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Abstract 


The results of policy advice given to countries in transition from centrally planned to market economies were a subject of strong controversy.  Transition problems created a crucial experiment for different economic schools, paradigms, or research programs.  In its practical applications to the problems of transition (and development) the new information paradigm was much more successful (in China) than the “Washington consensus” based on the old neoclassical paradigm (in Russia).  The new information paradigm had not only changed the answers to traditional economic questions; it has led to new questions being posed.  The information paradigm represents progress and growth of knowledge in economics, political science, and public administration. Markets cannot be efficient without a potential role for the government and NGO.  The political discourse of market versus government became outdated. The complementary approach of sharing power between public, private, and nonprofit sectors is more promising on both intellectual and practical levels.



D. Waldo, the fundamental thinker in American public administration and the former dean of the Maxwell School of Citizenship and Public Affairs of Syracuse University, wrote about interconnection between economics and public administration in the early 1980s: 

The impact of economic schools and theories – welfare economics, Keynesianism, monetarism, and public choice can be instanced – is both massive and subtle. For better or worse, the criteria of action in public administration are intimately entwined with the enterprise of economics.    . . . But as you know, in the past decade Economics has suffered considerable frustration and em​barrassment (1984, p. xl; 1980, p.175). 


However, his criticism of the public choice theory was not much of a positive heuristics. In the interview to his students D.Waldo said that “[his] own point of view has been, and is, that the Public Choice writers had some true and important things to say to us, but not nearly as true and important as they presumed. As I see it, there is little gain in replacing the “dogmas of centralization” with those of devolution, privatization, and private enterprise. I am perennially in the middle, or perhaps in a muddle, and I seek a path between the two extremes” (Brown, Brack E. S., 1986, p. 105).  


The discourse of market versus government was important in economics and in public administration for a long time.  The complementary approach of sharing power, – dubbed as that by D. Kettl (1993), – emerged in American public administration only in the 1990-s and was based on the case study methodology.  The development of a new information school and the paradigm change in economics more rigorously proved that markets cannot be efficient without a potential role for the government.  This progress in economics was associated with the market reforms in China and Russia and remains largely unnoticed in public administration. This paper attempts to address this gap. 


There is a very popular view that economic science was not ready for the problems of transition. In the words of J. van Brabant: “One of the most banal, and distressing, platitudes of the rapidly expanding inventory of discourses on transformation has been that economists, and other interested observers, know how a market, a centrally planned, or an administered economy functions, and how the transition from a market to a planned economy was accomplished; but they know next to nothing about undoing the planning environment …”  (1998, p. 130).  G. Roland also wrote about the “unpreparedness of the economics profession for the task of transition” after the fall of the Berlin Wall (2000, p. xxi, 1, 12). His Transition and Economics was perhaps the most comprehensive attempt ever made to explore their interconnection and was based largely on the “stylized fact” that transition policies have delivered “unexpected successes (China being the best example)” as well as “unexpected failures (Russia being one of the most spectacular ones)” (p. xviii). This discourse raises some questions. Was all economics really unprepared? Were the results unexpected?
The Rise of China 


Over the decade beginning in 1989, while China’s GDP nearly doubled, Russia’s GDP almost halve. At the beginning of the period, Russia’s GDP was more than twice that of China, at the end, it was a third smaller. This was not just by luck, Chinese folk wisdom, more favorable initial conditions, or statistical tricks, and Chinese economic science was definitely not inherently superior to Soviet economics. What economics puzzle was behind the Chinese “economic wonder”? In December 1980, at the meeting, sponsored by the National Academy of Sciences and the Chinese Academy of Social Sciences in Wingspreads, Wisconsin, two leading American economists, – K. Arrow and J. Stiglitz, – and a group of Sinologists discussed with Chinese economists and social scientists the strategy for reform after the failed “trial and error” approach and various economic experiments which often produced very controversial results in China (Stiglitz, 1994, 2000a). The new strategy was based largely on insights from a new information economics, or a new information-theoretical approach to economics (or, for short, information paradigm) (J. Stiglitz, 1994, p. 5). 


At the meeting in Wingspreads,  J. Stiglitz presented an early version of what after 14 years was transformed into Chapter 13 (“Asking the Right Questions: Theory and Evidence”) of Whither Socialism?. The following summer he visited Beijing. The Ministry of Finance of the People’s Republic of China was one of the sponsors of his research on problems of transition. 


Academically speculating, on the final design of the agricultural reform sporadically started in China in 1978, one cannot exclude the intellectual influence of the author of “Incentives and Risk Sharing in Sharecropping,” published in Review of Economic Studies in 1974. This ground breaking article made J. Stiglitz the acknowledged and leading theorist in agricultural reforms. It was J. Stiglitz who recommended the dual-track price liberalization in Chinese industry that, according to G. Roland and many other economists, was a central political-economic institution for the success of the Chinese reforms (Roland, 2000).


Not only was J. Stiglitz prepared for the challenge of transition as a leading economics theorist, but his interest in the problems of socialism actually extended back to graduate student days, when he had visited the Central School of Statistics in Warsaw to talk with Lange and Kalecki and their disciples.  As a result, he gained many insights into the theory and practice of socialism. J. Stiglitz made several visits to Hungary, Czechoslovakia, Romania, Russia, and China.  His intellectual contribution to the East European transition process began in April 1990. At that time, he presented his vision of the transition strategy at the Wicksel Lectures at the Stockholm School of Economics. The lectures were followed by seminars in Budapest (the Hungarian government also provided financial support for J. Stiglitz’s research on transition), Prague, and Rome. These materials were published for general readers only in 1994 as a book titled Whither Socialism?.  


M. Goldman, the associate director of the Davis Center for Russian Studies at Harvard University and professor of economics at Wellesley College, was one of the most respected Sovietologists (it is now better to say Russianologists). He was also very knowledgeable about the Chinese institutional landscape and economy. During his first visit to China in December 1979, Goldman was asked to deliver a series of lectures entitled “The U.S.S.R. in the year 2000.”  However, he came to realize that the audiences were really interested in China in the year 2000 if it continued to adhere to the Stalinist model.



Endeavoring to write a definitive history of how China has moved away from the Stalinist model, M. Goldman for some reason did not mention the Sino-American meeting in December 1980 and J.Stiglitz’s subsequent role as an adviser to Chinese economists and government officials. M. Goldman wrote as follows: 

Deng Xiaoping’s return in July 1977 and assumption of power in late 1978 was a critical precondition to the [agrarian] reform. . . .  Many aspects of the reform developed quite independently from one another. . . . Experiments in one part of the country often duplicated, but sometimes contradicted experiments being carried out in the other parts of it.          

. . . Given Deng Xiaoping’s pragmatic methods, it is unlikely that he was responding to any theoretical analysis or following any specific blueprint when implementing his urban [industrial] reform. In all probability, Deng and his protégés did what seemed logical to them and were not affected by the ideas of “some academic scribbler a few years back” 
 (1987, pp. 182, 181, 203). 


We could not find any J. Stiglitz’s works represented in publications featuring Chinese economists writing on reform policies either. Perhaps it became a forced tradition to reduce any foreign influence on Chinese economic thought.  The story told by M. Goldman about almost “simultaneous discoveries” by Soviet economist Evsei Liberman (in 1956) and the head of the Chinese Institute of Economics Sun Ye Fang (in the early 1960s) who had studied in the Soviet Union is very instructive in this sense. They both called for reducing the distortion created by the valovoi product or the gross output index and relying more on profit and individual incentives. 


Sun was considerably criticized in the mid 1960s and became subject to attack not just intellectually. However, beginning in 1977, Sun was rehabilitated and started to write and lecture again. At his speech in Sichuan Province on the need for a better incentive system, one member of the audience was Zhao Ziyang, then the head of Sichuan Province and later the prime minister of the country. In October 1978 Zhao began to implement a series of industrial reforms in Sichuan that closely resembled some of Sun’s proposals. The experiment was characterized by administrative decentralization and the devolution of decision-making power to enterprises including the right to retain part of the profit; to engage in production outside the state plan; to market over-plan output; to issue bonuses; and to hire and fire workers. Because the initial result was considered positive, this experiment was extended from an original 6 to 100 enterprises in Sichuan in 1979. By April 1980, the experiment was expanded nationwide to 16 percent of enterprises, accounting for 60 percent of China’s industrial output value and 70 percent of industrial profit (M. Goldman, 1987). However, as W. Zhang (who worked as an English interpreter for China’s leaders from 1983 to early 1988) wrote,

 
Excessive bonus and ‘investment fever’ soon spurred greater intra-sectoral imbalances that reached a crisis proportion. This alarmed many Chinese leaders, including Chen Yun
. In December 1980, Chen called for ‘re-centralizing’ the economy and putting ‘readjustment’ before ‘reform’ and virtually stopped Zhao’s experiment. Deng
 had to acquiesce [to] Chen’s authority in the economic field, as neither Deng nor his associates such as Zhao
 were then able to offer credible policy alternatives that could immediately stop the crisis” (Zhang, 2000, p. 40).


Was it only by a happy coincidence that the Wingspreads’ meeting occurred exactly in December 1980?  The key problems were not just economic incentives but centrally fixed prices themselves (many companies benefited from state-subsidized raw materials and made profit while others suffered losses due to low state prices for their products) and how to enter the market without crashing the plan. For W. Zhang there was no theoretical problem. In Transforming China, he described price reform only in evolutionary terms:


A debate had occurred in the early 1980s over what strategy should be adopted for price reform. The radical view favored price liberalization in one go; the conservative approach preferred continuous price adjustments. In 1985 a compromise was reached: a dual price system was to be introduced under which a product could have both a state-fixed price and a market price (p.16).  
The dual-track price liberalization was a genius solution suggested by J. Stiglitz.  He remembered:

     In the very early days of the reform, I participated in discussions with economists from China who were concerned about how one could figure out what the equilibrium prices were. They knew that the prices they had were wrong, but solving the requisite computable general equilibrium model was not viewed to be feasible, and the information that it might yield, given all the strong assumption that go into such a model, would probably be of limited value (1994, p. 305). 

  The dual-track system was implemented first in the oil sector by 1981 and then in all industries in 1984
. J. Stiglitz originally called this a two-tier system without mentioning his own mentoring role, he wrote:  

  In the early days of transition in China, there was a great deal of discussion about how they will know the correct prices. They recognized that they faced a huge general equilibrium problem. They knew that that the prices of many of their goods (including primary products, like coal) were far from equilibrium. They had – in my judgment, for good reason – little confidence that computable general equilibrium models would be of much help. They introduced a two-tire price system. Production over the basic quotas was sold in markets. In the first tire (the quota) prices remained set by government. In the second tier prices were flexible. They began provide good signals concerning scarcity. They operated at the margin, but there was not huge dislocation that might have occurred had all prices been instantly freed.  But the marginal prices provided information that enable further price reforms to proceed, to the point that in a few years the two-tier system was effectively replaced by a single, flexible price system (1994, p. 265).

    Mandatory delivery quotas and the quantities of plan-allocated inputs for each enterprise were frozen at existing levels. As long as they fulfilled their delivery quota, the enterprises were free to produce whatever they found profitable, sell their output on the free market, and retain profit. The economic incentives, – including a corruptive one when bureaucrats tried to move goods from a planned to a market tire, – worked in the same direction of economic development via the steady growth of the market share of the economy.

 
 
M. Goldman stated that Sun Ye Fang’s (or E. Liberman’s?) ideas were not the only intellectual source of China’s reforms.  The Chinese were interested in learning about reforms in Yugoslavia, Hungary, and Poland. Some Chinese specialists were sent to Eastern Europe.  China also invited specialists from Eastern Europe, such as W. Brus, who had been involved in economic planning in Poland and his student C. Lam. According to M. Goldman, both of them had a major impact on thinking in China, and  “ironically, the Chinese seemed to have implemented many of the East European ideas better than East Europeans had been able to do” (1987, p.204).


We cannot agree with M. Goldman here.  The critical reform ideas and the strategy for their implementation in China were more of American origin than they were from any other country.  Of course, this raises the question of whether economics has a nationality.  In any case, it would not be an exaggeration to say that J. Stiglitz became an American intellectual stepfather of the Chinese “economic wonder.” Among the world’s largest countries, China was hit the least by the global economic crisis. China’s economic growth rates (9.2% in 2009, and 10.3% in 2010) were the highest among all major countries of the world. China is expected to maintain its stable leadership in 2011 as well (9.6%).

Russia’s Decline

The collapse of the Soviet Union ended the Cold War. Although it has become politically incorrect to say so, one cannot deny that the West won. One of the reasons for this was the naivety of M. Gorbachev.  As Deng Xiaoping mentioned in 1990, “Gorbachev looks intelligent, but is in fact naïve.  If he lost his control of the Party, how could he control the country?” (Zwang, 2000, p. 193).  


The communist party played a central role in public administration and the economic system of the USSR.  In his research in “Changes in Soviet Economic Policy-Making in 1989 and 1990,” A. Aslund also surprisingly found:

Incredible as it may sound, Gorbachev had annihilated the central policy-making system without constructing any viable alternative, at the same time as the economic crisis was moving towards its peak. . . . He had not only failed to develop but also seemed disinterested in developing well-functioning democratic and confederative structures. Single-mindedly, he concentrated on reinforcing the presidency, while confusing everyone and avoiding any of vital decisions. His previous restructuring of policy-making institutions seemed to have become mere destruction. A broad popular opinion had long realized that the government was not capable of forming a viable economic policy (1991, pp. 112, 115-6).


In the final explanation of why he was not able to choose among dozens of often similar programs of transition to a market economy, M. Gorbachev blamed the West:

            By 1989–90 a sufficiently broad consensus emerged in support of a socially oriented market economy. In Houston in the summer of 1990, my message to the G7 (Group of Seven) laid out this conception and expressed the deter​mination of the Soviet leadership to put it into practice. The strategy of step-by-step movement to the market was subjected to sharp criticism. The West called for a “more decisive” approach. . . . their suggestions as to the tempo and methods of transition were astonishing (Klein & Pomer, 2001, p. xiv).

M. Gorbachev was a true believer in rewarding his new thinking with a “Marshall plan” for the Soviet Union involving hundreds of billion dollars in grants.  Was he not indeed naïve?

The Russian reformers had to begin in a severe economic and institutional crisis. In the direction of further institutional destruction, B. Yeltsin overcame M. Gorbachev.  The “Washington Consensus” of the U.S. Treasury Department and the International Monetary Fund (IMF) shaped Russia’s “big bang” economic course toward a market economy.  The package included   “shock therapy” price liberalization and budgetary austerity, the rapid privatization of state enterprises and other assets, immediate exposure of the country’s unprepared producers to foreign competition, and a minimal role for the government. The Russian “dream team” of young economist-reformers led by Y. Gaidar and B. Chubais supported it entirely as “the proven answers of economic theory and practice” (Hough, 2001, p. 1).  It was a great and terrible time of market romanticism and fundamentalism that revealed the first Russian president’s naivety too.  On October 28, 1991, B. Yeltsin declared to the Russian people:

A one-time changeover to market prices is a difficult and forced measure, but a necessary one. For approximately six month things will be worse for everyone, but then prices will fall, the consumer market will be filled with goods, and by the autumn of 1992 there will be economic stabilization and a gradual improvement in people’s lives (Nelson & Kuzes, 1995, p.3). 


Many academics including M. Goldman suggested that the “one-time changeover to market prices” was a serious mistake.  In January 1992, Y. Gaidar abolished state price control over all but a few products when most of the Russian industry, agriculture and services were still monopolistic and state-owned. The system did not have any supply elasticity potential.  Moreover, output diminished when prices rose.  The drop in production was not just due to cutbacks in the military industrial complex; the production of consumer goods also fell sharply. 


The Russian financial crisis in August 1998 introduced again not just new, but novel facts
 for supporters of the Washington Consensus and the neoclassical school in general: continued decline in output, high inflation, the fall of the ruble, a lack of fiscal revenues, the proliferation of organized crime, generalized asset diversion, and capital flight. 


C. Cox’s report titled “Russia’s Road to Corruption: How the Clinton Administration Exported Government Instead of Free Enterprise and Failed the Russian People” represented one of the most comprehensive criticisms of radical reforms in Russia in the 1990s.  In March 2000, Speaker of the House C. Cox charged the leadership of six committees of the House of Representatives with the task of assessing the results of U.S. policy toward Russia during the Yeltsin years. The report was published in September 2000. The democrats accused the authors of a partisan approach. 


However we think that, from one perspective, the political party could not be held responsible for the reigning at that time standard paradigm in economics, while from another perspective, involvement in Russian affairs had already begun during the G.H. Bush administration.  S. Cohen pointed out that the idea of “doing their thinking for them” had reemerged in the American mainstream in 1992, the first post-Soviet year and the last year of the G.H. Bush administration:

 In April, for instance, a special gathering of government, business, media, and academic representatives recommended that the United States and its allies “deeply and swiftly engage themselves in the process of transforming the political and economic orders of the former Soviet republics.” . . . But it was the Clinton administration that turned the missionary impulse into an official crusade – though, it should be emphasized, with enthusiastic Republican Party support in Congress (2001, p. 8).


As S. Cohen wrote, “even prior to the Clinton administration American missionaries had already assigned to the IMF a primary organizational role in the crusade as the ‘only one in the world that has a relatively clear view of how Russia can most effectively reform its economy’” (2001, p. 9, p. 280). 

In the aftermath of the East Asian financial crisis the Washington consensus was increasingly under attack. J. Stiglitz criticized the IMF’s conditions for bailing out East Asia, which imposed stringent stabilization measures, inducing a severe recession, and called for a “post-Washington consensus” (Stiglitz, 1998). “Perhaps unfortunately for the countries in transition, the East Asian crisis and along with it the reconsideration of standard stabilization policies came too late to offer an alternative policy mix,” regretted M. Lavigne (199, p. 161). However, the “post-Washington consensus” is nothing more or less than the application of ideas from the information paradigm to the problem of transition and development. As you may remember, for China, this application had begun long before, in December 1980. 


J. Stiglitz conducted an analysis of Russian failures from theoretical economic perspectives in his keynote address to the World Bank Annual Bank Conference on Development Economics, Washington, D.C., April 28-30, 1999. The address represented only his personal views (he was chief economist and senior vice president of the bank) and was entitled "Whither Reform? Ten Years of the Transition." J. Stiglitz told nothing about the Wingspreads meeting and his own role, but he contrasted the miserable Russian experience in the 1990s with “the enormous success of China, which created its own path of transition (rather than just using a ‘blueprint’ or ‘recipe’ from western advisors)” (1999, p. 3). 


This sounded in fact “hypocritically”. Many ideas of “Whither Reform?” referred to J. Stiglitz’s presentations to Chinese and East European audiences in December 1980 and April 1990, respectively. Time and practice have proven the validity of these ideas and refuted the hypotheses and recommendations from the competing traditional paradigm. For instance, hopes that privatization would lead to restructuring by the market have been widely disappointed:

One fundamental error (similar to one which we have encountered in the past couple years in East Asia) is a failure to distinguish between what is required in the case of restructuring a single firm within a well functioning economy, and restructuring virtually an entire economy, or at least the manufacturing sector of an economy (Stiglitz, 1999, p. 15).


 J. Stiglitz emphasized that the blitzkrieg, shock-therapy approach of the Washington consensus regarding changing institutions is associated with Jacobinism in the French Revolution and (ironically) with Bolshevism in the Russian Revolution.  We should not belittle the issue by seeing it only as an intellectual question of overlooking new insights of information economics, misunderstanding the foundations of a market economy, and blind reliance on reform models based on conventional neoclassical economics:


One deeper origin of what became known as the “shock therapy” approach to transition was moral fervor and triumphialism left over from the Cold War. Some economic cold-warriors seemed to have seen themselves on a mission to level the “evil” institutions of communism and to socially engineer in their place (using the right textbooks this time) the new, clean, and pure “textbook institutions” of a private property market economy. From this cold-war perspective, those who showed any sympathy to transitional forms that have evolved out of the communist past and still bore traces of that evolution must themselves be guilty of “communist sympathies.” Only a blitzkrieg approach during the “window of opportunity” provided by the “fog of transition” would get the changes made before the population had a chance to organize to protect its previous vested interests (1999, pp. 2, 22-3).


Twenty years ago Russians were sent ‘into the market’, and today they live in a primitive comprador-style capitalism.  Allegedly, there are two economies and two Russias.  According to a study conducted by the Institute of the General Population Social and Economic Challenges of the Russian Academy of Science, the population of the first Russia, which is no more than 15% of the country’s population, accumulated approximately 85% of all savings, 92% of property income, and 96% of all money domestic currency spent to buy foreign exchange.
 There is a new class of large private owners, who so far have been hampering or, at best, have been only weakly encouraging social progress in Russia.  This kind of ‘elite’ has long lost its national identity: it keeps money offshore, educates children in Britain, adores Florida, and views Russia as a ‘hunting ground’.

The Contest of Paradigms  


The transition from socialism to capitalism, or more precisely, from centrally planned to market economies, affected the lives of about 1.65 billion people in 30 countries.  It was one of the most important economic events of the twentieth century, along with the socialist experiment and the Great Depression.  The varied experiences of the countries going through the process of transition provided a rich opportunity for researchers both to understand the process of reforms and to gain insights into economics and the workings of economies.  The transition problems provided a “crucial experiment” for different economic schools, paradigms, or scientific research programs (Kuhn, 1996; Lakatos, 1970).


From an academic perspective, comparing the results of economic policies derived from the two different and competing paradigms, one should take in consideration that economic shock therapy in Russia was not implemented consistently.  Off-budget subsidies to state enterprises were often a factor.  The major question, however, is whether, at one extreme, the government intervention destroyed an excellent economic program that would otherwise have been successful, –  or whether, at the other extreme, government intervention was a desperate attempt to ward off the utter disaster that the economic program itself would have produced. 

J. Hough’s answer to these questions lied in an examination of the ways in which the incentives established by the economic program actually functioned.  The answer was not in favor of the old consensus or standard paradigm: “The pure neoliberal model would not be tolerated anywhere, certainly not in the United States, and real market incentive structures vary with time and place” (2001, p. 13).  


G. Roland wanted to “make research on transition better known and recognized in the academic community by showing that the policy issues of transition … have raised new questions for economics and generated serious and innovative research that is relevant beyond transition itself” (Roland, 2000 p. xxvii). However, he did not even mention the most relevant work on the problem – Whither Socialism?.  Rather than contrasting the old neoclassical paradigm, the “Washington consensus” and the “big bang” strategy in Russia with the information paradigm and post-Washington consensus, G. Roland turned his attention to the “evolutionary-institutionalist perspective” in economics, which was proposed and developed only after transition.  J. Stiglitz commented on the evolutionary approach in general a decade before:

Of course, if evolutionary forces “naturally” led to desirable outcomes (whatever that might mean), then the economist’s task would be simple one: to observe and comment on the process. But as economists, we are called upon to analyze a variety of proposed changes in policies and insti​tutions. As our tools of analysis have improved, we are in a better position to ask of any proposed change, what are its effects? In evolutionary terms we can ask, is it likely to survive? We are even in position of engaging in social engineering, of asking, can we design institutions or policy reforms that are likely to be welfare improving, or, again in evolutionary terms, that are likely to have survival value? (1994, p. 277).


The crucial experiment furnished by the problems of transition was very important. The information paradigm and new information economics were more successful than the standard economic paradigm in terms of other empirical applications, theoretical explanations, and predictions. The resulting change in the worldview of many economists was so profound that the break with the past was defined as an intellectual revolution (Stiglitz, 2000) or “revolution in, or more exactly, around economics” (Fine, 2001).


We think that this continuous “paradigm shift” in economics represented a historical and logical process of building a new paradigm that preserve, when possible, the links with the old economic orthodoxy.  After all, as J. Stiglitz (1994) remarked, the building of a new paradigm was a slow process.  The information revolution in economics was not an instant or personal discovery of one economist but was instead quite a lengthy process involving the collective work of dozens of bright economists from the economic mainstream, with the helpful influence of their colleagues and competitors from other economic schools.  There are many former neoclassicists, now “informationists,” who have developed new models, theories, and taxonomies for discovering novel and rediscovering old economic facts, and for building a new central “hard core” of economics. J. Stiglitz played the leading and integrating role in this process of “extraordinary science.”  He, more than anybody else, provided intellectual glue for the new information economics. 


Historically and logically, the standard competitive paradigm represents a simpler, narrower, and more restrictive version of the new economic paradigm.  The new information paradigm is broader, or in Popper’s words, it is a “better and roomier theoretical framework” that relaxes many fundamental assumptions associated with traditional economic thinking (Popper, 1970, p. 56).  However, we think that the repeal of the old universal economic laws and fundamental theorems (supply and demand, single price, price equals marginal cost, or the “invisible hand” theorem), and reformulation of basic conceptual definitions (market equilibrium, price-quality dependency) is only a denial of their historical (for all times) and logical (in all contingencies) generality; it does not prove the unscientific or mythical character of traditional economics as  J. Stiglitz sometimes very patiently did. The situation in modern economics strikingly resembles Kuhn’s (1996) eloquently expressed and well-known example of the Newton-Einstein theoretical contraposition in physics.


The new information economics has placed in the center of economic analysis the problems of optimization in terms not only quantity but also quality.  Quality may influence price, but paradoxically at first, price may define quality as well.  This “perceptual switch” in our fundamental economic view of quality/price causality – from quality-price to price-quality – matches perfectly with the view of the famous duck-rabbit revolutions
 as changes in worldview from Kuhn’s legacy.  Amusingly, this 180-degree revolution of the economic Gestalt building made possible the greatest intellectual revolution in economic science.


The information paradigm represents the progress and growth of knowledge in economics.  In its practical applications, the information paradigm was much more successful than the old standard paradigm.  The information paradigm, beyond a wealth of specific results, has changed the way we think about the modern economy and economics:

· The key question is one of dynamics: how the economy adapts to new information, creates new knowledge, and how that knowledge is disseminated, absorbed, and used throughout the economy.

· There are many dimensions to knowledge and information beyond scarcity – knowledge about new products and processes; information about individual’s ability and performance, or about the likely returns to different securities.

· Information that is relevant to economic actors is conveyed not just by prices, but by a host of other variables, including actions of individuals and firms, and quantities (e.g., inventories).

· The information that is conveyed by prices is not just related to scarcity.

· Individuals and firms recognized both that prices convey information other than about scarcity (e.g. about quality) and that their own actions convey information to others. This affects their behavior in a myriad of ways – but most important for standard economic theory, their behavior in many circumstances may not be well described by the standard theory of the firm and household behavior.

· Correspondingly, many of the standard results do not, in general, hold: the market economy is not in general constrained Pareto efficient; the distribution of income matters, e.g., for whether the economy is Pareto efficient, that issues of distribution and efficiency cannot be separated; equilibrium may be characterized by supply differing from demand (e.g., credit rationing, unemployment). Moreover, while much of conventional economics was developed under the hypothesis of convexity of production set and preferences (based on diminishing returns), nonconvexities are pervasive in modern economy.      

· But information economics has gone beyond simply destroying old results; it has provided explanation for phenomena and institutions for which the standard theory provides no explanation.

· Market forces also create the incentive to make noise, which induces price dispersions, or which induces managers to undertake activities that obfuscate information (thereby increasing their own rents) (Stiglitz, 2000, p. 1468).

The new paradigm and the post-Washington consensus are friendly to the government and social institutions.  Markets cannot be efficient without a potential role for the government and NGO. The discourse of market versus government became outdated. The complementary approach of sharing power, – dubbed as that in public administration by D. Kettl (1993),– between public, private, and nonprofit sectors is more promising on both intellectual and practical levels.
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