns of
European Industrialization: The Nineteenth Century, Routledge, New
York) argues:

“Prior to the about face in the 1850’s, the Russian state feared
that industrialization and modernization would concentrate
revolution minded workers in cities, railways would give them
mobility, and education would create opposition to the
monarchy.”
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Before the Revolution

@ Following the disaster of the Crimean War between 1854 and 1856,
Russia began to modernize because it had become very backward
relative to Western Europe.

@ In 1861 the serfs were freed but they had to pay reparations and
communal land ownership still persisted. This only began to be
abolished with the Stolypin reforms after 1905.

@ A new judicial administration based on the French model was adopted
in 1864 and a new penal code and a greatly simplified system of civil
and criminal procedure was introduced. A new system of local
self-government was introduced for rural districts (also in 1864).
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@ These reforms seem to have had little impact on growth which started
in the 1890s under the impetus of state railroad construction, tariff
protection for industry, and a boom of wheat exports facilitated by
high world prices.

@ However, there was little structural change.

@ Moreover, as in the southern cone of Latin America, this model of
development seems to have led to rapidly increasing inequality.

@ Robert Allen argues this model could not lead to sustained growth
because (Robert Allen From Farm to Factory, p. 16)

“Tsarist Russia lacked the social, legal, and economic institutions
that theorists of economic growth have argued are prerequisites
for capitalists development.”
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Roots of Socialist Revolution

@ Barrington Moore (1966) proposed a seminal account of why different
countries experienced different ‘paths into the modern world.’

@ In Britain absolutism was weak, feudal relations in the countryside
collapsed and landowners became commercial farmers.

@ They found common interests with urban capitalist groups and this
led towards a joint attack on the powers of the monarchy,
parliamentarism and eventually democracy.

@ He suggested (p. 418)

“No Bourgeois, no democracy.”
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The Other Paths

o Not all countries followed the British path (Moore, p. 410)

“Broadly speaking there are two other possibilities. The
commercial impulse may be quite weak among the landed upper
classes. Where that happens, the result will be a survival of a
huge peasant mass that is at best a tremendous problem for
democracy and at worst the reservoir for a peasant revolution
leading to a communist dictatorship. The other possibility is that
the landed upper class will use a variety of political and social
levers to hold down a labor force on the land and make its
transition to commercial farming in this fashion, Combined with
a substantial amount of industrial growth, the result is likely to
be ... fascism.”

James A. Robinson (Harvard) The Emergence of Modern Economic Growt November 16, 2009 8 /22



RISSE

@ Certainly a place where the “commercial interest was quite weak
among the landed upper classes” and also where the bourgeoisie was
weak. Above | was suggesting that this was an endogenous outcomes
of a lack of desire of the monarchy to reform institutions to facilitate
capitalism.

@ Russian elite couldn't modernize in the 19th century without losing
their power. As Moore pointed out, Russian elites needed to control
the state to repress labor.

@ State made some concessions because of the threat of external
competition, but it took the October Revolution to lead to dramatic
institutional change.

@ Think of the Bolshevik Revolution as led by people with no vested
interest in the institutional status quo.
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The Two Other Paths

@ It should be clear that Moore's paths lack microfoundations.

@ In the Russian case could it be that the extra economic forms of
coercion prior to 1917 facilitated in some way the construction of
extra economic coercion after 1917, particularly after 19287 Is there a
connection between serfdom and collectivization?

@ Why, in Germany, did commercialization with repression and a weak
bourgeoisie lead to fascism? One argument seems to be that the
former combination requires a lot of repression to work, so society
becomes very ‘militarized’. Moreover, the weak bourgeoisie implies
that they lacked the power which had been claimed by the English
bourgeois in the 17th century. But how does this work exactly?
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The Rise of the Bolsheviks

@ Did the Bolshevik Revolution lead to a better set of economic
institutions?

o It led to a different set of institutions designed to redistribute income
and extract rents from peasants, but this was much more compatible
with industrial growth and industrialization than the previous
institutions.

@ Creation of collective farms, for example, argued to be a better way of
extracting food surpluses from peasants. Nothing to do with
ideological commitment to collective ownership of land.

@ This aim was driven by internal and external threat of the regime.

James A. Robinson (Harvard) The Emergence of Modern Economic Growt November 16, 2009 11 /22



Socialism as a Development Strategy

@ Allen tries to portray the decisions of Stalin as a sensible
industrialization strategy in a backward economy.

o Central planning of industry and collectivization resulted in rapid
growth: GDP growth rate between 1928 and 1940 was 5.3%.

@ Real structural change took place and the population rapidly
urbanized.

@ A demographic transition also took place.

@ Even though this initially led to a large fall in living standards after
1933 they began to rise and by the end of the 1930s were significantly
higher than at the start of the period. Allen argues that the fall was
due to the drop in agricultural output induced by the (unnecessary)
collectivization of agriculture and had nothing to do with the
industrialization strategy as such.

James A. Robinson (Harvard) The Emergence of Modern Economic Growt November 16, 2009 12 / 22





















Collectivized Agriculture

@ Was it really so inefficient?
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Productivity Growth

This slowed down after 1970.
Surplus labor vanished, so no reallocation effect.

Military build up meant resources for civilian R&D cut.

The system which was very good for catch-up, was not so useful
when the country was getting close to the technological “frontier”
(Acemoglu, Aghion and Zilibotti) when you need a different strategy.

@ The Soviet leadership misallocated resources by trying to re-tool out
of date factories (instead of letting them go bankrupt) and develop
Siberia.

@ Allen defends the national plans and particularly the huge investment
in capital goods industries.
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.Backwardness in Historical Perspective

“in a number of important historical instances industrialization
processes, when launched at length in a backward country,
showed considerable differences, as compared with more
advanced countries, not only with regard to the speed of
development but also with regard to the productive and
organizational structures of industry. Furthermore, these
differences in the speed and character of industrial development
were ... The result of application of institutional instruments for
which there was little or no counterpart in the established
industrial country. In addition, the intellectual climate within
which industrialization proceeded, its “spirit” or “ideology”
differed considerably.” Gerschenkron (1962, p. 7)
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“The industrialization of England had proceeded without any
substantial utilization of banking for long-term investment
purposes. The more gradual character of the process and the
more considerable accumulation of capital .. obviated the
pressure for developing any special institutional devices for the
provision of long-term capital to industry. By contrast, in a
relatively backward country capital is scarce and diffused, the
distrust of industrial activities is considerable, and there is a
great pressure for bigness ... To these should be added the
scarcity of entrepreneurial talent. ... It is the pressure of these
circumstances which essentially gave rise to the divergent
development of banking over large portions of the Continent as
against England.” (p. 14)
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Limits of the Strategy

“the use of such instruments must be regarded as specific, not to
backward countries in general, but rather to countries whose
backwardness does not exceed certain limits.” (pp. 14-15)

“it certainly cannot be generalized to the European continent as
a whole ... (1) because of the existence of certain backward
countries where no comparable features of industrial
development can be discovered and (2) because of the existence
of countries where the basic elements of backwardness appear in
such an accentuated form as to lead to the use of essentially
different institutional instruments of industrialization. Russia
may be considered the clearest instance of the second type of
country.” (p. 16)
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@ Gerschenkron then argues that in these circumstances the state
played a key role in making up for the lack of prerequisites (e.g., in
Russia in the 1890s and before the First World War).

@ Allen’s argument is just an extension of this line of thinking, but of
course it is quite radical in light of the post 1989 consensus that
Soviet industrialization was a big mistake.
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Interpreting Russia

@ The Allen/Gerschenkron thesis is very different from the political
economy approach. It suggests that Soviet industrialization etc. was
an efficient way to industrialize a backward economy.

@ But why would you expect Stalin or the Soviet system to adopt an
efficient economic policy? Stalin certainly wanted to industrialize the
economy and to make Russia into a world power, but it is very
unclear what political process suggests that Stalin's decisions would
have been efficient.

@ Indeed, recent work by historians on economic policy under Stalin
shows that what happened was driven far more by politics than some
efficient ideal. It seems more correct to argue that central planning
and collectivization was a way of industrializing which was consistent
with perpetuating the power of the Communist Party.
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How Stalinism Worked

A nice survey of some of this new work is by Paul Gregory and Mark

Harrison (2005, “Allocation under Dictatorship” Journal of Economic
Literature, September)

“This regime was indifferent to calculation, preoccupied with the
need to punish and deter its enemies, and bent on implementing
its decisions through a complex administrative hierarchy of
agents motivated by threats and punishments” (p. 724).

at the same time

“The archives dispel the pretence that principals and agents at
all levels of the hierarchy united to build socialism, share
information and forego private profit.” (pp. 726-727)
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Socialism as Patrimonialism

@ Harrison and Gregory (2005, p. 728) record

“While the Soviet Union was managed by decree there were few
formal stable rules; the rules that existed were subject to
override. Fresh guidelines were issued to plan each new year or
quarter, rather than carry over general planning rules. Ministries
operated without charters that spelled out corporate governance.
The few accounting and loan administration rules were easily
ignored with the tacit approval of Team Stalin; the enforcement
of financial targets and value-for-money was selective and
arbitrary. Rather than let the courts enforce legal interagency
agreements, Team Stalin allowed and encouraged “administrative
enforcement” through appeals to vertical superiors.”
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But Allen is not totally wrong

@ Stalinism did work to some extent, after all the Russians defeated the
Germans in World War Il and had the best tank, the best rockets and
invented the AK-47.

@ One reason it could do this is that dictatorships can repress
consumption (Hitler did this as well) in a way that it is difficult to do
in a market democracy.

@ This of course is quite close to the notion of bureaucratic
authoritarianism’ due to Guillermo O'Donnell in political science -
military dictatorships came to power in Argentina and Brazil in the
1960s to repress wages to foster capital investment and
industrialization.
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