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The most important message of Professor Coase’s approach is that economists
should think in a concrete way. Hence “the economics of Coase” should perhaps
be composed of pieces of concrete analysis which, when taken in their totality,
would show the role played by institutions in shaping the conditions under which
more abstract theoretical concepts must be applied. The world studied in this
paper, is that of the recent history and current state of Russian privatization.

The transition from the planned to a market economy from the property rights
point of view is conventionally seen as the task of replacing the rights to
resource use and income defined by hierarchical ranking with a legally well
—defined private property system with enforceable contracts. This approach

ignores the concrete reality of the Russian transition in which changes in
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governance structures of firms represent a cause as well as an effect of a
large—scale displacement of the existing institutional framework. More
specifically, a large-scale transfer of de facto property rights (defined as
residual control rights) from the top political leadership and bureaucrats to
coalitions comprised of SOEs management, middle-rank nomenklatura officials,
and the barons of the so—called “parallel economy” had occurred before the
collapse of the planned economy. The abolition of the communist party rule and
the dismantling of the Soviet Union just gave formal powers to where the real
power largely already was.

In this concrete reality, the issue of so—called “privatization” was
absolutely spurious to begin with. We show that the much—advertised voucher
privatization scheme actually served as a screening device for establishing
even firmer control over resources by limited groups of insiders.

It is often argued that formal titles to ownership are in fact irrelevant
in defining private property rights. In Russia, however, insider owners of
formerly state owned enterprises have almost no incentives to maximize the
value of assets which they actually own and pursue their efficient usage,
despite the fact that they enjoy exclusive rights to use or to decide on the
use of resources and receive income generated from usage. The main reasons
are to be found in historical path-dependence.

The first reason stems from the institutional structure of the transition
economy dominated by the parallel economy with extremely high transaction costs.
With the collapse of the former Soviet Union, the nationwide market crumbled
with it, torn apart by various large and small interest groups. The outcome
was a specific form of “monopolistic competition’, stemming not from
increasing returns to scale or consumers’ preference for variety, but from
market segmentation caused by high barriers to entry, often erected by informal
power structures.

The second reason comes from the nature of the choice facing insider owners
in their decision to switch from the parallel economy to producing competitive
output. This is basically an investment decision entailing large sunk costs,
and in the presence of unfettered opportunities for malfeasance and asset-
stripping open to insiders, it involves much more to induce them to make such
an investment than it would cost to induce new entry by genuine outsiders. The
situation is further complicated by the option value attached to waiting with
the investment decision under uncertainty.

Finally, some non—conventional incentive measures are proposed that could
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help break up the current institutional lock—in and pave the way toward a more
efficient governance structure. Those include a scheme involving the
commercialization of the government property rights enforcement mechanism. It
is also argued that a condition of utmost importance is the enhancement of the
democratic system and the implementation of a stable and credible reform
program even at the expense of outward radicalism.
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REEFREOT T ) AT A VAT THET 2 Z LICHEREBE L/, KEDFHHEIL,
REROBEY TH D,

Venue
The Twelfth World Congress of the International Economic Association is
scheduled to take place in Buenos Aires, on August 23-27, 1999, at the

invitation of the Association Argentina de Economia Politica.

The Programme Committee
The scientific preparation of the Congress is placed under the responsibility
of the IEA President, Professor Jacques Dréze, who is assisted by an

international Programme Committee.

The Organising Committee

The local arrangements for the Congress are in the hands of an Executive
Committee composed by:

Chairman: Enrique A. Bour (Univ. of Buenos Aires/FIEL)
(541)314-1990/314-0246 314-8648(fax) enrique@fiel.org. ar

Vice Chairman: Rolf R. Mantel (Univ. of San Andrés)

(541) 746-2608/746-5090 (fax) rrmantel@mail.retina.ar

Executive Secretary: Victor A. Beker (Univ. of Belgrano & University of Buenos

Aires)

(541)788-5400 beker@ub. edu. ar

XII Congress: Maria Graziani y Asociados (as from August 1lst, 1998)

(541) 328-7601/328-1511/394~7726/393-3437/393-3436 (fax) graziani@nat.com. ar
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Format
The Congress days will be devoted to parallel sessions of contributed papers
Submissions of papers are welcome in all areas of economics, including areas

of particular interest to the South American Continent.

Two other days will be devoted to invited lectures on:

- “Inequality in the World Today” arranged by Professor Richard Freeman
(Harvard, USA)

- “The Current State of Macroeconomics” arranged by Professor Jacques Dreze
(CORE, Belgium)

BAREFZRESMBEOEERND ., BROGHEMEND L 5 BREV LIV,
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