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Introduction

The term “the Third World” may have already lost its significance in economics. In spite of the fact that the number of developing countries has been growing, the countries in this category seem to have difficulty in forming solidarity among themselves under the definition of “the Third World” and their own common development strategy has not been well manifested.  Moreover, the developing countries under the definition of “the Third World” have been drastically changing in advance of the transformation that occurred in the socialist countries. The changes in the Third World have strongly influenced on the socialist transformation and in turn the transformation has an impact on the development strategy after 1990s. In this paper, I will analyze the impact of the Russian transformation on the Third World, the evolution of the Third World in the period of the transformation, and factors involved in the changing of developmental strategy, based on the dynamics of the developing economies. I believe a comparison of Russia and the developing countries will characterize the Russian transformation itself.
1. Precondition of Changes
Energy, technology and markets may be regarded as key moments of the drastic changes in the Third World and the socialist system in 1970s and 80s. Among them, the first oil crisis have brought the developing countries to the continuous imbalance of international payments and led to a polarization between different developing countries. At first, polarization appeared between oil-producing and non-oil-producing, and after that in contrast with a part of middle income countries which grew their shift to the export oriented industrialization, low income countries aggravated their economic backwardness due to a decline of export prices of primary products and a failure of development strategies in 1980s. Asian NIEs and ASEAN were part of the successfully developing group, and Sub-Saharan African countries occupied the opposite pole. The Soviet Union was not free from the drastic changes.
Debts of developing economies worsened at the end of 1970s, when the long term interest rate grew (Strange, 1986). The debt crisis changed the development policy makers. In the 1980s, the IMF and the World Bank led the development policy and their concept was revealed in the structural adjustment policy based on neo-liberalism with stabilization, liberalization and privatisation where cross-conditionality for the revision of the economic policy and the local institutions was regarded as conditions for granting credits. Prior to the Russian transformation, default on financial obligations made the Third World to accept the conditionality in exchange with the financial aid. Although after 1989, the IMF has played a main role in the assistance of market transition to the former Soviet Union and Eastern Europe, it was the natural process of the international financial environment that the economic adjustment program of the IMF has become conditional for transition economies.
2. Impact of Transformation: Case of Asia

Generally speaking, the Asian developing countries were grounded on dirigisme, planned economy, immature market mechanisms, and the government interference. The habitual economy and politics were dominant, and some of them introduced the Soviet type economic regime as a result of mounting movement of liberalization backed by the colonial memories. Therefore, the market oriented policy entailed the transition of the economic regime, and this target was prevailing over all the Asian developing countries. This measure, however, was suited only to middle income countries where market economy already developed to a certain degree, and disparity among developing countries became even wider. In addition, the Asian developing countries have been strongly influenced from so-called flying geese model or catching-up industrialization. Japan achieved high economic growth in 1950-60s, and Asian NIEs and some countries of ASEAN grew in the 1970-80s. In the 1990s, China and Vietnam showed high growth, and many Asian countries looked to follow on with higher economic growth. Thus, in Asia, the socialist development model could not occupy a single development model at all. Moreover, the Anglo-American western model also could not become the alternative of the development model, and the specific catch-up model has been adopted, while it is often criticized as crony capitalism based on the state intervention and intimate network of state and business.

Under the above changes, the fall of USSR and CMEA did not remarkably affect the developing Asian countries. They shifted the economic policy from the mid-1980’s onward economic policy once based on the development of autocracy towards a much more liberal economic policy, and strengthened their economies through foreign direct investment (FDI), international finance and enlarged interdependence. In Asia, developmentalism became the cornerstone of the economic policy, and external (change of the US policy) and domestic (nationalism) conditions brought about the developmentalism. Neo-developmentalism in 1980s included not only promotion of export industry but also the centralized mobilization policy, and then the growth ideology harmonized with liberalism ideology (Suehiro, 2000).

India followed the path of socialist type development, but a failure of import substitution industrialization led India to modest liberal reforms from 1980s. As the aid from the Soviet Union was not large, the credit provided by the IMF, the World Bank and the developed countries minimized the shock.

Vietnam heavily depended on USSR and CMEA (import subsidies and export quota), and ought to be shocked at the transformation. However, foreign trade with the western countries and an inflow of FDI have offset all the shocks. The IMF promoted economic reform, the so-called Doi Moi. The economic policy reform ‘Doi Moi’ was mixed economy and it was regarded as an attempt to integrate the backward developing country Vietnam into the capitalist economic system. The economic reform of Doi Moi and the introduction of foreign capital not only minimized all shocks, but transformed the development strategy in Vietnam.
The following factors functioned to marginalize the shock of the Russian transformation. First, the socialist model had lost its confidence to the development policy prior to the transformation. Secondly, due to the cumulative heavy debts, the IMF and the World Bank started playing the leading role in offering financial assistance, and Asian countries accepted the conditionality in exchange for assistance. Thirdly, in 1980s, almost all of the Asian developing countries changed their foreign trade structure towards export oriented model and strengthened their interdependence within the Asia-Pacific Area. The flying geese model in Asia also may substitute the socialist industrialization ideology.
3. Impact of Transformation: Case of Africa
Compared with Asian countries, the impact of the Russian transformation was larger for African countries, which had accepted the economic assistance, the development model, and the control regime from the Soviet Union. In the mid-1980s, in Africa, the political situation drastically changed. The internal and external factors influenced on this process. The transformation inevitably affected democratization. The end of cold war reduced the strategic importance of Africa. However, the impact of the developed countries and the international organizations included not only economic conditionality but also political conditionality. USA demanded democracy for financial support. The European countries also took a hard line for the assistance, and oppression to human rights became an important reason to suspend it. Thus, in African developing countries, nobody could ignore the external pressure. In addition, the World Bank and the IMF requested the ‘Good governance’ for the assistance. Democratization, however, was not advantageous to the economic reform. In Africa, they lacked the social foundations for a democratic system; ‘tribalism’ and habitual social bonds (patrimonial) like patron-client relationships determined the traditional society. Moreover, the dependence on ODA (Official Development Assistance) was extraordinarily high in Africa.
Many African countries depended on ODA, and the state expenditure had a major position in the economy. As ODA increased rents, rent-seeking and corruption could not be avoided. Unlike Asian countries, African countries had strong tribalism, and rents were liable to specific interests groups (elites) and consequently public policy was easily concentrated in specific regions (Takahashi, 1998). In short, under the heavy dependence of the external environment, the disappearance of assistance from the USSR had actual economic effects.
4. Meanings of Transformation: Triple Transformation
Seen from the Third World, the transformation seems to include symmetrical meanings for developing countries. And, both cases highlighted the initial local conditions, which are also important in the transformation of the state socialism.

On the one hand, the East Asian socialist economies and developing economies fully accepted advice from international organizations and adopted local-oriented measures through trial and error. Some of the Asian NIEs and ASEAN countries adapted themselves selectively to the international conditionality. In this case, conditionality bound soft. Their industrial policy combined with liberal values resulted high economic growth.
On the other hand, in Africa, recommendations from the international organizations were linked with democratization and suspension of assistance by political conditionality made the economic policy inefficient. However, it could not change the local condition and in turn local conditions made the policy ineffective. This case may be regarded as similar to the Russian transformation with hard conditionality.

The consequences of the transformation have given suggestion for the developing countries as follows: 1) Initial conditions and tradition have strongly functioned in the transformation, and they have dual roles. They have become a barrier for marketisation, and they may guarantee the social stability in the short and middle term. 2) The emphasis on the local society and embeddedness has raised the East Asian economic model different from the global model. The central government has some degree of authority and industrial policy and income redistribution policy have been put into effect.

A comparison of the transformation among Russia, China and Vietnam has clarified that the transformation does not simply mean marketisation. The transformation of the socialist economy and the habitual (traditional) economy in East Asia included the triple transformation. The first transformation is modernization from underdevelopment, and self-support family management transforms into the modern industrial economy. The second is system transformation from the socialist planned economy to the capitalist market economy, which in a narrow sense of the word indicates the transformation. The third may be regarded as the social transformation of the welfare state.

Development economics means the transformation was from the traditional economy to the market economy. In China, modernization took place first, and after 1994 was followed by marketisation. In Vietnam, marketisation (state owned enterprises’ reform) started in its early stage of reform, but the modernization process was more modest than China. Between both countries, we can observe the following differences: the role of the governments, non-agricultural activity within the villages, saving rates and the role of foreign investments, and others. Both countries go to the same direction with different path (Kato, 2005).
Russia had already achieved modernization prior to the transformation. In contrast to Russia, China and Vietnam have two targets (marketisation and modernization) in common, and development is an inevitable task for both countries. Moreover, Russia’s marketisation is not so large, in comparison with China and Vietnam, because of a strong state sector in the energy and resources sector. Therefore, the three countries are hugely different from one another in the two indicators. Russia has its own evolution process.
Moreover, a comparison of three countries has revealed the third aspect of the transformation, which relate to the social dimension. As far as the socialist system may be regarded as a type of the welfare state, and as far as the transformation means redistribution of the state functions in the society, we may characterize the transformation as the transfer from the socialist welfare provision to the market one. At the same time, as in the Soviet period the enterprises had provided the welfare, the transformation may be regarded as a change of the provider to the local community and the market. According to Human development index (UNDP, 2006), Russia has a relative advantage position, and China and Vietnam have lagged behind Russia, though they also improved their situation.
5. International Aspect of Transformation
The evolution in the Third World suggests that all the transformation processes are inevitably connected with the international division of labour and the regional economic integration. Regionalism, regional integration and globalization have functioned as a driving force of the transformation. The second half of 1980s (EU, NAFTA, APEC and others) overlapped the second wave of regionalism. The transformation has intensified the economic integration, forming the dense linkage of the values and policy convergence. In this sense, transformation may be regarded as four-fold transformation. Under globalization and wide regional integration, various kinds of sub-regional integration have been stratified, and sub-regional integration has played a role in substituting the globalization effects. Sub-regional integration has caused a chain reaction. At the end, regional integration has spread through a learning process and imitation, and has locked-in the effect of institutions (Yamamoto, 1997).
In particular, FDI has a specific role for the regional interdependence and the regional division of labour, and it sufficiently made up for the transformation shock. The East Asian transformation has been based on FDI, multinationals, and participation in the international economic integration. The role of FDI in East Asia is remarkably bigger than that in Russia, and it functions as the trinity measure for capital formation, technological transfer, and modernizing management. In the late 1980s, FDI in Asia was a long-term fund, and it supported stable economic growth. ASEAN-4 deregulated foreign currency restrictions, and took positive action towards the introduction of foreign capital using investment, advantageous tax and so on. A strong yen brought about by the 1985 Plaza agreement also stimulated the local production of Japanese enterprises through FDI. FDI shifted its direction from ASEAN to China and Vietnam, and it showed the chain effects.
   The regional integration changed direction and structure of foreign trade. For example, Vietnam does not constitute the traditional foreign trade pattern of the developing countries, vertical foreign trade, and Vietnam with other Asian countries including Japan organizes horizontal foreign trade or intra-industrial (firm) foreign trade. And, the change has strengthened the foreign trade intensity.

   The external process increased the share of intra-regional foreign trade in the transition period. In contrast to the EU where the regional integration expands intra-regional foreign trade based on the formal rules and the CMEA where the manipulated regional integration collapsed, in East Asia the share of intra-regional foreign trade has increased without the formal development of the regional integration. The ratio of intra-regional foreign trade in East Asia has increased from 37.3 per cent in 1985 to 51.2 per cent in 1995, and in particular the backward developing countries became heavily dependent on intra-regional foreign trade (Taniguchi, 2004, The World Bank, 1991).
   In contrast with the Asian developing countries, the Russia transformation does not drastically change its international division of labour. As far as Russia has become remarkably dependent on energy and resource, the Russian trade intensity seems to be based on the inertia of the Soviet Union. There exists the strong relationship with the CIS countries, the relative close tie with Europe, and the weak relationship with Asia, and the transformation does not fundamentally change the trade pattern. Considering that cumulative foreign debts and globalization operated as a driving force of the transformation, the external framework like reorganization of the international division of labour and the evolution of the economic integration must be included as transition indicators.
Conclusion
The consequences of the transformation for East Asian countries include the following implications. 1) The collapse of USSR did not strongly affect the developing countries, which experienced the drastic changes in advance of the transformation. 2) Vietnam and China have challenged the dual transformation (modernization and marketisation), which means a different task in comparison with Russia. 3) The transformation must be measured by various yardsticks like marketisation, modernisation, social change, and participation in the international division of labour. Among them, the decisive point which the developing countries taught is the external conditions like economic integration and interdependence. 4） The gradual and incremental transformation based on the non-Anglo-American model has been effective in East Asia, and the transformation is closely linked with the international development strategy.
Although the European integration has a role of the stabilizing anchor for the European former socialist states including Russia, Asian developing countries have built their capitalist model based on globalization, regional integration and domestic factors. Therefore, they did not adopt the uniform Anglo-American model of capitalism, but built their own liberal-oriented model. While the path of the Russian transformation is different from the East Asian model, Russia can gain some important lessons from the Asian examples.
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