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Abstract: The <“Washington consensus” and “shock therapy ” approach to transition
economies is a new wave of counter-Keynesian revolution by new classical school in
macroeconomics. They reject the basic lessons from the Great Depression ignore historical
diversity and economic complexity. Their top-down designed liberalization and
privatization led severe economic decline in East Europe and former Soviet Union (EEFSU)
in the last decade. Comparative experiments between China and EEFSU raise fundamental
issues in economics, such as the debate on the nature of business cycles between equilibrium
school and disequi librium-evolutionary school. The heavy cost of the Transition Depression
sheds new light on theoretical flaws of neoclassical economics, including price theory
based on linear demand and supply, theory of soft-budget constraints, microfoundations
in macroeconomics, and the convergence theory in new institutional economics. New
development policies based on learning, innovation, and decentralized experiments in China
will go beyond equilibrium-optimization paradigm in classical economics and develop
disequilibrium-evolutionary perspective in complex economics.

Key Words: instability, complexity, disequilibrium, transition depression,
JEL Code: P20, D50, E12, E12, B4l

14



