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fee l!ng~ as;ociated wit h this unexp!:iinable rnoveme111 s The very defi ni tion of ·non­
lllS! ll~tlo~s~ 1_ 1u makes clear tha1 they canno, be the bject of mvestigat ion r any type 
~f 5, ICl'.( , f'.v mq•urv •. As a com cquence, €\ll'ly/hing investigited by socia! scienc i an 
,nshtu110n - the r.ot1on loost!S 1ts d1s1i11c/J ve furce complet J 

The O_Pposite error of definition wou!d be to sti ck to closely 10 point 3 of tbe dictionaries 
defi~hon : . To_ ccns1der only the ~et of fu lly enumera1ed, empiricaily observe<l and 
d~s_c, 1bed inst1t L\t1ons as the c~ntent of this concept rn1sses any gene, ality, any Jurce oj 
au5/rac1tu11 necded for sc1ent?!1c research . • 

f'rvrn a modd-l,u;lJe,~ perspecri·.,e ,he norion of inst itutions must prove its usefuln .:ss 
and co m_e !o terrm wnh_ n:spect to rhe concept of 'social ent iry'. As argued elsewhere 
[Hanappi/Eggcr, 1994 J mst1tut1ons play a crucial role in the dcvelopment of techn,cal 
pro~ress and 111 th1s coniext we have labelled all institutional entities as 'social 
~nst1tut1on~• -_ To draw a :lear borderl ine between the definition put forward in this paper 
_ .. nd alternativ~ for~ulations_ I ~11: stick to_ th1s convent ion and call 'instituiions' in my 
a 11 dc1> ta 11 J 1r1g soc1a1 1n3111u11ons·. :>o, what 1s a soci~I mstitutiuon? 

First, social instirutions are dcviccs desig11ed by social <:ntilies 10 perform certain 
f,mctions . Firm~. use guilds and chambers of commercP. iis devk<-s, the worki!:g dass uses 
unions for ce11a111 aspects of the c!ass s:rnggle, the state uses a central bank to control 
:r.f1at:cn and exch~:1,;e rntcs. Diff~rcnt soCial cntities can use a C\Jnunon devit;c. t.g ü1e 
'Parity Commission' (Paritätische Kommission) in Austria has been used by thc: capitalist 
class and the working c!ass to regulate the wage-price system, similar socia; institutions 
in other countnes have been extensively explored by the french regulaticm schooP. Of 
course, thc saml! entity can use difterent devices to perfor m the same function ; c.g. thc 
s!ate might instali innovation agencies as well a ;; spt:~ia! iina11cial fa( ;lities to promote 
economic grm1-'th. 
lt is important to highlight that the di stinction between social entititics and social 
insti tutions is not compatib!e with the distinction between institutions and organizations 
pul for.vard by Douglas North: 'A crucial distinction in this study is made between 
institutions and organiz.ations. Like institutions, organi7..ations provide a structure to 
human mternc!ion. lndeed when we examine the costs that arise as a consequence of the 
ofthe institutional framework we see that they are result not only of tha , framework, but 
also of the organizations rhat have developed in consequence of that framework . 
Conceptually, what must be clearly differentiated are the rules from the players. The 
purpose of the rules (i .e . the ins1it11tions, H.H.) is t0 dcfine the way the game is played. 
But the objective of the team (i e . the organization, HH.) within rhat se t 0f rules is to 
w1n the game ... ' (North D., 1990, pp. 4-5]. Contra[)· to tlrnt s1ate111e11t, social 
institutions , as defined in thi s paper, may weil be players too. They are not just rule sets, 
sidc constraints 10 be met by 'organizations' optimizing thcir objecüve functions , they 
have their own objective functions , derived from the function(s) they have to perform for 
the social entities using them . Moreover, since social institutions in pursu it of their 
derived objective functions must be opcrated by human individuals, i.e. the smallcs! 
social entities, conOicts with the objective functions of the latter are unavoidablc. This is 

2 In particular Robert Bayer [Bayer, t995; Baycr/Juillard, 1992 ] has donc mayar work in t.his arca stressi 11 

particular thc innuencc or n;;tional rcgulatian rcgimes on lhc wage-grawth ne,us . 



th basir problem of burcaucra~y, a problem that hardly can be a<lressed in Nonh's 
(.;a t gories s w ill become evident below, lht: cor.cep: of socia! entit: is superior to the 
vague conccpt of 'organizaticn'. so that , despite he !a1gc bociy ofl itcrature based on this 
notion and widely tJsed m manage1r.en: schools, thc tenn might he discarded from 
scientific discu,sions wi d1out loss 

Seco11d, as soon as a sodal inst1tution ha:- been :nvoked by one 0 1 mon: sociai elil.ities 
and ha.~ sta.rted lo act as a player in lht: gam , it is rather l ard to distmguish this type of 
e111 ity from other social cnti1ies proper3 One- possibility evidently is to discovcr the 
deri ved nature of the objective fi 1ncrinn St)c.i,11 ~n~itie~ proper di:.\ hRv'= ~r:d~pende::! 

objecti\'e füncti ons, Lhis is rnther obvious for individuaJs. fä:~i.ilie,~. tribes and even firms 
and classe:,_: it needs sorne explanation for nntion states - unfortunately the latter goes 
heyond the scope of this papcr. On the one hand the hierarchy of soc.ial enti:ics is a 
hierachy of sizc: rnany smali soci,d e,i1 i1ies are elements of th ncxt !arger one; on the 
other hancl the inclusion of srnal!er entities in a common lwger one often needs 
considerab!e _po,.ver of cnt:: of the con::.:ti1 uP-nr.-: tn k~c:p dive.rging 0bjet:tivc fi..mcti-:•n; !n 
!iue: tht· hierarchy of social enlitits is ;; hiernrchy of power systems4 . This has important 
impiication, for ~ocial insti tutions· !f social institu tior1s aro:: devices of a social entity :hat 
ls e;,;tinguished, e.g. the G.D.R, Lhen they fade away too The dcath ofso<.:ial insiitutions 
as •,veil ;,s their binh usualiy ipdicates a restructuring process in the two hierarclues of 
social eniities. 
Dutir.g 5;uch a re'1n1c111ring rr()re~~ ~ pecu1,ar phenornenon n:!gh t occur: Seme cf the 
,ocial institutions once invoked by a social entity thal now is desiroyed do not vanish. 
Once their 'master entity' is gone, they are able to transfonn into social entities 
themselves, i.e. ent!ties \':ith 2:n ind t~penden!. objec.tivc fi.rnction. A good example is thc 
emergcncc ofnew stales, whic.h onr.c were administrative urüts of!arger states 

Third, and for rnodel-buiiJing mosi importam, the timing of restructuring phascs at least 
in prtncip!e can be measured by relative sh{fi.s of power indicators of the relevant social 
entities. Duc to the high connectivity o r power relations a sudden loss of power of a 
most powerful socia! entity, e g . the USSR, causes a strong disturbance of tlre whole 
y t"m !n those. pans of. the system where tensions ar~ alrcady high, thi:; disturb;;.nce . 

might be strong enough ,to "n.itiate a new local restructuring process killing other social 
entities, e.g. Yugoslavia. CSFR and GDR. To endogeni,e the rise and fail of social 
;nstitutior.s it is therefore necessary to tak a cl,)S(; lc.ok at tlie sysiem of sociai entities 
and in particular at the tensions lhey are ahle 111 neutraiiz.e . With some, in practice 
substantial, empirical input it should be able to construct variables that indicate when a 
social entiry enters the danger zone ofheavy restructuring. , 
On the other hand the ncw social insl:lutions emerging after the restn;cturing process 
need sociai entities that invoke lhem. E.g. a capital market in the fonner USSR will not 
emerge if the sociai entity entrepreneurs does not invoke it, because itself ex1sts only in 
embrionic form • social institutions cannot be iovented by free will hut have to be devices 

3 Jndeed i1J fH.anappiiEggcr. 1994] wc did not make 1his dis1Jnc11on, sincc wc 1hought 1ha1 for thc purposes of 

that papcr On(; could wcll lump lltc two types of entities 1ogciher in the notion of 'social institutions'·. 
4 In fEgger/Hanappi , 1995] we have showo how to formalize conu-adictions and relative siabiliry cf 

cc,untervailing forces. 



for soci~J .:ntiües. Clcarly this is a sta,,--ting point for the enhar.cernee; oftbe models oftfi t"' 
prev:ous chapter. 

So far not much was said about the often heard daim that the term 'institution' shnuld 
not orJy desigr.ate phenomena ofthe 'real , physical world' t,ut also habit~ c f thought. Onc 
of the godfathers of institutiona!isrn, Thorstein V cblen, cven thought that :t should be 
used anly for these. According to him institutions are 'set1led habits of thGught comn1-:1n 
to the generality o: men' f.Veblen, l919, p.239]. This exclt.:sive focus on hnbits ofthought 
cenainly i~ not in line with the mode],-bui!ding pcrspective expounded here, modcls ,an:ly 
inclu<le habits of thought of men - though they would badly need s:ome really intcrvening 
social instit.utions. Ncvertheless the wodd of information must not be neßlected when 

the analysis of the stmcture of social entities is a precondition for the understanding of 
infonnation flows and 'habits oftbought' . 
In a slightly milder definition GeoffHodgson foliows Veblen: 'We may define instin1lions 
in broad terrns. They refer to the commonly held pattems cf behaviour and habits of 
thought, of a routinized and durable nature, that are associate<l with people interacting in 
groups -:)r J?.rg'!r col!ecüves.' {Hodgscr-.., 1993, p.253]. /tgai.n.7 tbis i:; :1ot ·v.~hat has t"!i:en 
defined as social institution, import..ant quatifications as specificd above, are missing. lt 
might weil be reconciled with this definition to labet certain effects of sociai institutions 
on thc thought processes of the members of social entities „ but this would be an even 
worse misnomer than the currcnt one. 

CHAPTER 3: AUGMENTING ltfACRO-MODELS 

Return now to the problems of transforrnation modeis. From the eight states originally 
modelled orJy four survived the transformation process. ln retrospect the fate of the 
other four could easily be retold by augmented transformation models, which inctudc 
parameters oftension within a state. Tension can exist in terms of income differentials of 
different regions of a state•S, in terms of foreign attractors (e.g. the FRG), in tenns of 
ethnic or religious strains, and the like. And one can leam from these experiences to sec 
clearer what can be a disturbance initiating a break-up of a state. To evaluate all these 
questions it is necessary to take a look at the a„iual developments of the remaining 
countrics in a diagrarn like diagram 1. (Compare figures 2, 3, 4 and 5) 

For tnree of the four countiies the trajectories look 'like the ones expected - only 
R<Jmania has output fälling bcfore employment falls . 

5 See our attempts in [Egger/Hanappi, 19951, where we distinguish betweeo contradictions in lhe inforrnation 

spherc and contr.idictions in reality. 
6 This type of brr.akdown of a social entity has bcen modelled in IHanappi, 1993 f by tht, use of g,ame theorelic 

concepts. 
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Th special bchav:our of Rnmania per ps c.;;n be cxpl2Jn'Xl by the popu!ation policy of 
the Ceaucescu era., when high popu!ation gro,,vth was cnfonx-'d to qualift,, for 
international financiai hclp. ln such a casc grO\ ·ng employmem •~un weil bc accompanied 
by growing unernployment rales. 

lt is also interesting to see that Poland actually seems to rccover since 199 l , though only 
in terms of output Thi, probab)y also holds for Hunga,,i . '.Vhile there ur.fortunate!y is no 
ncw data for 92 and 93 in figure 3, ou:put seems to have started growing, while 
cmployment stays more or less constant7. In other words, as already suggcsted in earlier 
work, ?oland and Hungary seem to be in advance with their transforrnation, whi!e 
Bulgaria and Romania are lagging behind8. In any case recovcry only starts at a ver1 
slov, pac.c, with abnusl ,,u t:u,µluymi;;nl d'fects and pemianem wage-price pressures 
calling for permanent mom:tary reform. 

When looking for the timing of recovery, it is interesting to look at profitability and 
productivity of eccnomies as also visible in figure 1. The developmer:t of the 
profitabi!tity index described there, as weil as the productivity of thc economies under 
cvnsideration is sJiow-n in figun::: 6. 

What can be concluded from thc diat~ ams of these counmes is that 

- productivity and profitability more or less are parallel developments, 
- 1r, the n1ore f!dv~Lf1Ced ec0n1.n:n.ies (Hungary 2nd Pc!~'1d) the prc.5ti1.bi1:---y ~D.:!ex wa.s 

abo"e the µ,udui.:Livity i[}dex, whiie in the other two countries it was beiow. This seems 
to indicate that there is a structural advantage invo!ved in being more ,ransforme,d, 

- revovery seems to start witb profitabity rising a littie bit earlier tban productivity. This 
srrongly wouid support the view that profit driven cconomic action is tbe source of 
growth , 

- Romarüa will be ir. severe troub!e soon . 

Coming back to the question of the modelling of endogenous social institutions in 
macro-models of the transition of these countries, what has been leamed from the other 
countries has to be 'digested' . fn otber words, major tensions have to be listed and 
furrnulated in a way that can be operationalized. 

7 According to a 1able reprinted in [Horvath, 1995, p.4<ij industrial output did grow al a rate of 4.3% in \ 991. 
8 Note 1ha1 this difference is not found in thc transformalion index reccntly puh!ished by the EBRD as reportcd 
in [Sachs/Wamer, 1995, p,62) . Tue measurcs used there evidently arc loo cru~. 



The succes of such social institutions then could be measured by some new variables of 
the model, e.g. 'fitness in international division of labour' . On the other hand tensions 
could be included as weil. They typically appear as constraints·on the validity of certain 
equations. Two exarnples: a certain production function is only valid if the 
unemployment rate is less than a certain threshold, because otherwise there will be a 
major revolt (think of a.ro in [ 1] as a binary variable assuming only zero or unity); the 
aggregate model is only valid if income per capita in different sectors, which might also 
represent regions, differs less than a certain upper lirnit, because higher differences would 
lead to a split up of the social entity initiated by the more prosperous sector. As the last 
example shows, again the intemal and extemal power structure of social entities plays 
the central role when this condition is hurt. 

In this sense the most important deficiencies of MODEST-! concem the fact that the 
role of government as a provider of social institutions has been kept exogeneous. With 
regard to the above :-.a.."led three types of social institutions not only govemment income 
and expenditure but also a mode! of financial intermediarion must be included. 
Furthennore trade issues have only been treated as exogeneously given net exports. This 
igno.-cs the pivotal i.mportance of the fimess in the international division of labour. There 
should be an independant export function wbere a variable of this kind enters as an 
argument. Social i.nstitutions can then be used to increase this variable, i.e. adjust the 
national product rnix to international demands. Finally a set of constraints for the validity 
of this model can be brought into the pictures, remember the two examples above. 
Clearly these constraints need not be of a political or economic signicance, they can also 
be cf ecologicai nature, e.g. brown coal production in thee CSFR. The actions of the 
states pe.fonning the transfonnation should then be aimed at not hurting any of these 
conditions, evidently a policy simulation model would be of great help. 

COl./CLUSiON 

The construction of a model of the just mentioned kind is just on its way. 
Methodologica!ly it is just another macro-model with some more variables and lirr:.its für 
certain variables. Wr-.at differs a lot is its interpretation., which should allow for some 
hinls on possible power dynamics in the transformation econo.tn.ies. To be able to bring 
th.is füe into the equations ll is necessary to know the actuaJ power s1ructures in Eastem 
Europt-..an countries And this, perhaps, is the most difficult job of all. 

Given these empirical preconditions social institutions can be !T'.ade endogeneous. An 
issue that should not be surp1ising, since it is just lhe same story that is told mathematical 
and sirnulation form as in a verbal description - only more consequently and 
4uantitativeiy gpecified . But these advantages should be worth the exercise'. 
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