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Introduction

Mihaly Simai

The issues which are dealt with in this book have raised extensive
interest and world-wide attention both in the academic community
and in international political affairs, actively involving government,
intergovernmental organizations, and NGOs. Dozens of books,
hundreds of pamphlets have been written on the topics discussed
here. Human history has witnessed different systemic transitions, but
never before, at least during the period of modern history, have the
challenges for these particular countries and simultaneously for the
international community become so clear, due to the complex inter-
actions between the past and the present, between the political, eco-
nomic, and social processes, cultural values and institutions, national
and international factors and institutions, as in the former socialist
countries in Europe. The global information revolution, which has
highlighted the transition process and its consequences, has added
another dimension to the uniqueness of the changes.

This volume is a specific contribution to the global dialogue about
the transition. It is as a part of the United Nations University’s pro-
gramme on the global democratic process and comprises one of the
“regional” dimensions of it. The chapters focus on the historically
more or less unparalleled changes in the former socialist countries,
where democratization has not resulted from an organic process of
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development, resting on other social and economic changes, but on
“socio-political implosions,” which included both internal processes
(the collapse of the etatist-socialist regimes) and external factors (the
dissolution and dismembering of the Soviet Union). The chapters,
written by well-known specialists, mainly from the region, analyse
the interrelations between political and economic change. The social
transformation, the transition to a pluralistic democratic system of
governance in the former socialist countries, has coincided with the
construction of a modern market economy. Both of these processes
are built “from above” and ‘‘from below’ simultaneously.

The volume does not offer a thorough comparative country-by-
country analysis. Certain countries have been selected which can be
considered as having specific patterns, and some of the more general
issues have been raised reflecting the main trends and tasks to be
undertaken. The post-communist region is a diverse part of the
world. There are great differences in the size of countries, in levels of
economic development, social stratification, cultural background,
language and religion, and in the capacity to deal with the complex
tasks of building a democratic market economy. Furthermore, there
are several unresolved ethnic, socio-political and territorial problem:s,
which constantly threaten the region with crises and political disrup-
tion, and have the potential to create tensions and conflicts within
and between countries. There is no simple and easy answer to such
questions as to how strong or to what extent democracy is sustainable
in this region.

Of course it is relevant to question the extent to which social
scientists, only seven or eight years after the beginning of the transi-
tion, can draw firm, meaningful conclusions about the nature and sus-
tainability of the region’s evolving democracy and marketization. The
tendency at the end of the 1990s may be to see the problems, con-
straints and opportunities more clearly, and conjecture only tenta-
tively how the new institutions can handle the socio-economic con-
flicts arising during the transition from a centralized, totalitarian,
non-market system to a modern, democratic market economy.

The Central and Eastern European (CEE) countries have been
through three or four systemic changes in the twentieth century.
Historically, these transitions were necessitated by political and eco-
nomic breakdown or by serious limitations in the outgoing system.
An important influence on the environment in which the achieve-
ments and the failures of different systems have been judged in the
second half of the twentieth century has been exerted by external
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factors: the conflicts between the two antagonistic systems in the
world. Political debate about systems during the Cold War were
influenced less by the abstract model of socialism or the textbook
model of the market system than by the shortcomings of “‘socialism”
as it functioned in the Soviet Union and the CEE countries, and by
the perceptions of the modern capitalist system as it developed in the
industrial West. The latter projected a high standard of living in the
developed industrial countries, their democratic systems, and their
individual freedom and social welfare.

The issues raised in academic discourse on the performance of
these systems have been broader and deeper than those raised in
political debate, although the ideas espoused by various schools of
political thought have had an important influence on them. Similar
differences have emerged in the international debate on the transi-
tion.! Several Western economists, for example, tended initially to
regard the transformation as a kind of ideological training ground on
which to test their theories — radical, orthodox, gradualist, and evo-
lutionist models alike. Others viewed the post-communist economies
as a belated, delayed imitation of their own social and economic
conditions. What they failed to consider was whether such neoclassi-
cal, market economic formulae and theses could apply to these
countries without dealing first with the problem of how to establish
capitalism, how to turn a command economy into a capitalist one.

Another dimension of the theoretical debates relates to an old
dilemma. Which model of the market system should develop in the
transition countries? Should it be one of the three main models —
the welfare state, the liberal free market system, or the corporatist
Japanese system — or should the former socialist countries take a
“third” road? Will they develop hybrid, mixed economies, influenced
by domestic and international pressures and processes? A significant,
often controversial dimension of the debates relates to the social
consequences of the changes, notably whether a rapid increase of
inequality can be avoided, or whether it is a necessary outcome of the
transition to the market system. Equality is the subject of a long-
standing debate in the social sciences, of course, but in the context of
the transition it has several specific aspects. A deep impression on
people’s thinking in the post-communist countries has been left by
the concepts of equality embodied in socialism, encountered after
centuries of feudalism or ethnic oppression. Public-opinion polls show
that the vast majority of the population prefer the idea of equality to
that of greater efficiency or rapid economic growth accompanied by
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social extremes and injustice. The issues of increasing inequality in
the region have become a major psychological burden in societies
where the calculable safety margins of normal living have been
eroded. A key question for the future is the extent to which these
societies will accept the responsibility and dignity offered to individ-
uals by a democratic system as compensation for the vulnerability to
which it exposes them.

The sustainability of democracy in the region became a basic issue
in academic debate. It includes such questions as how strong and
widespread is the loyalty to democratic values, particularly in the new
political élite, whether the leading political forces are wise enough,
and whether they can develop the necessary consensus in some fun-
damental areas indispensable to moderating and managing the con-
flicts inherent in the marketization process. Should the state play a
greater role in regulating, limiting or stimulating market forces and
their influence on societies, in a national or international framework?
If so, who should do this and how should they deal with the ethical
issues, the role of the welfare state, solidarity, global contracts, and so
on? Explicitly or implicitly, many elements in these debates are
reflected in the chapters of this volume. They deal not only with the
practical problems of institution-building, marketization and reinte-
gration into global markets, but with the theoretical aspects of the
transition, the moral and ethical justification of the changes, historical
comparisons with various other systemic transitions, and other, re-
lated questions.

The central issue is how countries are managing the main aspect of
the changes in the region: the double or triple or more multiple task
of making the transition from central planning to a market system,
building a democratic system out of a totalitarian regime, reintegrat-
ing market economies into the global system and its institutions and
building a new state on the ruins of the old structure. With the coun-
tries produced by the disintegration of the Soviet Union, Yugoslavia,
or Czechoslovakia this additional task of building national institu-
tions or even the nation itself is extremely complex. All these tasks
must be achieved in a relatively short period of time. They have to be
organized mainly from above, by a state, which has to restructure
itself at the same time. One can characterize this complex process as
““creative construction,” by analogy with Schumpeter’s concept of
creative destruction. The elements of destruction are also present,
since countries undergoing transition have to dismantle the institu-
tions of the previous regime as well. The process is far from smooth.
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Neither introduction of the market system nor democratization or
reintegration into global markets is easy or free of conflict.

The book falls into two parts. The first deals with some of the
general problems of the systemic changes and gives an overview of
the interrelations between political change and economic transforma-
tion. The second part presents case studies of selected countries. Two
of them — Hungary and Poland — are states that existed as separate
political units before the systemic change. Four of them — Croatia, the
Russian Federation, Slovakia, and Ukraine — are states that were
parts of a greater political unit. The Russian Federation and Ukraine
are the largest transition countries in area and population. The case
studies do not follow an identical structure, because they are con-
cerned with the specific characteristics and problems of their respec-
tive countries. However, they also reflect the many similar charac-
teristics and problems, alongside the differences, in terms of the past
and the present.

In principle, central planning offered a development process man-
aged by the state as a solution to the twin problems of production
growth and distribution. This was completely subordinate to a col-
lective will ostensibly represented by the ““visible hand” of the ruling
party and its instrument, central government. However, the system
failed to establish an efficient and competitive economy. The reasons
for this failure cannot be understood in isolation from the external
challenges and internal political factors and forces: the totalitarian
bureaucratic state, the one-party system, and the politicization and
bureaucratization of the economic processes. The need to reform the
system was recognized at various stages in the Soviet Union and
the other countries in the region. While some measures to change the
functioning of the system were introduced in all these countries,
the foundations were left unchanged. The most important and far-
reaching reforms were the ones introduced in Hungary, as an indirect
consequence of the 1956 revolution, but they too proved insufficient.
The domestic structure of the regimes in the post-Stalin era, where
direct forms of oppression and intimidation were replaced by less
violent measures, were progressively undermined by internal conflicts,
social, ideological, political, and ethnic. The CEE regimes in Central
and Eastern Europe had sought to legitimize the political system by a
promise of economic achievement and constant improvement in the
standard of living. So their declining economic potential, external
economic problems, growing indebtedness, and stagnating or deteri-
orating living standards (due to failures of economic performance)
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added new sources to the existing political conflicts. Popular uprisings
took place in the region at a relatively early stage in the state-socialist
period and were crushed by Soviet forces, at a time when the domes-
tic political structure of the Soviet Union was still relatively stable.
This internal political stability was gradually eroded as a result of
the external and domestic political and economic failures, the long
economic stagnation, and the declining standard of living. The policy
of perestroika and glasnost, an attempt to change the character of the
regime and replace the traditional rule of the party bureaucracy with
certain democratic forms, tended to incite popular dissatisfaction. It
also created serious conflicts within the ruling élite. Meanwhile ethnic
conflicts emerged with great force. Gorbachev’s policies also included
ending the active and visible intervention in the CEE countries’ in-
ternal affairs and changing the guidelines and limits for permissible
change in the region. This encouraged not only communist reformers,
but opposition groups intent on systemic changes.

The first chapter of Part I deals with the criteria and values for
assessing the quality of economic systems.? This has hitherto been a
neglected dimension in the debates about the CEE systemic changes.
The author underlines that an economic system, whether a planned
market or mixed economy, is not an autonomous sphere that can be
the subject of detached and objective scientific enquiry, but a social
construct. It reflects and influences the norms and values of a society,
the aspirations of people, and obviously, the structures and modus
operandi of power relationships. This means that a particular eco-
nomic arrangement — a system, its positive and negative features and
its overall quality — have to be assessed with social criteria, within a
framework of political and moral philosophy. The main conclusion of
the study is that the capacity of the market economic system to pro-
vide people with better living conditions amidst relative freedom is
reasonably clear and difficult to challenge. None the less, recent
developments in the developed market economies and the former
communist and socialist countries are troubling. Everywhere from
the United States to Russia and from the United Kingdom to Hun-
gary, poverty and inequality have been increasing, sometimes dra-
matically. Could the main explanation be that the market economy
i1s degenerating into market fundamentalism, upsetting the balance
between labour and capital and causing an unbridled capitalism?
Many governments have been abdicating their responsibilities and
are becoming docile instruments of the “market,” which is merely
a convenient abstraction that masks highly specific interests. Else-
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where, the failure of the centrally planned economies was construed
as evidence that “free” markets would suffice to ensure economic
prosperity. “Reforms’ were undertaken as if transferring assets from
public to private hands were the alpha and omega of a good market
economy. Experts and advisers from prestigious institutions gave an
aura of technical soundness and legitimacy to policies that were often
no more than crude expressions of greed and spoliation of collec-
tive goods and property. Conspicuous wealth, extreme poverty and
despair, corruption, criminality, and widespread alienation are the
natural concomitants. A market economy needs good, efficient gov-
ernment if it is to flourish and provide work and income to the max-
imum number of people. Unregulated markets without strong ethical
codes simply give free rein to questionable human appetites.

The second chapter of Part I raises some important theoretical
issues, by looking at historical and recent experience in the inter-
actions between the democratic process and the markets, which have
never been simple or straightforward.® The advance of democracy
was a lengthy process in most developed industrial countries. It was
influenced by social and economic interests and conflicts, political
ideologies, ethnic problems, and external and internal factors and
forces in each country. Democratic rights expanded progressively,
often after bitter social and political conflict. Practically speaking, the
spread of democracy followed in most cases from the growing pros-
perity of the people, containment of social conflict through reform,
and increasing social mobility. The contradiction between a declared
or constitutionally guaranteed equality of rich and poor and substan-
tial inequalities in the distribution and redistribution of the national
cake remained unmanageable while the cake was small. The capitalist
system in very poor countries has not been able to sustain democracy
without major setbacks. Capitalism and democracy in the second half
of the twentieth century have coexisted well where there have been
no major social tensions or conflicts, in a system that has been sub-
jected to significant social reforms. Events in several European
countries in the twentieth century have shown that a democratic sys-
tem can be undermined by intolerance, ideological fundamentalism,
violent nationalism, or internal or external events, forces and factors
that create intolerable economic problems and unsustainable inequal-
ities in society.

Analysing the process of the emergence of markets, the author
states that there has been an interaction between the specific features
of these societies and those of their markets. The former have created
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the legal framework and set of organizations required for their mar-
kets to function properly. However, external factors have played an
important part in market development and growth as well. Markets
have played a multiple role in these countries, promoting an increase
in the number of social groups and interests, and underpinning polit-
ical diversity and pluralism. They have also promoted a concentration
of economic power, and thereby a concentration of influence on the
political power structure, and facilitated separation of the economy
from politics. Markets have played a corrective role in cases of gov-
ernment failure. However, there have been market failures in many
areas, necessitating corrective government intervention. All these
developments point to the need to understand the historical envi-
ronment in which the market and the political process interact. The
interactions become particularly complex when the progress of de-
mocracy and that of the market are mainly organized by the state, from
above, rather than forming a generic historical process based on grad-
ual change in society. The author underlines that the relatively short
time since the systemic changes and the differing speeds of economic
and political progress and institution-building make it almost impos-
sible to provide a detailed, credible, documented, comparative anal-
ysis of the interrelations between the economic changes and the de-
velopment of democracy in the former socialist countries. However, a
few general observations can be made: (i) there have often been dif-
ferent forces behind the processes in different countries, which in
themselves have resulted more in divergence than convergence; (ii)
in most cases, the two processes have taken place in parallel, and the
interactions have mainly been indirect; (iii) the development of de-
mocracy has been influenced by the character of the regimes that
preceded the change of system; (iv) the influence of external, inter-
national factors and forces has been important to the economic and
political transformation, but the interactions of the two processes
have seldom been surveyed in a systematic way.

The third chapter looks at the abilities of countries to deal with the
evolving problems and the complexity of managing the transition
process, and the role of the new neutral, professional civil service,
whose establishment is essential for a successful, sustainable demo-
cratic state.* The author underlines that reform of bureaucracy in the
former socialist countries forms part of the economic and political
transition. Analysing the historical patterns in the transitions, the
chapter differentiates between the organic and the functional charac-
ter of the process. In the latter, which also characterizes the former
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socialist countries, the government and public administration have
played a major part. Public administration everywhere, not just in the
former socialist countries, faces many different pressures and chal-
lenges. Many people, for instance, are losing confidence in all kinds
of public institutions, which themselves face pressures on their
resources and budgets, because their existing commitments coincide
with new demands. Meanwhile there are calls for more ““direct” de-
mocracy and more opportunities for participation. These trends are
accompanied by decreasing respect for the traditional instruments of
“representative” democracy. In the CEE countries, the situation is
even more complicated. The crucial issue is not to redesign, but to
establish an independent, neutral civil service. This has to be done
while democratization continues, far-reaching changes occur in the
role of government, and the market economy establishes itself. So
this civil service must be professionally expert and at the same time
transparent and democratically accountable. Furthermore, the transi-
tion countries have several specific problems that present often diffi-
cult and unmanageable tasks to the system of public administration
and its civil servants. Some relate to the diversity of the region, others
to the transition process, particularly the widespread impoverishment
and mass unemployment whose appearance has coincided with cuts in
welfare services. These circumstances, coupled with the tasks of insti-
tution and market-building, place extraordinary pressure on the man-
agement and workforce in the public sector. There is also pressure to
reduce public-sector spending, due to chronic deficits and calls from
the general public for lower taxes and less official extravagance. On
the other hand, the public is calling for more and better public services,
while private-sector business wants to see an improved infrastructure
and additional services to facilitate international competitiveness.
The state traditionally performs certain basic functions. The role of
the state in the CEE countries increased in the twentieth century,
with an accompanying growth of government bureaucracy as the
etatist, state-socialist state took direct control over a wide area of
economic and social activity. In some areas there is a degree of con-
tinuity, while in others there have been important changes in response
to new requirements. A typical example of such continuity and change
is the welfare function, including education, public health, pensions,
social allowances, and housing. More important changes are taking
place in the economic functions of the state, particularly in monetary
and fiscal policy and redistributive objectives and instruments. An-
other important area includes regulatory activities to limit the adverse
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impact of behaviour: environmental protection, consumer protection,
curbs on monopolies and cartels, and so on, where the importance of
the state may be increasing. All these fields require major institu-
tional and administrative reforms, and substantial changes in the role,
composition, size, working methods, and quality of performance of
the government bureaucracy.

The key elements of public-sector reform include privatization
programmes, including contracting-out processes. Decentralization of
decision-making to regional and local levels is required, to provide
genuine legal and financial autonomy for local institutions. Also
needed are deregulation and transparency, and transforming and
flattening of public organizations, to make them proactive as well as
reactive to match changes in public requirements and remands, and
less expensive to run. Changes are needed in procurement policy,
financial and human-resources management, and information systems
in public organizations, so that government agencies can work more
effectively towards new forms of cooperation with non-governmental
organizations and the private sector, and give more attention to the
citizens they serve. The performance and outcome of public-sector
activities need to be measured by reviewing and monitoring, rather
than commanding and controlling.

It is important for bureaucracies to maintain institutional stability
and predictability while the changes continue. This presents major
challenges for management and the staff of government agencies.
Civil servants need new technical skills and new types of attitudes
and values, but they must also preserve their traditional strengths.
The specific examples in the chapter are taken from Hungary, where
the process has been profound and far-reaching.

The author, in evaluating the achievements, states that it is difficult
to say whether officials are more independent and neutral than they
were at the beginning of the 1990s. The strategic objectives of the
reform and the main trends in implementing it were unaffected by the
change in the government’s political complexion after the 1994 gen-
eral election. Another positive sign has been the preservation of a
distinction between political appointees in public administration and
professional career staff. This means that growing importance is
attached to independence, although the implementation process is
slow in some respects. The delays are partly due to lack of expertise
and a bureaucratic attitude, but partly to the complexity of the pro-
cess. Another crucial issue raised by the author is whether the
ongoing reforms should focus on greater autonomy, on business-like
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managerialism, or on the ethical requirements of day-to-day public
administration. The author emphasizes that even in developed West-
ern countries there is anxiety that giving the bureaucracy broader
responsibility may threaten or weaken the legal state (Rechitstaat).
The growing autonomy of bureaucrats and the expansion of business-
like managerialism may damage the integrity of civil servants and the
ethical foundations of the public sector. Obviously the danger of this
and the ensuing damage will be greater in the CEE countries, where
the legal state and constitutionalism lack strong historical traditions
and political systems have generally been oppressive. The ethical
damage has been very serious in the region because there was no
legal transparency in public administration.

The case studies, which comprise the second part of the volume,
cover specific problems that countries face in the process of building
a democratic market economy. Of the Soviet successor states, the
Russian Federation, including some other members of the Common-
wealth of Independent States (CIS), and Ukraine have been selected,
as the two largest countries, where the transformation has larger
international consequences as well.

The political changes and economic transformation in the Russian
Federation show many characteristics that differ from those of the
CEE countries and of the other former Soviet republics.” Although
there is a direct connection between political transformation and
transition to a market economy, as in all the post-socialist states,
Russia’s position as a world power and as heir to most of the Soviet
Union’s economic potential, research capacity, and military might
strongly influence the political process. As a result of the virtually
bloodless “velvet” revolutions in the CEE countries, the collapse of
the communist regime was followed by a new, still-changing system
shaped by well-structured political forces. The impetus behind this
anti-totalitarian, democratic transformation came from the reformist
wings of the old ruling parties, the political dissidents and the anti-
system opposition, with support from the general public. The forces
of change were opposed to the command economy and in agreement
about dismantling the party-state system. Society chose democracy, a
constitutional state and respect for human rights, and has shown
no signs of retreating from that choice. The social transformation
in the former Soviet Union, and later in Russia, took different lines.
The gradual evolution of the communist system effected during Gor-
bachev’s perestroika was halted by the attempted coup by a conser-
vative section of the communist leadership, and the subsequent dis-
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solution of the communist party and disintegration of the Soviet
Union.

The sheer size of Russia makes democratization and marketization
relatively harder and more complex. Another factor is its ethnic di-
versity. Then there is the role of the Russian Federation within the
CIS, the loose cooperation framework of Soviet successor states. Some
CIS members look on Russia as an essential partner. Others, though
willing to continue cooperation, feel menaced by the possibility that
the “empire” may be restored. All these factors affect the inter-
actions between the political and the economic factors and processes.

Gorbachev’s slow, excessively cautious reforms, aimed at modern-
ization rather than radical change, led to public discontent. The eco-
nomic situation was visibly worsening and something had to be done
about it urgently. The public expected the Russian leaders who had
shaken off the tutelage of the party centre to take immediate, reso-
lute steps to reform the economy on market principles. Added to
that, there was the triumphant euphoria of the democratic forces
after the defeat of the coup attempt, which aroused false hopes that
radical reforms would bring rapid success. This explains why “‘shock
therapy” was chosen. Furthermore, the policies of President Yeltsin
were inclined towards short-term measures coupled with the use of
force. The author emphasizes that Russia had traditionally strong
etatist leanings even before the October Revolution. At the end of
the 1990s there are diametrically opposite views about the role the
state should play in the transition to a market economy. The oppo-
nents of shock therapy and monetarism accuse the government and
state of being weak, of not using their authority, of being helpless in
the fight against crime, and of failing to provide the institutional
conditions for introducing an efficient market system. The main argu-
ment is that the Russian state is financially insolvent and weakened
by corruption and crime. The Russian president, like the opposition,
has called for law and order within the state, urging it to be healthier
and stronger, and to exert greater control over economic processes.

Others accuse the Russian state of excessive intervention. Business
people in various sectors, private entrepreneurs, and heads of enter-
prises and local authorities wax indignant about the way the state
stifles production and business activity with taxes and bureaucratic
interference. This further encourages fraud and tax evasion. Both
these views contain some truth.

The Russian state has used its power mainly to distribute state-
owned assets, instead of helping to build up the market, establishing
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efficient institutions, creating a competitive atmosphere, and ensuring
strict compliance with market rules. Instead of reforming the system
of public finance, it extorts taxes from the public and enterprises to
replenish the depleted state coffers. In short, where there is a need
for effective change, the state displays weakness, and where there is
no need for such change, it tries to show its power. Unless the state
regulates the market economy and intervenes in its formation, to
provide the requisite social orientation, Russia and the other CIS
countries will develop the kind of wild, robber-baron capitalism typi-
cal of Europe in the seventeenth and eighteenth centuries.

The situation is extremely diverse in the other CIS countries.
Democratization of their political systems in the post-Soviet area has
been impeded by their totalitarian past to a greater extent than has
been the case in the CEE countries. The multi-tiered political system
collapsed when the Soviet Union fell apart. Independence for the
former Soviet republics meant that one political tier — the imperial
centre — had been removed, which brought important domestic
changes as well. The end of the party-state system ‘‘nationalized”” and
in many ways simplified the structure of political power and admin-
istration. However, an essentially authoritarian system of power has
remained, even though formal institutions of democracy were estab-
lished: a multi-party system, national presidential and parliamentary
elections, and greater freedom of expression. Executive power in
the Central Asian states and in Kazakhstan, Belarus, and Moldova
is held by groups drawn from the upper and middle layers of the
nomenclature. Most CIS countries are presidential republics. Some
presidents have acquired the post for life or for a long term, through
a referendum, and they have extensive powers, especially in Turk-
menistan, Uzbekistan, Azerbaijan, and Kazakhstan. Often the presi-
dency was obtained by the former first secretary of the republic’s
communist party. The old state institutions have been retained,
including the militia and state security, and they are in an even more
bureaucratic and corrupt state than before. The legislature is weak
and rudimentary, and subordinate to or manipulated by the execu-
tive. The media are controlled by the executive as well, or else by an
industrial and financial oligarchy. These arrangements have made it
easier to maintain law and order and regulate the course of market
reforms. But they have also placed obstacles in their path, by ham-
pering the emergence of new policies and a market mentality.

According to the author, the heightened sense of national identity
and delight at gaining state independence and sovereignty have
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helped to maintain political stability and led to some consolidation of
society in the CIS countries. Most of the public considers it will be
easier to attain economic and social progress within the framework of
one’s own state and this has ensured the top national political élite a
credit of trust. The author emphasizes that in the CIS region as a
whole, market freedom, without a state presence, law and order, and
self-restraint by society’s members, leads to savagery and chaos and a
threat of degradation to the country. It is opening the way for ma-
nipulation of democracy and the market mechanism. On the basis of
this chapter, one can raise a number of important questions about the
future. Is it too early for example to proclaim the democratization
irreversible in this region? Are the economic meltdowns the causes or
the consequences of the difficulties of sustaining and consolidating
democratic institutions? How will the successor states of the Soviet
Union define their future path? At this point it is still too early to find
a definitive answer to those questions.

The author of the chapter on Ukraine starts from the country’s
specific nature.® Ukraine is the second largest successor state to the
Soviet Union. The transition to a democratic, market economy has
also been affected by its ethnic diversity, its religious division, its
inherited level of economic development and its structural deficien-
cies. Another important specific factor is that the transition coincides
with the building of a political and economic infrastructure for inde-
pendent statehood. Although the country had several national insti-
tutions while it was a member of the Soviet Union, these had limited
powers and responsibilities. All these factors are complicating the
changes and making them slower and harder than initially expected.
Progress toward a new model for a democratic, market economy,
based on respect for human rights and on economic prosperity, has
been modest and faulting. Ukraine at the end of the 1990s remains in
a deep political, economic, and social crisis. This background makes
the interactions between democratization and economic reforms
complex, controversial, and problematic. Ukrainian politicians and
economists tend to view the market economy, social policy, and the
process of democratization as three distinct areas. This favours
authoritarianism rather than democracy. The Ukrainian political sys-
tem does not fit into either of the traditional schemes, democracy or
authoritarianism, so that there is constant, fairly tense struggle be-
tween them. The specific source of this process is a confrontation
within the power structure itself — a struggle for access to the main
instruments of power and for control over property. The participants
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of this struggle include various already consolidated financial and
venture-capital groups, the agrarian lobby, the military industrial
complex, regional clans, and so on. The gap between these and the
general public is growing dangerously wide. The existing institutions
do not do enough to facilitate active participation of the people in the
political process.

A very interesting conclusion of the author is far from being pessi-
mistic, however. Strange though it may sound, he sees the apathy and
fragmentation of Ukrainian society becoming an important driving
force for stability. The Ukrainian people — not forgetting the tough
lessons of their long and dramatic history — are learning to rely on
themselves and move ahead towards a stable future.

The problems raised in the other two case studies, on Croatia and
Slovakia, are similar in some respects. Both countries are relatively
small and both came into existence as the result of the separation
from larger state structures.

In Croatia,’ the political side of the transition began in the spring
of 1990, with the first multi-party elections. Many other aspects of this
social transformation were soon to emerge, some quite unexpected
and tragic. Croatia faced, apart from democratization and economic
transition, the huge challenges of building a nation-state after the
socialist Yugoslav federation disintegrated, and of defending itself
against domestic insurgence and outside aggression. Any one of the
several problems the country faced at once would have sufficed in
itself to occupy a generation. All the country’s transition policies,
political, social, and economic, have undoubtedly been influenced
profoundly by the Yugoslav war and its aftermath.

Croatia’s transition agenda covers more than a simple process of
democratization. The author of the chapter highlights some of these
agenda items, with special emphasis on the privatization process.
(Market forces were already strong within the framework of the old
Yugoslav state.) His working hypothesis is that the war dominated
not only the political issues but the main aspects of privatization pol-
icy. The effort to defend the country from aggression (particularly
after 1991) limited and directed the institutional choices and policy
options. Developing and defending the state became the ultimate
criterion in national decision-making. Only in an independent state
could democracy and capitalism be realized. These priorities were
configured ““internally” by the dominant political ideology of the new
ruling party, the political concepts of its leaders and the prevailing
social and cultural values.
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The author, in looking at the “post-communist” problems, under-
lines the redistributive items. He states that redistributive policies
involve a high level of conflict, a large part of the population (often
the entire population), big changes in the distribution of social
resources and power, and long time-frames. The radical policies
announced by the new government after the electoral defeat of the
communists indeed concerned large numbers of people and major
social groups, and contained an inherently high potential for con-
flict. They included denationalization and privatization, integration
of Croats from abroad, redefinition of Croatia’s position within the
Yugoslav Federation, spiritual renewal and a return to cultural tradi-
tions, a new state administration, and changes in the national struc-
ture of state agencies (the police and army). At the same time, these
were identification decisions concerning the state, its citizens, and the
political, economic, and social system. The decisions on these redis-
tributive issues had to be taken quickly, in most cases during the new
governing party’s first term of office. The only indisputable asset the
new government possessed was electoral victory, which was generally
seen as conferring legitimacy on the transition. The social and eco-
nomic environment did not change much in the first couple of years.
Although the political hegemony of the communists had ceased,
many aspects of the communist period persisted. The economic sys-
tem, the social structure and political culture, the weakness of civil
society, the apparatus of state, and even the communists themselves
remained. The political scene was additionally burdened with the
processes of disintegration of the Yugoslav Federation, and the first
indications of armed Serbian opposition to the new government. This
developed in less than a year into fully fledged aggression, with war
on land, in the air, and at sea. There was also a state of flux inter-
nationally. Western governments and the various international
agencies, baffled by the magnitude, speed, and quality of the changes,
failed to respond to the rapidly developing crisis in the Yugoslav
region. There was no political initiative or appropriate military re-
sources forthcoming to prevent or contain the escalation of the war in
Croatia, and later Bosnia-Herzegovina. The economic issues, partic-
ularly the consequences of privatization, are increasingly returning to
the agenda of the transition in Croatia. The author concludes that the
legitimacy of the transition depends closely on the performance of the
privatized economy. Members of the political €lite are slowly realiz-
ing the political cost of the economic transition. Blind to the social
consequences of “wild capitalism,” they counted on other sources of
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popularity and electoral support (war and the dangers to the integrity
of the state). It is now clear that exposing citizens to the cold winds of
the market while reducing their social protection evokes new prob-
lems that require greater attention from the government.

The other new state, the Slovak Republic, came into existence on
1 January 1993, through a division conducted in a constitutional
and politically civilized fashion.® However, the split had several detri-
mental effects on the Slovak economy. This was the first time that
Slovakia had existed as an independent state, apart from a brief pe-
riod of limited independence during the Second World War. Slovakia
is undergoing a process of search for its identity as a state. The author
explains how Slovakia’s historical position defines or affects various
aspects of its development. Politically and economically, before the
1998 elections, there have been strong tendencies towards authori-
tarianism, attributable to the past political culture of a new state and
to the fall in living standards and social security experienced by some
sections of the population. These authoritarian tendencies increased
the power of the executive branches and reduced the power and
the role of the legislative and judicial branches of government. Also
central to the country’s concurrent processes of identification and
integration has been the question of minority rights, which proved to
be an essential factor in democratic transformation domestically and
in international relations, including Slovakia’s integration into the
European structures.

The political process was also influenced particularly during the
first four years by the gradual separation of Slovakia from the Czech
Republic. Slovakia after 1993 had to define an economic strategy of
its own, carefully considering the country’s specific features. The sep-
aration was followed by a period of stabilization that prevented de-
valuation and inflation and protected the requirements for economic
growth. This was partly due to the restrictive policies pursued by the
central bank, the National Bank of Slovakia. Another key move was
the introduction of import and exchange charges. These influenced
the trends in the balance of trade and payments and increased the
competitiveness of Slovak exports, which began to be reoriented
towards the markets of developed countries. The chapter gives an
interesting analysis of the interaction between the economic and
political changes, and of the separate development in the two main
areas of the country’s life. The author states that by 1997, the Slovak
Republic had successfully completed the introductory, stabilization
period in its transformation process. So the focus shifted from the
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macroeconomic to the microeconomic plane, as the economy passes
through an intensive process of restructuring, due to declining perfor-
mance and competitiveness. An important conclusion of the chapter
is that synchronizing the processes of nation-building with democra-
tization and market development sets an extremely difficult set of
tasks. Accomplishment of them requires a systemic approach, with
constant analysis of the emerging political, economic, and social
problems and tensions, to facilitate the identification of appropriate
corrective measures and changes. The elections in 1998 opened a new,
more favourable opportunity for implementing those corrections.

The two other countries dealt with in this book, Hungary and
Poland, had some historical democratic traditions, relatively more
liberal socialist regimes that admitted certain elements of a market
system, and also greater exposure to the Western economic and po-
litical influence before the systemic changes. The political transition
there took the form of a compromise between the old (communist)
and the incoming political élite over the dismantling of the one-party
state.

Hungary is one of the few countries in the region where the evolv-
ing conflicts between the economic and political transformation are
the smallest and so far they have proved to be manageable. The
chapter dealing with the transition in Hungary® explains this by ref-
erence to certain democratic traditions and the more recent develop-
ments during the more liberal socialist regime. Although Hungary
during its modern history usually possessed institutions incorporating
some elements of democracy, it was not a democratic country in the
traditional sense. Establishment of a modern, democratic political
system after the end of socialist rule was a radical alteration, but not
an unprecedented one in Hungarian history. The return to a multi-
party system recalled, for instance, the post-war political structure in
the second half of the 1940s, and in some respects the political milieu
of the inter-war period. So one cannot ignore the country’s traditions,
experience, and political cultivation when exploring, for instance,
how far the new political system can handle society’s conflicts and
resolve its economic and social problems democratically, or whether
the transition may produce conditions that jeopardize consolidation
of the democratic system. The fact that the political transition itself
rested on a constitutional basis was an extremely important asset.
The Hungarian legislature amended the Constitution in 1989 and
shaped the change of political system, based on a consensus between
the ruling-party élite, represented by the government, and the
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emerging elite of the opposition parties. Since then, these legal norms
have been legitimized politically by three general elections and by the
rulings of the Constitutional Court. In spite of these favourable politi-
cal conditions, a number of new problems developed in the political
system. At the very early stage of the transition, the problems were
mainly rooted in the interpretation of the liberal ideas and practices.
There was no real assessment made of how the real model of liberal
representative democracy functions in the developed countries. An
assessment of the situation and political culture of Hungarian society
was also lacking. There were positive and negative, subjective and
institutional factors shaping the political culture. Of the institutional
components, the author singles out the traditions of Hungarian par-
liamentarianism, where the two chambers were part of history. The
ongoing debate in Hungary about whether a second chamber is nec-
essary reflects a fairly wide spectrum of views about the need to
broaden representation. There are, of course, those with opposing
views, who are afraid that a second chamber would slow down or even
block the changes necessary for the modernization process. On the
other hand, the evolving problems in the functioning of the Hungarian
parliamentary system bear an increasing resemblance to those in
Western democracies. Conversely, many of the Western criticisms of
the weaknesses of parliamentary democracies are increasingly rele-
vant to Hungary, particularly the question of the limitations placed
on real representation by the political parties, the conflicts between
party interests and national interests, and the need for greater insti-
tutional participation by local authorities and civic groups in national
decision-making.

The chapter also shows that the adverse consequences of the dual
tasks of the transition — democratization and market-building — are
largely responsible for the institutional and political problems: the
mounting inequalities, the ways in which the privatization process
was accomplished, the growth of poverty, and the changes necessary
for Hungary’s accession to the EU. The management and the sol-
utions to these problems require further institutional reforms and a
policy consensus whose establishment has proved very difficult in
competitive political systems. The author mentions another impor-
tant postulate that is missing from the region: a long-term vision of
the trends of social development, to provide a better framework for
policies and actions.

The transition processes in Hungary and Poland resemble each
other in several ways. In both countries the process has reached a
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stage where the economic and political spheres have become to a large
extent autonomous. Political tremors and battles have only a slight
impact on the economy, whose development is driven by the market.
The democratic system has gained solid institutional foundations,
although there is still weakness in the underlying consciousness and
culture of society, where ambivalent attitudes prevail. Freedom 1is
universally cherished as an inherent value, but there remains a strong
current of etatist sympathy and expectation of official intervention
whenever difficulties are encountered.

While the chapter on Hungary emphasizes the political process and
the institutional changes, the chapter on the Polish transition focuses
more on the changes in economics, economic policies, and social
structures, and looks at the interrelations between the economic and
the social and cultural changes in a very specific way.'° Traditions, of
course, were also important in Poland. There were many features
specific to the country. From an institutional point of view, there has
been a democratic breakthrough, but democratization is far from
complete and threats to democracy loom large. This is due partly to
a paucity of democratic traditions and customs. Poland, historically,
lacks experience of modern democratic statehood. The ‘“gentry-
democracy” for which it was celebrated in the fifteenth to eighteenth
centuries was limited to a single class, and in any case degenerated
rapidly into an anarchic oligarchy. After the partitions, the country’s
main regions came under the rule of the Romanov Tsars, a relic
of absolutism by the mid-nineteenth century. The independence re-
stored in 1918 began with a none-too-successful, short-lived experi-
ment with parliamentary democracy, ended by a military coup by
Jozef Pilsudski, who introduced a mild dictatorship. After the war
came 45 years of dictatorial, single-party, and for a period totalitarian
rule by the communist party. A strong legacy of this whole experi-
ence is a tendency to see politics in terms of warfare, of unrelenting
confrontation with opponents, while freedom is associated with an-
archy. Although the pivotal moment in the change of system was the
“grand compromise” at the 1989 Round Table, this did not perpetu-
ate a belief in compromise as a civilized way of resolving political
conflicts and rivalries. According to the author, Poland is nearing the
end of the first stage of transition, having laid the groundwork for the
new system and carried out the fundamental reforms by ‘“‘shock-
treatment” methods. The ownership and market reforms have gained
the economy a considerable degree of independence from politics.

This does not mean that the main problems of the transition pro-
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cess or of economic and cultural modernization are over. That is far
from the case, especially in terms of popular perceptions and accep-
tance of the new system. The difficulties there are greater than in the
economy itself. Attitudes, as it were, have lagged behind the progress
with economic reform.

The chapter offers a detailed analysis of the changing social struc-
ture of the population, the peculiarities of the middle class, and the
socio-political consequences of the changes. An important specific
feature of the transition in this respect is the large farming population
and its political weight. Most of the farmers are smallholders, and
they still account for 25 per cent of the population. They are the only
example in the region of a large class of private owners surviving the
socialist period and preserving their sense of a distinct identity.
Poland’s farmers were quick to organize politically and their party
occupies a key position in the government. However, the attitude of
the farmers to transition is ambivalent. Their economic situation and
traditions place them within the free-market system, but their short-
term interests and advantages prompt them to resist neo-liberal eco-
nomic policies. There is wide support in the farming community for
things like government intervention, protectionist tariff barriers,
guaranteed prices for farm produce, and cheap, subsidized credits. So
Poland’s biggest group of private owners stands firmly behind many
of the arrangements and institutions of the command economy. This
is not as baffling as it might seem. Although the command economy
did not eliminate peasant farming, it halted its free-market evolution.
Above all, it arrested the process of land concentration, which per-
petuated small, less efficient farms. While subordinating farmers to
the state and making them dependent on government contracts, sub-
sidies and allocations, the command economy also gave them a sense
of security. It eliminated the competition and curbed the stratification
among them. This resulted in a strong sense of peasant solidarity, so
that even the owners of large, modern farms think in terms of a
common class interest: they are still peasants rather than capitalists.
Although changes in this mentality can be discerned, they remain
slow, because Polish agriculture is backward, technically and eco-
nomically, and incapable of withstanding competition from Western
European farming. So the immediate interests of Polish farmers
make them hostile to an open economy. Such a narrowly class-
oriented, self-centred posture effectively conflicts with the interests
of other major groups in society, especially urban workers. This is a
Polish peculiarity. Meanwhile there has been a split in the working
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class, or more broadly, urban employees. The more active, enter-
prising, and on the whole more skilled members have moved into
private-sector employment, where they can earn more, although they
lose some welfare provisions. About a half of the blue and white-
collar workers remain employed in the state sector of industry, which
is plagued by considerable financial problems. Pay there is lower and
the future uncertain, but the range of welfare benefits remains wide,
although shrinking. However, the sheer size of this workforce gives it
a sense of power and the leverage to exert effective pressure, which
has significantly affected the way the trade unions’ policies have
evolved.

Another interesting similarity between Hungary and Poland is that
the threats to democracy have more or less the same sources, the
populist and etatist groups in the society.

The last chapter takes a more theoretical approach to the future of
the democratization process in the region.!' The author raises an
important future dilemma, in this region and elsewhere:

There are various kinds of democracies, in space and in time. The traditional
French version of democracy differs from the English one, and both differ
from the American tradition, analysed initially by de Tocqueville. The de-
mocracy of the last century differs strongly from democracy in the first half
of this century, which in turn differs from the democracy of the decades
since the Second World War ... Robert Dahl aptly described the present
phase as polyarchy. It is the highest stage so far in the development of the
political system of human society, but it is not the final stage of democracy
as such. It is a well-organized type of representative democracy, marked by
a multi-party political system, in which parliamentary and municipal elec-
tions take place every four or five years.

Looking at the patterns of existing democracies, the chapter con-
trasts the possible choice between a ‘“‘welfare state,” ‘‘corporate
democracy,” and “‘open’ representative democracy,” as potential
alternatives for the region, which the author argues is at a critical
stage. The situation offers the Eastern and Central European coun-
tries a special, historic opportunity. There have often been occasions
in history, at the beginning of a new epoch and a new, developing
system of relations, when countries neither in the first line nor very
far behind it, neither part of the centre nor on the periphery, played a
decisive role in forming the future. (That happened, for instance, to
the United States during the nineteenth century.) The reason is clear.
Catching up can offer the chance to create something new, and if the
circumstances are right, this may be less difficult than transforming
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structures deeply rooted in the past. None the less, the author’s con-
clusion is rather pessimistic:

The countries of East-Central Europe seem for the time being not to be able
to take advantage of this situation, because of the difficulties rooted in the
dual tasks of the transition, the consequences of the ethnic division of the
region, the weakness of the institutional and political capabilities to manage
the evolving problems in an ethically acceptable way, and to a certain extent
because of the traditional and new sources of nationalism in the region.

The most important message of this book is that most former
socialist countries have made appreciable progress towards a demo-
cratic market system in less than a decade. They have achieved more
in this respect than many Western countries did over several decades
of earlier development. They have created numerous political and
economic institutions and conducted a redistribution of income and
wealth that corresponds with a market system. However, there are
important differences between them both in their achievements in
building sustainable and efficient democratic institutions, in their
degree of liberalization and the functioning of their markets, and in
the internal distribution of the cost-benefits of the transition. Europe’s
former socialist countries have failed so far to establish conditions
that promote a more equitable distribution of the inevitable human
costs of the transition process. The majority of the population has
suffered heavy economic losses. Unemployment and poverty are
widespread in almost all these countries. Social diseases attributable
to the transition process have led to a decline in human solidarity,
compassion, and courtesy, and a deterioration in human relation-
ships, including family ties. Indifference, egotism, cynicism, dis-
honesty, vandalism, delinquency, drug abuse, pornography, corrup-
tion, crime, and violence are increasing. The negative social trends
are fuelling a popular desire for “law and order,” with draconian
penalties designed as a deterrent. All these developments may have
important political implications for the sustainability of democracy,
unless appropriate corrective measures are taken.

The countries of the region are indeed at a crossroads. The success-
ful running of a democracy is neither easy nor automatic. It depends
on a number of domestic and external factors. Several decades will
have to pass before the fate of this region is known. Will it become a
Europeanized, democratic network of friendly states, with frontiers
open to free flows of goods, capital, expertise, technology, and
labour, and an acceptable standard of living for the vast majority of
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its

people? Or will it become a region of poverty and turmoil, gov-

erned by new autocratic regimes assisted to power by diverse forces,
separated from the mainstream of the democratic societies not by the
Iron Curtain of old, but by a new, “golden curtain” drawn by the
West?
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Criteria and values for
assessing the quality of
economic systems

Jacques Baudot

The truism that an economy is an inherent part of the society in
which it operates has consequences that are not always fully under-
stood. An economic system, whether it is a market, planned, or mixed
economy, is not an autonomous sphere that can be the subject of a
detached and objective science. It is a social construct. It both reflects
and influences the norms and values of a society, the aspirations of
people, and obviously, the structures and modus operandi of power
relationships.

This means that a particular economic arrangement — a system, its
positive and negative features and its overall quality — have to be
assessed with social criteria, within a framework of a political and
moral philosophy. Debates, judgements, policies, and actions that
affect an economy are always shaped by technical, political, and
moral criteria and convictions. The contention here, however, is that
a democratic society requires democratic debate on how its economy
functions, and that such debate is facilitated by the sharing of clear,
explicit criteria and values. Before outlining some of these, it is useful
to recall the dominant features of the current economic scene.

Economic conditions vary immensely throughout the world. There
are enormous differences among countries and regions in level of
income, degree of modernization, use of technology, quality and
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density of infrastructure, capacity for saving and investment, property
rights, and aspects of their legal frameworks, not to mention the
availability of institutions such as schools and universities for acquir-
ing skills. Vast numbers of people struggle day by day to make a
livelihood by subsistence farming or in the urban “informal” sector.
A few acquire money and power by speculative activities, only re-
motely connected to the production and exchange of goods and
services. The existence of a few products of mass consumption that
are available all over the world should not be taken as evidence of
any significant lessening of the differences in economic and living
conditions.

Yet this diverse and unequal world, more like a great Tower of
Babel than a global village, has a few strong economic features in
common. Most countries have adopted some form of market eco-
nomic system, with the two basic characteristics of a regime of private
ownership and emphasis on freedom of enterprise. This system exists
in many specific variants. Most European countries, for instance,
really have mixed economies with a strong role for the state and a
dense array of regulations. But the central role of the market is
almost universally declared. Few government agencies, in developed
or developing countries, would think of applying the concept of
planning to their efforts to influence the directions of the economic
and social processes driven by market forces. When Russia and the
countries of Central and Eastern Europe entered their “transition” a
few years ago, there was no shadow of doubt, there or in the rest of
the world, that the prospect and objective were to create a market
economy. To dare even to ask what the transition was ““to”” was to be
hopelessly behind the times and indicative of crypto-communism.
The market, as an institution and a symbol of freedom, efficiency, and
prosperity, has been enjoying its heyday. By the end of the decade it
has been better understood that markets, as other fundamental insti-
tutions of society, need to be shaped by norms, which exclude or at
least reduce greed, incompetence, and irresponsibility on the part of
the private actors and as a minimum, the sharing of a perception of
what is right or wrong in the functioning of markets should enable
societies to assess the quality of their economic life.

It is again the market, in its incarnation of global capitalism, that
forms the overwhelmingly dominant practice and ideology in rela-
tionships between nations and regions. A wave of ‘“liberalization,”
“deregulation,” and ‘‘privatization” swept across the United States
and Europe towards the end of the 1970s, and then engulfed the rest
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of the world with remarkable speed and force. Structural adjust-
ments, reforms of the economy and flexibility of the labour market
have ensued. Critically important in this neo-liberal praxis and
ideology is the free circulation of capital. Foreign direct investment
has grown from some $5 billion at the beginning of the 1960s to close
to $200 billion today. The value of foreign-exchange transactions has
jumped from $15 billion a day in the 1970s to a formidable $1,000
billion a day in the late 1990s. Obviously, this free circulation of
capital, coupled with a very strong increase in the volume of world
trade, is not synonymous with a world without borders. Technologies
still do not move freely, and above all, people, or labour to use an
economic term, are not allowed to seek economic opportunities in the
land of their choice. The huge migrations that marked the world
economy towards the beginning of the twentieth century, have no
equivalent in the modern version of global capitalism. Yet capitalism
as a universal ambition, in symbiosis with the triumph of the market
economy as a practice and an ideal, is the driving force behind inter-
national relations as this millennium draws to a close.

So the market economy in its various incarnations and global capi-
talism as a reality and a project are what need to be debated, assessed,
and appraised, with clear criteria based on a common political and
moral philosophy.

There are four criteria that seem relevant to assessing how an eco-
nomic system functions: (i) the system should provide work oppor-
tunities and sufficient income to the maximum number of people; (ii)
the same system should create and liberate enough resources for
public institutions to fulfil their collective responsibilities and pro-
mote the common good; (iii) workers, employers, citizens, and groups
in civil society should be able to participate in the functioning of the
economy, whether at corporate, national, or international level; (iv)
finally, the economy should leave to individuals enough space and
time for pursuits other than earning their livelihood, in the intellec-
tual, artistic, or spiritual domains, or simply for social intercourse and
celebration of the pleasures of being human and part of a community.

These quite simple criteria need to be shaped and oriented by a
political and moral philosophy. This philosophy emphasizes the use
of reason, the practice of moderation in political endeavours, a con-
viction that individuals and societies are perfectible, and an aware-
ness that errors, lapses, and ill-will can be expected from individuals
and from the collective. To put matters more precisely, there are
some especially important attitudes and values that may help to make
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good use of the criteria just mentioned when assessing the prevalent
economic system. Here I shall mention only some of them.

It must be realized, of course, that there is no perfect economy, or
perfect society. Some are better than others, in time and space. The
litmus test of a good society is the prevalence of respect for human
dignity. Another important historical conclusion is that progress —
improvements in an economic system or in any human institution —
will be short-lived if it is forcibly imposed. The rule of law is a
necessity for any society, but laws and regulations have to be demo-
cratically created. They are effective and respected only when backed
by social norms, codes of behaviour, and internalized values expres-
sive of a tradition, a culture, and a willingness to be part of a com-
munity, whether a village, a nation, or the world. Politics is a domain
of activity, a professional practice in a sphere of society, but it is also
a dimension of the functioning of all institutions and of most facets of
human relations. To reiterate the initial point, the economy is par
excellence political, a sphere of society shaped by political power and
relationships. Obviously the global economy is no exception in this
respect. It is not a luxury, or an extension of a political opinion held
by some but not others, to seek equity, to aspire to social justice,
primarily in economic terms. It is not only a matter of distribution
and redistribution policy, but the essence of a democratic society. All
issues of social integration, cohesion, marginalization, and dichotomy,
of a divided world, are variations on the theme of the need for social
justice. This itself is based on the observation and conclusion that
human beings share a common humanity and a common aspiration
for at least the most basic sense of dignity. The availability of options
for individuals and of room for institutions, including governments,
to manoeuvre is a critical aspect of an open and harmonious society.
So any form of determinism ought to be rejected a priori, for reasons
of intellectual discipline and political freedom. “Trends’ reflect and
express choices. Even those who believe history is providential,
directed by a benevolent God, leave room for human freedom and
responsibility. Often such room for thought and action appears to be
denied by those who see the all-powerful forces, directing the destiny
of humanity, in science and technology or in the appetite for comfort
and material goods, and the satisfaction of needs, wants, and desires.
Often ‘“‘constraints’” are another name for entrenched interests and
conservatism. Progress, on the other hand, starts with imagination
and generosity of spirit. Equally important is respect for facts and

30



The quality of economic systems

rigour of analysis. It is rare for data and statistics to capture all the
dimensions of a phenomenon, which is precisely why efforts should
be made to expand their scope. Reflection and democratic debate are
enhanced by attending to facts and figures. There is a need for data
on poverty and on wealth, for facts on exclusion and on the new
élites, for information on the informal sector and on tax evasion and
tax avoidance. Averages are often misleading when policies are being
designed to produce a good distribution of opportunities and income.
It is timely to reaffirm that an efficient, fair tax system is a critical
condition for a good economy and a decent society.

These criteria, values, and orientations need to be applied to
attempting an overall assessment of the performance of the market
economic system. Making such an assessment, globally or in a na-
tional setting, is not just an entertaining exercise in political economy.
It is and should be done by governments, political parties, trade
unions, employers’ federations, and the various groups and institu-
tions of a civil society. Naturally (perhaps hopefully), judgements and
diagnoses of how an economy is functioning vary according to the
tools applied, the weight attached to various features and problems,
and the political inclinations of the observers and practitioners. De-
mocracy constitutes an orderly confrontation of various viewpoints
and assessments. It does not imply that there is a consensus on the
relevance of the various criteria to be applied. However, it does
assume there is agreement on a few basic values, including respect for
others and an understanding that individual interests need to harmo-
nize with the search for the common good.

A market economy, in theory and in practice, is the best system for
enabling people to exert their initiative and creativity. It provides
opportunities for work and income and it gives access to material
goods and comfort to increasing numbers of people, through techni-
cal innovation and rising productivity. Globally, a considerable num-
ber of individuals and families are obviously better off materially than
they were a few decades ago. Some nations, groups, and individuals
have been left out of the benefits of efficient markets and economic
growth, but it is possible to take corrective measures. The public
authorities have a responsibility to correct the imbalances and inequi-
ties created by the functioning of the market. Indeed a good market
economy always displays a dense array of institutions and modes of
behaviour that facilitate economic transactions and initiatives with
full respect for the law and with a strong ethical content. Economies
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of an anarchic type, with uncivilized or criminal facets, eventually run
into trouble. The social fabric cannot resist the pressures created by
unregulated markets.

Looking back over past centuries, the capacity of the market eco-
nomic system to provide people with better living conditions amidst
relative freedom is reasonably clear and difficult to challenge. None
the less, recent developments in the developed market economies
and the former communist and socialist countries are troubling.
Everywhere from the United States to Russia and from the United
Kingdom to Hungary, poverty and inequality have been increasing,
sometimes dramatically. Could the main explanation for this be that
the market economy is degenerating into market fundamentalism,
so that the balance between labour and capital is upset, causing
unbridled capitalism? Many governments have been abdicating
their responsibilities and becoming docile instruments of the market,
merely a convenient abstraction that masks very specific interests.
Elsewhere, the failure of centrally planned economies was construed
as evidence that free markets would suffice to ensure economic pros-
perity. “Reforms’ were undertaken as if transferring assets from
public to private hands were the alpha and omega of a good market
economy. Experts and advisers from prestigious institutions gave an
aura of technical soundness and legitimacy to policies that were often
no more than crude expressions of greed and spoliation of collec-
tive goods and property. Conspicuous wealth, extreme poverty and
despair, corruption, criminality, and widespread alienation are the
natural concomitants. A market economy needs a good and efficient
government to flourish and be able to provide work and income to
the maximum number of people. Unregulated markets without strong
codes of ethics simply give a free rein to the most questionable
human appetites.

As for providing public institutions with sufficient resources to fulfil
their responsibilities and promote the common good, this is not a
natural virtue inherent in the market economic system. The inherited,
traditional functions of government in the Western market economies
— overall administration, public order, justice, and defence — make up
a declining share of total public expenditure: about 10 per cent in the
1990s. The bulk of this expenditure — between 50 and 70 per cent — is
now devoted to social areas, including (in order of importance) edu-
cation, health, social security, and housing subsidies. Lastly, govern-
ments of Western countries spend about 10 per cent of their budgets
on supporting their economies, through public investment and sub-
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sidies to firms. As elsewhere, this expenditure in these countries
absorbs a rising proportion of GNP: about 10 per cent at the begin-
ning of the century, 30 per cent in 1960, and 50 per cent in the 1990s.
To finance such levels of public spending, most governments have
borrowed, so that public debt has sometimes reached 75 per cent of
GNP, as it did in Western Europe in 1995. Such public debt is now
limited to 60 per cent of GNP by the Maastricht Treaty. There are
several reasons, including the expected level of social security in a
developed economy and ageing of the population, why countries
in Central and Eastern Europe are heading in the same direction
and experiencing comparable problems. Many observers and policy
makers interpret this to mean that the welfare state and welfare
society are in crisis. The argument goes that taxes have reached a
maximum permissible level in most developed societies. The only
solution is to ask less from governments and more from markets and
private sources of financing. This is also taken to mean that less ought
to be spent on adjusting incomes and other forms of inequality. Sup-
port for the arts, or the construction of buildings or prestige monu-
ments, should be abandoned, or likewise left to private initiative and
largesse. On an international level, there is a dwindling element of
public transfer from the rich to the poor expressed through official
development assistance, which is being increasingly questioned and
criticized. The proposed solution to the problems of the economically
underdeveloped countries is private foreign investment. There are
no international taxes — except to finance the core administrative
budgets of international organizations and the peace-keeping opera-
tions of the Security Council and the United Nations General As-
sembly. A meaningful discussion of how to finance global issues
such as protection of the environment, the prevention and cure of
epidemics like HIV-AIDS, the prevention of terrorism, or the fight
against drug trafficking and other forms of international organized
crime, is not even at an initial stage.

Does this mean the market economic system is unable to generate
and earmark enough resources for public institutions to make trans-
fers to the needy, finance public goods, and address common prob-
lems? Does this mean, for instance, that people will have to pay for
their own education and only have access to medical care if they take
a private insurance? Does it mean that protection of the environment
will eventually depend on the goodwill of prosperous private firms
and benevolent governments? Will rich individuals, and then entire
cities and regions, hire private police and private armies to protect
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themselves from the poor, the deprived, and the outlawed? The
assumption that public money will become increasingly scarce, at all
levels, conjures up all sorts of strange and unattractive scenarios. It is
all but certain, for the foreseeable future and within the assumptions
made by most democratic regimes, that a utilitarian philosophy will
preside over the generation and allocation of public funds. It is un-
likely that any great things comparable to the pyramids, the European
cathedrals, the Great Wall of China, or even St Petersburg, Angkor
Wat, or Versailles will ever be built again. They were the products of
regimes with no concern for economic, social, and cultural rights, and
no parliamentary debate on taxation. It is highly probable that indi-
viduals and families with average and above average incomes will
increasingly have to finance themselves, wholly or in part, to obtain
services such as education and health. It is hard to imagine levels of
taxation at which governments, and in the near future regional and
international organizations, could finance both public services and
transfers and public goods. Yet it is also highly probable that taxes
will have to rise everywhere, even in the least social-democratic and
welfare-oriented countries. The current dominant ideology of lower
taxes, less social solidarity, and more consumption, is bound to lead
to catastrophes. What many societies have achieved in the way of
compatible, decent levels of private and public consumption and in-
vestment, through a complex, sometimes messy mix of market mech-
anisms and public regulation, is being destroyed by an ideology that
turns global capitalism and individualism into the ultimate rationale
of human endeavour.

Participation in the management of an economy and the function-
ing of a society is an elusive concept. As usual, it is the negative
notions and situations — alienation, manipulation, and exploitation —
that are easier to grasp and define. The opportunities for initiative,
work, and income that the market economy is best at promoting un-
questionably form an initial, critical type of participation. Such par-
ticipation suffers as unemployment and underemployment increase.
At workplace level, market economies, particularly in Europe, have
contained a wide variety of arrangements and innovations for workers
and employees to have a say in decisions affecting their daily lives and
the future of their firms. Some of these experiments have found their
way into laws and regulations, while others have died. The decline of
trade unions, the changes in production structures that technological
innovation and the mobility of capital enable, and the ubiquitous rise
of the service sector in modern economies are factors that militate
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against participation. So does the emphasis on flexibility, the need for
employers to hire and dismiss people as the exigencies of competition
and the demands of the market dictate.

At another level of analysis, is there a tendency today towards a
concentration of economic, financial, and political power? There are
conflicting signs. Symbolic institutions such as “G7 plus one,” or the
strength and global reach of transnational corporations, indicate
indeed that there is a strong concentration of power. This is not offset
by international trade unions or non-governmental organizations, or
checked by international organizations with a democratic base and a
universalist mandate. Democracy at the international level is in its
infancy. There is no transparency in the operations of transnational
corporations and financiers, let alone accountability to the people of
the world. National parliaments also have very limited participation
in the decisions affecting national economies and their integration
into the regional or global market. People are increasingly active in
associations and organizations that represent a cause or a set of spe-
cific interests. People are also more involved in international affairs.
Indeed people in a growing number of countries are able to delegate
their parcel of sovereignty to their representatives in the legislative
and executive branches. But with a few exceptions, regular political
parties are not thriving, and in some places ground is being gained by
extremist movements with totalitarian ideologies. Many public insti-
tutions have problems of legitimacy and credibility. Political ‘“‘con-
sumers’’ outnumber informed and responsible citizens. Many educa-
tion systems are in trouble. It is unclear when and how the market
economies, in a context of globalization, will encourage people to
devote time and energy to the various forums in which the future of
the world is shaped.

Working to make a livelihood and participating in managing the
economy and society are demanding tasks. Most people in the world
simply struggle to survive. The public authorities are either remote or
threatening to most of them. So is it a sign of ignorance, idealism, or
¢litism to claim that a good economic system should provide individ-
uals and communities with time and space to indulge in leisure and
the pursuit of intellectual, artistic, and spiritual ventures? Taking as
an example the countries of Central and Eastern Europe, can there
be any other legitimate, urgent goal except an efficient and competi-
tive market economy, when GNP has dropped by 20 per cent in four
years and 1989 production is unlikely to be matched again before
2000? In any case, is it not obvious that the market economic system
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is the one that scores best by this last criterion? Has not this system,
through its long, painful, often ghastly history, managed to liberate
most men, women, and children from slavery, forced labour, and the
worst forms of exploitation? Does it not reflect well on the market
economy and political democracy that women are on their way to
personal autonomy and equality, that working hours have been
reduced, that many domestic and other tasks have been made easier
and quicker, that illiteracy is receding, and that increasing numbers of
people have access to knowledge and information through television,
the Internet, and even tourism? There is no other economic system,
runs this line of argument, that can provide people with such a good
combination of material comfort, freedom, and time for leisure and
other pursuits.

All this is probably true. At this juncture in history, given the dis-
credit that totalitarian excesses have inflicted on more generous doc-
trines and Utopias, the liberation of humanity from deprivation and
the constraints of ignorance will best be promoted by building effi-
cient market economies. It is even conceivable, in the not too distant
future, that the logic of the market may become less adverse to the
logic of giving. For this path to open for more than a privileged few, it
is necessary to slow down and diversify the process of globalization
and economic integration immediately, to fight the ideology of global
capitalism, to be merciless with various forms of concentration of
economic and financial power, including the media, to promote and
defend a rich array of institutions, to affirm a continuum between
private morality and public virtue, to free scientific research and other
human endeavours from the grip of a monetization that destroys the
social fabric, and perhaps above all, to proclaim urbi et orbi that all
human beings share a common humanity, so that respect for others
and social justice are moral and political imperatives.
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The democratic process and the
market: Key aspects of the
transition in comparative
perspective

Mihaly Simai

Ideologies and realities

In the bipolar world of the Cold War, most Western politicians and
political scientists drew a simplified distinction, dividing the world
into market-economic democracies and etatist, totalitarian regimes.
The Western industrial countries saw themselves as true democracies,
while the countries of Eastern Europe, and most developing coun-
tries, were classed as totalitarian, autocratic, or dictatorial. Many of
their counterparts in the East applied a similar simplification when
they viewed the division of the world.

The issues of democracy and human rights occupied an important
place in the global political and ideological struggles of the period.
Civil and political rights took priority in Western countries, while the
etatist, socialist regimes of the East laid emphasis, in their debates
with the West, on economic and cultural rights. However, in practical
terms the Western world contained no static, democratic market sys-
tems with universal characteristics. The region containing what are
known today as the European transition economies, the new democ-
racies, or the new market economies has never been politically or
economically homogeneous.! Mainly due to pressure from the Soviet
Union, they were strongly inclined to introduce universalist institu-
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tional patterns in their political and economic systems.? However,
important distinctions between them persisted, due to differences
in level of development, cultural tradition, and previous history.
This diversity became steadily stronger after the death of Stalin and
the Hungarian Revolution of 1956. While some Central and Eastern
European (CEE) states became more liberal and less oppressive,
others maintained or even tightened their dictatorial regimes.

A similar simplification was made in evaluating the economic sys-
tems. The debates on national, institutional, and global changes were
influenced by two Utopian extremes. One is the Soviet model: eco-
nomic development is to be managed by the state and subservient to
a collective will ostensibly represented by the hand of central gov-
ernment. (Interestingly, Marx never denied in his writings the his-
torical role of the market in the development process. According to
his analysis, the market was the solvent that would break down the
traditional rigidities of society and allow development.) The other
extreme is a liberal Utopia, where the “invisible hand”’ of the market
is master. The role of the state is confined to safeguarding property
rights and removing obstacles to the efficient operation of markets.
Advocates of this ideology attribute allocative inefficiencies to mar-
ket failures, caused by strong state intervention. Both these extreme
views have a high ideological content, and have proved themselves
counter-productive.

Capitalism has never been a closed, homogeneous political, eco-
nomic, and ideological system. It has provided the socio-economic
foundations for a variety of economic models, political structures,
and ideologies. Some of these have been decidedly unresponsive to
fundamental social problems which others have recognized at an
early stage. The capitalist system has also been able to accommodate
some fanatical ideologies, such as violent nationalism and fascism,
which are sadly gaining ground again in some parts of the world.
Their divisive doctrines of racism, ethnic hatred, and religious bigotry
are fuelled by mounting socio-economic problems and political stale-
mate, but cannot in any way promote global solutions to problems of
poverty, environmental degradation, or crime.

Markets played an interesting role in the history of the socialist
countries. In Soviet Russia, Lenin himself initiated a market-driven
regime, the New Economic Policy, after the short period of “war
communism.” This in turn was superseded towards the end of the
1920s, but it continued to inspire many socialist reformers and advo-
cates of market socialism. Even Stalin accepted that instruments of

38



The democratic process and the market

the “socialist market” were needed in economic policy. Some ele-
ments and forms of market exchange persisted in almost all socialist
countries, but they were specific, being confined to certain niches and
instruments within the system. Even where they were widespread,
they were strongly distorted. The main source of information was
the central plan, which the actors in the economy received as man-
datory targets, through a system in which central targets and “plan-
bargaining” were the dominating factor. Price signals played a very
limited role in the state sector. Even in the socialist countries where
major reforms were introduced, prices were subordinated to social or
economic goals and priorities determined by the political process.
These goals were not constant. The socialist system relied on constant
redistribution of income through the budget, so that efficiently func-
tioning parts of the economy surrendered most of their gains to sub-
sidize the rest of the economy, including consumers. The market was
dominated by strong state monopolies. The other, restricted compo-
nent of the market was the private sector. Its size and legal status
varied from country to country — even by orders of magnitude by
1989, on the eve of the systemic changes. The private sector relied
on filling supply gaps left by the state sector and on the goodwill of
the authorities. In some countries, much private market exchange
was illegal and the actors subject to prosecution. In others it was
tolerated within a range of legal limits.

There was also an important international dimension to market
forces in the socialist countries. They remained part of the global
economy, even though their domestic institutions and the patterns of
their international economic relations tended to isolate them from
global markets.®> The institutions of the centrally planned economic
system developed a bias against external economic relations. The
economic policies of the socialist countries reinforced the inward-
looking character of the development process, over a period of sev-
eral decades. Indeed new economic foundations of nationalism were
established or reinforced in all the countries of the Soviet bloc. This
became probably the largest economic grouping in history to drop
out of the global market system for geostrategic and systemic rea-
sons. However, although the system was institutionally isolated from
the world market, the judgement of the world market had indirect
influences on the socialist countries, through the high prices they paid
for new technology, their losses through the terms of trade, and the
high cost of debt servicing. The world market also had some influence
on the prices in trade among the socialist countries.

39



Mihaly Simai

The economic interactions of the socialist bloc with the rest of the
world reached its lowest point in the 1950s. Thereafter, the emer-
gence of the third world and of the détente process introduced forces
and mechanisms that intensified economic relations with countries
outside the bloc. Even so, they remained largely isolated, for about
40 years, from the integrating forces of global capital and technology
flows and from the prospect of more favourable trading conditions.
This isolation also arose out of the strategic considerations applied by
the West. Meanwhile there was some intensification of economic
relations between the CEE countries and the Soviet Union, although
the institutional level of cooperation remained rather primitive and
inefficient. Efforts to harmonize economic development among them
through a planned international division of labour largely failed, al-
though some elements of specialization arose.* Some market instru-
ments were introduced with the reforms in certain socialist countries,
but a shift towards closer integration or reintegration into global
markets became possible only with the change of system in the early
1990s.°

The existing differences between the socialist countries were also
responsible, to some extent, for the various ways in which their
etatist-socialist regimes collapsed,® and for the spectrum of CEE
post-communist regimes that emerged. These differed in the way
their markets developed, and in the character of the political regimes,
including the progress made with establishing a civil society and the
depth and stability of democracy.

A new chapter of regional history opened with the collapse of
the etatist-socialist CEE regimes and dismemberment of the Soviet
Union. The relatively swift transition to a competitive market system
and pluralist political democracy in the region constitutes a histori-
cally unprecedented task. Its outcome depends largely on harmoniz-
ing its economic and political aspects, which have often proved con-
flicting in the past.

Relations between the influence of market forces and the devel-
opment of democracy have never been simple or straightforward.
Many politicians, scholars, and others have therefore taken the pos-
tulates of a sustainable democratic political system and a theoretically
efficient “undistorted” market to be conflicting, contradictory cate-
gories. The American scholar Lester C. Thurow, in his best-selling
book The Future of Capitalism, writes, ‘“‘Democracy and capitalism
have very different beliefs about the proper distribution of power.
One believes in a completely equal distribution of power, ‘one man
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one vote,” while the other believes that it is the duty of the economi-
cally fit to drive the unfit out of business and into economic extinc-
tion.”” He adds that over the past couple of centuries, two factors
have allowed these two power systems to coexist as democratic capi-
talism. First, it has always been possible to convert economic power
to political power, or political power to economic power. Secondly,
government has been actively used to alter market outcomes and
generate a fairer distribution of income than the market alone would
produce. Thurow also raises doubts about the sustainability of this
balancing act, in an era when market forces are producing much
greater inequalities. The debates about the sustainability of the
democratic process in a competitive market system, as indicated by
Thurow, are very old of course. Democracy, as it is basically under-
stood, is not a political ideology like liberalism, communism, social-
ism, or Nazism. It is not a set of political ideas about the values,
instruments, goals, and outcomes of social actions. It describes a
particular system of government and the distribution of power within
such a system. In fact most political ideologies use the concept of
democracy, with qualifications based on their specific views and
preferences. Liberal democracies place constitutional limits on gov-
ernment power, safeguard civil liberties, and are representative in the
sense that office and power are gained by competitive elections. The
original meaning of social democracy was the principle of equality in
society, including equality of wealth.

The progress of democracy was a lengthy process in most of the
developed industrial countries. It was influenced by social and eco-
nomic interests and conflicts, by political ideologies, by ethnic prob-
lems, and by external and internal factors and forces in each country.
Democratic rights expanded progressively, often after bitter social
and political conflict. Practically speaking, the spread of democracy in
most cases followed on from the growing prosperity of the people,
containment of social conflict through reform, and growing social
mobility. The contradiction between a declared or constitutionally
guaranteed equality of rich and poor and substantial inequalities
in the distribution and redistribution of the national cake remained
unmanageable while the cake was small. So an important question
often asked about poorer countries is what type of democracy they
can develop and sustain. The capitalist system in very poor countries
has not been able to sustain democracy without major setbacks.
Capitalism and democracy in the second half of the twentieth century
have coexisted well where there were no major social tensions or
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conflicts and the systems could introduce significant social reforms.
Events in several European countries, as in Germany in the first half
of the twentieth century have shown that a democratic system can
be undermined by intolerance, ideological fundamentalism, violent
nationalism, or internal or external events, forces and factors that
create intolerable economic problems and unsustainable inequalities
in society.

Historically, the markets in different countries have also resulted
from a long process of organic development. There has been an in-
teraction between the specific features of these societies and of their
markets. The societies have also created the legal framework and the
various organizations required for the market to function properly.
On the other hand, external factors have also played an important
part in market development and growth. Markets have played a
multiple role in the history of their countries. They have promoted an
increase in the number of social groups and interests like the emer-
gence of the modern enterpreneurial middle class, the managerial
¢lite, the modern working class with its different strata, the profes-
sional élite, or the modern state bureaucracy. This process also served
to underpin political diversity and pluralism. They have also pro-
moted a concentration of economic power, monopolies, and oligopo-
lies and thereby a concentration of influence on the political power
structure. Then they have promoted a separation of the economy
from politics, and played a corrective role in cases of government
failure. At the same time they have failed in many areas, necessitat-
ing corrective government intervention. All this points to the need to
understand the historical environment in which the market and the
political process interact.

Historical evidence shows that the development of a market econ-
omy normally preceded democratic changes in governance. There are
very few cases where pluralist, liberal, democratic systems emerged
before there was a market economy with clearly defined, transparent
property rights, dispersed economic power, free entry and exit, and a
non-discriminatory system of economic competition.

On the other hand, democracy has not necessarily been a pre-
requisite for an effective market system, or for economic develop-
ment. Empirical evidence suggests that authoritarian governments are
often less vulnerable to special-interest groups or ethnic or regional
pressures when implementing major socio-economic policies or carry-
ing out painful structural reforms. Sustaining the democratic methods
of governance has proved particularly difficult and often disadvanta-
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geous in troubled times. Non-democratic regimes are often able to
create higher savings, through enforced public savings and other
measures. The concept of a “development dictatorship” has often
been cited as an excuse for the dictatorial regimes in some South-
East Asian countries. The pre-war patterns in Central and Eastern
Europe also demonstrated that market economies could coexist with
a range of political systems, dictatorial or democratic. (Thurow men-
tions in his book that American capitalism managed to coexist with
slavery.) Of course a thorough cost-benefit analysis of non-democratic
regimes would question the allocative efficiency of some totalitarian
regimes, and the preferences given to various groups in the ruling élite
or the army. The political and social costs of non-democratic regimes
have been very high in many cases, compared with their favourable
influence on some economic indicators.

Through the long history of human efforts to achieve it, democracy
has been interpreted in practice in various ways. It has been seen as
an ideal political system, unattainable in full, a set of political insti-
tutions for sustaining or changing the political establishment by reg-
ular elections, a system that only functions when based on a broad
middle class and a developed civil society, and so on. Democracy as
an ideal and an actual system has changed over the more than 2,000
years since its “‘invention.” In the twentieth century, there are several
important conditions that need to be fulfilled for the democratic pro-
cess to succeed. Success in this case simply means that the democratic
process will be capable of reproducing itself, without creating sit-
uations that require or elicit non-democratic methods of governance.

Some of these conditions have related to the characteristics of the
political élite. These aspects have been dealt with by such diverse
personalities as Socrates, Thomas Paine, or James Madison. In the
twentieth century, when personal selection and often the victory of a
candidate in the political process depends in many countries on cam-
paign funding, it has become even more important that those elected
to parliament or local or national office should be of relatively high
quality and reasonably honest. Democratic systems do not produce
automatically more experienced and responsive politicians than other
systems.

Another set of conditions for the success of a democratic system
concerns the prevalent political attitudes, the political culture. This
aspect of democracy is particularly important in Central and Eastern
Europe where it was shaped by decades of dictatorial regimes influ-
enced by militant ideologies. There must be democratic self-control
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and tolerance by the majority, and by the minority. Effective contests
for leadership in successful democratic systems require a certain level
of tolerance of otherness. There are two particularly important con-
ditions related to the institutional patterns. One relates to the scope
of governance by democratically elected institutions. This should be
relatively limited, so that it can be handled by the mechanisms of
democracy, whereas the totalitarian decision-making of many non-
democratic governing structures makes the use of non-democratic in-
struments essential. The other is the need for a well-trained, respected,
professional, and competent bureaucracy. This must be fairly con-
stant, to offset the non-specialist politicians.

One of the most delicate sets of conditions for the success and
sustainability of democracy relates to socio-economic problems. Some
political scientists have suggested that if a society is not in reason-
able health, democracy can be not only risky but disastrous.® His-
tory has also shown that there has to be a certain degree of justice
and participation and a fair distribution of welfare to sustain democ-
racy. Democracy cannot be sustained where the distribution of the
national cake is a zero-sum game and there is large-scale exclusion.
Democracy cannot be treated in isolation from other social or eco-
nomic processes. At the end of the twentieth century, democratiza-
tion must also be viewed from global perspectives, for it is increas-
ingly taken as a universal international or global process, closely
related to global socio-political changes, especially the international
and universal character of human rights. It must include the world’s
macro and micro-processes: the character of inter-state relations, and
the commitments of the main powers to building and sustaining a
democratic world. It is also increasingly evident that the micro global
processes cannot be controlled and managed from global centres or
by regional and national bureaucracies. The importance of grassroots
institutions, organizations, and activities is increasing. Some ideolo-
gists of globalization, such as John Naisbitt,’ suggest that global-
ization increases the scope for small groups or firms, because they
have greater flexibility than larger units. According to Naisbitt, the
essence of the global paradox is that the more global or universal
humanity becomes, the more ““tribally” people act. This reduces the
traditional role of the state and changes its functions. ‘“Now, with the
electronics revolution, both representative democracy and economies
of scale are obsolete. Now everyone can have efficient direct democ-
racy.”'? The fragmentation process, however, is not just a result of
the “‘new tribalism.” It also derives from the marginalization and ex-
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clusion that emanate from the highly unequal character of the glob-
alization process.

Interrelations between market-building and democratization,
during and after the transition

There is always a danger of simplification when analysing inter-
relations between political and economic processes. A relatively short
time has elapsed since the systemic changes in Central and Eastern
Europe, and the speed of progress in the economic, political, and
institution-building processes has differed. This makes it almost im-
possible to provide a detailed, credible, documented comparative
analysis of the interrelations between the economic changes and the
development of democracy in the former socialist countries. How-
ever, a few general observations can be made: (i) there have often
been different forces behind the processes in different countries,
which in itself has resulted in more divergence than convergence;
(i1) in most cases, the two processes have taken place in parallel, and
the interactions have mainly been indirect; (iii) the development of
democracy has been influenced by the character of the regimes that
preceded the change of system; (iv) the influence of external, inter-
national factors and forces has been important to the economic and
the political transformation, but the interactions of the two processes
have seldom been surveyed in a systematic way. The international
organizations assigned by the main industrial powers to “‘command”
the transition process have developed several important ‘““transition
indicators.” These include political democratization, establishment of
a new legal framework for the economy, particularly in competition
and liberalizing market entry, macroeconomic stabilization, monetary
and fiscal reforms, price liberalization, liberalization of trade and
foreign exchange, banking reform and interest-rate liberalization,
restructuring of enterprises, introducing effective corporate gover-
nance, market-building, with special emphasis on labour and capital
markets, and integration into global markets based on openness. All
have placed strong emphasis on privatization, dismantling the eco-
nomic system of central planning, and creating a new business élite.
Liberalization and the introduction of free-market policies have been
among the most important aids to reintegrating the former socialist
countries into global markets and building up new contractual rela-
tionships with the Bretton Woods institutions. The democratic agenda
was almost ignored in the early years of the transition process, when
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shock therapy and the remedies of the multilateral financial institu-
tions were being put forward.'!

The character of the evolving political systems

Totalitarian, one-party regimes involve above all important limita-
tions on individual freedom. So the collapse of the totalitarian state
resulted in almost unrestricted freedom, as one of the first steps in the
democratization process, in a number of CEE countries. This was an
inevitable reaction to the past. Individual freedom was taken to be
the fundamental requirement for progress in building a civil society,
the emergence and development of various social and political
groups, and provision of chances for these to articulate their interests
and values. In almost all the European post-socialist countries, apart
from some that emerged through the disintegration of a poly-ethnic
state, freedom now prevails in the literal sense. Censorship has van-
ished and anyone with the means may publish a newspaper, leaflet,
or book. There is practically unlimited freedom of association, and
numerous political parties and trade unions are active. This process
has taken place much faster than it did in the Western countries, but
there have been practically no moral, ethical, and institutional con-
straints upon it. So the result in many cases has been anarchic con-
ditions. Among the important economic drawbacks have been the
rapid development and spread of the black economy, the disappear-
ance of tax-paying discipline, and neglect for the interests of con-
sumers. The loosening of government controls has opened the door
to criminal elements on a scale unprecedented in the history of capi-
talism. The variety of capitalism that is developing in Russia, for ex-
ample, is one of the most greedy and lawless systems ever seen in any
country. However, such “gangster economics’ or “‘klepto-capitalism”
is not confined to Russia.

The rule of law has been considered another fundamental postu-
late of the political transformation in societies where the ruling party
was “above the law” and arbitrary decisions and government decrees
provided the bulk of the institutional framework. The law in a dem-
ocratic society is an important instrument for social control of the
whole population within a jurisdiction. In the totalitarian one-party
state, the ruling party was above the law, which gave almost unlim-
ited power to it and to its executive arms in the power structure.
Democratic states have to rest on the rule of law, rather than the rule
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of police or dictators, to protect personal security and rights, safe-
guard personal freedom from arbitrary intervention, and regulate the
ways the democratic system functions. New constitutional guarantees
were needed to establish the rule of law. One of the main new ele-
ments in the constitutions enacted, or in the case of Poland and
Hungary, fundamentally amended, is recognition and honour for
private ownership as the fundamental form of property-holding. This
recognition, which extends to the ownership rights of foreigners as
well, is a basic condition for the development of a capitalist market
system. An important and controversial issue is the debate on the
limitation of ownership related to foreign ownership, especially of
land. The law that developed out of the new constitutions has fre-
quently been ill-designed and ill-formulated. There were thousands
of rules that had to be replaced or amended. Even in the countries
that made the fastest progress with modernizing the law — Poland,
Hungary, and the Czech Republic — there have been some major
legislative shortcomings. Progress with the legal system has also been
complicated by the desire of these three countries to join the Euro-
pean Union.

The new or amended constitutions in the former socialist countries
contain provisions for respecting human rights, but there are two
major problems in this respect. One relates to economic, social, and
cultural rights, which were considered as fundamentally important
under the communist regimes. These rights, and particularly the
conditions for respecting them in practice, are not so strongly estab-
lished, and the emphasis has been placed more on political and civil
rights. In practical policy terms, the conflicts between the two sets of
rights are much greater, of course. People do not want to accept civil
and political rights as a trade-off for full employment, social security,
free health care, and education. They want both, which has proved to
be more or less impossible.

Another source of political and governmental weakness in several
former socialist countries has been an ill-defined distribution of power
between the head of state, the legislature, and central and local gov-
ernment. This is sometimes due to hasty adoption of constitutions
that reflect expedient compromises. In other cases it results from per-
sonal power struggles between individuals in high office, or between
groups advocating liberalism or autocratic, populist ideologies. The
advocates of presidential government dream of complete freedom to
select government ministers, the right to issue decrees with the force
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of law (in other words, bypass the legislature), and relatively wide
powers to dissolve awkward parliaments. These are essentially auto-
cratic tendencies that represent serious dangers in many CEE coun-
tries, where there are strong regional traditions of autocracy.!?

Another important factor shaping the character of the political
system is the proper distribution of power in the former socialist
countries. Here the democratization process and the building of a
modern capitalist society are closely related. As Thurow, for instance,
describes, power in a modern democratic, capitalist society has two
main sources — political and economic, or in more practical terms,
political position and wealth. The still brief history of the new system
in the former socialist countries has shown how the possibility of
converting economic power into political power and vice versa, along
with other means of gaining special advantage, is a major source of
corruption. This applies especially where the choice of politicians and
exercise of social control over them is not based on an ‘“organic,”
long-term process of selection, where the balance between the exec-
utive and the legislature is not well defined, and where the rule of
law is not well established. With a massive redistribution of wealth
underway, political power was used in almost all these countries on
an unprecedented scale to create wielders of economic power. The
newly rich, on the other hand, prefer political forces that do not pose
a threat to their new wealth. This factor, of course, does not question
or deny the democratic credentials of new governments that have
been properly elected or the democratic character of the new insti-
tutions that sustain a plural society. The holders of political power
change as a result of shifting popular votes, and legitimation may be
withdrawn from the ones that created the new economic élite. This
process will separate the two groups, so that the autonomy of the
economic system and the political process increases. There will inev-
itably be important differences of interest among the various groups
in the new entrepreneurial class. They may form differing or con-
trasting political ideas, goals, and policies, related also to their eco-
nomic position on the market.

Political competition for power is not confined to a single factor. It
has a number of other sources in modern, democratic, capitalist
societies. The political process, under the pressure of various social
groups — workers, farmers, urban professionals — has created forces
that seek to limit or reduce inequalities, and to constrain the role of
economic power in the society. Another important factor in the
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political process is nationalism and xenophobia. A contribution to
the political process will also be made by the various value systems,
which add qualifications to the concept and practice of democracy,
such as Christian, liberal, socialist, social, and perhaps others.

All these problems raise the question of the character of the polit-
ical parties, their social constituencies, and their relations to the
market system. Maintaining political pluralism requires broad con-
sent to the shifts in power resulting from free elections: on the will-
ingness of the ruling party to step down after political defeat, and on
the tolerance of the organized opposition for those in power. How-
ever, it is equally important that those in power have time and op-
portunity for genuine dialogue with the electorate, about the latter’s
concerns and fears, and that they be able to adjust their policies and
manage the conflicts that emerge. There is also a necessary minimum
readiness for the governing parties and the opposition to cooperate
on certain national issues.

Large numbers of political parties sprang up in all the CEE coun-
tries after the fall of single-party dictatorship. They can be divided into
four groups, according to their origin, two of them consisting of sur-
vivals or successor parties. One group of survivals or re-established
parties originated from before the communist period. They include
the Christian democrats, and various agrarian and social democratic
parties. Some represent narrow and even anachronistic interests, and
their ideas derive mainly from experiences before the Second World
War. The other “‘survivor’ group consists of successors to the former
communist party, which in some countries may have split into two
groups. The reformers in the old communist party come to resemble
modern social democratic parties in Western Europe, while the more
conventional, traditional groups remain Marxist. The third group of
parties derives from groups that actively opposed the communists:
Solidarity in Poland, the Free Democrats (SZDSZ) in Hungary, and
a number of others in other countries. The fourth group is mixed.
It includes some small, peculiar, and even unique political groups,
like the Liberal Democrats in Russia, and the various loyalist groups
that seek to restore the monarchy. Some of these parties are ‘““non-
political” in character, such as the Greens, the Beer-lovers Party in
Poland, or the Independent Erotic Initiative in the Czech Republic.
Except for the traditional Marxists and the right-wing populists, most
political parties accept and advocate a modern market system, if with
some political or ideological qualifications. The etatist traditions in
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the region have left a strong mark on these ideologies, especially
where a party champions a specific group, such as farmers, who were
heavily subsidized during the communist regime.

Most political parties have a limited membership. They have more
of the nature of electoral parties, which confine themselves between
elections to parliamentary activity. In most cases they have no well-
defined or articulated interests behind them. Some are parochial
parties lacking a vision of modern society. This means that several of
them refrain from participating in any national consensus-building.
There is little or no mutual confidence among the parties about their
attitude to democratic institutions. The level of tolerance of oppo-
nents is rather low. Many of the parties collect only a tiny fraction of
the vote. Therefore former socialist countries still need modern,
integrating parties guided by a vision of a modern society, and advo-
cating lasting moral values. The absence of large social groups with
identifiable homogeneous interests and values makes it hard for such
parties to emerge. The problems are reflected clearly in the electoral
““alliances’ put together in some countries, often on an ethnic or re-
ligious, rather than a political basis.

The effect of interactions between politics and economic
problems on the evolving system

Since political and economic changes had to be implemented by the
state, from above, and external political forces and factors also con-
tributed strongly to shaping the transition process, a forceful inter-
relationship developed between the two processes. Some of these
interrelations favoured both processes, by speeding up the disman-
tling of the earlier system’s institutions and the building of market
institutions, including the legal framework for them. The political
process gave impetus to private enterprise, by providing the legal and
economic conditions it required.

There have been some important achievements in market-building,
particularly the two main ones, for labour and capital. The former has
developed fairly fast in the CEE countries, where the adjustment
process has been facilitated by a relatively educated labour force.
The combination of a high educational level and quite low wages
made it easier for labour to adapt to the new market conditions and
meet a demand. The components of this demand, the occupational
patterns, have changed along with the changes in ownership struc-
ture, due to privatization, foreign direct investment (FDI), the dis-
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mantling of large state enterprises, the low level of new domestic
investment, and the patterns of new private enterprise.

All the former socialist countries have encountered more difficulty
with building their capital markets, which were absent from the cen-
trally planned economies. The legal framework for building them was
influenced by the prevailing economic environment, and by the out-
side advice received and the pressures for greater liberalization and
openness. The role of capital markets — promoting capital accumu-
lation and allocating resources — linked them particularly strongly
with the political process, through the state’s role in redistribution of
income and wealth and creation of a new entrepreneurial élite.

This new business class is rather mixed in content. A relatively
small proportion (0.1-3 per cent) can be classed as very rich, even by
international standards. There were several patterns behind the cre-
ation or expansion of the new entrepreneurial élite in these countries:
the development of the legal framework; the introduction of liberal
economic policies; assistance with special loans; and above all, redis-
tribution of wealth through the privatization process. The results of
integral development of capitalists from the grass roots have tended
to be small and medium-sized firms, the owners of which make up
about 90 per cent of the entrepreneurial class. About half of these
went into business after losing their jobs, as the only way of making a
living. In most of the former Soviet republics, the process of creating
a new business élite has been highly controversial, and in some areas
linked with criminal activity. The Russian mafia may be the world’s
largest grouping of organized criminals, consisting of about 5,000
gangs with close to 3 million members. They managed to ‘privatize’
more than two-thirds of the country’s retail outlets, hotels, and ser-
vice operations, notably the banking system.'?

The development of the foreign-owned sector in the transition
economies has also been influenced by political factors. Foreign
investors and firms were attracted by the disappearance of the main
important political risk factor, the danger of expropriation, and by
the low prices of the assets offered during the privatization process.
Of course the building of new market institutions, the development of
the legal system and establishment of the business infrastructure have
been indispensable to the efficient functioning of private firms. The
desire to attract foreign investors encouraged faster building of
market institutions. Indeed the effort to attract FDI has often given
more of an impetus to institutional change than domestic political and
economic pressures. To attract FDI, governments had to introduce
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new legislation on national and foreign entrepreneurship,'* and var-
ious attractive economic policy measures, such as tax concessions or
even subsidies. It was also necessary to conclude bilateral agreements
with a number of countries on protecting foreign investments and on
double taxation. Almost 60 specific, bilateral investment treaties have
been concluded so far between the former socialist countries of
Europe and the industrial market economies.'®> The increasing im-
portance of foreign capital in some economies resulted in a measure
of resentment against foreign ownership, fomented particularly by
populist groups on the right and extreme left. Their calls for a
“struggle against foreign exploitation” have not had a strong influ-
ence on the majority of the population, but may still become a major
source of political conflict in the future.

The interactions between the political and economic changes were
also responsible for some of the initial problems and difficulties in the
transition countries. First, domestic and external political forces were
at least partly responsible for the failure to enshrine the postulates of
the transition in a logical, rational, generally agreed framework or
action programme. This might have laid down optimum sequences of
events and facilitated selection of a preferred model for the market
economy, on which to base the transition process. There were a
number of reasons for this failure, including lack of expertise, limited
information on the real patterns in developed industrial countries,
ideological preconceptions, and wishful thinking.

The essential role of the state in the transition process led to other
important problems in practical terms. Some of the main slogans
in the political struggle against communism had been the need to
dismantle costly and inefficient bureaucracies, and create democracy,
accountability, transparency, freedom from corruption, and so on.
The dismantling of the bureaucratic state was expected to reduce
radically the transaction costs of society. However, market-building
could not be carried out without active government involvement.
Indeed the tasks of the transition sometimes increased the powers of
the bureaucracy still further, especially in the redistribution of wealth
and income, and often with little or no transparency at all. There was
very little democratic control over the privatization process in most of
the former socialist countries. In several, corruption and other illegal
sources of wealth have become major forms of cooperation between
the new political and economic élites, and they exerted a big influ-
ence on the way the markets started to function.

The greatest and the most conspicuous changes have occurred in
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the consumer markets. The region constitutes a large consumer mar-
ket, even though most of the population have low purchasing power.
Consumerism is spreading everywhere, with a relatively important
group of big-spending successful entrepreneurs, better-paid managers
and professionals, and often criminals in the vanguard.

The experiences of the transition economies show that the role of
governments, and their functions in the economy as participants,
actors, regulators, or agents of change, cannot be examined in isola-
tion from the level of development and its institutional and structural
implications. As participants in the world economy, the former so-
cialist countries have far less power than the key industrial countries
to deal with the internal consequences of exchange-rate fluctuations
and speculative capital movements. They are the “price-takers” in
the global economy. Furthermore, they do not have available to them
the same accumulated experience and range of policy instruments
as the industrial nations.

The costs, benefits, and realities

The progress that most former socialist countries have made towards
a democratic market system in less than a decade cannot be over-
looked. They have achieved more in this respect than many Western
countries did over several decades of earlier development. They have
created numerous political and economic institutions and conducted
a redistribution of income and wealth that corresponds with a market
system.'® However, there are important differences between them in
their success and in the internal cost-benefit structure of the changes,
and widening gaps between winners and losers. These countries
failed to establish conditions that would promote a more equitable
distribution of the inevitable human costs of the transition process.
Although the transition is not complete, it has already resulted in
heavy economic losses, social disintegration, unemployment, and
poverty in almost all the countries. The extent of these losses varies
from country to country. About half the CEE population and 75 per
cent of people in Russia cannot afford anything beyond their house-
hold costs and essential food items. Due to social diseases attribut-
able to the transition process, there has been a decline in human
solidarity and courtesy, and a deterioration in human relationships,
including family ties, while indifference, egotism, cynicism, dishonesty,
vandalism, delinquency, drug abuse, pornography, corruption, crime,
and violence are increasing. These are fuelling a popular desire for
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“law and order”’ with draconian penalties designed as a deterrent. All
these developments may have important political consequences unless
appropriate corrective policies are introduced.

Economic stagnation and decline and social deprivation have never
provided solid foundations for experiments with democratization and
marketization. If the market system and democracy bring inflation,
unemployment, mounting inequality, and declining standards of liv-
ing, the result will be fear, alienation, and distrust. For 40 years, the
etatist regimes with their communist promises sought to convince
people they needed to sacrifice present welfare for some future gain.
Many people have seen a parallel with this in the vague promises
made by the new regimes that advocate market reforms and democ-
racy. They are inclined to see the evolving regimes as ‘‘redistributive
coalitions” for the benefit of a small new minority. The transition
process has shown that although the majority support democracy,
they do not see marketization or privatization as sufficient or attrac-
tive enough goals, especially if they have experienced more of the
adverse consequences, while the gains have gone to a narrow stratum
in society. In countries where the ‘“‘post-socialist” coalitions were
later voted out of power, the electorate was voting against the
increasing poverty and unemployment, the declining standard of
living, and the other economic and social difficulties. In some cases
this was also a protest vote against the policies of governments and
political forces that sought to restore the political and ideological values
of pre-war regimes. The socialist parties and their coalition partners
were not offering a return to full employment, central planning, or a
one-party system. People were not voting for a return to the com-
munist past, but for more equal chances and greater security.

The future of democracy in the region does not depend on economic
factors alone. Naturally, the gap between promises and expectations
and realities is an important source of political problems. Practically
all the former socialist countries have their advocates of autocratic
government, and in some countries these forces have been able to
manipulate elections, aided by the political apathy of large groups in
society. The nostalgia for “law and order” regimes, particularly in
countries like Russia, which have large criminal groups, may be a
source of support for ‘‘neo-authoritarianist” feelings among the
people. The ethnic hatreds and conflicts traditionally problematic in
the region, coupled with xenophobia and violent nationalism, also
pose grave dangers to the democratization process. Moreover, the
ethnic problems are often closely related to the redistribution of
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wealth and income, in all the transition countries. Many minorities
are marginalized and locked into a vicious circle of poverty. So the
pressures for anti-democratic extremist policies may come from a
wide variety of sources.

There are, of course, a number of structural changes that support
and sustain democracy in the former socialist countries. The social
composition of today’s CEE countries is very different from what it
was before the Second World War or in the early Cold War period.
These are no longer traditional peasant societies, where authoritarian
rule can easily be enforced. They have large professional strata, a
broad industrial working class, and a small but growing entrepreneu-
rial élite and middle class. There may be political forces that would
prefer to limit democracy or have an autocratic regime, but open or
disguised political efforts to introduce dictatorship would encounter
strong internal opposition. The elections in Slovakia in 1998 or in
Romania indicated the resentment against authoritarian regimes or
tendencies. A retreat from democracy would also provoke adverse
international reactions, which would do great damage to countries
that are heavily dependent on their external economic relations.

The role of external factors — Conclusions

External forces and factors have always played an important role in
the region, in introducing and sustaining dictatorial regimes and now
in the democratization process. In the twentieth century, both the
Nazi-oriented and communist regimes in the region had strong ex-
ternal supporters, and were imposed on and sustained by the influ-
ence of a dominant foreign power.

Today there are external influences on the political changes coming
from a number of sources. (i) There is a strong ‘‘demonstration effect”
from the Western democratic market systems. This plays a definite,
though limited role in creating sustainable democratic systems. (ii)
There is the role of various Western institutions, public and private,
including foundations and other NGOs that want to help in building
democratic institutions. These also have only limited influence, of
course, particularly because several transition countries lack a well-
structured civil society. There may be more wishful thinking than
global reality behind the question ‘““Does democracy travel?”” which
some scholars have raised recently.'” (iii) Another factor relates to
the issue of external guarantees. The sustainability of democracy
depends much on external supports and guarantees, if a society lacks
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strong democratic forces and an organically developed civil society
containing strong advocates of democracy, and has young, inexperi-
enced democratic institutions to handle the inevitable social tensions
and conflicts. Here it is most important that there should continue
to be no external dictatorial regimes in Europe that could support
domestic extremists in the CEE countries. The world of the 1990s is
not the world of the 1920s or 1930s. There are no dictatorial regimes
among the great Western powers. Apart from the globally important,
if unenforceable norms of the UN Charter, there are important guar-
antees for democracy in institutions such as NATO and the European
Union, to which most of the CEE countries aspire to belong.

The postulates for implanting democracy from above and support-
ing it from outside must not be simplified or confined to formal insti-
tutions. It is relatively easy to change the institutional framework of
governance by centrally initiated reforms. On the other hand, it is
extremely difficult, or well-nigh impossible, to implant a new behav-
ioural infrastructure from above. Introducing a multi-party system
does not itself mean a country can manage its internal conflicts more
easily, if the government faces major economic problems whose alle-
viation requires long-term efforts, including major structural changes
in the economy and society. The strength and cohesion, and ulti-
mately the survival of different societies, depend on their ability to
fulfil their basic promises. The success of democratic change in the
CEE countries requires not just wise new leadership, good gover-
nance and popular support, but favourable social and economic con-
ditions, at home and in the external environment. Greater prosperity
will support the democratic process by enhancing social stability. The
transition crises in the former socialist countries pointed to the need
to search for new alternatives, but they also revealed the difficulties
of creating a market system with a human face, in an era of global-
ization, without a clear national vision or commitment sustained by
democratic coalitions, and without strong international support. I
share the view of the American political scientist R.D. Kaplan:

Modern democracy exists within a thin band of social and economic condi-
tions, which include flexible hierarchies that allow people to move up and
down the ladder. Instead of clear-cut separations between classes there are
many gray shades, with most people bunched in the middle. Democracy is
fraud in many poor countries outside this narrow band ...!8

Several decades must go by before the fate of this region is known.
Will it become a Europeanized, democratic network of friendly
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states, with frontiers open to the free flow of goods, capital, expertise,
technology, and labour, and an acceptable standard of living for the
vast majority of its people, or will it become a region of poverty, tur-
moil, governed by new autocratic regimes helped to power by various
forces, separated from the mainstream of the democratic societies not
by the Iron Curtain of old, but by a new, “golden curtain” drawn by
the West?

Notes

1. Naturally there were important differences between the CEE countries before
the Second World War. Some had democratic institutions before the German
occupation (Czechoslovakia, and to a certain extent Hungary and Romania),
while others had no democratic traditions at all. However, even the latter offered
the minimum political and legal conditions for a market system to function:
transparent property rights, effective enforcement of contracts and other legal
undertakings, and legal equality among economic agents. (There was, of course,
a record of political extremism in the region, the darkest chapter of which was
the Holocaust.)

2. The communist regimes eliminated private entrepreneurship and the main legal
conditions for a market system, while introducing a political system centred
around one-party rule.

3. The change to the socialist system some decades ago played a crucial role in
determining the participation of China and Vietnam in the global economy. They
developed institutions and policies that resembled those of the European so-
cialist countries in many ways. These included state-controlled trading, the sub-
ordination of external economic relations to national priorities and plans, and
the separation of prices and exchange rates from global market trends. However,
there were also some important differences, especially in China’s case, which
developed several original patterns in its international economic relations and in
some areas showed greater flexibility than the Soviet Union. After the Sino-
Soviet split, China no longer suffered the same ‘‘strategic” constraints on tech-
nology imports from the West as did Soviet-bloc countries.

4. For more detail, see Simai, Mihaly (1990), Global Power Structure, Technology
and the World Economy in the Late Twentieth Century, London: Pinter Pub-
lishers, and Budapest: Akadémiai, pp. 61-108.

5. In my interpretation, a socio-economic system is defined by the character and
development of its institutions, patterns, and forms of ownership, and the incen-
tives and sources of information for its main economic actors.

6. There are different sources of strength, and of fragility and weakness, in the dif-
ferent political systems, and in the political systems of individual countries. The
former etatist-socialist regimes of Central and Eastern Europe legitimized their
political system to a large extent by promising economic achievements and a
constant improvement in the standard of living. It was becoming increasingly
evident by the 1970s that they could not keep their promises, or even sustain the
levels already achieved. Stagnation and decline in the standard of living and in-

57



Mihaly Simai

10.
11.

12.

13.

14.

58

tensification of domestic political conflict resulted from the strains imposed by
the arms race, by external economic difficulties, particularly the oil-price explo-
sion, and by deteriorating economic performance. Another important factor was
change in the Soviet Union. There had been popular uprisings in East Germany
in 1953 and Hungary in 1956. The Prague Spring of 1968 was also an effort to
introduce systemic changes. These attempts had been crushed by Soviet forces,
at times when the domestic political structure of the Soviet Union was still rela-
tively stable. By the end of the 1980s, Soviet domestic political stability had also
been eroded by the external and internal political and economic conflicts, per-
sistent economic stagnation, and declining standards of living. The reforms of
Gorbachev also brought important changes in Soviet policies. By the end of the
1980s, the Soviet Union was neither willing nor able to use its earlier methods of
crushing mass movements and ‘‘velvet revolutions” in CEE countries. The
events that ended in the collapse of the Soviet Union in 1992 had gained an irre-
sistible momentum.
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The existence of an appropriate legal framework is a necessary, but not always
sufficient condition for sustaining democracy. The role of the constitution, the
law, institutions, and policies, legitimized by broad-based bodies and standards
of legal cultivation, need to develop in harmony. Several countries have a re-
markably low standard of legal culture, in the bureaucracy and society at large.
The institutions of democracy in most are riddled with inconsistencies and im-
precise legal formulae. The electoral systems introduced tend to be highly com-
plex. In all countries in the region, there is an ongoing debate about changes i