Introduction

RESEARCH AGENDA

By the end of the 1980s, state socialism had lost its apmmea form of social
organisation and as a doctrine of accelerated develdpmenost of the countries,
previously dominated by Marxist-Leninist ideology. The migjoof the former state
socialist societies soon entered a new — post-commumistorical period. Under post-
communism, the countries of Central and Eastern Eurapé, the former Soviet
republics were to undergo taansformation a period of an intended fundamental
change in the form, appearance, and nature of theeragsof social and economic
organisation. The post-communist transformation was tolhmvthe entire triangle of
polity, economy, and society, as well as relation$ whie outside world. Many authors
have contended that the early post-communist governing elitevell as their foreign
advisors were guided by a vision of a relatively fast ftimmsto a Western type of
society characterised by wealth, markets, private prppgeimocracy, and liberal civil
society (Pickles and Smith 1998; Lane 2002b).

After the first decade of transformation, when | betgawork on the thesis in October
1999, the post-communist world seemed to be divided moreetvenbetween those
countries that had ‘made it’ and those that had failé@. Jroup of ‘transition leaders’,
that is, those countries which were said to have aptsimed successfully their
transition towards democracy and the market, was teaddd by Poland. In the 1990s,
Poland had been the best performing post-communist cotftrast European tiger’
and ‘a soaring eagle’ were amongst the most poputrigéions used by the Western
international commentators and mass-media to porRajand’s post-communist
success. Besides Poland’s historically strong anti-Rossand anti-communist

sentiments that facilitated the country’s extricatioom Soviet-style state socialism,
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Poland’s success was typically attributed to radical eapid free market reforms
initiated very early in 1990 by the nation’s committed |lesli@. Far-reaching political
and economic liberalisation was believed to be the ketpifdbehind the Polish success
story. By striking contrast, Ukraine — Poland’s largpest-communist relative and
neighbour — was described as a ‘transition laggard’, a oottt had opted for a ‘go-
slow’ reform approach which inevitably resulted in ‘onetbé deepest recessions
experienced by any of the transition economies not affieby war’ (EIU 1998). The
most negative consequences of post-communism — rapid gréwtiiraption, shadow
economy, extreme poverty and income inequality — were lysatilibuted to transition
laggards, Ukraine in particular. Ukraine’s perceived transitailure was explained as a
result of the nation’s vague economic policies, camtsthanges in the direction of
reforms, pervasive government intervention and involveme the economy, huge
business constraints, and the overall hostility togheate sector and the market in
general.

According to the transition paradigm of the post-comisiutransformation, in addition
to extensive state ownership of productive assets areheatimpassing government
control over important aspects of economic activitygther fundamental challenge the
post-communist countries faced was ‘over-industrialisatid@Over-industrialisation
referred to centrally planned economies’ heavy emphasis industry, the
encouragement of the production of capital and militargdgo with underdeveloped
consumer goods and service sectors. It was said thay poéikers in centrally planned
economies used their power over prices and resourceat@tiocto favour heavy
industries with cheap energy, cheap access to foreigimaage for their imports, and
huge money-financed subsidies to cover wages, lossesthedcosts. The advent of
market forces was to result in the closure of subsibi;dustries and politically-

motivated production. Heavily industrialised areas were sugpodee hit hardest.

Born and raised in one of those heavily industrialisedsacd Eastern Ukraine, | felt
then there was a pressing need to study the Polish erperin supposedly applying
the free market economics to treat the ‘Soviet ondustrialisation syndrome’ and to
release the natural comparative advantages of my hegmen. My original intention

had been, therefore, to make a comparative study of tyothgtically depressed old
industrial areas in transition, in which one of the ragiwas successfully transformed

and hence could have been used as an example for thefaitbe post-communist
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region. Three major studies on the future of old indaiséieas in Poland, Ukraine, and
Eastern Europe published with the assistance of foreigargdaround the time | was
contemplating my Ph.D. plans (W6dz 1994; Wo6dz 1998; Liakh aniétGva 1998),
seemed to be fully supporting my initial research desggwell as my choice of the
Polish Upper Silesia and the Ukrainian Donbas as a cothgacase.

In the course of several data-gathering stages of thi3. Pproject in 2000-2001 and in
2003, when | spent over fifteen months in total on te&4fwork in the Donbas and
Upper Silesia and visited a dozen small coal-mining oaumd large industrial cities, |
came to realise that the conventional story did nold.h@here were manifest
transformation failures in Upper Silesia as well as apgaransformation successes in
the Donbas. Moreover, none of the two ‘over-indasted’ regions had been
depressed; the macroeconomic performance and developnmentaimes of post-
communism in both Upper Silesia and the Donbas wereufagr®r to Poland’s and
Ukraine’s averages respectivélf.he orthodox transition theory that views the post-
communist transformation as a process of continubesdiisation could not provide a
probable explanation for the apparent paradox. As atydstgcognised that a new
conceptual vision of post-communism, a new paradigm ef plost-communist
transformation, was needed to broaden our academiachdearizons and to enhance
our explanatory and interpretative potential. For th& tHcavailable alternatives, | had

to rely on my own conceptual constructions.

The present study shares with critics of the mainstrégeansitology’ paradigm the
conviction that post-communism can neither be andlysa should it be judged in
terms of a transition towards one pure system ofdioeympetitive capitalism. Instead,
the post-communist phenomena can be approached in teranpalifical economy of
the emerging diversity of capitalism in transition.nide this study responds to the call
made by a number of critics of the neo-liberal orthoddoygh from the field of Western
political economy (the ‘varieties of capitalism’ appoh) and from post-communist
studies (the school of path-dependence), for a comparastitutional analysis of
‘really existing’ capitalisms. | will argue that postremunist capitalism is
characterised by a high degree of institutional variety] by path-dependent and
interconnected developments in the economy and in thi,pahich can neither be

! ‘Depressed area’ is usually defined as a geographi@abaregion within a country which experiences
a significantly poorer economic performance that the tgwas a whole (Macmillan 1992: 103).
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reduced to liberalisation as a general trend, nor intexgi@s simple obstacles and time-
lags to this direction. What determines the eventual ougcoof economic
transformation is not so much the legacy of the comstyand pre-communist) past
nor the extent of multiple liberalisation under postrmunism, but the success that a
post-communist society has in moulding major institutidmams — both inherited from
state socialism and those copied from modern caglitadiconomies — in a
complementary, reciprocally sustaining manner. As tleen® one best (liberal market)
way of organising and co-ordinating industrially advanced modeomomies in the
West, there is no one best way of providing coherenceetaly-emerging capitalist

systems in the post-communist East. There are dlezsa

In this endeavour, the present study seeks to tie togdthes stories. There is an
internal empirical story of the post-communist transfation of Poland’s and
Ukraine’s industrial strongholds (Upper Silesia and the Bentespectively), of the
regions’ post-communist economic performance and dpwedotal outcomes. And,
closely connected, there is also an external theatettory about the evolution of the
orthodox neo-liberal causal explanatory model of mostmunism. As the repeated
attempts of mainstream scholars of transition to proaidadequate explanation for the
divergent pathways of post-communism (in the two regibasg so far failed, one has
to resort to alternative conceptual frameworks. Hendetrbduce a third external
theoretical story of comparative political economyd ats ‘varieties of capitalism’
school.

PURPOSE AND LIMITS

The thesis aims to show that by adjusting and applgogtemporary conceptual
frameworks and institutional theories developed for thelys of modern Western
capitalism to the post-communist world, one can offer anderstanding of
transformation which is both systemically multicauaatl coherent. As an empirical
study, the thesis has neither been conceived nor desagnedest capable of falsifying
the orthodox neo-liberal model of transition. Nonetks) as a comparative study of two
regions in transition, the thesis can indicateitisgfficiency of the currently dominant

approach and certify the necessity of having concepteahatives.
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The study claims to give a better understanding of tise-gmmmunist phenomena than
is usually offered by conventional neo-liberal accountse Tissertation has been
conceived to serve three further purposes. First, itseave as a supplement to more
general introductions to the challenges of economiosfoamation under post-
communism. Second, it aims to show the importandaetfrising for post-communist
studies and, in particular, of theorising in terms of thditipal economy of
complementary institutional change. Third, since theoaies considered tools that
‘provide the (often) causal links which should allow usxpl&n phenomena and, in a
practical science like politics, to think of the magipropriate policy options’ (Guzzini
1998: xi), the final goal of this research is practical.Uohsa policy-relevant discipline
as post-communist studies, one is particularly intecesin theories for their
instrumental value. Therefore, the study aims to ideptibpable faults and drawbacks
in the institutional design of the two economies in sitéon that are responsible for
heavy social ‘transition costs’ which have appeared updst-communism in both

regions.

The thesis has a limited focus on the political econofrcapitalist institution-building
in two old industrial regions of Eastern Europe, and ttarmot aspire to offer many
practical solutions to other regions in economic tramsitNeither can it offer a lot of
theoretical solutions to the field of post-communistitpall studies — mainly a
democratisation discipline in deep crisis that some des@s being ‘ten years later,
twenty years behind’ (Kubicek 2000)The existence of transformation processes
involving social, cultural and geographical change, gender andifan issues, the
emergence of civil society, nation-building, the proldeai ‘geo-politics’ and ‘geo-
economics’, security and military defence, issues eoncg ‘Europeanisation’ (i.e. EU
enlargement proceedings) and many others are fully adkdged as other important
aspects of post-communism. Yet, they are not this ssudghcern and will not be
discussed in any particular detail.

2 As Paul Kubicek critically argued in 2000: ‘Although we a@ty know more about Eastern European
and former Soviet states and societies than we did in 19&Bythen communism collapsed in the
region, it is debatable whether we are saying muchaibeut the broader study of politics or employing
the most useful approaches to our work. One might wofithee momentous collapse of communism and
the ostensibly unique challenges of post-communist tramafmn give rise to any novel, surprising, or
provocative theories in political science. In many case we doing any more than presenting new wine
in old theoretical and conceptual bottles?’ (295-96).



METHODOLOGY

Research strategy
On the whole, this thesis adopts the pivotal ontoldgiaad epistemological
assumptions of thecientific approachhat human behaviour and social phenomena can
be explained in terms of direct and systemic obsenvatiod recording of the
phenomenon of interest. My study is based upon the prévatelerstanding of social
research as the process aimed at constructing reprasesitaf social life through what
is typically called a dialogue of ideas (‘theory’) anddevice (‘data’) (Ragin 1994). The
search for order and regularity in the complexity ofiddde is, thus, recognised here
as the most fundamental purpose of social researchtfigss accepts the notion that
in order to decipher complex social phenomena, soegdarch must pursue several
more specific, multiple and sometimes contradictorglgdy asking and answering
three types of research questions: ‘what’, ‘why’, anowh(Blaikie 2000). The major
particular social research objectives identified inlitieeature include:
a) identifying general patterns and relationships; this rekeabjective concerns
description and involves the use of ‘what’ questions.
b) testing and refuting theories; this objective concerndagation and involves
the use of ‘why’ questions.
c) making predictions; this objective is related to predicand involves the use of
‘what’ questions.
d) interpreting culturally or historically significant phenena; this research goal
concerns understanding or explanation and involves thefuséy’ questions.
e) exploring diversity; this goal is related to exploratiand involves the use of
‘what’ questions.
f) giving voice (e.g. to marginal or deviant groups); this goahcems
understanding and involves the use of ‘why’ questions.
g) advancing new theories; this research objective idectléo explanation and
involves the use of ‘why’ questions.
h) assessing change (intervention); this goal concerns aigiuand impact
assessment and involves the use of ‘how’, ‘what’, andy’vgquestions (Ragin
1994: Chapter 2; Blaikie 2000: Chapters 3 and 4).

The above-mentioned variety of competing and at timeslapping goals of social
research has fostered the evolution of different are$e strategies. The traditional
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methodological and indeed philosophical divide is usually dra@etween qualitative
and gquantitative styles of social inquiry. In essencelitgtige research strategy is
suggested to be employed to study the commonalities whish aotioss a very small
number of cases, whereas quantitative research is tsaitbe focused on the
correspondence between two or more attributes acrzsgeanumber of cases (Ragin
1994: Chapter 2). According to some critical commentatarsesearch methods (see
Bryman 1988), quantitative research is typically taken ¢o elxemplified by the
‘objective’ experimental investigation, structured sosialvey and statistics, as well as
by some tenets of logical positivism and empiricism anbdr@ad commitment to
imitating the natural sciences. In turn, qualitative aede tends to be associated with
participant observation and unstructured, in-depth inteiag as well as with the
‘subjective’ interpretation of personal accounts, inadexjugeneralisation and

insufficient theoretical reasoning.

The highlighted dichotomy of social research strategé&sled some authors to argue
‘that there is no such thing #se scientific method, that there is a variety of logads
enquiry available in the social sciences, and thadyaer to conduct social research, it
is necessary to choose from among them’ (Blaikie 2000N&)ertheless, the core of
this variety of research logics evolves around thefdation and testing of hypotheses
through the logical processesindluctionanddeduction and of the interaction between
the two termedetroduction® Therefore, in this study | have generally followed the
standard social research design described in the metherdsure, which dictates that
researchers pursue specific scientific procedure byygdystg the relevant literature;
(i) formulating a hypothesis; (iii) developing a reséadesign; (iv) collecting data; and
(v) analysing the data in a way dictated by the hypothesis Chadwick, Bahr and
Albrecht 1984; Judd, Smith and Kidder 1991; Sedlak and Stanley 1992;Kaonpane
and Verba 1994; Kumar 1999; Neuman 2000).

% The concept of retroduction is associated with the wbNorwood Russell Hanson. According to
Charles Ragin, retroduction means the interplay of indueti@ deduction and is central to the procedure
of scientific discovery, since the process of consitrgaepresentations from the interaction between
analytic frames and images involves retroduction (19941 9T). In his studies of social research
methods, Norman Blaikie (1993) has identified four researctegtes: the inductive, deductive,
retroductive and abductive. Besides the more typicalegsas of induction and deduction (and
retroduction), the abductive social research strategytheesethod of abduction that refers to the
process of producing social scientific accounts from kactars’ accounts and deriving technical
concepts and theories from lay concepts and interfmesadf social life (see Blaikie 2000: 114).



Comparative method

The present research into the post-communist tranatymof Upper Silesia and the
Donbas is conducted by employing comparative methods (gesvéhski and Teune
1970; Lijphart 1971; Ragin 1987; Peters 1998). Comparative objeeinesnethods —
the third social research strategy — are typicallytmorsd between the two basic styles

of quantitative and qualitative social inquiry:

There is a trade-off between thember of caseand thenumber of features of
casessocial researchers typically can study and then represenne extreme is
most qualitative research: few cases, many featuretheAbther extreme is most
guantitative research: many cases, few features. Inekatthese two extremes is
comparative research. The comparative study of diversity aciosslerate range
of cases strikes a balance between in-depth knowledge of aasedroad
knowledge of relations among variables. It is the best giratdaen there are too
many cases for close, detailed investigation of each, dase too few for
guantitative analysis [...] The emphases of comparativeareseon diversity
(especially, the different patterns that may exishwwita specific set of cases) and
on familiarity with each case make this approach espeaiall suited for the
goals of exploring diversity, interpreting cultural or histati significance, and
advancing theory (Ragin 1994: 78, 108).

The comparative perspective is chosen here as a fmasiexamining patterns of
similarities and differences because of my particiiderest (a) in the diversity of
institutional or ‘macro-social’ factors behind the tdanmsation of different post-
communist societies; (b) in the development of cépitaas a specific phenomenon
under post-communism to be analysed comparatively acdid$srent political
economies of Eastern Europe; and (c) in the advancem&npost-communist
transformation theory. A number of inherited structurailarities between Upper
Silesia and the Donbas such as, for example, the higteatration of coal, steel and
other heavy industries, a relatively similar level ofiaband economic development
under state socialism, and the ethno-cultural borderlandrenaif both regions,
determine the need in conducting the research via thet ‘snmdar systems’ design
(Przeworski and Teune 1970: Chapter 2; Pennings, Keman and iahmns 1999:
Chapter 2).

According to comparative methodologists, the assumptidhe ‘most similar systems’
design is that ‘a number of theoretically significaifferences will be found among
similar systems and that these differences can ek insexplanation’ (Przeworski and
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Teune 1970: 39) Thus, extraneous variance questions are dealt withebgellection of
the cases. If a relationship between an independent veaMabhd a dependent variable
Y is discovered, then the factors which are held @mgtrough the selection of cases
cannot be argued to be alternative sources of thatoredaip. On the other hand, any
variable that does differentiate the systems is likelyoe the source of the observed
variation among them (see Peters 1998: 36-41). The ‘moslasisystems’ design
allows us to exploit the diversity of the post-commumathways by implying that
common factors of the post-communist transformatrernta be conceived as controlled
variables, whilst dissimilar factors that determine dkécomes of post-communism in
the two regions can be considered independent explanesoigbles. A number of
comparative methodologists have argued that the ‘mostas systems’ design can
suffer from the procedural problem of over-determinatginge the method could fail
to eliminate many rival explanations: there may be a thgsis being tested, but there
can be a large number of other competitors which wboelegqually plausible (Peters
1998: 36-41; see also Collier 1993). However, it is believeddineh problems may
occur in the context of almost any research designKron 1996).

The application of the scientific approach in soctadisces — typically associated with
guantitative research — has attracted a host of entgiover many decades and is
characterised by several ontological, epistemologio@thodological and cultural
limitations. The fundamental notions of reality, obpaty, rationality, natural science
methods, and open-minded discovery have long been questioned noynber of
sociologists, historians, geographers, linguists, and sdpleers of science (see e.qg.
Gillispie 1960; Kuhn 1970; Gouldner 1971; Scheffler 1982; Bauer 1882bjerg
1998, 2001). The scientific approach has also been critiasats \Western Eurocentric
cultural predisposition (Harding 1993). Last but not ledis¢, scientific method is
claimed to be based upon a ‘reductionist’, analytical appraacsocial complexity,
which some feminist authors see as being unavoidaldgutine and lacking holistic or
integrative understanding of the human behaviour (Shdpli®93). With some
reservations, the keynote of the overwhelming majooityscholars who choose to

follow an ‘anti-scientific’ or anti-positivist approach &alogous to the main aim of

* The alternative strategy developed by Przeworski and Tisdhe ‘most different systems’ design. The
starting point here is that the variation of the obs# behaviour resides at a lower, sub-systemic, usually
individual level; ‘systemic factors are not given amgcial place among the possible predictors of
behaviour’ (Przeworski and Teune 1970: 34).
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gualitative research, that is to see and interpretkoeality through the eyes of the
people studied (Bryman 1988: Chapter 3).

| fully recognise the methodological restrictions invemvin applying the scientific
(albeit comparative) methods to study social phenomkm@&cept the criticism that
complete value-freedom or scientific objectivity are dharattainable, as we are
subjective human beings and most of the (middle-classevnhatle) social researchers
are guided in their work by a particular set of inner aggioms and believes.
Nevertheless, it is contended that both the scierdifid anti-scientific approaches to
human behaviour and social phenomena have been lggjustified and effectively
used in the past and in the present, and that many of tharhiemtal assumptions and
concepts of both approaches will remain a subject odéttled controversy for many
decades to comeHence the choice of a research method can still garded as an
expression of personal preference based on traditiontl@damiliarity with the

procedure.

The second reason for the use of the scientific comiparapproach is more technical
and related to the subject of my inquiry since — putting tntological and
epistemological differences aside — different redeagproaches are better suited to
different research questions. According to most ofaretemethodologists, quantitative
and comparative research is likely to be preferred where is a concern to establish
cause-and-effect relationships as:

Qualitative researchers are not interested in causethatnthey are frequently
concerned to establish how flows of events connect and mesh withogeer in

the social contexts they investigate, or how their subjecteperthe connections
between facets of their environment. [In contrast], survegl axperimental
researchers tend to be much more concerned with thes@rdelineation of a
causal factor, relative to other potential causes (Bryb38: 102).

Yet another crucial reason behind my decision to adopsdiemtific methodology has
been the character of the discipline itself. Thedfi@f post-communist studies,
especially politics and economics of post-communiststoamation, has been occupied

®> Moreover, according to Bryman, ‘there are a numbevayfs in which the posited connection between
epistemology and data collection can be questioned: iparticobservation (and indeed unstructured
interviewing) is not without positivist leanings; surwegearchers frequently claim to be looking at the
social world from their respondents’ perspectives; amticgzant observation can be deployed within a
theory testing framework with which the epistemologhidis of quantitative research is conventionally
associated’ (1988: 123).
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almost exclusively by scholars of the scientific ttiati. The dominant neo-liberal

paradigm of the political economy of post-communisrirmly rooted in neo-classical

economics and rational choice theory — arguably the matstral science-like systems
of knowledge in the study of social relations. Therefboensider the scientific method
to be a more appropriate and effective means of testuhgeduting the post-communist
transition orthodoxy.

Evidence

The secondary sources of ideas, data and informatiot isehis study will be
introduced and discussed subsequently in the following chaptetise dissertation.
This section will describe the primary sources only. Theary data sources that have
been originally compiled for the research purposes ofthasis in the course of my
Ph.D. studies as well as the data which were collectexth®r researchers and used in
this thesis can be assigned to the seven followingrrnaajegories:

1) Official statistics comprehensive numerical data collected and publisheteoy t

governments of the European Communitiéarpstatpublications), Poland and
relevant provincial authoritiesSUSand National Bank of Poland publications),
Ukraine and relevant provincial authoritid3efzhkomstaand National Bank of
Ukrainepublications); United KingdomNSpublications); USSRGoskomstat
publications).

2) Non-official statistics numerical data collected and published by a variety of

public and private organisations, including the European Bank for
Reconstruction and Development; International Labourga@sation;
International Monetary Fund; I'Observatoire des Smsnet des Techniques
(France); Organisation for Economic Co-operation andeld@ment; Polish
Information & Investment Agency; United Nations Confeermon Trade and
Development; United Nations Development Programme; Unildations
Economic Commission for Europe; United Nations Educatid®aentific and
Cultural Organisation; United Nations Statistical DivisioUnited States
Agency for International Development; University ofo@ngen Growth and
Development Centre (Netherlands); World Bank; Workhlth Organisation;
World Trade Organisation.

3) National legislation and regulatory framewboilws, directives, instructions,

agreements and decrees issued or adopted by the legistatd executive
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branches of the Ukrainian government used in the constnuctf missing
numerical indicators (e.g. on regulatory framework)domparative purposes.

4) Non-official reports and surveyserbal as well as numerical data collected and

published by a variety of public and non-governmental orgaorstithink-
tanks and advocacy groups, including the Economist IntetdgeUnit;
European Bank for Reconstruction and Development; Freddomse (USA);
Fraser Institute (Canada); Heritage Foundation (USAgtiddal Academy of
Sciences of Ukraine.

5) Industrial business performance indicatansmerical data on company accounts

collected and published by the Polish natioRakeczpospolitadaily and the
Ukrainian businesBivestment Gazetigeekly.

6) Political programmes and speechesrbal data prepared and published by

Ukrainian and Polish political parties; official governmeaddresses to the
parliament; transcripts of televised electoral debates.

7) Electoral results numerical data prepared and published by Poland’s and

Ukraine’s national electoral authorities concerning tfécial outcomes of
parliamentary and presidential elections.

The usage of data collected and published by government agbasi@slarge number
of strengths and applications. Amongst the major recedraslvantages of official data
analysis are availability; limited cost and time coasts involved in gathering the
data; high quality (comprehensively representative and rigassamnpling procedures,
good procedures for non-response, experience); a possidiléyamining trends and
changes over time (longitudinal analysis); inter- anld-group analysis; cross-cultural
comparisons; and ‘before’ and ‘after’ studies (evaluatiofintervention impact). On
the other hand, the usage of official statistics haaraber of well-known weaknesses
and limitations, which include, among others, the laclaofifiarity with complex data;
the problem of definitions and categorisation (i.e. changiffigial concepts of crucial
indicators); a partial picture of reality (i.e. stdtial data may only represent a
‘snapshot’ of social interaction); and the lack ohttol over the purpose of official
statistics that may be deeply affected by governmentltigad and economic
considerations or may be different from the sociakagcher’s purpose. In addition, as
far as cross-cultural comparative studies are concethext may exist inconsistencies
between (a) the sub-national and national samplesiaiadsets, as well as between (b)
different national traditions and procedures.
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It should be emphasised that official statistics hagen approached with very great
caution in this thesis. Collecting and getting myself feamiwith the regional and
national data was the major task accomplished during nigwiek in Poland and
Ukraine. In most cases, | have cross-checked and etifie official data by using
alternative measurements or non-official statistiEer example, with regard to
unemployment statistics, both the official registeredmployment rate and the labour
force survey-based figures have been used and presentedhluiating the regional
macroeconomic performance under post-communism, botmafoand informal

economy shares have been considered.

Besides the seven primary sources of evidence by whichigaynantation in this thesis
has been supported, another major source of knowledgegssipn, and the notion of
reality was participant and ‘pure’ observatfomo complement the partial picture of
reality constructed on the basis of official statstand other types of numerical data, |
have invested over a year in pure as well as particigesareation of the processes and
outcomes of the post-communist transformation inrgelaumber of places in Poland,
including £od,, Warsaw and the Upper Silesian cities and townsliefi€e, Katowice,
Pszczyna, and Sosnowiec; whereas my fieldwork tripsséags in Ukraine covered
Kyiv and the Donbas cities and towns of Donetsk, Khastgyiakiivka, Mariupol,
Novoazovsk, and Novohrodivka. Given my interest in ‘raaswcial’, macroeconomic,
systemic and institutional factors, as well as mynileg towards comparative and
guantitative research strategies, the qualitative techniqtigmrticipant observation
applied during my fieldwork in the two countries have Ioe¢n geared towards primary
data collection or ‘giving voice’, but were meant todseadditional source of personal
impressionistic evidence. Therefore, interview matesiaot included into the thesis as
| have had no intention to use it in such a form. Tgetvith pure observation, semi-
structured interviews and informal talks | have had withestdficials, entrepreneurs
and industrialists, political and trade-union activistgjustrial and public service
workers, research and development personnel, and orditizgns have served as a

® According to Bryman, ‘pure’ observation should not befesed with participant observation (e.g. in-
depth, unstructured interviewing) as the former techniqueligahe researcher observing others, but
with no participation. Many participants observersus® observation some of the time, but the relative
absence of involvement with the subjects of the rekdsais meant that pure observation is rarely used
alone by qualitative researchers because it is unlikeflow access to the world-views of those being
studied’ (1988: 71).



14

major ‘reality check’ needed to balance images foromaer the influence of numerical
and non-oral verbal data collected.

In order to examine the central research questioneoftésis, that is, why two similar
old industrial regions of neighbouring East European counhaee been generating
different patterns of post-communist transformationg avould need to establish
concepts that could confine the field to analysing diffepaiitical economic systems.
First, how can one evaluate the impact of post-commuaisthe two regions and what
indicators should one use? Second, what independaables are to be compared and
why are they considered to be explanatory? Third, howoce assure (in a qualitative
study) that different factors are not incidentally redabut that there exists some causal
links and relationships? The answers to these questi@ngeflected in the basic
structure of the thesis.

STRUCTURE

Part One will present the research problem of the stidyt Two will consider
potentially available explanations provided by the neo-libeemsition paradigm of
post-communism and critically examine the applicabilitythed orthodox explanatory
model to this comparative study of two old industrialiseg in transition. Part Three
will develop an alternative political economic approactvards the post-communist
transformation of Upper Silesia and the Donbas and, consiyuapply it to resolve
the study’s major research question. The concluding Raut will analyse both the
empirical findings of the thesis as well as their tleéioal and practical implications.
Part Four will tie together the entire thesis to asaerthe determinants of post-

communist social and economic developments in Upperi&aées the Donbas.

In Part One, the first chapter lays the foundationthef‘'most similar systems design’
of the thesis by introducing Upper Silesia and the Doalpaisexamining a number of
essential similarities possessed by both regions b#ferbeginning of transformation.
It is argued that the major inherited similarities betwdgper Silesia and the Donbas
include the borderland culture of the two regions, taralogous economic, industrial,
and settlement structures, as well as the economitutinsts of state socialism. In turn,
Chapters 2 and 3 examine the different economic perfoentaagctories and varied

developmental outcomes produced by Upper Silesia and the ®bebaeen the late
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1980s and early 2000s. Chapter 2 focuses on growth and stabiltgtord to assess
the impact of post-communism on the two regions, wheCéapter 3 covers economic,
social, and human development. By discovering both rdiffees and similarities
between the post-communist outcomes in Upper Sileglal@e Donbas, Part One thus
poses the research question of the thesis, namelyhae/the two structurally similar

regions generated different patterns of transformation?

In Part Two, Chapter 4 describes the assumptions andcelgdexplanations of the
orthodox liberal post-communist transition theory amitically evaluates the causal
model developed by mainstream theorists. Chapter 5 attéongpply the conventional
neo-liberal model to the comparative study of Upper @ilead the Donbas in
transition. Part Two concludes that there is a neecaock for an alternative, more
adequate approach towards the varied outcomes of the postucost transformation
in two structurally similar old industrial regions.

In Part Three, Chapter 6 presents a new conceptualvrarkeof the post-communist
transformation that is based upon the theory of instiali complementarity and the
related ‘varieties of capitalism’ approach recentgberated by Peter A. Hall and David
Soskice (2001a), and Bruno Amable (2003). Institutions of modepitalism and
politics of post-communism are identified as the majdependent variables to account
for the divergence of the post-communist pathways viadtb by Upper Silesia and the
Donbas. Chapter 7 applies this newly-developed theorefigahework to the
comparative study of the two regions. It shows thatresearch problem of the study
can be solved by analysing two different types of post-conish capitalism that
emerged in Upper Silesia and the Donbas. Consequentlpteta shows why post-
communist capitalism in Upper Silesia (and in Poland igdiy® is characterised by
heavy regulation, a considerable government involvemenrtheneconomy, and a
generous welfare system, whereas post-communist capitati the Donbas (and in
Ukraine generally) is relatively of a much more lideyat neo-corporatist kind. To
support the ‘diversity of capitalism’ hypothesis concernihg macroeconomic and
structural dynamics of each model of modern capitali®mapter 8 also examines
whether the two different models of economic orgarosaéind co-ordination generate
different comparative institutional advantages by spistig in certain industries and
technologies. In addition to providing an assessmenthefpositive developments

"] use the terms ‘post-communist capitalism’ and ‘caigitain transition’ to indicate the unfinished
formation of capitalism in the post-communist countries.
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produced by the two models of post-communist capitalisnt, Haee concludes by
identifying several main weaknesses in-built into thestitutional designs.

In Part Four, Chapter 9 defines the determinants of thecposmunist transformation
in Upper Silesia and the Donbas. Chapter 9 also consigermajor findings of this
study and evaluates their theoretical implicationss tontended that the dissimilarity
between the initial post-communist macroeconomic pedmce trajectories of Upper
Silesia and the Donbas ought to be attributed to spedifierences between the
regions’ inherited conditions and the velocity of sggtechange. On the other hand,
the similarly positive economic performance trendst tthe two regions have been
generating since the second half of the 1990s are claiméé twaused by specific
institutional complementarities developed within each Ifgrdhat is, non-converging
type of post-communist capitalism. In turn, the variecconnes of the post-communist
transformation in Upper Silesia and the Donbas aréuatted to the continuance of
certain intra-systemic incongruity between severabmistitutional domains of post-
communist capitalism in the two regions. ConsequeRidyt Four discusses a number
of potential practical measures that can be implemantedder to develop new and to
enhance the existing institutional complementaritieheftivo East European political
economies. The thesis ends with a wider speculatioth@rfuture of capitalism in the
post-communist world and on the necessity of furtheeareh endeavours in this

regard.



Part One

Upper Silesia and the Donbas —

Similar Regions, Varied Trajectories
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Inherited Similarities: Upper Silesia and the Donba at

the Outset of Post-Communism

This comparative study of the post-communist transfaomadf Poland and Ukraine
has a particular empirical focus. It considers themenhants of social, economic, and
human development progress achieved under post-communisippley Bilesia and the
Donbas — the industrial heartlands of the two countespectively. In the following
three chapters of Part One, | will establish the puatléhis thesis, namely that two
structurally similar, old industrial regions of two nielpuring East European countries
have generated different performance trajectories armied divergent transformation
patterns. | define this as the ‘paradox of transformationthis chapter | will outline
the major inherited similarities between Upper Silesih #ne Donbas at the outset of
post-communism. In the next chapter | will turn to exantime divergent economic
performance of the two regions during the transformatfamd in Chapter 3, | will
consider the varied developmental outcomes registerdgper Silesia and the Donbas
at the beginning of the Zentury (up to 2004). Hence Part One will frame the $tesi
research question: what determines the post-communissfdrenation in two
inherently similar East European regions, and, in paaticwhy have the outcomes of
economic transformation in Upper Silesia and the Dsnbaried? This chapter
examines three aspects of the inherited similaritiegpgder Silesia and the Donbas.
First, following a short geographical profile of UppereSia and the Donbas, | consider
historical and cultural traditions of the two bordedan Second, | examine the
economic, industrial, and settlement structures ofwizeregions. Finally, | consider the
institutional features that characterised the two regiorer state socialism.
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GEOGRAPHICAL PROFILE

Upper Silesia

Silesia is the geographical and historic area in ceBuedpe that lies on both sides of
the Oder River, and extends from near the source aiwéenorthwestward for nearly
250 miles to the borders of Brandenburg (Pounds 1958: 1). Ttsh Rarim of the name
is Slgsk[Shlons’k], the German iSchlesienand the Czech B8lezskoSince the Middle
Ages, Silesia has been historically divided into two maamts, Lower and Upper
Silesia. Lower SilesiaDolny Slgsk in Polish) lies in the northwest, with Wroctaw
(German Breslau) and Legnica (Liegnitz) as its mairexitiThe remainder of Lower
Silesia now forms part of Brandenburg and Saxogwyder(states) of Germany. Upper
Silesia Gorny Slgsk in Polish) is in the southeast, and its most importitigs are
Opole (German Oppeln), Katowice (Kattowitz) and theokate conurbation. A small
part of Upper Silesia outside Poland forms Moravian Bilkesaj (region) of Czechia.
Map 1.1 locates Upper Silesia in the European geographicaxtont

and the Donbas in the European geogra
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Map 1.1Upper Silesia

]

The borderland nature of Silesia and its complex higtame resulted in frequent shifts
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in the region’s official boundaries. After the Secondri@dar, the borders of Silesia
have been re-arranged four times alone. During thedastorial reform in the Polish
People’s Republic in 1975, Silesia was divided betwegni@dshipgprovinces). In
particular, Upper Silesia was divided between Opole, Wiat Bielsko, and

Czestochowa provinces.

Map 1.2Poland: administrative divisions after the 1999 teraiaceform
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In the course of the 1999 administrative reform, the U@ilesian region has been re-
grouped into two larger provinces with administrative centrat Katowice

(wojewodztwoSlgskie or Silesian voivodship) and Opolevgjewddztwo Opolskier
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Opole voivodship). As the focus of this thesis is ongbst-communist transformation
of the most heavily industrialised coal-mining easterrt parthe region, the term
‘Upper Silesia’ is used here to cover primarily theitery of Silesian voivodship. To
make statistical time-series consistent and data fodlynparable, | have had to
reconstruct and re-arrange data outputs for Silesiaroasiip on the basis of data
inputs of pre-1999 Katowice, Bielsko andeSmchowa voivodships, since most of the
territory of those three provinces made up the enlargesi&i voivodship. Map 1.2
highlights the first subject area of the present contpvaratudy. The thesis, thus, does
not cover the processes of the post-communist tranafayn in Opole voivodship — the
second Upper Silesian province according to Poland’s muagministrative divisions.
The author fully recognises, however, that some paftspresent-day Silesian
voivodship (e.g. the &browa coal basin or the €tochowa area) are not ‘Upper
Silesian’ from a purely historical point of view, sinceeyhbelonged, before the First
World War, to the Russian Empire and not to Germany ustria-Hungary, as Upper
Silesia proper did.

Donbas

The Donets Basin is a large historical and mining regidheasouthern end of Eastern
Europe. It stretches from the Donets Hills in the ntothards the Don River, and in the
south across the low Azov Upland and the coastah ptathe Sea of Azov. The Donets
Basin is thus surrounded by the middle and lower Donets Raviibutary of the Don
River) and the Sea of Azov (see map 1.1). The Ukraifi@mm of the name is
Donets’kyi Baseinthe Russian i®onetskii Basseinby name the Donbas or Donbass
respectively. Similar to Upper Silesia, the Donbas meduas never constituted a single
administrative-territorial entity. The principal aretitbe greater Donets coal field is
usually referred to as the ‘Old Donbas’. This old parth& greater Donbas forms
present-day Donetsk and Luhansk provinces in eastern Uk(&oeets’ka and
Luhans’ka oblasji Westward, the greater Donets Basin extends to UKgin
Dnipropetrovsk province. Eastward, the Donbas extends tdemsesnd northern
districts of Russia’s Rostov province. The major afythe Donbas is Donetsk — the
administrative centre of Donetsk oblast. As in thesec of Upper Silesia, our
examination of the post-communist transformation of@Qbabas is focused on the most

heavily industrialised part of the region.
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Map 1.3Ukraine: administrative divisions

\@WNEﬂé'KR

LA
KIRDVDHRADS'KA
ih 1 “":*:S..';

-
g omvwsm e

Ukraine
Administrative Divisions
International boundary
——-— Republic or oblast boundary
* National capital
® Republic or oblast center
= Donetsk ohlast

Ammmmgm mw
Kiev and 5

mmm‘mﬁtmwwhomum (e (el
Kigw is iso the copital of Kyyivs'ka Oblast'. B,ack Sllea

L]
|

Since Donetsk oblast covers the heartland of the Old &babd is considered to be the
economic, political and cultural centre of the Donbagion, Donetsk oblast is the
second subject-area of the present comparative stiahcethe term ‘Donbas’ is used
here primarily to cover the territory of the oblashieh is highlighted in Map 1.3. All
other Donbas areas are not covered in this thesis.

TWO BORDERLAND CULTURES

The first inherited similarity between Upper Silesia éimel Donbas is their borderland
location. Both Upper Silesia and the Donbas are frorgigions, i.e. areas — usually in a

peripheral location — that are characterised by a béndeeling of local individuality
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based upon a long lasting mutual permeation of sevetaresland traditions of varied
provenance (Szczefiski 1993b). The cultural and geographical borderland nature has
been the common feature of Upper Silesia and the Dahbasghout their history, both
before and during the post-communist transformation.

Map 1.4Upper Silesia and the Donbas in the European culturéxion
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Upper Silesia

From a historic perspective, originally populated by Weav@lic tribes, around the
year 1000 Silesia was ruled by the Polish dynasty of it $Pas one of their main six
provinces. During the 14century Silesia became a possession of the Boherriam.

In 1526, along with Bohemia and Moravia (the Czech Largigsia was passed to the
Austrian Habsburgs, and was consequently seized by Pmskid2. In the aftermath

of the First World War, in 1921, south-eastern part of Uglessia was awarded by the
Council of the League of Nations to the newly establishddpendent Polish Republic,
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whilst the remainder was left to Germany. In 1939, follmihe German occupation of
Czechoslovakia and Poland, the Polish and Czech paBidesfa were annexed by the
Third Reich. In 1945, the territory of Silesia was reatbsted and nearly the entire
region acceded to Poland (Blewski et al. 1995: 450-52). These changes in state
authority and control over the region led to frequenttacts and conflicts between
various political and economic systems (for the historyUpper Silesia, see also
Popiotek 1972 and Bahlcke 2001).

A large number of researchers have stressed how, caey aenturies, Upper Silesia
has been subjected to strong cultural, social, politieall economic influences
emanating from Poland, the Czech Lands, Austria, Rrussid later Germany
(Btaszczak-Wactawik, Bfasiak and Nawrocki 1990; Szcaskial993; Szczepeki
1994; Szczepesski 1998b; Jalowiecki 1998). In addition, since 1815 and until the
beginning of the First World War in 1914, the northern and-eagral parts of
contemporary Silesian voivodship tochowa area and thealyowa coal basin)
belonged to the Russian Empire which also left strofigirall and economic traces in
the region (see Pounds 1958). Yet, as Map 1.4 shows, thnaugkdistory, Upper
Silesia has mostly been a junction of the West Simvand German cultures, the

borderland of clashing Polish, German, and Czech natideatities.

Since the end of the Second World War, the Poliste dtas been pursuing in Upper
Silesia the policy of ennationalisatfomimed at Polonising the region and homogenising
the country’s various regionalist differences (ométltleansing and ennationalisation
in Upper Silesia, see Kamusella 1999a, 2002). Nonethelessattgesome 60 years of
ennationalisation, Upper Silesia has retained its @lltdifference from the rest of
ethnically homogenous Poland (see Map 1.5). From the depepalation census
conducted in Poland in 2002, it appears that the Silesiandship is home to over 40
per cent of all the ‘non-Polish’ population in the coun#yout 92 per cent of the
Silesian voivodship’s population declared themselves asP8I1 per cent as Silesians,
about 1 per cent as Germans, and the rest were redistelRoma/Gypsies, Ukrainians,
and Russians (SOK 2003a: 36)

8 ‘Ennationalising’ is a policy pressure exerted by an estaddi nation-state upon a particular (minority)
ethnic group to assimilate and/or to transform thatigioto one nation.

° Poland’s 2002 general population census was the first ooe 5931 in which the question about the
respondent’s ethnic origimérodowd¢) was asked. Therefore, it is impossible to assessthiméc

diversity and national identity of Upper Silesians at theetutf transformation.
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Map 1.5The approximate distribution of ethnic minorities in Upféesia and Poland
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Nevertheless, according to local sociologists, evehin the largest population group
in Upper Silesia (i.e. those who declared themselvesiahere also exist several
fundamental cultural and social cleavages. The majattitgledividing lines amongst
Polish Upper Silesians run between ‘native Upper SisSiand ‘new-comers’, i.e.
Polish post-WWII migrants to the region, and betwdenihhabitants of the formerly
German and Russian parts of the province (Nawrocki 1990zefdski 1993;
Szczepaski 1997; Lukowski and Nawrocki 1997; Wédz 1997; Jacher 1997; Karausell
1999b, 2001). In addition, in predominantly Roman Catholic bl&pper Silesia is
the place of residence of Poland’s largest Protesteuatrity.

Donbas

The Donbas lies in the western part of the Eurasiapp8te a belt of open grassland
that extends from Hungary in the west through Ukraine@emtral Asia to Manchuria
in the east. From prehistoric times, this open steppeledchy the Eastern Slavs the
‘wild field’ — formed a natural gateway to Europe for sucsessvaves of nomadic
horseman from Central Asia. From the earl{f t&ntury and until the late Y&entury,
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the south of what later became know as the Donbédshenadjoining steppe were under
the rule of the Tartar Golden Horde and its succedate s the Crimean khanate. The
central areas of the Donets Basin were under confrttheo Ukrainian and Russian
Cossack communes — the Zaporozhia Sich and the DondRddsat respectively. With
the full annexation of Ukraine and the Crimean khanatihé¢ Russian Empire in the
18th century, the sparsely settled Donbas lands were setbby migrants from other
parts of Ukraine, Greeks and Tatars from the Crimeajedisas smaller numbers from
Russia, Belarus, the Balkans, and Germany. Thus, aslMaplustrates, over many
centuries the Donbas has been the borderland betweBash&lavonic, Ponto-Caspian
Turko-Tatar, and Balkan (Greek) cultures. It has alsml@eplace of ethnic coexistence
and, at times, ethnic conflict between the Ukrainians, iRassand various Balkan,
Transcaucasian, and Western Asian peoples (see Kurd®®g Chapter 2). The long-
standing characteristics of the Donbas as a bordernrdgige survived the turmoil of
the 2@ century. According to the general population census coedun Ukraine in
2001, 56.9 per cent of the Donetsk oblast’'s population declarechstives as
Ukrainians, 38.2 per cent as Russians, 1.6 per cent as Gfeékgqer cent as
Belarusians, 0.4 per cent as Tatars, and the rest asnfgns, Jews, Azerbaijani, and
others (USSC 2004b).

ECONOMIC AND SETTLEMENT PATTERNS

Economy

The second common distinguishing feature of Upper Silesd the Donbas at the
outset of post-communism was their regional economnicctaires based upon heavy
industry. After the discovery of coal in Upper Silesia ahe Donbas in the first half of
the 18" century, within some fifty years the two regions evéransformed into major
locomotives of the late Industrial Revolution in the Brais and Russian empires
respectively. In 1913, Upper Silesia produced 43.4 million toohesal and nearly 1
million tonnes of pig-iron, whilst the Donbas’s productiayures stood at 25.3 and 3.1
million tonnes respectively. During the ®2@entury, the coal and steel industries were
supplemented in both regions by a number of other heasiries. By the end of state
socialism, Katowice and Donetsk were amongst Europegesa manufacturing hubs;

1% The last Soviet general population census conducted in 1§i8%red the following figures for
Donetsk oblast: Ukrainians — 50.7 per cent, Russians -péB.é&ent, Greeks — 1.6 per cent, Belarusians —
1.4 per cent, Jews — 0.5 per cent, Tatars — 0.5 per aeni)8SC 2004b).
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whilst Upper Silesia and the Donbas were the largestnoiméng areas on the continent
as well as one of the world’s largest centres of haaglystry (for a full account of
Upper Silesia’s industrialisation, see Popiotek 1972 anddRal001; for the history of
the industrialisation of the Donbas, see Friedgut 1989, Wi@®?, and Mykhnenko
2003Db).

In the 1980s, the largest share of the workforce in bigper Silesia and the Donbas
was employed in the primary sector, chiefly in coalnmgn energy, and agriculture.
Figure 1.1 shows that in 1985 about one-third of the workfamcboth regions was
employed in secondary industries (manufacturing and aaotigtn), whilst the

remainder worked in services.

Silesian voivodship Donetsk oblast B Primary
24% 330, 36% sector
B Secondary
46% sectotr
O Tertiary
30% 31% sectotr

Figure 1.1Total employment by sector, Upper Silesia and the Doril®85

Note: Primary sector covers agriculture, forestry, and fishmiging and quarrying;
energy, and water. Secondary sector includes manufagtmoh construction. Tertiary
sector covers education and health; distributive traddsestse, housing and
municipal services; transport, storage, and communicdianking, finance, and
insurance; public services; and other services.

Source Author’s calculations on the basis of DOSO (1987, 1991a, 19980 (1986,
1989, 1992, 1994, 1996, 1998); PCSO (2002), SOK (2003a). Some data inputs are
estimates based on regression.

In addition to the analogous employment structure ofaherall economy, Upper
Silesia and the Donbas were also characterised byyaweilar industrial structure. As
Figure 1.2 indicates, in 1985, about 80 per cent of all industoigkers in Upper Silesia
and the Donbas were employed in coal mines, steel wankisgngineering plants.
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B Other branches

100%
= O Food processing

80%
19.3% B Light industry

26.4%
60% - _ O Wood and paper products

O Chemicals
51.4%
o/
20% 36.4% O Machine-building
0% \ B Metallurgy
Upper Silesia Donbas O Power and fuels

Figure 1.2Industrial employment by branch, Upper Silesia and thaebBs, 1985
Source Author’s calculations on the basis of DOSO (1987, 1991a, 19980
(1986).

The overall economic structure of the two regiona@neenies was thus almost entirely
built upon coal-mining and manufacturing, though the Dortes a slightly more
diverse industrial structure. In 1985, manufacturing and constnualone accounted
for about 55 per cent of total output in the Donbas and8qgper cent of total output in
Upper Silesia. Together with mining and quarrying, theeslodrtotal industrial output
in the Donbas’s gross regional product in 1985 was around 6 &perwhist in Upper
Silesia the share of industry was as high as 77 per berddition to the similar
inherited economic structure, at the outset of post-comsmynUpper Silesia and the
Donbas were also characterised by analogous positivelgrates. Between 1985 and
1988, on average, industrial production had been increasing gnby&l7 and 2.8 per
cent in the Polish and the Ukrainian region respegtiyalithor’s calculation on the
basis of DOSO 1987, 1991a; VSO 1989).

Population

The expansion and later concentration of mines, plamtisfactories in Upper Silesia
and the Donbas inevitably brought with it a steady increapepulation (Pounds 1990:
421-26). In the first half of the 19th century, the popufatad Upper Silesia had
doubled, reaching one million by 1850. By 1890 this had increased tanillie® and
in 1910 to 2.2 million (Pounds 1985: 403). In the Donbas, between d@5@900,
population had increased from 0.7 to 1.5 million (Antoneb®®4: Chapter 2). The two
world wars had a detrimental effect on the demographic thraw both regions.
Nonetheless, the post World War Il reconstruction ghb@a steady and massive in-flow
of new-comers to Upper Silesia and the Donbas (see RLOg@ 1999; Mykhnenko
2003b). By the end of state socialism, the populationilesi@n voivodship had grown
to 4.9 million and the population of Donetsk oblast to fhiion (DOSO 1991a: 16;
SOK 2003b: 19). The steady growth of population was accoegahy rapid
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urbanisation and increasing population density. About 88 and 9(ceudr of the
population in Upper Silesia and the Donbas respectively liwedrban areas. As a
result, the Katowice and Donetsk conurbations, and Upgdesi&iand the Donbas

generally, became two of the most densely populated ard¢zurope.

Table 1.1 The balance sheet of the inherited economic structure

Upper Silesia  Donbas

Industrial output per capita (US$, official exchamngte, 1985) 3615 5860
Average annual industrial growth (1985-1988) 2.6% AYR2
Distribution of GDP (current prices, 1985)

- industry 77.0% 67.2%

- agriculture 6.0% 14.8%

- services 17.0% 18.0%
Urbanisation (share of total population, 1985) 88% 90%
Natural resource endowment moderate moderate

Source Author’s calculations on the basis of DOSO (1987, 1991a, 19980 (1986,
1989, 1992, 1994, 1996, 1998); PCSO (2002); SOK (2003a, 2003b, 2003c); UN (2004);
OECD (20044, 20049). Some GDP data inputs are estimates basgplession.

Table 1.1 summarises the key structural similarities itdebty Upper Silesia and the
Donbas from state socialism. It shows that bothoreghad possessed a number of
essential corresponding features such as the degiedustrialisation and urbanisation,
positive economic performance, and inherited naturaluress. Given that on a
comparative classification scale only those post-comshicountries which possessed
oil and gas deposits have been considered to be richly eddewh natural resources
(see De Melo et al. 1997), one should put coal-rich Upgdesi&iand the Donbas into

the ‘moderate’ category.

INSTITUTIONS OF STATE SOCIALISM

In addition to the two regions’ commonalities in cudtiureconomic, and demographic
spheres, by the mid-1980s Upper Silesia and the Donbas hadcglsoed several
fundamental systemic institutional similariti€dJntil the beginning operestroikain
the USSR in 1985 and subsequent revolutionary changes oftéhd980s — early
1990s, there were sixteen core communist countries invtiil. Upper Silesia, as a
Polish province, had become a part of the ‘world s@tiahmp’ (as the official Soviet
terminology defined it), soon after the end of the Sdcworld War. The history of

" The theoretical discussion on the definition and matfiinstitutions will follow in Chapter 6.
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state socialism in the Donbas was thirty years olderthasregion had joined the
Bolshevik revolution in Russia in October 1917. Notwithstagdi number of internal
complexities and distinctions that existed amongst @iffecommunist countries, all of
them were founded and functioned according to the geosganising principles of ‘a

state-owned, more or less centrally planned economgiralled by a dominant

communist party which, seeks, on the basis of Marxiemiism and through the
agency of the state, to mobilize the population to reatdhssless society’ (Lane 1996:
5).

There are a large number of studies which provide a di@scription of the bases of
the state socialist system in both its ‘classieald ‘reformed’ versions (Lavigne 1974,
Kornai 1980, 1992a; Lane 1985, 1996; Nove 1987; Campbell 1991; BoriaS@dn
Brabant 1998). It would be beside the purpose of this thesevtew the complexity of
the socialist project and of the evolution of stateisd®m. Generally following the
established literature, in this section I only briefly ekarfive basic principles which
defined the foundations of the system and the operafismalist economies in the
following domains: information and co-ordination mecharss labour relations,
employment and wages; money and price arrangements;eff@avsystem; and the
education and training sector. We will return to these iftgéitutional domains in Part
Three.

Since 1917 in the case of the Donbas and 1945-1946 in the capperf Sllesia, and
until the mid-1980s, almost all production in the two regioad been in state hands. As
the socialist state owned virtually all productive resasiraed assets and controlled
prices and international trade, government planners weeetaldllocate capital and
other factors of production according to the economy’straé plan, which set
production targets for all different sectors of therexay and determined the supply of
different commodities. The bulk of agriculture and samll retail and craft activities
remained non-socialised in Poland, whilst private agucaltplots also existed in the
Soviet Union. However, even taking into account all pavatonomic activities, the
Polish socialist state owned and controlled in 1985 abope®8ent of the production
of goods and services in Upper Silesia. In the DonbasStiwet state owned and
controlled over 91 per cent of productign.

2 These production figures are based on private-public mlat patterns in agriculture, industry, and
services and the share of the respective sector indss grgional product. The assumption is that private
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A limited autonomy of decision-making existed in both Uppigsia and the Donbas at
the level of the so-called large socialist corporatien®ig economic organisations’
(WOG -wielka organizacja gospodarcga Poland and ‘production associations’ (PO -
proizvodstvennoe ob’edinefian the USSR, which were created as the key to
modernisation and increased efficiency during the econoeftcms of the 1970s in
both countries (see Slay 1994: Chapter 1; Nove 1992: ChapteitB).time, the
mandatory — directive — character of the central plas mlaxed and party control over
enterprises loosed. Yet, as most authors agree, fileme of state socialism shared
similar features and direction in all the countriese(¥ornai 1992a; Lavigne 1999:
Chapter 3). Thus, centralised planning as a mechanism focotleedination of the
economy and the provision of information to economicnggy@evas the first similar
institutional feature which both Upper Silesia and theli2s possessed by the end of

state socialism.

The second common institutional feature of Upper Silestathe Donbas at the outset
of transformation was an extremely high level of Eypment protection, job stability,
the centralisation and strong co-ordination of wagergpttirrangements, and high
labour unionisation. In centrally planned economies, wearkeere assigned jobs
according to plan. Since the end of the Second World Maour movements were no
longer directly constrained. Instead, workers wereraadly controlled through the
regulation and the subsidisation of housing, and otheou& social security benefits
that were distributed at the firm level and managed laydir trade unions. In most
communist states, and in Poland and the USSR particuitabour (outside non-
state-owned agriculture) was comprehensively unionised agahigsed through the
official trade unions. In addition to guaranteeing job séguand safety standards,
managing social security and providing a large number ofaveelbenefits to their
members, the most significant function of the offitfade unions was to take part in a
centralised and co-ordinated process of wage- and empltyoasgaining with the
government and party bodies.

During Poland’s political crisis of the early 1980s, @dapart of the Polish workforce
left the official labour organisations and joined the d@in@fl opposition trade union
Solidarngé. Nonetheless, labour unionisation in Poland remained gty In 1986,

production in agriculture and services was at leasefisient as the state-owned one. The entire
industrial production had been in state hands in both Upfe=iésand the Donbas by the mid-1980s.



32

over 45 per cent of the Polish workforce belonged totheial All-Poland Alliance of
Trade Unions. Together with members of unofficial tradesi about 80 per cent of
Poland’s total workforce was organised (Gardawekial 1999; Gardawski 2002).
Given the overly industrialised character of Upper Silesid relatively small share of
agricultural employment, one can estimate that the degiréabour unionisation in the
region was even higher than the nation’s averageeltnbas, and Ukraine generally,
unofficial organisations were suppressed. However, membenstipei official trade
unions was close to 100 per cent of the total workfofEgdER 2000).

The socialist money and price system was the thirdlagiby between Upper Silesia
and the Donbas under state socialism. Money did not plawyciive role in the
economy: central government planners set prices adnaitivglly for both goods and
resources, whilst the survival of enterprises did notyréapend on its profits but on its
ability to negotiate the plan targets with the politiaathority and to attain additional
‘soft’ credits and direct subsidies from the particutainisterial bureaucracy. The soft
budget constraint faced by a socialist firm was sponsbyethe single state-owned
Central Bank, which issued money as well as supplied laadssubsidies. Thus,
besides performing the customary functions of a cebéiak and a state treasury under
capitalism, this ‘mono-bank’ also performed the funasicof capitalist commercial
banks, handling personal savings accounts and issuingsctedirms. However, cash
and non-cash money circulated separately: individuale yward wages in cash and
could only use cash in banknotes and coins for their payn@ntthe other hand, each
state-owned enterprise was obliged to keep all its mgnétads in an account at the
central bank, divided into several ‘sub-accounts’ forgagment of wages, purchase of
inputs, capital investment, etc. The central bank goverpadthe firm could use the
money, co-ordinated the entire non-cash flows of chpaiad monitored the firm’'s
performance. In addition to the extensive money financpublic expenditures and
tight capital controls, the central bank exercisedvieaxchange controls and
maintained highly artificial fixed exchange rates. Witimen revisions, this mono-bank
financial system of state socialism survived in both iRbENd the USSR until the very
end of the 1980s, when it began to be replaced with diéwbanking system, i.e. with
a separate Central Bank and independent (state-ownedhercral banks (Kornai
1992a: Chapters 8 and 23; Jezierski and Lesskay1999: Chapter 11.9; Lavigne
1999: Chapter 1).
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The fourth institutional similarity between Upper Sigeand the Donbas was the system
of social protection and public welfare, which was onehgf main pillars of state
socialism. The welfare sector in Poland, the USSR, aher industrially developed
communist countries was huge, generous, and universat) tfie cradle to the grave'.
Even the most ardent critics of state socialism #edhithat there was a welfare net to
catch everyone (Kornai 1992a: 312). There was full employmiére health service
was free to all citizens. There was a centralisedprehensive public pension system.
(In Poland there were some public welfare limitatidos private farmers). The
provision of housing was also at a very low non-markedt.cbhe maintenance of
housing, public transport and other municipal services Wweawily subsidised. Prices
for food and other necessities were subsidised as Weédige differentials were
exceptionally low and most state socialist countriesevegalitarian societies, as far as
money income was concerned. Public security was tight amdecwas low.
Additionally, on the enterprise level, all trade unionnmbers were entitled to free or
subsidised vacations at health resorts and sanatbiidren summer camps, gardening
plots, etc. In 1985, 12 per cent of the average householthéh@o the Donbas was
comprised of various welfare payments and social sedeitgfits. In total, over 21 per
cent of the regional population were dependent on thegpsidial security system (i.e.
public pensions, stipends, allowances, and other welfamefit® for living (DOSO
1991a: 44-51). In Upper Silesia, the role of the socialisfaneelsystem was even
higher. Even excluding non-employed households (i.e. farmpensioners, disabletf),
which relied more heavily on social security, almost 1I0geat of the average working
household income was comprised of social security payi&®O 1986, 1989).

The final pre-transformational institutional similaribetween Upper Silesia and the
Donbas under consideration was the education and tragsaetor. Under state
socialism, primary, secondary, and tertiary educatios pmvided by public (state)
institutions free of charge. Substantial financial suppadtscholarships were provided
for undergraduate and graduate students, who were admitted tositi@seand other
institutions of higher education on a selective and higbippetitive basis. Besides a
small number of Church-related higher educational estaldistsnwhich functioned in
both Poland and the USSR, the importance of the stabe public-funded and highly
centralised system of education was paramount. The nafuitee public education

13 Available Upper Silesian household surveys of the 1980aded ‘non-working’ households from the
published sample.
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systems in both countries was utilitarian, scientiand secular. The state bodies
maintained a very high degree of curricula standardisakiarthermore, the education
sector was characterised by the high differentiatidwéen ‘general’ (primary, lower
secondary, and general secondary education) and ‘voghtpmogrammes (technical
and vocational education). Although vocational training waainly school-based,
potential employers were institutionally linked to vocasib schools for industry- or
trade-specific training of pupils on the shop floor level.addition, similar to the
French system of public education, differentiation waso extended to higher
education, where there were specialist subject orienstdutions of higher education
(e.g. engineering, foreign languages, health care, qutiyics). Given the economic
structure of Upper Silesia and the Donbas, the importaheecational and technical
education was especially high (see Szcaskial996; Sarzhan 1999: Chapters 2.6 and
3.5).

CONCLUSION

| have argued that at the outset of post-communism,eimtia-1980s, Upper Silesia
and the Donbas possessed four fundamental cultural, salucnad institutional

similarities. First, both regions were geographical andoheal multi-cultural

borderlands characterised by particular regionalist idesitidistinctive from the rest of
Poland and Ukraine respectively. Second, both Upper Sitesdathe Donbas were
highly and heavily industrialised economies. Coal-miningn iand steel, and heavy
engineering were major sources of income for the twns. Thirdly, the two East
European regions were amongst the most urbanised andydpopalated areas on the
continent. Finally, after decades of state socialisnPoland and the USSR, both
regions had acquired a number of analogous institutiorahcteristics: a system of
centralised planning and management of the economy; highdniged labour, co-

ordinated wage-setting and centralised trade unions; a gaisinmono-bank financial
sector; an exceptionally high degree of social proteaiath a large universal public
welfare system; and a public education system with igpeemphasis on

standardisation, vocational training, science and teolggolThus, following the logic

of the comparative method, in this chapter | have estali the initial base for our
comparative inquiry by identifying a large number of charasties (variables) shared

by Upper Silesia and the Donbas at the outset of thecpastnunist transformation. All
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these variables will be treated as constants forrtiial stages of post-communism.
The cultural and demographic variables, which are not sutgestibstantial change,
will remain as controlled variables for the entire pérunder scrutiny. It is contended
the institutional and economic variables will be atéelcby the consequent stages of the
transformation and, thus, will become a part of thelaaiion. In the following two
chapters | complete this thesis’s methodological caoBbn by identifying divergent

transformation patterns and outcomes produced by twaasipolst-communist regions.
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Different Trajectories: the Economic Performance of

the Two Regions during the Transformation

Having sketched the major features of the two largest indusegions of Eastern
Europe at the outset of transformation, the thesiastuo the outcomes of post-
communism in Upper Silesia and the Donbas. The post-comstmanterprise was
inaugurated in the late 1980s with the aim of catching up wdhstrially advanced
nations of the West. It was then conceived, at leaBastern Europe, as a ‘transition’
towards capitalism or the free market economy, whiak widely regarded as the most
efficient system of social organisation capable of geimgra higher level of economic
development and assuring a better quality of life thassdhproduced under state
socialism. Therefore, by ‘outcomes’ of the post-comniutrignsformation I mean,
firstly, the economic performance of Upper Silesiad ahe Donbas under post-
communism, and, secondly, the level of economic, §oaiad human development
achieved in Upper Silesia and the Donbas as a result. ldeevWpper Silesia and the
Donbas performed under post-communism? What impact, bothafd long term, has
post-communism had on the social and developmental prespécthe two old
industrial regions? How similar or different were thensformation trajectories

followed by each region? | will explore these issuethénfollowing two chapters.

The primary concern of this chapter is the economicopernce of Upper Silesia and
the Donbas between the second half of the 1980s ancitlye2600s. First, | propose
and examine indicators of industrial production and ecooognowth for the two
regions. Second, the macroeconomic, employment, agifare stability of Upper

Silesia and the Donbas under post-communism are corgidéngd, | discuss the
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timing of the two regional performance trajectories.sltcontended that the post-
communist transformation is multi-stage. | will argimattthere is a basic similarity
between the two transitional regions. This similatigs in the general direction of
macroeconomic stabilisation processes in the two regodsof their economic and
output growth paths — from decline to recovery, followed laje expansion.

Nevertheless, the post-communist performance of thealdandustrial regions has
varied considerably. A number of crucial indicators aréedght and show no signs of

potential convergence.

GROWTH

Industrial output

We begin by examining the evolution of the Upper Silesiad Donbas regional
industrial output since the beginningpeErestroikain the USSR in 1985 and subsequent
structural reforms in Eastern Europe. Figure 2.1 showsarheal change in industrial
output of the two regions between 1985 and the first ninethmoof 2004. It also
provides approximated output trend lines for Upper Silesia anddnbas within the

period covered.
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Figure 2.1.Industrial production growth in Upper Silesia and the Denbanual
percentage change, 1985-2004

Note: January — September 2004*

Source:Author’s calculations on the basis of VSO (1989, 1991, 1992, 1996,

1997, 1998); SOK (1999, 2000, 2001, 2002a, 2004a, 2004d); DOSO (19914, 1992a,
1993, 1994, 1995, 2000, 2002, 2003); DOCSO (2004a, 2004b).

Figure 2.1 indicates that both regions first experierdmaline in industrial output in
1989. However, whilst Upper Silesian industries returned tovtdy in 1994, in the
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Donbas the industrial recovery arrived three yeaes let 1997. Thus, it appears that
while Upper Silesia experienced five consecutive yearsdfstrial production decline,
the corresponding figure for the Donbas was eight y&agsre 2.1 also shows that the
growth trend lines of the two regions have not coincitiggper Silesia experienced the
largest output collapse within the first three yearsrafisformation in the early 1990s.
By contrast, in 1990-1992, the Donbas experienced a commgdyatiodest decline in
industrial production, while the output sharply collapsedrafards. 1994 was the best
year for the Upper Silesian industries in the 1990s and, cselyethe worst year for
the Donbas industrial production. Yet how deep was thpububllapse and how fast

was the recovery that followed?

Figure 2.2.Post-communist industrial output trajectories, Upperstl and the Donbas,
volume indices, 1988-2004 (1988 = 100)

Note: January — September 2004*.

Source Author’s calculations on the basis of VSO (1989, 1991, 19924, 1996,

1997, 1998); SOK (1999, 2000, 2001, 2002a, 2004a, 2004d); DOSO (19914, 1992a,
1993, 1994, 1995, 2000, 2002, 2003); DOCSO (2004a, 2004b).

To avoid using the 1990 or 1991 output level as a comparativeitioa performance
yardstick, | have recombined the regional growth figurés volume indices, using
1988 — the last year of growth in both of the regions th@zero year for Upper Silesia
and the Donbas. Figure 2.2 demonstrates the basic siynifatihe output performance
of Upper Silesia and the Donbas under post-communism:rbgibns had experienced
a very deep output fall, followed by a robust recoverywiBen 1988 and 2004, in total,
there had been seven and eight years of registeredtriatiygoduction decline in
Upper Silesia and the Donbas respectively. During this iti@msl recession, or what
was more appropriately labelled as the ‘Great TramsitidDepression’ (Kotodko
2000a), Upper Silesia’s cumulative industrial output declineusmeal to 45 per cent.
The industrial decline in the post-communist Donbas resuitéae loss of 57 per cent

of its initial level of measured output. It is also evid&om Figure 2.2 that, given the
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length of the Donbas output decline, the regional indsshiaere not yet fully recovered.
Yet, the industrial output almost doubled since 1998. Accordindpd output volume
index, in 2004 the Donbas industrial production already stood atr8feptof its pre-
transformation level. The Upper Silesian industries ftéigovered from the detrimental
effects of the post-communist depression at the beginthi2@0zt. In 2004, the region’s
industrial production expanded to 120 per cent of its 1988 levumila® to the data
presented in Figure 2.1, Figure 2.2 also indicates the exastdre four- or five-year-
long time lag between the Silesian and Donbas industuigdub trajectories. | shall
return to this issue in the concluding sections of theteha

Table 2.1.Three transformation periods in Upper Silesia and thebBs, average
industrial growth per period, 1989-2004

1989-93 1994-98 1999-2004
Average annual % growth
Upper Silesian industrial output -9.0 6.9 10.2
Donbas industrial output 5.4 -8.3 14.4

Note: 2004 data are for January — September 2004.

Source Author’s calculations on the basis of VSO (1989, 1991, 19924, 1996,

1997, 1998); SOK (1999, 2000a, 2001, 2002a, 2004a, 2004d); DOSO (1991a, 19924,
1993, 1994, 1995, 2000, 2002, 2003); DOCSO (2004a, 2004b).

Another feature of the post-communist transformatioblpper Silesia and the Donbas
has been its multi-stage character. Different phase® Ipaoduced several major
fluctuations in growth rates. Table 2.1 aggregates the pastooist business cycles
into three basic periods. During the initial stage ofgbst-communist transformation in
1989-1993, the Upper Silesian industry was contracting by 9 peraneoglly; in the
second phase of 1994-1998, it returned to growth at the pacerbf Agzer cent per
year; and in the final phase of 1999-2004, the Upper Silestaustry has been growing
at 10 per cent a year, on average. The Donbas industqmitousés declining during the
first phase at the average speed of 5.4 per cent annwethye lrollapsing in the second
phase by an annual average of 8.3 per cent. During the farfarmation phase of
1999-2004, the Donbas industry was rapidly recovering at 14.4 péeracgear on
average. If such growth tempo is sustained, the Donbas ipdustid regain its pre-
transformation level of output by the second half of 2005.

Overall economy
In addition to industrial production, the most essentigt more statistically
complicated, criterion of the post-communist performaiscie growth of the overall
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economy (i.e. of industry as well as agriculture andises) assessed through gross
domestic product. A number of researchers have questionepualtiey of transitional
statistics for their disregard of a prospering shadow@uy, i.e. unreported and illegal
economic activities (Dobozi and Pohl 1995; Friedman, Jahrisaufmann, and Zoido-
Lobatén 2000; Aslund 2001a, 2001b). De Broek and Koen (2000), in dbtiiled
comparative analysis of the shadow economy accounts, drgued that the extent of
the industrial collapse during the initial phases of df@mation can hardly be
disputed® Nevertheless, most authors agree that during the 199@ge share of
economic activities in agriculture and, especially, i@ service sector have not been
properly accounted for. According to a research databaspiled by Friedman and
others, the share of the shadow economy in Poland aldtiicity-consumption basis
reached as high as 20.3 per cent of the official GDRerearly 1990s, dropping to 12.6
per cent by 1995 (cf. Smejda 1996). The shadow economy shdkgame, according
to these researchers, in the early 1990s was 28.4 perfdéet afficial GDP, growing
to 49 per cent by 1995 (cf. Kaufmann 1997). There have besnge humber of other
contradictory estimates of the informal economy adl {fer a summary, see IMF
2003a). Table 2.2 provides a more coherent picture. No sepktaen either Upper
Silesia or the Donbas are available, howéver.

Table 2.2 A comparison of the shadow economy estimates relagieficial GDP in
Poland and Ukraine, percentage, 1990-2002

1990-93 1995 1997 1998 1999 2000 2001 2002

Poland 20.3 12.6 n/d n/d n/d n/d n/d n/d
Ukraine 28.4 48.9 43.6 42.7 40.4 37.3 35.6 34.7

Source:Friedmanret al (2000); IMF (2003a: 17-23).

Since the late 1990s, both the Polish and Ukrainianaeamtid local statistical agencies
have been tackling the issue of including the ‘shadow ecgnestimates into official

 These claims that the output collapse was just an ilugire recently investigated by de Broek and
Koen. The two researchers have applied electricitywzopsion, freight transportation, and postal
deliveries as alternative proxies for actual GDP. beeB and Koen have also compared the economic
performance of the transition countries with thatiofdhd, where the quality of the national accounts
data was believed to be far superior to any post-comtmstaie. Their conclusion was that even in
advanced market economies the three alternative ecoraativity indicators do not typically correlate
with actual GDP; yet, ‘even so, the sharp falls ircteieity use, freight and mail observed in the Baltic
and CIS countries support the view that the magnitude @dbeomic contraction was indeed extreme’
(De Broek and Koen 2000: Appendix II).

!5 The latest World Bank estimates of the informanetoy (as percentage of gross national income in
2003) in Poland and Ukraine are 27.6% and 52.2% respectiveljastawice as high as the ones
reported in Table 2.2 (see World Bank 2005). Neverthelesslternative GDP calculations | have used
the IMF estimates of the shadow economy, as they appbarmore consistent and complete.
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GDP statistics. Official statistical yearbooks publghe Poland and Ukraine (and,
consequently, in Upper Silesia and the Donbas) sincéatbel990s cover the ‘hidden
economy’ to a greater extent. While the coverage estiadow economy by the Polish
Central Statistical Office is believed to be within thestern standard, i.e. it includes
most of the informal economy into the official sttéis (see PCSO 2002: 538-39),
almost one half of the Ukrainian shadow economy idl $aibe still unaccounted.
According to the IMF, about 50 billion hryvnia, or 23 pent of Ukraine’s official
GDP in 2002 was excluded from the official data (IMF 2003a: 222003, according
to the Ukrainian State Tax Administration authoritigg total economic activity not
captured in the official statistics was over 70 billionvmig (LIGA Business Inform
Newswire 9 February 2004), or 27 per cent of the official GDP tlear y(i.e. UAH
263.228 billion)

On the basis of the improved official national and irméiomal statistics and taking into
account the data presented in Table 2.2, | have construntedizer of GDP time series
for Upper Silesia and the Donbas. To account for sorasimg data inputs, e.g. the sub-
national power purchasing parity (PPP) exchange rates cd¢edmnvert Silesian and
Donbas gross domestic product figures in Polish ziotyWdinian hryvnia into US
dollars, | have had to use the corresponding nationahpamg power parity exchange
rates provided by a number of international economic osgtians. Most importantly,
given the territorial changes that affected Silesiatl®e course of the 1999
administrative reform (most of the data on the nef@tyned administrative-territorial
entities are available from 1995 on-wards), | have hadmnstouct the 1988-1994 gross
regional product statistics for the post-1999 Silesian wslkigp. This task was
accomplished, firstly, via ‘bottom-up’ regression-basedyesisa by using the necessary
data for Katowice, Gstochowa, and Bielsko voivodships (e.g. the GDP per hedd a
population ratios of those voivodships in currently exist®igsian voivodship) to
arrive at combined pre-1995 indicators. On the other handsdare that such data
comparisons are viable over time, | have also construtdpedown’ gross regional
products figures for Silesian voivodship from 1988 to 1994 by usiegavailable
statistics on the voivodship’s population and its shatée national GDP from 1995 to
2001 and making necessary regression calculations back to Al9&®y calculations
were again cross-checked against the relevant data plobidearious World Bank,
United Nations, IMF and OECD data sets, as well aghbyPolish, Ukrainian, Upper
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Silesian and Donbas statistical agencies. Regional f@jpRes for 2002 and 2003 are
estimates based on respective nation-wide indicators.
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Figure 2.3.Economic growth under post-communism, GDP per capitasi&ii

voivodship and Donetsk oblast, 1988-2003, US$

Note: 2002* and 2003* data are regional estimates based on respetivewide

growth figures.

Source Author’s calculations on the basis of UkrSSR SSC (12888); DOSO

(19914, 1992a; 1993; 1994, 1995, 2000, 2002); DOCSO (20044a, 2004b); USSC (2000,
2002, 2003, 2004a); PCSO (2000, 2001, 2003, 2004a); VSO (1989, 1991, 1992, 1994,
1995, 1996, 1998); SOK (2000, 2001, 2002a, 2003a, 2003b, 2004a); Sskzepa

(1998a: 43); World Bank (1991, 1996, 1999, 2000c, 2001, 2003a, 2003b); UNDP
(1996, 1999, 2002a, 2002b, 2002c, 2003, 20B43terly and Sewadeh (2001); UN

(2003); IMF (2003a); OECD (20044, 20049); some data inputs are estibzesed on
regression.

Figure 2.3 illustrates a complex picture of the post-comstiteconomic performance
of Upper Silesia and the Donbas. There are two mainnigsdhere. Similar to the
industrial production trends, both regions experienced &alidiecline in their gross

regional products, which was later followed by recoverlge Bconomic decline in
Upper Silesia was also not as deep as in the Donbas.ramtumarket prices, the Upper
Silesian economy contracted by 23 per cent in the early 18304993, the Donbas
economy contracted by over 47 per cent of its 1988 levalrdity to the official

statistics, or by 37 per cent, including the informal ecoy share. There is also a
substantial difference in assessing the regional ec@npenformance in US dollars at
current market prices and at the purchasing power parityAatirrent market prices,
the Silesian GDP per capita in 1988 stood at $3816, dropping to $294®0n and

rising to $5807 in 2003. In the Donbas, the GDP per capitaiated in 1988 to $1298,
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falling to $807 in 1992, and reaching $1451 in 2003 (or only 25 per cedpmdr
Silesia’s GDP). At PPP, the Silesian GDP per cagéelined from $8463 in 1988 to
$7886 in 1991, rising continuously afterwards to $12,640 in 2003. In tkeeodabe
Donbas, the GDP per capita at PPP fell from $6212 in 1988 to $#38998,
expanding later to $7930 in 2083.

Thus, although the level of industrial production in the tegions has only recently
approached full recovery, Figure 2.3 clearly indicates Itlga2004 both of the overall
regional economies not only fully recovered to thee-pransformation levels but also
expanded substantially beyond. The common upward groeiid trecomes even more
apparent when the remaining estimated shadow economy ishadsled to the one
already included in the official statistics: the dataspréed in Figure 2.3 show that the
overall size of the Upper Silesian economy in 2003 was &62gnt of its 1988 level at
current market prices and 149 per cent at purchasing power pacis. In the Donbas,
the corresponding figures were 112 per cent and 128 perespatctively. The phase of
recovery and economic expansion in Upper Silesia Bgarbmuch earlier than in the
Donbas. Yet, as Figure 2.3 shows (similar to the indligitigput trajectories), after a
period of diverging economic performance, since thel@89s both regions have been

following a similar ascendant growth trajectory.

STABILITY: PRICES, EQUALITY, EMPLOYMENT

Post-communism has generated several major fluctuatioasonomic and industrial
growth rates. Yet, the transformation has brought ehmoare unstable macroeconomic
environment. Prices have risen dramatically. The registaistical agencies do not
provide consistent time-series data on retail pricetioflaor producer price indices in
Upper Silesia or the Donbas during transition. Howeveg, riation-wide inflation
indicators in Poland and Ukraine are only marginallyedéht from the sub-national
ones. The data are shown in Figure 2.4.

16 Al these figures take into full account the respecsivadow economy estimates.
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Figure 2.4.Retail price inflation rates, Poland and Ukraine, 1985-2008jadn
percentage change
Source USSC (2000, 2002, 2004a); PCSO (2004).

It indicates that both Polish and Ukrainian regiondesafl from very high inflation in
the first half of the 1990s, albeit within different tirframes. After a relatively short
period of hyperinflation experienced by Poland in 1989 and 19%0ptice levels
stabilised soon afterwards. In Ukraine, however, inflatades of over 100 per cent per
year lasted for five years, while in 1992 and 1993 the pricelderose even more
dramatically, growing by 2000 per cent and 10156 per cent regplgctOn the overall
comparative scale, an item that was priced at 1 roubibeirSoviet Donbas in 1985
would cost today around 950,820 roubles (i.e. 95 Ukrainian hryuni&)pper Silesia,
the corresponding ratio is much less dramatic: fromoly in 1985 to 623.9 zioty Iin
2003 (i.e. 0.00623 new Polish zioty) (author’s calculationsherbasis of USSC 2000,
2002, 2004a; PCSO 2004a). Since the mid-1990s, both post-commurustsragive

been enjoying a period of low inflation.

In addition to price instability, post-communism has aésulted in a great disparity in
income, wealth, and consumption (for a detailed discussiea World Bank 2000a).
While examining the economic growth in the two traosiil regions, | have discovered
that under post-communism Upper Silesia’s gross regiooalupt per capita grew by
49 per cent in purchasing power terms, whilst in the Dortadigure increased by 28
per cent. The relative similarity in the economic exan notwithstanding, the
guestion of this sub-section is how has that growth leksemibuted? It appears that
wealth and income distribution is a sphere that waddmentally but asymmetrically
destabilised by post-communist changes in the two regions.
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Figure 2.5.Lorenz curves of wealth distribution, Upper Silesia tiedDonbas, 1989-
2000
Note: (i) Donbas 198%urve is based upon a comprehensive Donetsk oblast hadsehol
income distribution survey data; (Wpper Silesia 198@urve is based upon a Katowice
voivodship working households income distribution surveg;dat) Upper Silesia
1995curve is based upon a Katowice voivodship full-time emplent gross wage and
salary distribution data; (iWpper Silesia 199@urve is based upon a Silesian
voivodship full-time employment gross wage and salaryidigion data; (vDonbas
2000curve is based upon a comprehensive Donetsk oblast housekpddwliture
distribution survey data.
Source Author’s calculations on the basis of household sudata from DOSO
(19914, 2002); VS@1989); Szpor (1996); SOK (2000a); PSCO (2001).

Figure 2.5 provides a graphical representation of Lorenz cummsh indicate the
degree of income inequality in the pre- and post-transfoona Donbas and Upper
Silesia. | have constructed the appropriate Lorenz cumédhle basis of several Donbas
and Upper Silesian regional household and wage surveys ¢eddustween 1988 and
2000. The two Lorenz curves for the Donbas that are showigure 2.5 (the red and
black lines) are fully comparable over time, since theytased on two comprehensive
household income and consumption surveys conducted in 198208Adrespectively.
Given that an analogous complete household income surv&pfeer Silesia has never
been made widely accessibld,have had to rely on other types of income distrdniti
related statistics to assess the magnitude of the clangeguality in the Polish region
under post-communism. Upper Silesia’s Lorenz curve for 1889 deep blue line) is
based upon a survey of income distribution amongst workingédholds, i.e. one or
two-person employed households; thus, the 1989 survey exclselé@mployed
farming, unemployed, and retired households. To a certgemtg it can be compared to

" The Polish Central Statistical Office regularly pubdistonly nation-wide household surveys.
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the Donbas’s pre-transformational indicator. The otiaer Lorenz curves for Upper
Silesia (the light blue and yellow lines) are only corapée between each other, as they
are constructed on the basis of full-time gross wagesaladly distribution data, which
are only partially representative of the average \eaditttribution pattern in the region.

These differences in the presented data notwithstangiggre 2.5 indicates that under
state socialism the Upper Silesian society was cleniset! by a much more equal
income distribution pattern than the one in the Donlkidswever, under post-
communism inequality in Upper Silesia has increased coasijerFigure 2.5 shows
that the latest available Lorenz curves for the DordrasUpper Silesia have virtually
converged. Yet, the average wage and salary patterngpacally characterised by a
more equal income distribution than the overall distnfe picture in the society, as
they exclude the aged, sick, and unemployed. Given taahélguality indicator for the
post-communist Donbas is inclusive and comprehensive, whdreaespective Upper
Silesia’s curve line is partially representative, one saggest that in the course of the
post-communist transformation the level of income inayuad Upper Silesia has not
only grown to a larger extent, but it has considerablgri@ached the Donbas’s
inequality level. Figure 2.5 shows that, in contrast to U@iesia, income inequality in

the Donbas has only marginally increased under post-commu

‘ B Gini index © Population in extreme poverty‘
45 18%

F16%
b 14% 5
F12% &.

Gini index

9 S . . - 9
6&@"’0\{)0“\’% M%‘%S»\e%‘”’ SR

Figure 2.6.Income inequality and poverty in Upper Silesia and theb@smnder post-
communism, international comparison, 1999-2000

Note: Gini coefficient index: 0 = perfect equality, 100 = perieequality. Extreme
poverty rate: percentage of population below 50% of ndtimedian income or
consumption. Gini coefficient indices of Upper Silemnal the Donbas are national
averages for per capita consumption; the remainddoaper capita income.

Source Author’s calculations on the basis of World Bank (2000a, 2000NDP
(2004); SOK (2000a); PSCO (2001, 2004b).

Although inequality increased in both regions, on a wider paoative scale, the

distribution of income and household consumption patternghe Ukrainian region
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remained fairly egalitarian. The Gini coefficient (whias the most often-used
inequality index) for per capita consumption rose acrdssibe from 24.0 in 1987 to
29.0 in 1999, whereas in Poland the increase was more acute,26.8 to 31.6
respectively (Deininger and Squire 199prid Bank 2000a, 2000b; UNDP 2004).
Figure 2.6 shows that, in addition to the modest rise ionmc and consumption
inequality, the process of transformation in the Donlaassatso been characterised by a
slight increase in relative impoverishment. There areumber of ways of defining
income poverty lines. According to one of the standard dfmld survey
methodologies used in this chapter, a relative povertyolirés per cent of the median
adjusted disposable household expenditures (or income) ibyusuasen as a criterion
for poor households, 60 per cent of median expendituresnfome) is used as a
criterion for very poor households, and 50 per cent of ameelxpenditures as a criterion
for extremely poor households (see World Bank 2000b). ©right scale, Figure 2.6
shows the percentages of the population living in extrestative poverty in Upper
Silesia and the Donbas and in some high-income OECD mestd&s. Figure 2.6
indicates that the share of the Donbas population livingxireme relative poverty in
1999-2000 (7.1 per cent of the entire population) were on phrtiatse registered in
some of the most egalitarian societies of ContinemEatope (e.g. see Belgium,
Germany, Austria), and far below the relative povergle observed in Upper Silesia
(13.5 per cent) or elsewhere (e.g. see Spain, Italy, Japaklnited States). Thus, by
the beginning of the twenty-first century, Upper Siles@ched a relatively high degree
of income inequality and extreme poverty, analogous to aha&outhern European
countries, whereas the Donbas experienced a moderatenribeth consumption

inequality and extreme poverty levels, analogous to thb€emtinental Europe.

I U.Silesia: registered unemployment [ Donbas: tegistered unemployment
—e— U. Silesia: LFS unemplovment Donbas: LES unemblovment
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Figure 2.7.Unemployment in Upper Silesia and the Donbas, 1990-2004, annual
percentage rates, end of year (registered unemploymehtharirst quarter of each
year (labour force survey unemployment)

Note January — September 2004*.
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Source:Author’s calculations on the basis of DOSO (2000, 2002, 2033 SO
(20044a, 2004b); USSC (2000, 2002, 2003, 2004c); VSO (1995, 1996, 1998); SOK
(2000a, 2002b, 2003a, 2003c, 2003d, 2003e, 2004a, 2004b, 2004c); IMF (2003b).

In addition to prices and income distribution, stability employment was another
casualty of the post-communist transformation in betans. Contrary to its more
stable growth and price level patterns, Upper Silesiabbags much less successful in
utilising its labour resources. Figure 2.7 combines Upper &teand Donbas’s rates of
officially registered unemployed people as well as labdorce survey-based
unemployment rates, compiled according to the Intenmakid.abour Organisation
methodology (i.e. the so-called real unemployment yafes Figure 2.7 shows, during
the post-communist transformation unemployment has iisdéoth Upper Silesia and
the Donbas. However, in the Donbas the number of gsbiteople has been smaller.
The officially registered unemployment rate in theioaghas never moved beyond a 4
per cent threshold. The ‘real’ unemployment rate, wipelked in the Donbas at 10.3
per cent in 1999, has been twice as low in the Ukrainiaiomegs in Upper Silesia
throughout the entire transformation period. In turnUpper Silesia, unemployment
has been extremely high most of the time, reachingasimum level of 21.8 per cent
of the economically active labour force by the secqudrter of 2004. Thus, one can
conclude that with the average registered unemploymemtofatl per cent between
December 1990 and September 2004, the persistent lack of jolsirhad into a
chronic socio-economic problem in Upper Silesia. The @eenate of registered
unemployment in the Donbas during the same period was8 tower.

TRANSFORMATION TIME LAG?

| have established that the multi-stage post-communidorp@nce trajectories of

Upper Silesia and the Donbas do not easily coincide. Trerebesides examining the
regional performance trends in a conventional timeiste® way, one has also to
examine them with some time-lagging. In the followingetitagged figures, which are
based on the data already presented in this chaptere ltdéleen 1989 as the Year O for
Upper Silesia and 1993 as the Year O for the Donbas. Thiklwake account of the

fact that Upper Silesia and Poland generally were theifi the post-communist bloc to
start full-scale market-oriented reforms (the ‘shockrapy’ strategy designed by

Jeffrey Sachs and Leszek Balcerowicz) dnJanuary 1990. By contrast, the radical
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neo-liberal economic programme was initiated in Ukramiate October 1994, after the
presidential election of Leonid Kuchma.

20%
10% 1
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annual change
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@ U.Silesia: industial output growth Ml Donbas: industrial output growth
— U.Silesian growth trend line — Donbas growth trend line

Figure 2.8.Industrial production growth in Upper Silesia and the Denbanual
percentage change, time-lagged scale
Note: Year 0 = 1989 for Upper Silesia and 1993 for the Donbas.

Firstly, Figure 2.8 presents time-adjusted annual percenthgeges in industrial
production. It shows that the industrial output growth tremidelpper Silesia and the
Donbas have indeed been rather similar, especiallyeatdrly stages of the economic
transformation and before exogenous factors came iato Year 5 for the Donbas and
Year 9 for Upper Silesia in Figure 2.8 are the year 1998, vehdimancial crisis
damaged South East Asia’s and Russia’s import capadtiels consequently,
interrupted the recovery of industrial output in trans@iocountries, and particularly in
the Donbas.

0 1 2 3 4 5 6 7 8 9 10 11

—8— U.Silesia: industial output —8— Donbas: industrial output
—0— U.Silesia: GDP per capita, PPP —0— Donbas: GDP per capita, PPP

Figure 2.9.Industrial output and GDP growth trajectories in Uppegstal and the

Donbas, volume indices, time-lagged scale, year 0 = 100
Note:Year 0 = 1989 for Upper Silesia and 1993 for the Donbas.

Secondly, a certain similarity between the trans&irom growth trajectories of Upper
Silesia and the Donbas becomes more evident in Figure Biéh whows the volume
indices of growth in industrial output and GDP. It indisatlkeat, with a time-lag, both
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Upper Silesia and the Donbas have generated relativeilaism@sponses as regards the
industrial and general economic performance. Moreotle, Donbas’'s economic
recovery appears to be much more rapid. The differende GDP curves produced in
Year 1 of the transformation should be attributed &itiitial appreciation of domestic
currency at the purchasing power parity exchange rate, winch experienced by
Poland in 1990 (i.e. the Year 1) during the introduction of ‘theck therapy’. In
Ukraine, changes in the monetary sphere occurred in 1992easltof the collapse of

the Soviet Union and abolition of its former currencg.(the Year -1).
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Figure 2.10.Unemployment in Silesian voivodship and Donetsk oblast,ial
percentage rates, end of year, ILO methodology, timgeld scale
Note:Year 0 = 1990 for Upper Silesia and 1994 for the Donbas

Some similarity in the post-communist transformationfqgrenances of Upper Silesia
and the Donbas can also be observed in Figure 2.10, whiclastsnthe two regional
unemployment trends. While comparing the unemployment groajgbctories, | have
moved the time scale one year further to take int@idenation certain structural inertia
which is believed to characterise labour markets. Tigs)Year O for Upper Silesia in
Figure 2.10 is 1990, and it is 1994 for the Donbas. Figure 2.10 stimwsthe
implementation of radical market-oriented reforms wasompanied by growing
unemployment in both Upper Silesia and the Donbas. By d@hd of the first
transformation decade, unemployment began to subsidetim regions. However,
whilst in the Donbas unemployment continued to declinadsite afterwards, sinking
below 8 per cent of the labour force, in Upper Silesianaployment began to rise once
again, doubling within the following three years. This findingtsa strong doubt over
the simple evolutionary argument that, with time, gbst-communist trajectories of the
two regions ought to converge. The remarkable dissimilamityhe regional labour
markets’ behaviour as well as the different poverty imequality trends observed under

post-communism in Upper Silesia and the Donbas, suggasbésides the timing of
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the general market-oriented reforms, there must hawn k@ number of other
intervening independent variables at work. We shall retuthi$ issue in Part Four.

CONCLUSION

| have argued that post-communist transformation is &i-stage process. It has been
contended that within different stages there are a nuwbsimilarities in the post-
communist economic performance of Upper Silesia an®Dtmbas. Firstly, the general
direction of the two regional output trajectories asllvas of their macroeconomic
stabilisation patterns has been very similar. | haveitiied three different and
distinctive phases of post-communism as experienced byrBipsia and the Donbas:
the initial transformation period of the late 1980s - finstf of the 1990s; the
intermediate period of economic trough and stabilisat@nd the posterior period of
recovery and expansion. During the initial phase outplitsharply; industry shrank;
the macroeconomic situation was highly unstable; larggak@osts were incurred,
principally in terms of worsening income inequality and risimgmployment. Thus,
the impact of post-communism on the economic performafdJpper Silesia and the
Donbas has appeared to support basic stylised factansfdrmation in general (for a
discussion about conventionalised transition outcome<;asgos and Coricelli 2002).
In the second period, most of these negative tendewelesstopped and stabilised. The
third transformation period was that of a speedy industeabvery and overall
economic expansion, rising income levels, and macroedeorstability. By the end of
2003, the Upper Silesian industry had fully reclaimed logpwat and expanded further
beyond its pre-transition level. The Donbas industrgxigected to follow this lead by
2006.

| have also established that the first two most negdtansformation phases appear to
last a short period of time in Upper Silesia. By castirahey were much more
protracted in the Donbas. Nonetheless, the overallossimnperformance of the Polish
region, on average, and especially in terms of growthnaacroeconomic stabilisation,
has only been marginally superior to that of the Ukraimegion. In 2003, the Upper
Silesian economy was by 50 per cent larger than itsnatigize in 1988. At the current
market exchange rate, it was 152 per cent of its pre-tiarei level, whilst the

evaluation at purchasing power parity prices revealed a 149epérvolume. In the
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Donbas the two indicators varied from 112 to 128 per @spectively. As the political
transition in Poland and Ukraine did not start simultaiséy, | have exploited this
transformation time lag by adjusting data correspongdings a result, it appears that
the two regional post-communist growth trajectories roughblycide. Moreover, the
economic recovery in the Donbas appears to be motest,olvhile some of the initial
social costs of transformation in the region have bsdpstantially smaller in the
Ukrainian region than in Upper Silesia. Since the late 199@sDonbas economy has
been catching up with Upper Silesia and steadily closingniteeme gap between the

two regions.

Notwithstanding the recognized difference in time framesveen the transformation
phases in the two regions, | have identified fundamedii®rences in the post-
communist performance of Upper Silesia and the Donbaishvdo not fade away with
time. They concern inequality, extreme poverty, and eympént stability patterns. The
rise in income and consumption inequality under post-commmuhés been significant
in Upper Silesia and at least twice as rapid comparedthetibonbas. By the beginning
of the 2f' century, Upper Silesia reached a relatively high degfeeeguality and
extreme relative poverty. By contrast, the deterionadbf consumption equality and the
rise in relative extreme poverty in the Donbas have begnmodest. Furthermore, the
level of unemployment in Poland’s industrial stronghold bheen almost the double of
the Donbas’s unemployment level. Similar to the ineodistribution situation, the
labour markets in the two regions have also followettheradivergent trajectories.
Whilst the jobless rate in the Donbas has been rgcensteady decline, Upper Silesia
has been suffering from chronically high unemployméntas appeared that, contrary
to parallel economic and industrial growth patternswbéare and employment trends
set by Upper Silesia and the Donbas show no sign ekcgence.
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Varied Outcomes: the Development of Upper Silesia

and the Donbas under Post-Communism

In its first Transition Reportthe European Bank for Reconstruction emphasised that th
systemic changes taking place in the formerly s®tiabcieties were a transition from a
lower to higher level of development, understood broadlyaising the living standards
of individuals in those countries (1994). Later on, therma@gonal financial institutions
have maintained that this transition is to be regardeslesessful in the sense that it
helps to promote development of the post-communisetesi(EBRD 1996: 10; for a
similar position, see also World Bank 1996: introduction;RBEB1999: Chapter 1;
World Bank 2002a: overview). While all these accounts takentties as the unit of
analysis, in this thesis we focus on two comparablersational areas of Poland and
Ukraine. In this concluding chapter of Part One, | casidhe levels of economic,
social, and human development, which Upper Silesia an@dtmnbas have achieved in
the course of the post-communist transformation. Diieving sections consequently
measure and compare the Upper Silesian and the Donbalsmleental achievements
against a number of well-established criteria, including nmegothe quality of life and

environment, human survival and development.

As with the preceding examination of the post-communish@aic performance, the
major objective of this chapter is to establish a soungbireral basis for later
discussions. It is contended that the multi-stage natdreéh® post-communist
transformation has had its immediate effect on theeld@pmental outcomes in both
Upper Silesia and the Donbas. As the result of partiguteoor economic performance

at the initial stage of transformation, the two pastimunist regions fell out of their
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international developmental clusters for the ent®®0s. Nonetheless, since the mid-
1990s, general economic, social, and human developmertatodi have been
registering positive gains in both regions. Moreover, mueber of specific spheres,
Upper Silesia and the Donbas have not only recoverectpréitransformation levels,
but they have also managed to move further up the devefmtahiadder. Yet, most
recent developmental gains of post-communism have reot $igared equally within the
two regions. The deleterious effects of the initiadremmic and industrial collapse on
the social and human development and survival in the Bohége not been negated.

Violent criminality andfelones-de-se Upper Silesia have had a significant increase.

ECONOMIC DEVELOPMENT

At the end of state socialism, Upper Silesia and theb@s were both middle-income
regions. However, they belonged to different inteoval development classification
sub-groups. With an average per capita GDP at current tmarkes of US$ 3816,
Upper Silesia was in 1988 in the upper-middle-income area cgtegdrfirmly above
the upper-middle-income average of $3150. The Donbas, ontliee lsand, with a

$1298 GDP per head level was an average lower-middle-inarmitery.
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average: $26,395
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Figure 3.1.Income growth trajectories of Upper Silesia and thaliag, international
comparison, 1988-2003, US$, current market prices

Source:Author’s calculations on the basis of DOSO (1991a, 2000, 20@3$CO

(2004a); USSC (2003, 2004a); PSCO (2003a, 2003b, 2004a); VSO (1989, 1991, 1996);
SOK (20004, 2001, 2002a, 2003a, 2003b, 2004a); Sztde{a998a: 43); World

Bank (1991, 1996, 1999, 2001, 2003a, 2003b); UNDP (2003, 2004); Easterly and
Sewadeh (2001); UN (2004); OECD (2004a). Some data inputs aredrassgression
estimates.
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Figure 3.1 shows the GDP per capita growth trajectorfe¥pper Silesia and the
Donbas under post-communism. The data presented aregemtcUS dollars. It appears
that with the beginning of transformation both Upperstend the Donbas underwent
a period of visible developmental decline in the first lodlthe 1990s. By the turn of
the century, the Donbas had firmly restored and moved at®iratial average lower-
middle-income area position. In turn, Upper Silesia has atanaged to increase its
lead in monetary terms. However, if one considerswhed’s upper-middle-income
average as a ‘moving’ developmental target, both regmane not yet regained their
previous positions on the international development s&atveen 1988 and 2003, the
difference between the upper-middle-income group’s avenagi@pper Silesia’s GDP
per capita shrank by 12 per cent. In the case of the &orthe Ukrainian region’s

standing worsened by 14 per cent.
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Figure 3.2.Income growth trajectories of Upper Silesia and thaliag, international
comparison, 1988-2003, US$, purchasing power parity
Source:see Figure 3.1.

The assessment provided in Figure 3.1 does not presentllitipgcfure, as the Polish
and Ukrainian currencies are believed to be significamijetrvalued. Therefore, one
ought to examine the regional economic development erb#isis of the purchasing
power parity exchange rates in addition to the evaluationurrent market prices.
Figure 3.2 demonstrates that in accordance with the Pgiedi including the
respective shadow economy shares, Upper Silesia and ahéab entered post-
communism as upper-middle-income areas. It also showafs thie developmental
decline of the early 1990s was indeed substantial in bothri$lesia and the Donbas.
Nevertheless, Figure 3.2 indicates a much more dyneen@very and a considerable

improvement in the relative developmental position tbé two regions on the
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international comparative scale achieved by the early 20@0sal income value terms,
between 1988 and 2003, Upper Silesia moved upwards within the upjude micome
group, building up its lead over the group’s average by 28 per T@e Donbas
performed positively as well, closing its gap with the uppe&tdle-income group’s
average income by over 4 per cent. Yet, as indicatedgar&i3.2, given the two
regions’ rather low starting position, catching-up with th&est still remains an
extremely remote possibility for Upper Silesia and thenlias (for a discussion on
possibilities for post-communist countries to catch-up witlustrial advanced nations,
see Kotodko 2000b). According to my calculations, at thetieg high growth pace,
other things being equal, Upper Silesia could reach the curigimincome countries’
average of $26,989 within the next three decades by 2035. In twauyltl take more
than half a century or up to 2061 for the Donbas to rdaelctirrent richest nations’

average per capita income level.

SOCIAL DEVELOPMENT AND ENVIRONMENT

What effects have the post-communist economic devedapimd on social conditions
and environmental quality in the two regions? We begin wlth quality of life
indicators that should allow us to evaluate whethempth&-communist transformation
has brought a qualitative improvement in living standardt@faverage inhabitant of
Upper Silesia and the Donbas. The first essentiaér@n is the structure of the
household budget. According to the World Bank data, inlatee 1980s, the average
monthly household expenditure per capita on the most ihem categories (i.e. food,
drink and tobacco) amounted to 15 per cent of the total holasekpenditures in high-
income countries, to 30 per cent in the upper-middle-incometdes, to 36 per cent in
lower-middle-income countries, and to over 50 per celdwrincome countries (World
Bank 1991: Table 10). In the Donbas, the average householdpier €goenditure on
food, drink and tobacco in 1989 amounted to 34 per cent (DI¥S0a: 15), which was
within the lower-middle-income area category. At the esaime, Upper Silesia also
found itself in a similar position within the lower-migdincome category, since around
40 per cent of the average per capita household budget iedlon were spent on food,
alcoholic drinks, and tobacco products (VSO 1989: 417-19).
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Figure 3.3.Average monthly household expenditures, percentagepdsiible income
expenditure in Silesian voivodship and Donetsk oblastrnational comparison, 2001-
2002

Source:Author’s calculations on the basis of DOSO (2002, 2003); &&K2a);
UKONS (2003); EUROSTAT2004a, 2004b).

During the post-communist transformation, household budgetreliture structures in
the two regions have drifted apart. Figure 3.3 demonsttia¢esiost recent data on the
composition of average monthly expenditures in Upper i&il@sd the Donbas, as well
as in some European Union member states before the 2004eamdant. It indicates
that, by the turn of the century, the expenditure patterrUpper Silesia have shown
some improvement, though they are still far from apgrimgca high-income country
level. According to its basic consumption expendituf@3.6 per cent of the total
household budget in 2001), the average Upper Silesian housebatdokad from the

lowed-middle-income category to the upper-middle-inconegmay.

On the other hand, the quality of life for the aver&ynbas household has vastly
deteriorated; it has been spending under post-commun@shaohits monetary income
on food: twice as much from the late state socigkstod. With the bulk of the average
household budget allocated to cover for the most basdsn@s.1 per cent in 2002),
the Donbas people have clearly experienced a downward mneoweanthe low-income
consumption group. The apparent upward trends in the Donbasisomic
development identified previously have not yet had anyifeignt effect on the quality
of life of the average household in the region, if assd through its consumption
patterns.



58

Table 3.1.Selected durable goods and house comfort installations, 2000-2001

Donbas Upper Silesia United Kingdom
in % of total households
Colour television sets 79 98 100
Satellite TV equipments 0.2 54 40
Video tape recorders 14 64 87
Hi-fi stereo music system 5 38 77
Washing machine 89 87 92
Refrigerator 97 99 95
Microwave oven 1 21 84
Wire telephone main connections 52 82 93
Personal computers 12 14 44
Passenger car 13 48 72
in % of urban inhabited dwellings

Water-line system 76 99 100
Central heating 68 75 91
Sewerage system 74 80 100
Bathroom 70 88 100

Source:Author’s calculations on the basis of DOSO (1991a, 2001, 20&); (1989);
SOK (2002a); USSC (2002); USSR SSC (1993a); PSCO (2003a); UKONS (2003).

Other quality of life indicators portray a more diversetynie. Table 3.1 shows that
under post-communism households in both Upper Silesiah@nBdnbas have become
to be much more saturated with domestic electric apg® and other consumer
durable goods, which were either unavailable or in a sugply previously. Between
1990 and 2001, the years when detailed household surveys were tednduche
Donbas, the region’s households on unweighted averageasecrethe amount of
durable goods possession by 52 per cent. The comfort of dvieglings in the Donbas
was raised as well. Given its initially higher incontatss and better supply system
under communism, Upper Silesians have generally owned thaable consumer
goods and motor-cars. Upper Silesia’s higher base notaiithsiy, the level of
household durable goods saturation increased in the regiomgdine 1990s by a
considerable 40 per cent. However, Table 3.1 also demasstifadit even after the
elimination of shortages, the two regions have stiirbfalling behind Western Europe
as regards the possession of motor-cars, durable goodsac@momplished house
installations. In turn, as the result of its lowerane status, the Donbas has been
falling behind Upper Silesia.

The third set of quality of life indicators concerns thatural environment.
Environmental degradation has been widely claimed to beobtiee main failures of
central planning. Under late state socialism, ecologitalements and environmental
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non-governmental organisations were amongst the most womabers of the anti-
communist opposition. Has the environment received moreegrot during the

transition to capitalism?

Table 3.2. The pollution of natural resources under post-communisiigsi&n
voivodship and Donetsk oblast, 1985-2002

Upper Silesia Donbas
1985 2000 % 1985 2002 %
(per capita)
Fresh water withdrawals, cubic metres 290 13&%2 703 332 -53

Discharge of industrial and municipal sewage viditer 263 91.8 -65 534 335 -37
surface waters or earth, in cubic metres

Discharge of untreated industrial and municipabgew 101  10.7 -89 5.6 22.3 +298
water into surface waters or earth, thousand imalbies

Emission of industrial ar polutants (carbon diexi 509 132 -74 741 370 -50
excluded.), kiograms

Annual generation of toxic wastes, tons 23 978 10 49 51

Source:Author’s calculations on the basis of VSO (1985, 1989, 19350 (19914,
2002, 2003); USSC (2000, 2002); SOK (2002a); PSCO (2000, 2001, 2003b).

Table 3.2 summarises the major environmental indicalioegpears that the industrial
decline experienced by the two regions in the 1990s has beempanied by a sharp
decrease in the overall level of pollution in UppereSd, and by a large number of
environmentally positive changes in the Donbas. As TaBlei@mnonstrates, during the
transformation, more fresh water was saved, less toastes were generated, and less
air pollutants were discharged by factories in both regidiowever, in the Donbas,
most of this environmental protection was produced by the tnalusontraction and
not by investments into new technical safety facilia@sl protection equipment. The
percentage decline in the overall pollution levels genecaltyesponds to the Donbas’s
industrial output collapse: a 43 per cent contraction adstrial output in 2002 to the
pre-transitional level. During the 1990s, the capital investnm@o the protection of
natural environment virtually ceased to exist in the Donbas.the Donbas sewage
treatment facilities were in a dire state alreadthm late 1980s, the lack of investment
under post-communism resulted in a vast increase (by tinmes) of untreated sewage
water being discharged into the region’s surface watergarth. By contrast, the
positive environmental developments in Upper Silesia veetgeved through safety
measures and protection equipment investment. As the $upsran industrial output
almost recovered to its pre-transitional level in 2002 Q&b cent), the simultaneous
decrease of industrial air pollution in the region by 74geet and of water pollution by
89 per cent is notable. One should mention, however, dhathe improvements
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notwithstanding, Upper Silesia and the Donbas have remgonkd the most polluted
regions of Poland and Ukraine respectively, and twdefrhost industrially polluted

territories in the world.

HUMAN DEVELOPMENT AND SURVIVAL

Although Upper Silesian and Donbas inhabitants, on averames &xperienced a
number of quality of life improvements, the post-commuttansition appears to put a
very heavy strain on the social fabric of local cammities and on mental health of their
inhabitants. The overall level of criminal behaviour hasreased under post-

communism in both regions.
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Figure 3.4.Crime rates in transition, Silesian voivodship and Dsleblast, registered
crimes per 100,000 people

Source:Author’s calculations on the basis of DOSO (1991a, 2000, 2001, ;2088)
1989); SOK (2000a, 2001, 2003c); PCSO (2003b).

Figure 3.4 indicates, however, that in the Donbas timeecrate had grown in the first
half of the 1990s, whilst it has been falling steadily rafeeds, registering an overall
increase of 23 per cent between 1985 and 2002. By contrasipges Silesian crime
rate — which was already much higher under state ssroidghan in the Donbas — has
been constantly rising. Between 1985 and 2002, criminality isecean Upper Silesia
by nearly three and half times. In 2002, a serious bredcthe public law was
committed, on average, four times as often in Uppesskilthan in the Donbas.
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Figure 3.5.Suicide and homicide rates in transition, Silesianatship and Donetsk

oblast, registered cases per 100,000 people

Source:Author’s calculations on the basis of DOSO (1991a, 2000, 2001, ;2088)
1989); SOK (2000a, 2001, 2003c); PCSO (2003a, 2003b); WHO (2003).

The number of mental disorders and suicides has atseaised in both of the regions.
As the result of the post-communist transformatid®e Upper Silesian and Donbas

societies have become much more violent. However, inrégard, the Donbas has

increased its lead. Figure 3.5 shows that homicides ardyrfere times as common in

the Donbas as in Upper Silesia. In addition, suicidesra@re than twice as likely to be
committed in the Ukrainian region. Yet, Figures 3.4 andaB6 point towards another

difference in the post-communist crime development&dsen the two regions, namely

their divergent criminality trajectories. In Upper Sidgsthe level of criminality and

asocial behaviour has been steadily and constantlygrisince the mid-1980s. By
contrast, in the Donbas, the rise in crime &ldnes-de-sdad been happening only in
the early 1990s. Since the mid-1990s, the level of crimiynadithe Donbas has been

subsiding.
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Figure 3.6.Infant mortality, hospital beds, and active tubessid cases in Silesian

voivodship and Donetsk oblast, per 100,000 people, 1985-2002

Note: *Infant mortality per 1000 live births.

Source:Author’s calculations on the basis of DOSO (1991a, 2000, 2001, ;2088)

(1989, 1991, 1996); SOK (2000a, 2001, 2003c, 2004d); PCSO (2003a, 2003b).
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The health care systems in both of the regions imsitian have experienced capacity
downsizing. Official data indicate that hospital closunesler post-communism were
much more frequent in the Donbas. Although the overall gagita availability of
doctors and hospital beds remained to be higher in tm@&othan in Upper Silesia,
public health developments in the two regions have beetmasting, especially in the
early 1990s. Figure 3.6 shows that Upper Silesia has undergome serious
improvements with regard to infant mortality and tubessisl — the major indicators of
public health and welfare. By contrast, the Donbas & lwitnessing an enormous
increase in active tuberculosis cases. Infant mortadseased in the Donbas between
1990 and 1995 as well. Since the mid-1990s, some of the Donbeshih ltare
indicators have been improved: infant mortality has beguaecline, going lower the
pre-transformation level. Yet, the TB epidemic in thenBas has been escalating even
further.

Table 3.3.Human survival indicators, Upper Silesia and the Donbasynational
comparison, 2001-2002

Life expectancy at birth, Infant mortality
total (years), 2001 per 1’000 live births, 2002

Donetsk oblast 66.9 11.8

Silesian voivodship 73.8 9.3
Lower-middle income countries 69.2 30.7

Middle income countries 69.4 28.8
Upper-middle income countries 73.2 18.8

High income countries 78.1 5.4

Source Author’s calculations on the basis of DO&D02, 2003); SOK (2000, 2003c);
World Bank (2003b), UNDP (2003).

The post-communist crime and health-related changes ibwtheegions have had a
significant effect on human development and survivabld 8.3 indicates that, by 2002,
average life expectancy and infant mortality indicat@ached in Upper Silesia the
levels of upper-middle-income countries and high-income tciesn respectively.
Between 1990 and 2002, life expectancy at birth rose in UppesisSly 3.8 years,
while infant mortality dropped between 1985 and 2002 by 60 per Icetite Donbas,
the level of infant mortality declined between 1985 and 200R7/hyer cent. Yet, due to
the very high level of homicides, suicides and lifeetltening infectious diseases, life
expectancy in the Donbas declined by 3.1 years. As Table @vshccording to its
life expectancy and infant mortality indicators, at Heginning of the Z1century, the
Donbas appeared to belong to the lower-middle-income wgmer-middle-income
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country categories respectively. Thus, the Ukrainiarorebas lagged one class behind

Upper Silesia.

To have a clear meaning of the impact of post-communisisfoemation on the
development of Upper Silesia and the Donbas, one shoulth tsummarise various
indicators into some comprehensive measurement. In the ,1880%nited Nations
Development Programme introduced the Human Developrmedegx (HDI) as a
synthetic measure developed on the basis of a uniform dwtgy, which would
describe the level of human development in a giventcpum comparison with others.
This final measure which | apply covers three major dspfichuman development — a
long and healthy life, knowledge, and a decent standarding k- by evaluating (1) life
expectancy at birth, (2) adult literacy rate, (3) combigexss primary, secondary and
tertiary education enrolment ratio, and (4) GDP per aapiPPP US$.

0.920 High HDI
0.900 High human average
0.830 1 development
0.860 7 Upper Silesia
0.840
0.820 | f
0.800
0.780 Donbas
0.760 7 \__/./.
0.740
0.720 1 Medium Medium HDI
0.700 human =
0.680 7 development average
0.660 \

1990 1995 2000 2002

Figure 3.7.Human development under post-communism, Silesian voivodskip
Donetsk oblast, 1990-2002

Note: (i) 0 — 0.5 = a poor human development country; 0.501 — 0.8iedsdum human
development country; 0.801 — 1.0 = a high human developroentry; (ii) Upper
Silesian and Donbas HDI indicators for 2002 are estintsisesd on respective nation-
wide HDI figures.

Source:Author’s calculations on the basis of DOSO (1991a, 1992a, 2002, 2003);
VSO (1989, 1992, 1996, 1998); SOK (2000, 2003a, 2003b, 2003c); USSC (2000,
2003); World Bank (1999, 2001, 2003a, 2003b); Easterly and Sewadeh (2001p, UND
(1996, 1999, 2002a, 2002b, 2002c, 2003, 2004).

Although in the 1990s the HDI formula had gone through a nuwbadjustments, it
remained the single best indicator used to determine ghenghuman development
between the poorest and the richest countries, or batwlee developing and the
developed ones (UNDP 1990; 2002a; 2003). The national UNDé&esfticcasionally
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prepare and publish sub-national human development indlibase calculated the HDI
values for both Upper Silesia and the Donbas, using thiecdbulation methodology
and the available statistical data for the four abovatimeed indicators. | have also
cross-checked my HDI values with a number of UNDP-emabisDI indicators for
Donetsk oblast (available for 1999), Katowice ¢§iachowa, and Bielsko voivodships
(available for 1992 and 1995) as well as with those for Eddauad Ukraine (for the HDI
calculation methodology, see UNDP 2002a: 252-59; 2002b: 139-140; 20094).91
is believed that the HDI values presented in Figure 3.7 fapetter quality than those

available elsewhere.

Figure 3.7 shows that the two regions have entered thecposhunist era with

different developmental legacies. Upper Silesia passedbtiundary between the
medium and high levels of human development alreadyeiate communist period. In
1990, the Donbas was still in the medium human developarea. In the early 1990s,
human development marginally deteriorated in Upper i8jleater recovering and
overcoming its pre-transformation level already in 19952002, the HDI value of
Silesian voivodship reached 0.847 from the 1990 level of 0.804. hurmean

development decline suffered by the Donbas in the fa#ftdf the 1990s was much
more profound: from the 1990 level of 0.779 to 0.734 in 1995. Figure @icates that

since the mid-1990s, the Donbas HDI has been recoverexhing the value of 0.776
in 2002. Notwithstanding its fast recovery, the Donbas mas closed the human
development gap with Upper Silesia. Life expectancy appeabe the single largest

constituent indicator behind the persistent HDI dispdnatiyveen the two regions.

CONCLUSION

| have argued that there have been a number of sinesalbietween Upper Silesia and
the Donbas with regard to the impact of the multi-s{ag&-communist transformation
on the regional developmental patterns. Firstly, msnanediate outcome of the two
regions’ poor economic performance at the initiaglgst of post-communism, both
Upper Silesia and the Donbas temporarily fell out ofrtihespective international

developmental classification categories. The relats@nomic decline of the first half
of the 1990s has resulted in the deterioration of soad luman development

conditions. In both Upper Silesia and the Donbas, tiy €990s were a period of
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rising poverty and infant mortality, growing crime, detesting physical and mental
health, and declining human development indicators.n@rother hand, as the natural

result of industrial collapse, environmental pollution tasreased as well.

Correspondingly, since the mid-1990s, general economicialsoand human
development indicators have been registering positiresga both regions. Moreover,
in a number of specific spheres both Upper Silesia (ea).imeome, quality of life,
environmental protection, physical health, human developnzent the Donbas (e.g.
real income, household durables and home comfort ingbakatinfant mortality) have
not only recovered to the pre-transformation levelsthey have also managed to move
further up the developmental ladder. Thus, when | asséissedgional developmental
outcomes via such broad indicators as the level afio@ or human development, |
found out that similar to the regional economic t#yees, there have been several

basic developmental phases as well — from decline toveegdollowed by expansion.

Nevertheless, a large number of specific developmentatia examined have shown a
much more divergent picture. Despite its constantlingiscrime level and steadily
deteriorating mental health of the inhabitants, the sRoliegion has managed to
recuperate fully and progressed substantially under postacinism in almost every
developmental sphere. In contrast to Upper Silesia,déwelopmental outcomes of
post-communism in the Donbas have been very mixed, @rfigim beneficial to

devastating. Despite its rapid tempo of economic gramid industrial recovery, the
macroeconomic gains in the Donbas have not been trathsfteviable development

or environmental improvements. Some crucial developrhextfaevements of state
socialism in the Donbas, such as the middle-incomd tEvving standards, human
health, development and survival status, have yet tedmvered. As the direct result of
health deterioration and frequent homicides and suicifiegxpectancy in the Donbas
declined by 3.1 years between 1990 and 2001. By contrast, it gldpper Silesia by

3.8 years. Since 1995, the comprehensive UNDP human developmderthas been

registering substantial advances in both Upper Sileglafze Donbas. Yet, even taking
into account the existing transformation time-lag, de¢rimental effects of the initial

economic collapse on the social and human developmehe iDonbas have not been
completely negated. A number of social and human deneap characteristics, which
deteriorated in the Donbas during the initial stages of pomstrwnism, have shown no

signs of sequential improvement.
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PART ONE SUMMARY: SIMILAR POST-COMMUNIST REGIONS, V ARIED
TRANSFORMATION OUTCOMES

In Part One, | have put forward the research questiorhiefthesis. | have also
established a sound empirical basis for the followingudision concerning possible
determinants of the post-communist transformation in Ukesia and the Donbas.
Chapter 1 demonstrated that, at the outset of post-commuutigper Silesia and the
Donbas had possessed four fundamental cultural, struangahstitutional similarities.
Both regions were geographical and multi-cultural borddda@orrespondingly, Upper
Silesia and the Donbas were amongst the most urbaagkdensely populated areas
on the continent. Thirdly, they were highly and heainustrialised economies. Coal,
steel, and heavy engineering were the major sourcesarheéor both regions. Finally,
both Upper Silesia and the Donbas inherited from stat&lsm a large number of
analogous institutional characteristics: a system otrakksed planning; highly co-
ordinated and centralised labour relations; a mono-bankdialasector; an extensive
universal public welfare system; and a standardised artsified public education

system with institutionalised role of employers in aenal training.

Chapters 2 and 3 have completed the construction of the Smgar systems design’
methodology of this thesis by identifying the divergent ¢famnmation patterns and
developmental outcomes produced by two similar post-commueggons. | argued
that, according to a large number of performance indisabmth Upper Silesia and the
Donbas had followed almost parallel trajectories fritvn initial deep decline towards
the consequent fast recovery and growth. By the end of 20@3Upper Silesian
economy expanded by about 50 per cent from its pre-traratiomal real output level,
whereas the Donbas economy was enlarged by almost 30 meMmeover, taking
into account the considerable time-lag between the psdia of state socialism in
Poland and Ukraine, | established that the economic andtirdugcovery in the
Donbas had been even more robust than in its Polish epariteSince the late 1990s,
the Donbas economy and society have been catching upypitér Silesia and steadily
lessening the income and human development disparity)chwhinad earlier widened
between the two regions. In a great number of econ@oaal, environmental, quality
of life, and human development spheres, both Uppesi&iéand the Donbas had already
exceeded benchmarks and targets that were previously estabirsder state socialism.
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| have argued consequently that despite the fundamentaargiyn between the
macroeconomic performances of Upper Silesia and thedoioth within the specific
transitional stages and throughout the entire period uedamination, there are a
number of considerable differences with regard to the ouk@hthe post-communist
transformation in the two regions. Besides various natasalwell as contingent
guantitative differences in economic, social, and huntevelopment indicators
observed between the post-communist Donbas and UppeiaSilesre have appeared
to exist several dissimilarities of a systemic natuwestriking contrast with the Donbas,
Upper Silesia’s post-communist transformation has béamnacterised by a dramatic,
continuous increase in inequality and relative extreme rpgva depressed labour
market and extremely high levels of chronic unemploymantl by an ever-raising
intensity of criminal and self-destructive behaviour.t®® other hand, in contrast to the
situation in Upper Silesia, the Donbas population has eqpad under post-
communism a steep decline in living and health standardgelhgas a deterioration of

human survival and developmental conditions.

Whilst the quantitative discrepancies in the post-comrmyraesformance of the two
regions could potentially fade away with time as thediresult of the two regions’
converging growth trajectories, the most negative ouesoaf post-communism, which
have appeared at the earliest stages of transformatainate no signs of sequential
improvement. Hence why have two structurally similald endustrial regions of

neighbouring East European countries generated differattomes of the post-
communist transformation? On the other hand, what caaddunt for the observed
similarities in the economic and industrial performanceUpiper Silesia and the
Donbas? Finally, why did not similar macroeconomigetiories of the two regions

result in analogous social welfare and human developamtvements?

In the following Part Two, | will critically examina set of explanations developed by
the orthodox transition paradigm to account for theergence of transformation
outcomes, before moving further to apply the established indepé variables to the
comparative study of Upper Silesia and the Donbas. Congdguewill identify a
number of deficiencies in the available explanations. dternative concept and
explanatory model of transformation will be offereataapplied in Part Three of the
thesis. In turn, the research questions of this studybeiltesolved in the concluding

part of the dissertation.
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Assumptions and Deduced Explanations of the

Transition Paradigm

Inspired by the ongoing process of the political, econpmnd social change of the
former Communist societies, the world-wide academimmoonity has been theorising
about the patterns, outcomes, and determinants of @ahefdrmation process. What
solution can post-communist transition theory offer aisrésolve this dissertation’s
major paradox? In Part Two, | will critically examine ththodox transition paradigm
in post-communist studies and evaluate the explanatorgmofits theory. In Chapter
4, | will consider the main postulations, deductions, andaggpions for the divergent
outcomes of post-communism provided by the mainstream appr8absequently, in
Chapter 5, | will apply the available set of causal gpl@natory variables to our
comparative study of the post-communist transformatibrUper Silesia and the
Donbas. | will argue that the orthodox transition applo — an heir to liberal
philosophy and neoclassical economics, and a directnggte of the economic
approach to politics — is characterised by normative araagieally motivated theory-
building. The analytical model of transition as npl&i liberalisation, developed by
liberal theorists of post-communism in tune with the dwnt Western policy
orientation, fails to provide an adequate account for trergity of the post-communist
pathways in the two regions concerned. It is contendedathaw comparative political
economy of the post-communist change is needed to esgod/thesis’s major research
question, i.e. why have two structurally similar old isttial regions in transition

produced divergent post-communist outcomes?
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The leading position on the study of post-communist tram&fbons and societies is
neither a distinct methodology nor a particular tgedaut rather a perspective or a
paradigm?® Thomas S. Kuhn (1970) defined his concept of paradigm asceutoial
world-view or a general way of seeing the world, whiomsists of formal theories,
traditional experiments, and reliable methods, and estahat kind of scientific work
should be done, what kind of questions should be asked, laaidkmds of theory are
acceptable. It is contended that the orthodox paradigmosi-communist studies — the
perspective from which a large number of academic obseam the overwhelming
majority of practitioners and mass-media commentai@® post-communism — has
been constructed in terms of discourses of liberalisapoactices of the New Right,

and policies of neo-liberalisf.

One important caveat ought to be made, however, priantduather investigation into
the (neo-)liberal transition paradigm. In the cas&arfisformation in the East European
countries, the economic theory of neo-liberalism ane tbolitical theory of
democratisation became the major assumptions of theypohange, which was
advocated and put into effect in the 1990s. Hence within thiee eireld of post-
communist studies and, especially, with regard to taealitire on the political economy
of transformation, the actual process of change is aibaflated into the theory of how
change should take place. In some of the literatiires impossible to distinguish
between policy prescription and academic interpretafidverefore, while presenting
the core assumptions and explanatory variables of thedwx transition paradigm, this
chapter unavoidably will have to combine policy advice ahwaetive explanation. In
the following, | outline the major constituent partsneb-liberalism, which guided the
principal advisers’ policy. The extent to which these poficescriptions were adopted
as well as their results are considered separatesjssech are subsequently discussed

in different chapters of the thesis (see Chapters B¢ Ba

18 While recognising the definitive differences betweernseams as theory, paradigm, and approach, |
will, nevertheless, use them interchangeably, whemriegeto the liberal school of thought in post-
communist studies. My view of the orthodox transition théthat of Kuhn's paradigm, i.e. of a
conceptual world-outlook.

19 For a recent review of contemporary liberal and comsieey political ideologies, see Bellamy (1999)
and O’'Sullivan (1999). My critique is limited to the pastnmunist transition approach which deals
directly with former communist countries of Eastern Perand ex-USSR. | do not examine any
theorising as regards the transformation of Chinandietor any other country outside Europe and
Central Asia.
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AN UNABASHED VICTORY OF LIBERALISM — THE BASIC PREM ISE OF
THE ORTHODOX TRANSITION THEORY

A number of political developments in the last quartethe twentieth century in
various regions of the world, and, in particular, tblapse of Soviet power and the end
of the Cold War in 1989-1991, led a number of observers, mdsilgoFrancis
Fukuyama, then Professor of Political Science at Gebtggon University (Virginia,
USA), to declare that history, as it had been knoworeefended by the unabashed
victory of liberalism over all of its ideological camtders:

The twentieth century saw the developed world descera anparoxysm of
ideological violence, as liberalism contended first withréranants of absolutism,
then bolshevism and fascism, and finally an up-dated Manhamthreatened to
lead to the ultimate apocalypse of nuclear war. But é#mucy that began full of
self-confidence in the ultimate triumph of Western lddetemocracy seems at its
close to be returning full circle to where it started: teoan ‘end of ideology’ or a
convergence between capitalism and socialism, as earlidiciget but to an
unabashed victory of economic and political liberalism. Themph of the West,
of the Westerndea, is evident first of all in the total exhaustion of viablestemic
alternatives to Western liberalism ... What we may himessing is not just the
end of the Cold War, or the passing of a particular perigubstwar history, but
the end of history as such: that is, the end point of markiddblogical evolution
and the universalization of Western liberal democracyhadinal form of human
government ... The victory of liberalism has occurred primarilythe realm of
ideas or consciousness and is yet incomplete in the reaterial world. But there
are powerful reasons for believing that it is the ideal wilitgovern the material
world in the long run([1989] 1997: 1-2; italics in original).

Given the prevalence of liberal ideas and ideational oactst at the time of its
conception, the transition paradigm has been based thenvery beginning on the
principle of individual freedom, the pursuit of which isneaered to be the ultimate
goal of a society according to the liberal doctfth&he analytical transition model has
been inspired by the classical liberal theory of the e&mh century and by the school
of neo-classical economics based upon it. At its,coeeclassical economics sees the
market as an institution allowing maximum scope for vaumntexchange between

utility-maximising individuals and hence for the efficielibcation of scarce resources.

2n his critique of the transition to democracy paradifgmas Carothers has argued that
‘transitology’ was brought about by evident liberalistngnds in seven different regions such as: ‘1) the
fall of right-wing authoritarian regimes in Southé&nrope in the mid-1970s; 2) the replacement of
military dictatorships by elected civilian governmentwasrlLatin America from the late 1970s through
the late 1980s; 3) the decline of authoritarian rule itsgafrEast and South Asia starting in the mid-
1980s; 4) the collapse of communist regimes in Eastern Eatdhe end of the 1980s; 5) the break-up of
the Soviet Union and the establishment of 15 postebogpublics in 1991; 6) the decline of one-party
regimes in many parts of sub-Saharan Africa in theHmitof the 1990s; and 7) a weak but recognizable
liberalizing trend in some Middle Eastern countriehim 1990s’ (2002: 5).
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It emphasises the role of rational expectations ¢p@epetitive maximizing behaviour)
in decision-making and the natural rate of unemploymanequilibrium growth.
Neoclassical economic theory postulates that no detend-management intervention
is effective, whilst other types of state interventioto economy should be strictly
limited. The limits of the market reduce the range ofiahavhich enhances social
welfare, that is, the sum of individual preferencescokding to monetarist and supply-
side supplements to neoclassical economics, growtlaidrshould only be enhanced
by influencing supply and removing market restrictions of aitss for example, by
restricting the growth of money supply to control inflatiand improve economic
stability, cutting taxes and welfare benefits to boostemtives, or diminishing the
ability of trade unions to obstruct the workings of a flEgour market. In a detailed
survey of neoclassical political economy, Caporaso &awhe (1992: Chapter 4) have
demonstrated that, in the neoclassical ideal, poliscsubsidiary to the efficient
exchange within markets, as it becomes an alternativeiment to achieve what the
market fails to efficiently achieve. The state entbesstage only to fix market failures.
It is allowed to correct market deficiencies (i.e. 1prited ‘externalities’), provide
public goods (e.g. roads, primary education, property rigims,courts of justice), and

guarantee competition (e.g. break up monopolies).

In addition to neoclassical political economy, thennational transition paradigm
draws its core assumptions from a range of twentdetitury conservative and
libertarian theorists. It is especially indebted to thé&imgs of Ludwig von Mises,
Friedrich von Hayek and the Austrian school of politieeonomy, to the free market
ideas of Milton Friedman and the Chicago school, a$ ageto the Virginia school of
public choice theory founded in the 1960s by J. M. Buchanan andb@ Tullock, two
libertarian right-wing academics deeply suspicious of stete and ‘over-supplied’
government bureaucracy. Thus, orthodox post-communististearommentators, and
policy advisers typically stress the efficacy of free market for economic and political
freedom and the significance of competitive polyarchy l{beral/pluralistic/multi-
party/parliamentary democracy) for protecting the rights lberties of individuals (for
a variety of arguments in favour of marketisation anthawatisation in the post-
communist world, see Kornai 1990, 1998; Lipton and Sachs 1990; Blaheh al

1991; Gelb and Gray 1991; Fischer and Gelb 1991; Garber and Bjornlund 1992

Murphy, Shleifer, and Vishny 1992; Blanchaet al 1993; Sachs 1993; Balcerowicz
1995; Boycko, Shleifer, and Vishny 1995; Aslund 1995, 2001a; Crawford 18@si:
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1995, 1998; Linz and Stepan 1996; World Bank 1996, 2002; Dawisha awntt R887;
Klaus 1997; Rose, Mishler, and Haerpfer 1998; USAID 1998; EBRD 138 pwski,
Gomutka, and Rostowski 2000).

UNHINDERED COMPETITION FOR BUYERS AND VOTERS: A PAI RED
THESIS OF THE LIBERAL TRANSITION APPROACH

In the orthodox view of transformation, which Michd&alrawoy (1992) has labelled
‘transitology’, and David Lane (2000b) has called ‘the esystransfer approach’, the
former Communist societies are said to replace — in gbeweping moves — the
command economy with the free market, communist aighip with liberal
democracy, and, thus, to accomplish a radical and swafisition away from
totalitarianism to a pluralist society. A complete aadid system change is required to
correct the pathological shortcomings of state soamli® the words of a critic, the
dominant Western policy orientation concerning post-comstusocieties presumes
that the legacy of state socialism can be neutraliséatively quickly and that a
transition to market and democracy can be ensured thrdwgimtroduction of the
appropriate institutional forms copied from Western picacand pushed through by
positive political leadership (Lane 2002b: 8).

The application of economic methodology to the studgaditics combined with some
empirical observations of the totalitarian anti-ideglolgas led the orthodox post-
communist transition theory to the assumption of doukdemblance. All communist
societies are assumed to be remarkably alike and by purauingform liberation
strategy they should follow a roughly similar course aiximmising economic and
political efficiency. As Valerie Bunce has put it: ‘themogeneity of the socialist past
and the homogeneity of the contemporary internationéfigad economy pointed in
unison to the same prediction: postsocialist regimesldveesemble one another in
form and functioning’ (1999: 757-58). Beverly Crawforéslitical Economy of Post-
Communist Transformatiooould serve as one of the best exemplars of tHeodoix
transition paradigm. Deriving her assumptions from pubhoice theory and the

2 n addition to scholarly work, the orthodox transitfmradigm has been popularised by the Western
mass-media. Amongst the most influential Western pedbgiublications that embrace the tenets of neo-
liberalism and which have been widely referred to inqgostmunist countries are the British
conservative weeklyhe Economisthe LondorFinancial Timesthe USTimemagazine, andtheWall
Street Journal
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philosophy of liberalism, she claims that logically sitaneous economic and political
liberalisation is possible in post-communist regimes.fact, post-communism is a
political economyper se as the process of transformation involves the ettimngle of
polity, economy, and society:

After the revolutions of 1989 in Eastern Europe and the &si gf the Communist
party’s power in Russia, most post-communist regimes émbawn a course of
self-proclaimed economic and democratic shock therapy to faramstheir

societies, economies, and political systems. These mgimes immediate
external and internal mandate was the simultaneous introdust markets and
democracy and the dismantling of the discredited sociatete s(Crawford

1995b:3).

The normative value judgment of the theory is usuddiynplayed by emphasising that
economic, political and social liberalisation of thespoommunist world is a self-

proclaimed and self-imposed goal. This line of logical saasy leads the orthodox

transition paradigm towards a paired hypothesis of liomaket economy and liberal
pluralistic polity:

Economic and political liberalization have at their root thigedfor individual
freedom ... Two institutions are crucial in this quest faetiom: markets and
liberal democracy. Economic liberalization means the iomeadf labour markets,
capital markets, and financial markets and the removaduofers to the creation of
those markets in order to efficiently allocate scaresources in the hope of
achieving economic growth ... The creation of markets does sategrowth and
does mean that inequalities in income and wealth are Iltketharacterize social
relations. Inequality, however, is tolerated in private eomn relations because
growth that should ensue from the efficient allocationrexources will make
everyone better off that they would have been in the absenceamets, and
economic inequality is offset by equality of citizenshipl aepresentation in the
political process. [In turn] liberalizing politics in nedemocracies involves the
creation of institutions that ensure representative governraedt universal
citizenship ... Political liberalization demands that newles of political
contestation be formulated and implemented to removestiainty of power for
any one political elite and to permit new contenders fortipalipower to enter
competition (Crawford 1995b: 6-7; italics in original).

Although some transition theorists regularly express thoab to whether markets and
democracy can be introduced simultaneously (e.g. Przkwb®91; Bresser Pereira,
Maravall, and Przeworski, 1993), the majority believehsascenario would be optimal
and the most desirable.

The free enterprise economy thesis
The first thesis of the liberal post-communist transiapproach argues that, in order to

approach the Western level of prosperity, post-commuiightcies must adopt the
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economic model of the free enterprise economy epitmia the Anglo-American
system of competitive capitalism and limited governmatgrvention (the following
presentation of the two core theses of the tramsjppiradigm is based on Aslund 1995,
2001a; Crawford 1995b; Balcerowicz 1995; World Bank 1996, 2002; Fish Ba®8g
1999; EBRD 1999, 2003; Hellman 1998; Hellman, Jones, and Kaufmann ki@
2000; Dabrowski and Gortat 2002). As we have seen from the siemuotations
above, transitology explicitly refer to some genaidstern model of society to be
copied. Nonetheless, in the economic branch of thesitran paradigm it is the US
economic system and other similarly free market ennes which are the destination
point for the nations in transt.

Assuming that most of the deficiencies of state ssambs well as of any other non-
Western economy stem from pervasive government involueiged control over all
important aspects of economic activity, prices, andrmat@onal trade, and from
extensive government ownership of productive assets, the mamdal solution
prescribed by the dominant Western policy orientatidwéscombined market-oriented
reforms — macroeconomic stabilization and structuralstdjent. The first reform that
post-communist countries are set to introduce in order hiea macroeconomic
stability includes cutting public spending and reducing excessmeey growth. The
second policy reform involves changes in the basic strudfithe economy to be
achieved by providing stronger incentives for productive ecanaamtivities and
international trade based on comparative advantagemobke important element in the
structural adjustment stage is a reduction in the extiegdvernment involvement in the
economy and an increase in the role of markets. Bolibyp@forms are regarded as
integral in fostering the self-organizing system of thearket: macroeconomic
instability is believed to be caused by excessive fisgahding and money growth,
which follows directly from the state ownership andtoolnover the economy; and to
reduce state involvement in the economy one has togengastructural reforms (for
this textbook example of the orthodox transition packagee Yarbrough and
Yarbrough 1997: Chapter 21).

22 Characteristically, whilst emphasising the grefitodilty of a ‘double transition’, Crawford has argued
that the only successful simultaneous introduction of ntsuded democracy had occurred under
benevolent occupation in post-World War || Germany andnlapet, as she adds, experts disagree as to
just how ‘liberal’ these countries really are (1995b: 3).
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The combination of macroeconomic stabilization and strat adjustment are said to
result in the unleashing of markets — ‘the basic enablingrmefrom which all the
potential benefits of transition follow’ (World Bank 1996: T) the words of Milton

Friedman:

The transition to freedom in Eastern Europe cannot be gudisbred overnight.
The formerly totalitarian societies have developed wisbits, public attitudes and
vested interests that are wholly antithetical to thgidracreation of the basic
economic requisites for freedom and prosperity. Theseasigggiare easy to state,
but far from easy to achieve ... The one thing that is commati tf them is a
drastic reduction in the size and role of the government .veBment must be
narrowly limited to its essential functions of maiming law and order, including
enforcing private contracts; of providing a judicial systenadjudicate differences
in the interpretation of contracts, and to assure #Hves hgainst theft, murder, and
the like are applied justly; of establishing the rules of tame including the
definition of private property. Such a reduction threatdnsost every powerful
vested interest in the current society ... However, the dbthut ‘the enormous
costs of moving to a free-market economy’ is much too gloomgrdis no reason
why total output cannot start expanding rapidly almost immeglicdéier the
totalitarian restrictions on people’s activities aemoved (1990: 6-7).

Operationally, the standard model that has stimuldtedithodox transition policy was
the structural adjustment package (often called stabidisgtiogramme or SAP) of the
International Monetary Fund (IMF) and its sister orgahon — the International Bank
for Reconstruction and Development (the World Bankyt thad been tried first in
underdeveloped Latin American countries in the 1980%e SAP model has been
redesigned in the late 1980s — early 1990s as a set of key pw@asures aimed at
shifting non-market societies towards liberal capitalidbubbed the ‘Washington
consensus’ because of the location of the two iaternal financial institutions in the
U.S. capital city (Williamson 1990), the orthodox tréinsi approach has called for ten
policy reforms, which stated in a more detailed manper to achieve macroeconomic
stabilization and structural adjustment through deregulatmivatization, sectoral
restructuring, price liberalization, fiscal consolidatioand financial and trade
integration with the world. The Washington consensusyatieasures have become a
general prescriptive mechanism to ensure the transiterards what international
financial institutions see as a standard free market oaepn According to John
Williamson, the author of the concept, the orthodognmefpackage could be considered

% n turn, the structural adjustment programmes thensegwodack to the monetarist theory of Milton
Friedman and, more specifically, to ‘monetarist’ ecormgpolicies of ruthless cuts in government
spending, social security, and real wages, instituted ite @fier the military coup d’etat in 1973 by the
dictatorship of General Pinochet. For a review of §Agdee Killick (1982) and Ghai (1991).
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a generally applicable ‘universal convergence programme’ shanmarized ‘the
common core of wisdom embraced by all serious econdr{i®83: 1334}

Area of Year of reform
reform
0 1 2 |3 | 4 | 5 | 6 | 7 | 8 | 9 | 10
WETm | saie NEEEE

Markets

Goods and

services

Prices Liberalise most Liberalise prices of some necessities (includinging)

prices

Trade Remove Adjust tariffs to moderate level
QRs

Distribution Privatise and de- Develop

monopolise

Labour market Deregulate hiring an Liberalise wage bargaining
firing
Financial markef| Restructure and develop Liberalise and privatise
Ownership
structure
Small Develop and privatise
enterprises
Large Evaluate Restructure and privatise
enterprises
Foreign Revise
investment regulation

Government

Legal Reform property law, Extend reforms to other areas
framework commercial law, taxes
Institutional Reform legal and regulatory institutions and fiacahinistration
framework
Social safety ne Meet Institutionalise

1 emergencieq

Figure 4.1.The phasing of reform: building blocks of the orthod@axsition package
Note: Shading indicates intensive action. QRs = quantitatisicgons.
Source:Author’s reconstruction on the basis of Gelb and Gi&91b: 9).

On the basis of the Washington consensus, in 1990, the hdRhe World Bank
developed a more detailed set of policy reforms, which igigtdd the importance of

stabilisation-cum-liberalisation measures. Figure 4.1 pteghis original IMF-World

4 The original ‘Washington consensus’ has included aleviing measures: (1) fiscal discipline should
be imposed to minimise the overall budget deficit (includiimgaddition to the central government
deficit, also those of the local governments, of staterprises, and of the central bank) of about 2 per
cent of GDP; (2) priorities in public expenditures shdaddedirected from politically sensitive areas (i.e.
administration, defence and subsidies) towards primary #dnand health, and basic infrastructure; (3)
tax reform should be implemented, lowering the tax burdemdening the tax base and simplifying tax
administration; (4) financial liberalisation should bmead at market-determined but moderately positive
interest rates; (5) the exchange rate should be unifiednsarket-determined; (6) trade should be
liberalised and outward oriented, and import tariffs shoulceaced to a uniform low tariff of no more
than 10 per cent; (7) foreign direct investment should eotdstricted and foreign firms should be
allowed to enter freely and compete with domestic fionsequal terms; (8) state-owned enterprises
should be privatised; (9) government regulation of econoatiivities should be abolished and
maintained only to ensure safety and environmental groted10) property rights should be secured
without excessive costs, and made available to tloena sector (Williamson 1993, 1994).
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Bank transition plan for the post-communist world. Acliog to the neo-liberal

blueprint, market-oriented reforms have to be introducea iapid and simultaneous
manner (see Gelb and Gray 1991a). The most intensive astioancentrated on

liberalising prices, internal and external trade, th@ualmarket, the financial system
and foreign investment; privatising state-owned firmsg atabilising the macro-

economy. The creation of an appropriate legal framewoadkirzstitutional environment

for the market to operate within and the constructioarobdequate social protection
system are believed to be the issues of the last wonce

The state is considered of marginal policy relevance loyliberal reformers and, as
Figure 4.1 shows, the government-related area of refosnbéan left without shading.
As the post-communist state liberalises the economyransition, it is forced to
undergo a radical process of ‘slimming down’ and ‘shrinkingye World Bank’s report
From Plan to Markepublished in 1996 is a good example of the orthodox neaaliber

policy advice concerning the role of the state under-gmstmunism:

The transition from plan to market calls for a whole-saégnvention of
government. The state has to move from doing many things badiging its
fewer core tasks well. This means government must atsimagk and change its
nature ... First, the role of government in producing and distributingsgaad
services must shrink dramatically. Public provision must bectiraeexception
rather than the rule. state intervention is justified avitgre markets fail — in such
areas as defense, primary education, rural roads, andssmaé insurance — and
then only to the extent that it improves upon the market. Segondrnment must
stop restricting and directly controlling private commeraielivity and extricate
itself from intimate involvement in the financial sectdocusing instead on
promoting macroeconomic stability and providing a legal and instiait
environment that supports private sector development and caompetinally,
instead of providing generous guarantees to secure adequadestiandard for all,
governments need to foster greater personal responsibiliipdome and welfare
(110).

Following a public choice theory argument that politiciame not less ‘rational’ or
selfish than entrepreneurs and that the polity is, tikee economy, driven by self-
interested individual actions (e.g. see Downs 1957; ckaxisn 1971; Buchanan and
Tollison 1972), the World Bank also called for the rastraf government powers and
tight control over public spending and bureaucracy: ‘In a magenomy the burden of
proof regarding public intervention lies with the governthe(il996: 111).

Notwithstanding the lack of conclusive evidence to suggesteitisence of some
systemic relationship between changes in governmengaizeconomic reforms, one

of the world’s most powerful economic organizationsegdd that in the post-
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communist context the smaller the size of governmenthis better the transition

performance ought to be:

General empirical studies relating levels of government spgnidi economic
growth yield few robust conclusions. In transition econontfiesyever, there are
stronger grounds for thinking that large governments will hexbnomic
performance: government spending, especially at high lewaisistto be quite
inefficient and, as a result, to contribute less to grawéim in market economies;
also, financing government programs is costlier and posesitegresk of inflation
(World Bank 1996: 113).

It is very symptomatic in this regard that in most of guest-communist world the
Washington consensus project of transition through dereguolatnarketisation, and
privatization was understood and designated from the vegynning as a programme
of ‘de-statisation’, i.e. the withdrawal of the stdeeg. rasgosudarstvlenién Russia;

rozderzhavlennian Ukraine).

The free enterprise economy thesis of the liberaistten model claims that the
success or failure of the process depends solely oahtlisy of determined reformist
policy-makers to adopt this ‘all-out’ approach and to fiee markets. The gradual
adoption of market-oriented policies, or a ‘go-slow’ apphpahould inevitably faf®
The preservation of central planning is another nonestafthe role of the initial
conditions of geography, history, macroeconomic diginsti and exogenous economic
shocks is acknowledged, when accounting for the initiabdesf output decline (see de
Melo et al. 1996, 1997). Nevertheless, the Washington consensus poli€ies o
liberalisation and structural adjustment or ‘disciplinel @mcouragement’ reforms in
their most recent presentation (see World Bank 2002)saiet to matter the most
throughout the full period of transformation (De MeldaGelb 1996; World Bank
1996; Hernandez-Cata 1997; Selowsky and Martin 1998; &exty 1999; Havrylyshyn
and Van Rooden 1999; World Bank 2002). In the words of Stanleghéii (First
Deputy Director at the International Monetary Fundtie 1990s) and his IMF
colleagues, ‘while not all transition economies ageiadly well placed, the starting
conditions are favourable in most countries. Policield make all the difference’
(Fischer, Sahay, and Végh 1998: 34).

% The advice of Rudiger Dornbusch, an academic colleagummnie$ Fischer, on priorities of the post-
communist economic reform is as a good example of suelpnoach: ‘A quick transition to a market
economy is the most effective strategy... At the veaytsgovernments must provide a legal framework
for a market system, including the right of privategamy and full economic freedom... The most
suitable way of handling this issue is to adopt the enivibcode, including corporate law, of a well-
functioning legal system, say from the Netherlandsrdmseabsolutely no merit in trying to create a new
one; time is too shorf¢ansition February 1991: 1-3).
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The liberal democracy thesis

The second thesis of the liberal transition paradigynes that there exists a very strong
positive correlation between the progress in econanit political reforms, that is,
between economic and political liberalisation. The Swrally capitalist’ and ‘unusually
economically robust’ post-communist countries are dlsmse that are ‘unusually
democratic’ (Bunce 1999). According to this liberal demogrthesis, successfully
functioning and constantly growing post-communist markememies are enclosed
within a consolidated, stable and competitive democratic@mvient, underpinned by
widespread political rights to participate in multipagtgctions and an extensive range
of civil liberties. In contrast, limitations on right® participate in elections and
constraints on civil liberties concentrate politiggdwer and produce a corrupt and
deficient ‘oligarchic’ capitalism. This defunct capitah is deeply authoritarian and,
perhaps, ‘normally undemocratic’. A number of transititbeorists have claimed that
the relationship between the transition to the markdtta democracy is so strong as to
suggest the existence of a causal relation. Notwithstgritie classic idea of economic
democracy producing political democracy, the directioncafisation under post-
communism is said to be from political choices to ecoic choices. Political factors
are believed to be firmly behind economic performaiigh(1998; Bunce 1999; EBRD
1999: Chapter 5; World Bank 2002: Part IIl).

More precisely, the key factor that emerges from theventional transition story to
explain different post-communist trajectories is laéance of power between the liberal
democratic opposition and the communists — a balancel¢batmined the outcome of
the first competitive election and that shaped in tumn rddicalness of the initial
economic reform, the political struggles, institutionaddifications, and public policies
that followed (Fish 1998). Looking at the role of the pedit system, the advantage of
parliamentary or parliamentary-presidential systems m@¢e by multiparty coalitions
is underlined. Competitive, parliamentary democraciessar@ to have high political
contestability and high government turnover, which helgoudd a transparent and
relatively stable system of political parties. In gast, authoritarian political regimes
are, almost entirely, presidential or presidentialiparentary systems. They tend to
concentrate political power in the executive brancigamfernment; curtail or constrain
political and civil liberties; have low political cagtability and government turnover;
and generally contribute to party fragmentation, poesible legislature, and the state

capture by powerful interest groups (oligarchs and insid8tg)h a monopolisation of
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political power consequently brings a monopolisation of éhenomy, hampers the
successful functioning of the markets, and, eventually, hsndievelopment (Bbrowski
and Gortat 2002).

One has to mention that earlier, in the first hdlfttee 1990s, the logic behind the
mainstream transition approacivas that most successful market reforms occurred in
countries where exceptional political leaders came dwep and pushed through
decisive reforms via a strong executive agency (e.gSaebs 1993; Williamson 1994;
Haggard and Kaufmann 1995; Balcerowicz 1995). One of the Waaldk'8 first
transition reports has concluded that most decisivamsfoeflects the vision of one
leader or a small and committed group (1996: 11). By thelR@8s, however, both the
international financial institutions and academic trtatsgy have rejected this view.
According to the 1999ransition Reportoy the EBRD, the experience of the post-
communist societies runs counter to the conventiematlom that the successful
construction of capitalism requires strong politicaé@xives (i.e. presidents or prime
ministers) with the power to act swiftly and decisyvatainst the opponents of market-
oriented reforms. Consequently, the presidential sy$t@snbeen declared as the one
that is responsible for co-opting powerful vested irtiy®f the old nomenklatura and
young oligarchy prone to state capture, and, thus, foilidgréurther liberalisation and
ultimately imposing heavy costs on the society. Fottlive set of most extreme cases,
where presidential powers are virtually limitless (ergBelarus and the countries of
Central Asia), the transition paradigm’s argument @as$ollows: the opposition forces
were weak and, as a result, the ex-communist won aivkeeistory. In this case, both
economic and political reforms were rejected. The au&coof post-communism
according to the third scenario is continuity in dictatiopolitics (one-man rule) and
socialist economics, which generate reasonably, thougéxceptionally, good
economic performance (Bunce 19993dbowski and Gortat 2002; Freedom House
2003b, 2004b).

THE CAUSAL CHAIN OF THE POST-COMMUNIST TRANSFORMATI ON

Following the logic of liberal transition theorists, oalberal policy advisers, and
popular conservative commentators, one can construdlydlédged causal chain that
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is usually held to account for the divergence in the omésoof post-communism. The
explanatory scheme offered by the orthodox approaclesepted in Figure 4.2.

Outcome of initial
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replacement
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presidential government;
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ECONOMY:
continued central
planning; government
ownership and control
over the economy

(.Z

NO
ECONOMIC
FREEDOM

Non-transition:
economic growth and
sustained level of inherited
development; stability and
income equality; (possibly
opposing the West)
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Figure 4.2.The conventional model of transition: three basic ades

The liberal transition model is based on a triad ofghedigm’s paired theses and as
such it has inevitably coalesced Western policy recomntigmdawith ex post facto
academic explanations. In good behaviouralist manner Jilibeal transition model
distinguishes between different types of post-commurasteses, according to the
distribution of freedom. It appears to be possible, relgingdifferential calculus, to
predict the behaviour of the post-communist systems. Hepaits’' are the two
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freedoms (political and economic) and ‘outputs’ are tiieame of transition, which is
variously defined?

According to the liberal transition model, the completeonomic and political
liberalisation of a post-communist society should leadards the establishment and
consolidation of liberal democracy and free markenheony and ensure the successful
outcome of transition. Empirically, the first sceinais modelled on Poland, Hungary,
the Czech Republic, Slovenia, and the Baltic statescdntrast, the absence of
liberalisation in both spheres should led to the contionaof the previous system
(albeit without the Communist party hegemony) of despatle and a command
economy. Thus, the second scenario is of non-transithodelled on Belarus,
Turkmenistan, and Uzbekistan. In turn, partial liberatgashould result in the creation
of a hybrid transitional political regime (between tdledemocracy and autocracy) and
heavily distorted economies, mired in a no man’s laridiéen plan and market. This
eventually leads to a total national transition faildree third scenario is modelled on
Ukraine, Russia, Moldova, Armenia and Georgia. In tlbeds of a leading theorist of

transitology:

Thus, just as the most stable regimes in the region Hrer dully democratic or
fully authoritarian, so those countries with the strohgeonomic performance
feature either substantial and sustained economic reformdailure to introduce,
let alone implement, such reforms. The most unstabletitesirand the ones with
the weakest economic performance, therefore, are hybricheeg- in the first
instance political and in the second economic. These are gmese that are
perched precariously between democracy and authoritarisanshbetween state
socialist and capitalist economics. This would seem dmtpto one obvious
implication. The most successful postsocialist pathwayish (success defined
narrowly here as stable polities and growing economieshase tinvolving either
a sharp break with the past in terms of economic and pdlitegime form, or
those that feature significant continuity with the pBgtween these two extremes
(and extremes are, again, extreme) lies ‘ambivalesgtgocialism — a hybrid form
of politics and economics that appears to produce the highéstacwsthe fewest
benefits ... While economic performance varies in these cadleshe worst
performers are in this ‘neither here nor there’ group (BUr#99: 786, 788).

Figure 4.2 indicates that the explanatory model of therdl transition paradigm also
envisages the existence of an in-built self-sustaininysif-perfecting mechanism of
virtuous and vicious circles: democratisation and markeiisacoalesce to form a

virtuous circle of progress, whereas a transitional ipaliregime couples together with

%6 Some orthodox theorists subscribe to the view of itians success or failure in a ‘full-package’ way
presented in Figure 4.2; while others define success ertheaachievement of stable economic growth
under polyarchy.
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a distorted hybrid economic system to generate a vidwoake of regress and decline.
To summarise, theorists of the liberal transition gaga emphasise that to be
successful a post-communist country must guarantee thewd circle of full freedom.
They claim there exists an exceptionally high positigerrelation between
democratisation and economic refotnTherefore, full-scale liberalisation should be
carried out inboth polity and economy; partial liberalisation would inebliafail; the
rejection of liberalisation is the rejection of ts#on. Yet these choices are
preconditioned and the outcomes are predetermined: thtoraleloss of freedom-
seekers in the founding elections triggers the inevitableseoof unfortunate events.
The outcomes of transition are usually treated ag gfat the most recent theoretical
developments in transitology, see Bunce 1999; EBRD 1999;ld4x[1999; Ekiert
2000; Fischer and Sahay 2000; UNECE 2004hrbwski and Gortat 2002; Dubrovskiy
and Ivaschenko 2002; World Bank 2002; Freedom House 2002b, 2003b; FBRD
2003).

THE ORTHODOX TRANSITION MODEL GETS BLURRED

At first, it might appear rather surprising that, as E4e2003, the majority of transition
theorists still described the three scenarios of postraunism as given and did not
alter the explanatory model to provide for some sdrteedback loop between the
system’s output and the polity that influences it. Howef#®m the logical point of
view of the transition paradigm, there can hardly lbeason for any change. In the first
case of liberal democracies and market economies #dbdek mechanism is self-
evident, as democracy is said to provide all the necessaghanisms for
accountability. In the second scenario of repressed-tptditarian’ regimes there can
be no feedback mechanism by definition. In the third agerof concentrated polities
and ‘oligarchic’ economies a feedback loop from the sessto the elites cannot
function, as those societies are not democratic ardstuck in ‘a partial reform
equilibrium trap’, where early transition winners ‘takd’ and prevent any further

political and economic liberalisation, since it could undee their corruption and

27 Similar to the position of Beverly Crawford quoted isrlValerie Bunce explains the logic behind the
two circles: ‘democracy and capitalism are based orig@ly the same principles, albeit applied to
different arenas of human activity: uncertain results éoatbwith certain procedures. Just as democracy
is based on the notion of competition within well-spedifrules of the game, so capitalism is premised in
competition in a context of secure property rights. In be#tims, moreover, the state bears primary
responsibility for ensuring the desired mix of compatitand constraint’ (1999: 780).
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super-rent-seeking opportunities (see Hellman 1998; UNECE 200« Bank 2002:

Part 1ll). The causal chain developed within the libergition paradigm, thus, seems
to be immune. As Marie Lavigne has argued in a revievecoinomic transitology,

despite the dire criticism of the orthodox transgitiparadigm and, especially, of the
standard policy applied in the post-communist countries, Washington consensus is
alive and well, with some cosmetic changes’ (2000: 481)mHgr tenets have re-
emerged unchallenged as ‘the main card in the hand® afrthodox school is indeed
the fact that growth has resumed in Central and EaBtawope (except Romania, but it
is easy to point out that this is a special case akdh-type bad politics and foul

economic management)’ (Lavigne 2000: 480).

Nevertheless, it has appeared that the liberal explgnatodel got stuck in its own
trap?® The major trouble of the system transfer approachaissitime countries from the
third ‘trapped’ and ‘partially reformed’ group has been grovgimge the late 1990s and
rapidly catching up with the first group of declared transitnners. Yet the data on
which the liberal paradigm is based — various freedomgsitand rankings produced by
North American conservative advocacies — are time-thggel have been unable to
show evidently that those growing economies, including idkrehave moved into the
first category of liberal democracies. Without suchhdt,sthe model appears to be
problematic, since it stresses the in-built virtuoudeio multiple liberalisation, that is,
the simultaneous liberalisation of both the polity &éimel economy leading to success.
Given this theoretically impossible condition, mosthodox transition observers have
ignored the discrepancy in the third scenario and magdaihe model unchanged. Yet,
a smaller group of writers working within the liberal s#ion paradigm have decided

to accommodate the statistical outliers and to revisenibdel.

Anders Aslund, Andrei Shleifer and Daniel Treisman hawently claimed that the
model’'s assumptions and definitions have to be sonterelaxed to take into account

8 1t has to be emphasised that, although the transiticadjgm and neo-liberal economic philosophy
have acquired and retained a hegemonic status inside éhwaitidnal financial institutions and within the
Western policy community at large, the liberal transifi@radigm has not enjoyed the same treatment in
other arenas. The orthodox transition model has atttadest of criticism from a large and very diverse
group of academic scholars, public officials, non-goventaiectivists, and publicists, for being both an
inadequate political blueprint and a false and deficiema@uoic strategy. For example, see Galbraith
(1990), Nove (1990, 1993), Stark (1992), Przeworski (1992), Lane (1992,2080%,), Murell (1993),
Amsden, Kochanowicz, Taylor (1994), Buzgalin (1994), Glasman j1@&&van (1995, 1996),

Poznaski (1995, 1996, 2001), von Beyme (1996), Goldman (1996), Offe (19@&)esand Smith
(1998), Greskovits (1998), Stark and Bruszt (1998, 2001), Kotodko (1998, 2000a, 2000b), Stiglitz
(1999, 2002; 2003); Cohen (2000), Reddaway and Glinski (2001), Burawoy (R@dhedy (2002).
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that: (a) the third transition scenario might not lea@n ultimate failure since the ‘de-
coupling’ of political from economic liberalisation (ihe favour of the latter) can work;
and (b) most of the economic depression, poverty, acdlgroblems were not caused
primarily by partial liberalisation, as the originalodel postulated, but mostly by
exogenous shocks and exceptionally detrimental initial idond of the third group of
countries. These ‘revisionist’ transition scholar®alsgue that, if one applies less strict
procedural definitions of democracy and of the (free)ketaeconomy, the process of
transition to capitalism and democracy could be detlaas being successfully
accomplished not only by the first group, but by the sedonaherly ‘ambivalent’
group of post-communist countries as well. Moreover,digament goes, the change
from a communist dictatorship to a multiparty democracyhich officials are chosen
in regular elections, and the transformation of the &owommand economy into a
capitalist order based on markets and private propertgnagdished by Russia and
other parts of ‘what was an Evil Empire as little as &&rg ago’, have all been much
more remarkable and extraordinary than elsewhere (se#eshdnd Treisman 2000,
2004). Not only the initial conditions for a successfahsition have been much worse
in the former USSR, but the overwhelmingly negativesssients of economic growth,
macroeconomic stability, social progress, income indgiyuand corporate finances in
the CIS major countries are said to be widely exagegeérdly various partisan
opportunists and leftist extremists. The neo-liberaisienists go further to claim that
the post-Soviet countries, especially Ukraine, Kazakhsiad Russia, have actually
been outperforming the new EU member states from Cedfiralpe and the Baltics:

Meanwhile, in a development that has gotten little notroelghe EU expansion
hoopla, the post-Soviet countries further to the east hawvelwaaming since 1999.
The nine market economies in the former Soviet Union (Rudsiaaine,
Kazakhstan, Moldova, Georgia, Armenia, Azerbaijan, Kyrgyzstnd Tajikistan)
have on average grown annually by no less than 7 percefitefdadt five years.
The new tigers are Kazakhstan, Russia and Ukraine mdae so than Poland,
Hungary or the Czech Republic. The three Baltic countriesiaing significantly
better than the Central Europeans, but not as well as @hstern neighbors
(Aslund 2004b; cf. Aslund 2004a).

One should emphasise, however, that the ideologicahsteof the transition-as-
liberalisation paradigm have not experienced a maj@raion since the late 1980s.
The basic adjustments have appeared to involve blurreagribdel’s terminology of
democracy and transition success and shifting the geogehptiirection of the
paradigm’s search for a particular post-communist cgyotra group of countries) that

would resemble most the ideal type of a free enterpas@omy or liberal capitalism.
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Accordingly, the revisionist neo-liberal commentatottsitaute the new economic and
social dynamism of the three largest post-Soviet castio their liberal economic
model, which is described as the one based on open marketse-grown

entrepreneurial talent, de-regulation, limited statewetation, low public expenditures,
very low personal and corporate taxation, and privatiSédean-style’ social security

systems.

On the other hand, Poland and other post-communist Ebhb@r states — former
models of transition success — are now alleged to betroohisg a deviant,
pathological, and degenerate form of capitalism. Ames@onservative critics of the
transition paradigm argue, under the newly emerged fologmnated property
structure, Central Europe and the Baltics have beernwiiifiout a basic source of
wealth, because profits are claimed now by foreign osviodé banks and factories
(Poznaski 2001; King 2002; cf. King 2001). Moreover, under the harinfilence of
the ‘petrifying EU model’, the countries of Central Eur@pel the Baltics are said to be
building ‘premature welfare staté%’ with unsustainable public deficits, fiscal
profligacy, high taxes, and stiff market regulations (Adl@004a, 2004b).With regard
to the political economy of post-communism, the $pfirgroup of the system transfer
approach returns, though implicitly, to the orthodox IptHicy reform strategy (which
was quietly dropped from the agenda by the late 1990s) of thiegbl detached and
committed reformist leader. In the revised transitiadal, it is economic liberalisation
(once again) that starts first and initiates the virtuouge of multiple liberalisation. In
the next chapter, | will examine the applicability of fiberal transition model (both in
original and revised versions) to our research probletheofwo old industrial regions.

CONCLUSION

| have claimed that the orthodox transition paradigacenceptual view from which a
large number of scholars and practitioners see the goostrunist phenomena — is
based on the philosophical premises of liberalism and mmtetl within the
methodological frameworks of neoclassical political renoy and the economic
approaches to politics. Empirically, the transitiorlbsralisation theory draws its
assumptions from the anti-totalitarian tradition. dvé established that the orthodox

% The invention of this term is attributed to Kornai (1992b)
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transition paradigm has one paired liberalisationishegich is used concurrently both
as a normative prescription by most of the policy adviaas as an explanation by a
large number of academic scholars. The neo-liberaditiam theory postulates that the
liberalisation of the economy should be combined semaglbusly with the liberalisation
of the polity. The first part of the system trandfieesis argues for the need to replace
the system of centrally planned economy with the fnaeket, that is, a competitive de-
regulated liberal economy of the Anglo-American modéiis should be achieved
through the rapid and radical implementation of the Mvagon consensus set of
stabilisation and structural reforms. The second paheofystem transfer thesis argues
for the need to establish and consolidate liberal deswgc preferably with a
parliamentary multiparty coalition government and dispkrs@wer centres. Only the
workings of multiple liberalisation and the construectiof a social formation based
upon the virtuous circle of economic and political freedogumranteeing unhindered
economic and political competition, would be sufficiet®t ensure a successful
transformation. A combination of partly-liberalised ppltnd partly-reformed economy
is said only to generate a transition failure. The atsef any liberalisation means a
non-transition, that is, some form of continuitytbé old regime.

The causal model derived from the system transfer appméshts primary emphasis
on the political situation in the post-communist worldtte beginning of transition;
more specifically, on the balance of power betweemmanist hard-liners and liberal
democratic opposition, and on the results of the ‘faugidelections. The victory of
anti-communist opposition results in political libesalion and the introduction of
liberal democracy, which is the first logical step todgathe free enterprise economy
and, thus, towards the ultimate success in transfosmathe victory of ex-communists
and the old elite results in the rejection of any libsation. The indecisive outcome of
the initial elections stalls political liberalisatiamd leads towards authoritarianism. An
authoritarian presidential regime fails to reform tleremy fully and establishes a
deficient corrupt economic system, which eventually geéasm@conomic decline, social
regress, political instability, thus, leading to a failednsition. Within the liberal
transition paradigm, the three resultant outcomeaes (successful, nonexistent, and
failed transitions) are treated usually as given. Ineiddy 2000s, a revised version of
the conventional transition model has been proposed. éeanomic liberalisation has
been assigned the priority. The revised model postulaa¢®ten under the conditions

of an (allegedly) semi-liberalised polity, a committefbrmist leader can push through
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the Washington-consensus reforms and set the econone aight track towards the

free market.

It is contended that the orthodox transition paradigm for the most part — a highly
normative system. As such it can hardly be challengedigih scientific argumentation.

Nonetheless, the orthodox analytical model of thraesition scenarios is of descriptive
and explanatory value. In the next chapter, | will ggpé liberal model of transition as
to whether it can account for the varied patterns st-pommunism in Upper Silesia
and the Donbas. Being empirical in nature, this study dammesent a test capable of
falsifying a theory. As it has often been suggested, erapiainalyses are not scientific
laboratories. However, as any empirical study, this da$en can substantiate the
necessity of having more than one theoretical moddladne, if the model at hand

proves to be insufficient to explain or interpret thserved phenomena.
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Two Post-Communist Regions and the Explanatory

Model of Multiple Liberalisation

In Chapter 4, | have examined the assumptions and expignairiables developed
within the liberal paradigm of post-communist studieghls chapter | will consider the
applicability of the transitology model to the compesastudy of the two old industrial
regions in transition. | will argue that the orthodeansition paradigm (particularly
with respect to my research agenda) is incapacitated byn@er of fundamental
problems. Firstly, there is a problem with treating mmstimunist politics as essentially
a ‘black box'. Secondly, the original neo-liberal modedmphasis on the ‘right
policies’ contravenes the subsequent revision of theryhep a number of scholars,
who prioritise different initial macroeconomic conalits and distortions as the major
determinant of post-communist countries’ performance dijhithere is a problem with
the belated interpretation of transitional resultshimi the traditional approach. What
can qualify as a successful transition outcome to#@yRthly, there is a conceptually
unresolved issue of the virtuous circle of multiple l#msation (i.e. simultaneous
political and economic liberalisation) contrasted withn-failed but ‘de-coupled’
transition cases. On the other hand, if a post-commgoisttry liberalised in either
polity or economy does generate sustainable economidlgrbaw should one treat the
enduring social and human development problems? Finallg ther problem with the
empirical evidence of liberalisation and its authoripedsentation. Can one rely on
various cross-national rankings of freedom that are pextiby advocacy groups and
guasi non-governmental organisations and based on outsid¢ epipgon? If this is the
case, can economic and/or political liberalisationdiestleredheindependent variable

that accounts for the divergent post-communist pathwagsvaried transformation
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outcomes? As we have discovered earlier, the ortht@msition paradigm aspires to
produce a theoretical model in terms of testable propasitit is contended that for the
liberal transition paradigm to offer such a theoretiwaldel, it has to undergo a major
adjustment. | will claim that — for the research purposkshis dissertation — the
explanatory power of the orthodox transition modeldasiited appeal.

PROBLEM ONE: THE BLACK BOX OF POST-COMMUNIST POLITI CS

The orthodox model, as presented in Chapter 4, tends tagaitof its emphasis on the
outcome of the ‘founding’ elections and to negatepibkential existence of a feedback
loop between economic outcomes and the political proicessly other society but
liberal democracy. Generally, it treats the post-comstyolity and politics as a black
box, that is, something which has unknown internal fonsti hidden and impenetrable.
The conventional story concerning the post-communist tremst@on of Upper Silesia
and the Donbas goes as follows. The initial politicaidstions in Upper Silesia and
Poland favoured the anti-communist opposition grouped arobadunhderground
Solidarity movement. During the semi-free parliamentaigctions in Poland in June
1989, anti-communist candidates won in all contested .re8esn afterwards, the
communist majority in the Polish diet — ti&ejm— disintegrated; in August 1989
Tadeusz Mazowiecki, a dissident conservative journalss called to form the first
Solidarity-led government which initiated the Washington eosss package of rapid
and radical market-oriented reforms. In December 1990, ptoeess of Poland’s
successful extrication from state socialism had beeooraplished during the
presidential election, which was won decisively by thegistanding Solidarity leader
Lech Watsa. By contrast, in the Donbas and Ukraine, the fmgngresidential
elections in December 1991 were won not by a former ndisbrdissident (Levko
Luk’ianenko) or a liberal human-rights advocate (Viache§laornovil), but by Leonid
Kravchuk, a ‘repainted but scarcely reconstructed fornemi@unist party leader, who
did not oppose the [reactionary] August 1991 putsch’ (Feg8: 50).

According to the transition paradigm, political effeaf the initial elections in the
Central European countries included a rapid reformationooimunists and a rapid
emergence of non-communist politicians, which quicklyrsgkespace for the formation

of a vibrant civil society, non-state sources of ecenicopower, especially private
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businesses and their associations. Since in Ukraine ¢isas/ in Belarus, Bulgaria,
Kazakhstan, Moldova, Mongolia, Romania, Tajikistan, Toeekistan and Uzbekistan)
the victory had been claimed by the ‘custodians of the exdhre’, communists were
neither marginalised nor rapidly reformed, and no nswm-communist elite had
emerged (Fish 1998; see also Bunce 1999; Ekiert 2000).

Besides missing the fact that the Communist party based in Ukraine in the
aftermath of the declaration of independence in August 188 Latil early 1993 — the
critical period for the emergence of new non-communistitipians, including
Kravchuk’s presidential successor Leonid Kuchma — the dotheanodel seems to be
ill-equippedto interpret the following crucial development. The mdscisive factor
that emerges from the liberal explanatory model isbdance of power between the
opposition and the communists — a balance that determiedutcome of the first
competitive election and that shaped in turn the entitegseoof the post-communist
history. Yet, how have then Ukraine or some other c@mmtfrom the group of
transition ‘laggards’ and ‘drop-outs’ managed to transitatdeast, ‘hybrid’ polities or
‘directed democracies’? It appears that the neo-libeeaisition theory leaves such
guestions unanswered (for a literature review of Ukrairegatemporary political

system, see Wilson 2004).

PROBLEM TWO: POLICIES V. INITIAL CONDITIONS

The orthodox school of transition studies usuallyssies the importance of following
the neo-liberal policy agenda under post-communism. Tiserevidespread assumption
that the policies of macroeconomic stabilisation amdcgural adjustment matter the
most; numerous working documents published by the World Baakhee International
Monetary Fund usually emphasise the existence of pesiorrelation between the
Washington consensus reforms and economic performance (éapter 4).
Nevertheless, as | have established earlier, a nuofbansition scholars have been
recently changing the emphasis from such policiebeqarticularly detrimental impact
of inherited characteristics on the process and outcomfiethe post-communist
transformations in the former Soviet republics. They hawmstated the initial

conditions as one of the crucial transition variables
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De Melo, Denizer, Gelb and Tenev (1996, 1997) were amongftghpolicy analysts
to scrutinise and compare initial conditions of thetymesnmunist world. In assessing
the influence of initial conditions on the economicfpanance of transition economies,
de Meloet al have aggregated the inherited conditions into thresgoaes: ‘structure’,
‘distortions’, and ‘institutions’. With some minor clges, this set of inherited
economic conditions has been widely applied elsewlerexplaining variation in
output performance (for example, see World Bank 1996, 2002arg® number of
variables which are claimed to influence the economicopednce of transition
economies such as the degree of ‘over-industrialisatibe’ level of urbanisation, the
richness of the natural resource endowment, the ifetva@l of development, the degree
of economic stagnation prior to the transition, cultwalethnic heterogeneity, have
already been examined in Part One of this dissertatibare | have described the basis
for the ‘most similar system design’ comparative rodtilogy adopted. As | have
argued, those initial structural conditions ought to be densd controlled variables in
our case, since they were analogous in both Upper &iksil the Donbas at the
beginning of transformation. Therefore, in this secli@xamine in detail other initial
variables proposed by the transition theory that maye haffected economic
performance of Upper Silesia and the Donbas over thedpaate. It is contended that,
notwithstanding the dissimilarity between macroecoinopolicy reforms pursued by
the Polish and Ukrainian governments in the early 199Gs,irtherited structural
liabilities alone can provide an adequate explanatiornfdifference in the magnitude
of the initial output collapse experienced by the two regions

Inherited distortions and institutions

The analysis of the remaining set of characteristidtie two regions at the beginning
of transformation, and of the shocks emanating froendbllapse of central planning
and of the USSR, indicate that Upper Silesia had inletées macroeconomic and
organisational distortions, had possessed better insh@t@monditions, and had been
less affected by external exogenous shocks than the Bdabstly, being a province of
an old independent state, the Upper Silesian economy efdenaa stable environment
of Poland’s established public institutions. On the otherdhaskraine had little
experience as an independent nation-state and did not tinsteong political
institutions. In contrast with the situation in Uppde&a, during the last years of state
socialism, the Donbas economic agents had to operatdficult circumstances of an

increasingly hostile ‘war of laws and sovereigntiestween the Ukrainian authorities in
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Kyiv and the federal government in Moscow. The imminetiapse of the Soviet state
and of the institutional and technological links of theegral centrally planned
economy was to pose much more severe troubles for Bantiarprises. Furthermore,
following the disintegration of the USSR, Donbas ecoisoamgents had to adjust to a

new and unaccustomed financial and monetary system.

Table 5.1 The balance sheet of inherited distortions and instiigitio

Upper Donbas
Silesia
Export dependence (exports to GDP ratio, 1990) 16.9% 65.6%
Repressed inflation, World Bank’s methodology (the défifiee -0.4% 0.2%
between increase in wages and economic growth, avigage,
1985-1988)
Repressed inflation, author’'s methodology (deposit bank savings25% 91%
to retail trade turnover ratio, average share, 1985-1988)
Statehood (region as part of an independent state) old w ne

Source Author’s calculations on the basis of DOSO (1987, 199185C (1999,
2003); VSO (1986, 1989, 1996, 1997); Szchskia(1998a); World Bank (1999);
Easterly and Sewadeh (2001); PCSO (2002); SOK (2003); UN (2004); QEOBa,
20049). Some GDP data inputs are estimates based on r@gressi

Secondly, as most other communist economies, both Uplpsiasand the Donbas had
repressed inflation. However, the degree of inherited neaormmic distortions had
been different. According to the World Bank’s methodglothe level of repressed
inflation is measured as the difference betweenrttiase in real wages and real GDP.
As there are no reliable data on Upper Silesia’s and s &DP performance before
1988, | have measured the degree of repressed inflatidnafrthe difference between
the average industrial wage growth and industrial productiowtgrorable 5.1 shows
that this 1985-1988 index was very low for Upper Silesia (-0.486leed indicating
some deflationary pressure. The Donbas had also beeactérised by low repressed
inflation (0.2%). Alternatively, | have measured theeleof repressed inflation as the
difference between the amount of individual bank depseitngs and annual retail
trade turnover. This measurement shows the degree efifsexving (by the shortage of
consumer goods) and the overall vulnerability of the oe@wnomic situation, provided
that people would rapidly decide to turn their cash savimgsreal goods and services.
| believe that such an assessment could be more aecioraforecasting potential
inflation pressures in the post-communist context. As &bl indicates, the second
repressed inflation index was very high for the Donbasamost four times lower in

Upper Silesia: 91 and 25 per cent respectively.
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The final observed difference between the two regiefexs to their trade dependence,
at the outset of transformation, on other countrigg an inter-republic flows in the
USSR. According to my own calculations, the degreeooéifin trade dependence
(including the intra-USSR trade) was much higher inDbabas than in Upper Silesia.
Whilst in the latter, in 1990, the merchandise exportsuanted to 17 per cent of GDP;
in the former the figure was as high as 66 per cent (inmudales of goods and
services to other Soviet republics). Thus, Upper Silesia leath Bignificantly less
dependent on foreign markets and distant suppliers lleaDanbas, and, therefore, the
Polish industrial stronghold was much less prone to berselyeaffected by probable

exogenous shocks.

Disorganisation

The problem of external economic shocks emanating fhencollapse of foreign trade
as well as of the entire system of centralised plandé@sgrves additional attention. The
transformation of ownership and the re-distribution obparty was an essential
mechanism behind the broader processes of economicomaasion described by
Blanchard (1997) ase-allocation (from old to new activities, from existing to new
firms) andrestructuring(of the existing enterprises). According to Blanchénd,initial
output decline experienced by all the post-communist ecasowas caused by price
liberalisation and the removal of state subsidies wiiigjgered a collapse of state
firms, while growth in the new private sector was simiplsufficient to take up the
slack. However, Blanchard has emphasised that the dedrethe economic activity in
the first stage of transformation was due not so macimdacroeconomic policies, but

rather to the chaotic nature of reallocation:

When central planning ended, production in the state seet®rorganised around
bilateral relations between state firms. Typicallymirhad or knew of only one
supplier for each input, of one buyer for each output. Such awstuchn easily
lead to large disruptions in production: if, for any reashig supplier does not
deliver, production may come to a stop. Under central plantiiagyresence of the
central planner was enough to avoid most of these problénesigh threats and
bribes, the planner could induce firms to deliver most goods ohtise time. Once
the central planner disappeared, these problems cameftoehdhe result was a
set of disruptions in production and trade, or whathlmthought of quite generally
asdisorganization(1997: 36).

Blanchard and Kremer (1997) have argued further that the afoktsing the co-
ordination function of central planning in the absencensfitutional arrangements

common in the West is higher in sectors with thetnacosnplex production processes,
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which have also suffered the most dramatic output losdesiding some preliminary
evidence, they have shown that, despite price libetialigsanany firms (most in sectors
with the complex production processes) were reportingahes of inputs as the direct
result of the collapse of trade between the formpublics of the Soviet Unioff.
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Figure 5.1.0utput decline by industrial branch, Upper Silesia (1985-1991)nend t
Donbas (1990-1995), volume index, 1985 =100 for Silesia and 1990 =100riba®
Source:Author’s calculations on the basis of VSO (1989, 1992); O@E92, 2000).

It is difficult to estimate the net effect of dig@anisation on the overall economic
breakdown during the initially ‘chaotic’ transition perioéfigure 5.1 shows the
damaging impact of the first post-communist years on indligtroduction in Upper
Silesia and the Donbas by the type of industrial prodactrhe degree of industrial
decline is measured between 1985 and 1991 in the case of Umsa %l cover the
moment of economic disorganisation during the breakdowstaié socialism and the
introduction of the market. In the case of the Donbasgasure the degree of industrial
collapse between 1990 and 1995 — the period of the Soviet Unigirigedration and
initial years of the independent Ukraine. Figure 5.1 dematest that the loss of the co-
ordination function of the centrally planned economy I@sn much more pronounced
in the Donbas. Moreover, in the Ukrainian region, @jaaisation had had a particularly
detrimental impact on the production of most technoldlgis®mphisticated products,
including chemicals, pharmaceuticals, electric and trabhsp@achinery, equipment,
instruments, optical and precision apparatus. By conttgsper Silesia’s heavy and

%0 The theory of disorganisation has been supported by mbearchers as well. Roland and Verdier
(1997), and Bezemer, Dulleck and Frijters (2003) have alsudf disorganisation to be one crucial
explanation for the decline in output. They have emphédigecosts of searching for new trading
partners and establishing of new contacts subsequérg émt of central planning and the introduction
of price liberalisation. These authors argue that thénfatvestment and output during the
transformation should be associated with such a search.
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electrical engineering had been almost unaffected, whi¢heaoutput of chemicals and
pharmaceuticals had even increased.

Trade implosion

The initial period of the post-communist transformatias also associated with the
increasingly high adjustment costs of adverse supmlgkshand the related exogenous
impact of the collapse of the CMEA trade (Portes 1991)vaCahd Coricelli (1993)
used the term ‘trade implosion’ to describe the phenomefhdhe break-up of the old
centrally planned system of exchange. As one of tiuetsiral features of the Donbas
economy under state socialism was the high reliancentra-USSR trade and exports
overseas, the phenomenon of disorganisation as a digragdttrade links had the most
severe impact on the Ukrainian region, while it lefipgr Silesia almost untouched.
The foreign-trade-implosion part of the transformagiodisorganisation appears to be
one of the crucial variables behind the drastic collapseutifut experienced by the
Donbas in the first half of the 1990s. Since there areehable provincial-level export
and import data for the late 1980s - early 1990s, one ibleina assess directly the
effects of trade implosion on the regional economieslpper Silesia and the Donbas.
Given that both of the old industrial regions haveagisv been amongst those most
integrated into external markets, | have used the availeiional balance of payments
data to evaluate the export growth trends at the sthrth® post-communist

transformation.

250
225
200
175
150
125
100

75

50

25

Poland

Volume index

Ukraine

1989 1990 1991 1992 1993 1994 1995 1996

Figure 5.2.Total foreign trade growth, Poland and Ukraine, exportksiaports of
goods and services, volume indices (1988 = 100 for Poland; 190Q for Ukraine),
balance of payment data, 1989-1996

Source:Author’s calculations on the basis of World Bank (199@stErly and
Sewadeh (2001); NBU (2000); NBP (2003).

Although the necessary time-series data available dtanB’s foreign trade flows is
available, the first year of reliable foreign tradatistics for Ukraine is 1991, therefore,
| use 1991 as the base year for Ukraine and 1988 as the bagderyoland. Figure 5.2
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shows the magnitude of the trade implosion phenomenomrbyiding combined
volume indices of exports and imports of goods and sevvitedemonstrates that
Poland was uninfluenced by the trade implosion phenomesndineacountry’s foreign
trade volume has been steadily growing since 1988. Byasinturing the first year of
independence in 1992, Ukraine’s foreign trade flows contracted Ipebtent, to be

followed by a 65 per cent contraction during the followingrye
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Figure 5.3 Exports of goods and services in Poland and Ukraine, U3inmibalance
of payment data, 1988-1995

Source: SourceAuthor’s calculations on the basis of World Bank (1999}kt&dy and
Sewadeh (2001); NBU (2000); NBP (2003).

In the Ukrainian case it was the collapse of impoespécially of energy), which
propelled the trade implosion process after Russia lifsedrice caps on oil and gas in
1993. Figure 5.3 shows that in absolute terms, the effetpairts trade implosion was
almost invisible in the case of Poland, which experieracéécline of export revenues
from US$ 16.3 billion in 1988 to US$ 16.1 billion in 1989. Howevbg éxogenous
chock emanating from the collapse of external marfatdJkraine, which had been
fully integrated into the Soviet and CMEA trade systewss dramatic: the exports of
Ukrainian goods and services fell from US$ 24.7 billion in 1990%$ 11.4 billion in
1992. In 1993, although Ukraine’s exports grew, the overall amoluforeign trade
contracted. For the Donbas, with its oil- and gas-eomion intensive heavy industries
(e.g. iron and steel, petrochemicals, electricity cpgtiean, heavy engineering), the
collapse of energy imports should have been even mtnendatal than for the country
as a whole. Thus, the disorganisation of trade, whiad almost not existent in Upper
Silesia and Poland, was one of the most serious factfluencing the output collapse

in the Donbas and Ukraine in general in the early 1990s.

The above discussion concerning the inherited distorteom$ exogenous shocks

suggests that the renewed emphasis by a number of itmansi¢holars on initial
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conditions as the most important factors in explainimg differences across countries
during the initial period of output decline in 1990-1994 can be slearédvell applied
to the comparative study of Upper Silesia and the Dorthawever, this hypothesis is
contrary to the orthodox transition model, which ptiseis ‘wrong policies’ (i.e. the
lack of economic and political liberalisation and ‘muddithrough’ reforms) as the
most crucial explanation for the economic depressidiersd by the majority of post-

communist countries in the first half of the 1990s.

PROBLEM THREE: THE TRANSITION MODEL AND TRANSITION
OUTCOMES

Another problem one encounters whilst trying to apply ttieoolox transition model to
the comparative case of Upper Silesia and the Donbagmrmnthe dynamic nature of
transformation outcomes and their rather static treatrby the theory. In Part One, |
have established that since the mid-1990s onwards both Gipsia and the Donbas
have been showing signs of rapid recovery and stromgoeaic and industrial growth.
Moreover, by 2004, both regional economies had fullpvered and expanded further
from their pre-transitional levels. Thus, following tbethodox transition model, in
particular, the more restricted definition of successfahsition (or non-transition)
associated with sustainable growth and economic developridpper Silesia and the
Donbas could both qualify to be included into the succegsup (or into the non-
transition group). As it has been mentioned in Chapter dumber of commentators
(e.g. Aslund, Shleifer and Treisman) have claimed thatraémajor post-Soviet cases
could also qualify for inclusion into the first group ddrisition success stories, as those
countries are rapidly growing and competitive market enves.

In Part One, we have established that the major diifex in the outcomes of post-
communism between Upper Silesia and the Donbas lie® isghere of social welfare
and human development. In contrast to the Donbas,gpostaunism in Upper Silesia
has been associated with chronically high unemployraadtcrime levels as well as
with a relatively high degree of inequality and extrgmowerty. On the other hand,
among the major negative post-communist outcomes irDth&as have been poor
health indicators and a general decline in human develupstendards. These social

developments clearly distinguish Upper Silesia and thebB® from the non-transition
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post-communist category, since the countries in non-trear® supposed to be
characterised by the overall preservation of the conmshwequality and employment
achievements (see Figure 4.2 in Chapter 4). Furthermore,nasner of transition

theorists have emphasised, one can only hope thatom@orransition and the

instalment of the free market economy would make @rexypbetter off; if this is not the
case, one has to tolerate inequality and unemploymettiegsare to be eventually
compensated by equality of citizenship and wider representiatithe political system.

Hence there is nothing theoretically wrong in includinghbUpper Silesia and the
Donbas, despite some evident social problems, into omepgof eventual success
stories characterised by economic growth and stabiigg, this would contradict the

major assumption of the entire paradigm, namely, ¢hdt the post-communist cases
that are characterised by the simultaneous introduaioeconomic and political

liberalisation can generate positive macroeconomic pedoce. For the orthodox
transition paradigm asserts that the Donbas, Ukrame tlze CIS in general are only
partly liberalised, at best (for a typical treatmehttlee post-communist Donbas and
Ukraine by the orthodox tradition, see van Zon 2000, 2001, 2003).

PROBLEM FOUR: THE VIRTUOUS CIRCLE OF (MUTUALLY PART IAL)
LIBERALISATION?

The fourth dilemma posed by the orthodox transitiommpeoncerns the explanatory
power of the liberal model as applied to the two postroanist regions. As a number
of commentators have pointed out, there exists a dicti@ between the concept of
multiple (i.e. simultaneous political and economic) dddsation and economic growth.
If one situates both Upper Silesia and the Donbasti@@roup of successful transition
cases, both regions are supposed to be enjoying the virtwolasodiliberalisation, that
is, economic freedom and political freedom must go handand in both regions to
assure sustainable economic development. Partial aodeled’ kinds of liberalisation
must inevitable fail. Yet, the data on which the libgrahsition paradigm is based are
contradictory in this regard and could be subject to vargpesulations. This can be
demonstrated by considering a number of most widely quotedgsabf political

liberties and economic freedom.
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We will start with the analysis of two ‘freedom rags), which are regularly produced
by the Freedom House (a Washington-based quasi-nongovernpelitieal advocacy
sponsored by the US Congress), and by the Heritage Foun@atiwashington-based
conservative think tank closely linked to the US Republicartyl? The ratings of
political and economic freedom developed by these orgamsahave been widely
used in the construction of the orthodox transition gigra (for example, see Dethier,
Ghanem, and Zoli 1999; Havrylyshyn and Van Rooden 2000; Ekiert 2008)two
organisations usually construct their data-sets on this b&utside expert opinion
concerning formal political and economic institutions id&gion) and informal
activities (practices) in the world. As both Poland anddia are unitary states, and
Upper Silesia and the Donbas are non-autonomous provwiridedmited government
rights, one could assume that the constitutional rightscivic liberties are enjoyed in
the two provinces on the average national level. Thesgbne can use the published
nation-wide data to roughly evaluate the degree of politodl economic freedom in

particular regions within the respective countries.
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Figure 5.4.Political freedom ratings by the Freedom House, Poladd tkraine, 1980-
2003
Note The freedom score points are combined average oéfipective nation’s annual
scores for political rights and civil liberties asidetl by the Freedom House. Each of
the first two is measured on a one-to-seven scalb,om representing the highest
degree of freedom and seven the lowest. Countries vdomskined averages for
political rights and for civil liberties fall betweenOland 2.5 are designated ‘free’;
between 3.0 and 5.5. ‘partly free’; and between 5.5 and 7.0r&est
Source:Author’s calculations on the basis of Freedom House @0203a, 2004a).

Figure 5.4 illustrates the evolution of political liberatisn in Poland and Ukraine over
the last two decades. It shows that, according to teedém House experts, since the
beginning of the 1990s, Polish citizens have been living proldéically free country
with the full set of civic liberties. By contrastyer the same period, Ukraine has been
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drifting into the opposite direction, whilst remainingpartly free’ polity, that is, in the

middle of the road between totalitarianism and a frexebp Assuming that political

conditions in Upper Silesia and the Donbas are analogguat least, comparable to
those reported by the Freedom House for Poland and UkRgqee 5.4 could indicate
that in contrast to the Polish region, the post-comst transformation in the Ukrainian
region did not proceed under the conditions of signifipafitical liberalisation.

1 T
1.5 Free
5
Mostly Free
>3] w
37 / ~ Mostly
35 /.\.___,,.Un_frc‘f\._U_km_/nek'
44 w
4.5 1 Repressed
5
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Figure 5.5.Economic freedom ratings by The Heritage Foundationll Stieeet

Journal, Poland and Ukraine, 1995-2004

Note: The freedom score points are combined average of theatesge nation’s annual
scores for the degree of economic freedom in theviolig categories: trade policy,
fiscal burden of government, government interventioo ithe economy, monetary
policy, capital flows and foreign investment, banking éinance, wages and prices,
property rights, regulation, and informal market actiaty defined by the Heritage
Foundation and he Wall Street JournaEach score is measured on a one-to-five scale,
with one representing the highest degree of economiddreand five the lowest.
Countries whose combined averages for economic freedbbefaeen 1.0 and 1.99
are designated ‘free’; between 2.0 and 2.99 ‘mostly ftesttyeen 3.0 and 3.99 ‘mostly
unfree’; and between 4.0 and 5.0 ‘repressed’.

Source: Miles, Feulner, and O’Grady (2004).

The rating of economic freedom produced collectively byHbketage Foundation and
The Wall Street Journaljuestions, however, whether Ukraine have been libedalis
even in the economic sphere. The Heritage Foundatiod&sxicasts a serious doubt
about Poland’s alleged free market status as well. FigbreHaws that the Ukrainian
economy (its institutional arrangements) has beersifled as ‘mostly unfree’ since
1995; before that Ukraine was classified as a country wheghiessed economic
freedom. Therefore, on the basis of the reported tefvetonomic and political freedom
in Ukraine, one has to shift the Donbas from the cajegbsuccessful transition cases
(which are characterised by high economic growth) totttsel group of partially
liberalised, failed transition cases. However, such aemwould contradict the
economic outcome of post-communism in the region, wtacbording to the orthodox
model, should have been characterised by economic dedkieeme inequaliy,
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poverty, and creeping stagnation. On the other hand, dPolyportedly became a
‘mostly free’ economy around 1998 and remained in that catemy@r since. Yet, as
Figure 5.5 indicates, Poland’s ranking has been far beldvotlizee market economies,
signifying the country’'s only partial economic liberalisati" On this basis, the
orthodox transition approach’s hypothesis of multipleedalisation can hardly be
applied to the Polish case of post-communist transfoomas well. Thus, to the extent
that the explanatory and predictive power of the libeealsition theory is concerned, it
fails to provide us with a tool either for understanding die¢éerminants of the post-
communist transformation in the two East European nsgior for interpreting its

outcomes.

PROBLEM FIVE: FREEDOM, GROWTH, AND OFFICIAL RATINGS

The possession of different degrees of freedom (‘i@di'sus ‘partial’) by two similarly
performing post-communist regions presents a serious profidenthe potential
applicability of the orthodox model to this particulamaparative case. Furthermore, it
brings out a fundamental discrepancy. What degree ofqadland economic freedom,
if quantified, could be sufficient for economic growth? oy observer or practitioner
of post-communism outside the orthodox neo-liberal pgradihis question could
appear doctrinaire. For a paradigm based upon the conckatrobnising liberties and
scientific quantitative methodology, to answer the qoastiould be indispensable.
Such an ambitious enterprise should inevitable fail, howyefrapplied to the present
study of Upper Silesia and the Donbas (and of Poland andrgkirageneral). Leaving
aside the normative aspect of the transition-asdisation theory, the major problem
lies in the most basic issue, that is, the widelylaaeed causal link between freedom
and growth. The mere existence of causality in this caseot even be established, if
one relies upon the empirical evidence presented in vaaotisorised ratings of

freedom.

In Figure 5.6 below, | have combined four freedom andsitian ratings, which are
most frequently used by neo-liberal theorists of post-consnu The first two are

31 According to the latest Heritage Foundatidmdex of Economic Freedom in the Worlde group of
totally ‘free’ economies include all the countriestthee traditionally characterised by the Anglo-Saxon
liberal competitive capitalism such as New Zealandlhiéed Kingdom, the United States, Australia,
and Canada. The only post-communist country that has &pp&arongst the economically ‘free’ is
Estonia (see Miles, Feulner, and O’Grady 2004).
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ratings of economic freedom prepared by the Heritage FaandafThe Wall Street
Journal and by the Fraser Institute (a libertarian think tank dbaseVancouver,
Canada). The third rating of political freedom and civicrlies was produced by the
Freedom House. The fourth rating was developed by the Eamo@ank for
Reconstruction and Development to measure progressimadenomic transition, that
is, how far a particular post-communist country stamd&€s move from a standard
centrally planned economy to a standard free marketoawpn have re-arranged the

four different rating systems to produce a comparablesta

Freedom 100 ‘ Capitalism
A POL
Free
A
75— | POL
POIA  Mostly Free
POL UKR
A
50 —— UKR
UKR Mostly Unfree
25 i
Repressed
Repression 0 1 Socialism
Economic Economic Political freedom Economic

freedom (Heritage freedom (Fraser and civic liberty transition (EBRD
Foundation index) Institute index)  (Freedom House score)

index)

Figure 5.6.Four ratings of liberties and transition progressafland Ukraine, 2003-
2004 scores

Note: The four different rating systems were adjusted and céispescores re-defined
on a 0 to 100 scale. For the three freedom ratings, &n® total repression and ‘100’
means total freedom. For the fourth rating of economamsition, ‘0’ means an
unreformed state socialist economy and ‘100’ means ralatd market economy of
industrially advanced Western countries. Four additionaddsuvsions run respectively
at each one-fourth of the scale.

Source Author’s calculations and adjustments on the bas$iMiles, Feulner, and
O’Grady (2004); Gwartney and Lawson (2004); Freedom House (220Q3a, 2004a);
EBRD (2003).

Figure 5.6 illustrates the respective rating scores for -2008, when both Upper
Silesia and the Donbas have achieved a full econondoveey from the initial

transitional depression. Figure 5.6 indicates that, acuprth the first and the third
indicators (i.e. the Heritage Foundation’s and Freedoraskls indices), during its
growth stage the Donbas has been functioning within cestriand mostly unfree
economic and political systems. In turn, Upper Silesia Ibeen part of a mostly free
economy and a totally free polity. Based solely on tts¢ &nd the third indicators, one
could, perhaps, argue that both the region and Ukrainenergieshould be analysed
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within the ‘non-transition’ scenario rather that tHeiled’ transition scenario of the
liberal model. The EBRD rating brings discord into time of logic, however. It shows
that, although still far from total completion, the dkrian economy has accomplished
more than half of its free market transition tasks, defined by the Bank itself.
Moreover, if one disregards the first and the third indisaand focuses exclusively on
the remaining two, including the EBRD’s transition ratingd ghe Fraser Institute’s
freedom index, one could claim that by the beginning of thenty-first century
Ukraine moved both politically and economically vergsd to the ‘mostly free’ status.
The discrepancies between several freedom and transimidicators show how
vulnerable the neo-liberal paradigm might be to theabdlty of the data based upon
different methodologies of ‘freedom’. This further weakehe explanatory power of
the transition model, when applied to the comparative stfithye Polish and Ukrainian

transformation experiences.

IS THE ORTHODOX TRANSITION MODEL APPLICABLE?

Being of an empirical nature, my discussion has besther designed nor aimed at
falsifying the entire orthodox transition theory. tain goal is to assess the explanatory
power and, thus, the potential applicability of the titamsias-liberalisation model for
the research purposes of this thesis. It appears that ¢ertain extent orthodox
transitology is of limited application. | argue furthbat liberalisation itself — the major
independent variable of the transition paradigm — is praddienras an explanatory
factor, which could account for the varied transformmatmutcomes. My critique
proceeds along the main lines of the transition agendacthaists of two central

reforms: macroeconomic stabilisation and structuralsadjent.

Extensive state ownership and control, price controleney finance of fiscal
expenditures have long been considered amongst the fentEindeficiencies of state
socialism. Therefore, according to the neo-liberadneenic reform strategy, price
liberalisation, fiscal consolidation, and privatisatioshould be initiated and
implemented as soon as possible to free the econamy the excessive government
burden and to stabilise it afterwards. The virtuous cirtliberalisation is supposed to
work within the economy itself.
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Figure 5.7.The general government sector expenditure balance (budgst) @def share

of GDP, Ukraine and Poland, annual percentages and tfe3%i%,2004

Source: Author’s calculations on the basis USSC (2000, 2002, 2003, 200860 P
(1996, 2000, 2002, 2003, 2004a); Easterly and Sewadeh (2001); NBU (2004); OECD
(2004a).

Figure 5.7 presents data on public expenditure balances indParta Ukraine between
1992 and 2004. It shows the divergent trajectories of fisaadadmlation in the two
countries. Whilst economic growth in the Donbas has lbéghly negatively correlated
with misbalanced public finances (in line with monetariddpper Silesia appears to be
able to achieve sound economic performance as welltaghar level of social and

human development under a much loosened, deficit-finanaggkeb policy.
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Figure 5.8.Economic growth and the general government sector ekpsmds share of
GDP, Ukraine and Poland, annual percentages and trends, 1992-2003
Source:Author’s calculations on the basis of EBRD (1995, 2004)S0%2000, 2002,
2003, 2004a); NBU (2004); World Bank (1999); PSCO (1996, 2000, 2002, 2003,
2004a); Easterly and Sewadeh (2001); UN (2004); OECD (2004a).

Furthermore, the idea of limited government causing bettenomic performance and
development is questionable, when applied to our comparstiudy. Figure 5.8 shows
the comparative sizes of the Polish and Ukrainiarestaéfined by the share of general

government sector expenditures to GDP. It indicatesthigaUkrainian state has been
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downsized at a much faster pace than its Polish counteK@vever, as Figure 5.8
indicates, in Ukraine, the process of ‘de-statisatioms lappeared to coincide with
economic decline. By contrast, in Poland, the regrestiend line of the general
government sector's expenditure moves almost diagonalNyndard to the right,
whereas the economic growth trend moves diagonally upwarthe right, thus,
generally supporting the monetarist argument.
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Figure 5.9.0wnership structure, Silesian voivodship and Donetsk old862-2003
Source:Author’s calculations on the basisDOSO (2002, 2003, 2004a); SOK (2001,
2003c, 2003d).

In another contrast to the liberal transition paraditma extent of state ownership and
control over the economy and factors of production caanoount for economic and
industrial performance alone. Figure 5.9 shows that adnessritire regional economy,
the Donbas has been characterised by a more extensuatigation drive. Larger
shares of investments, profits, and output have been cavitedontrolled by the private
enterprise in the Donbas than in Upper Silesia. Slightlye labour has been employed
by the private sector in the Polish region, whilst tta¢esowns or controls analogous
shares of productive assets in both regions. On the lodinel, neither of the two regions
is one where private ownership and control of the meangradfuction has totally

prevailed.

In addition, it is hardly possible to find a definiterelation between state ownership
and development and, conversely, between privatisatiograwdh. Figure 5.10 below
shows that the Donbas industry returned to growth (in 19%h) aver 66 per cent of
output being produced by non-state-owned enterprises.
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Figure 5.10.Privatisation of Upper Silesian and Donbas industriesirastustrial

growth, 1989 - 2002

Source Author’s calculations on the basis of VSO (1989, 1991, 19924, 1996,

1997, 1998); SOK (1999, 2000, 2001, 2002a, 2003c, 2003d); DOSO (1991a, 1992,
1993, 1994, 1995, 2000, 2002, 2003); some Upper Silesia’s data inputs éar i
1990s are estimates based on regression.

In Upper Silesia, industrial growth resumed (in 1994) witls l#®n one-quarter of
output in private hands. The contrasting regressionl tiers presented in Figure 5.10
cast further doubts on the integrity of the free matkgiothesis as applied to both
Upper Silesia and the Donbas. Figure 5.10 indicates thet thean evident positive
correlation between Upper Silesia’s privatisation progesss the regional industrial
output dynamics. Yet, by contrast, in the Donbas, thafsation trend line’s direction
is in conflict with the region’s industrial growth regs#on trend. Thus, following the
orthodox transition paradigm and applying economic liaton as the major
independent variable to the study of transformation in Ujgplessia and the Donbas
does not lead to an adequate explanation of the post-enistnphenomena in the two

regions. An alternative approach is needed.

CONCLUSION

In this chapter | have examined the possibility of applyimegdrthodox transition model
of post-communism to the comparative study of Upper id@il@sd the Donbas. | have
claimed that the transition paradigm cannot be appbetesolve the major research
guestion of this thesis for it contains a number of furefgal problems. The concept of
the virtuous circle of liberalisation, which explicitjyrovides for simultaneous and
mutually beneficial political and economic liberalisati@annot be applied to growing
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post-communist economies with partly liberalised peditor economies. On the other
hand, | have argued that (economic) liberalisation irfitssn hardly function as the
major independent variable. The explanatory power ofrtvesitology model, based on
free-market oriented reforms (macroeconomic stahiisat fiscal consolidation,
privatisation and structural adjustment), has appeardzk tof limited applicability to
this study, since neither of the two post-communist regappears to present a case

sufficiently close to the neo-liberal ideal.

The importance of differences in the initial condisobetween Upper Silesia and the
Donbas has been emphasised. | share the opinion afrdben of scholars that
inflationary pressures, the phenomena of disorganisationtieade implosion had a
much more detrimental effect upon the former Soviettoeis and on the Donbas in
particular, than on the post-communist countries oft@érand Eastern Europe.
Nevertheless, it has been contended that such a standpdiner weakens the
explanatory power of the orthodox transition modéijoh stresses the importance of
‘right policies’ (i.e. full multiple liberalisation)as the primary independent variable.
This chapter’'s empirically-driven discussion has not lzetst capable of falsifying the
entire orthodox theory of transition. The major purpofthis discussion, however, has
been to demonstrate the weak explanatory power of tmsitican-as-liberalisation
hypothesis and the inappropriateness of the neo-liberaiticsmn model as regards the
post-communist transformation paradox found in the coatparcase of Upper Silesia
and the Donbas.

PART TWO SUMMARY: THE LIBERAL TRANSITION PARADIGM, | TS
EXPLANATORY MODEL AND APPLICABILITY

In Part Two, | have critically examined the transitmaradigm of the post-communist
transformation and evaluated the explanatory powersahéory. In Chapter 4, | have
considered the basic premises, assumptions, and dedudedatxms for the divergent

outcomes of post-communism provided by the system traagfeoach. | have claimed
that the orthodox transition paradigm has been basdteophilosophical premises of
liberalism and constructed within the methodological frant&s/oof neoclassical

political economy and the economic approaches to @alitt has developed a paired

liberalisation hypothesis. According to the liberal stiedl model of transition, the
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liberalisation of the economy should be combined semaglbusly with the liberalisation
of the polity. Only the workings of mutual liberalisatiand the construction of a social
formation based upon the virtuous circle of economic antitigad freedoms
guaranteeing unhindered economic and political competiticen considered to be
sufficient to ensure successful transformation. A lypdilieralised polity and partly-
reformed economy can only generate a transition failtlhe absence of any substantial

liberalisation means a non-transition, that is, séonen of continuity of the old regime.

The causal model derived from liberal theory puts its annemphasis on the balance
of power between communist hard-liners and liberal dertioavpposition, and on the
results of the ‘founding’ elections. The victory of teti-communist opposition results
in political liberalisation and the introduction of liberdemocracy, which triggers
market-oriented reforms aimed at establishing the freergige economy and, thus,
leads towards the ultimate success of transformatib@.victory of ex-communists and
the old elite results in the rejection of liberalisat@s such. The indecisive outcome of
the initial elections stalls political liberalisatiomda leads towards authoritarianism,
which, in turn, generates a deficient corrupt economitesysresulting in economic
decline, social regress, and political instability. Thee¢hresultant outcome scenarios
(successful, non-existent, and failed transitions) saie to be representative of the

entire period of post-communism.

In Chapter 5, | have attempted to apply the orthodox mddebst-communism to the
comparative study of Upper Silesia and the Donbas in timmsMy discussion has
substantiated the necessity of having an alternative agprt@wards the post-
communist phenomena. The conventional transition model beas incapable of
interpreting the dynamic nature of the transition ougsim the two regions concerned.
| have argued that the concept of the virtuous circle ilérdlisation cannot be
effectively applied to growing economies with incomplgetdiberalised polities.
Moreover, liberalisation in itself could hardly be udefs the major independent
variable in the study of Upper Silesia and the Donbasrupo&-communism. | have
argued that the negative legacies of state socialisnghwhere inherited by different
post-communist countries to a different degree, could proaigeuch more suitable
explanation for the economic depression of the fiaf of the 1990s, than the one
developed by the orthodox transition model, which plaesponsibility on slow and

incomplete liberalisation. The explanatory power a trthodox transitology model,
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based on the simultaneous radical liberalisation efgbst-communist economy and
polity, has appeared to be of limited applicability for tthiesis’s research problem.
Essentially, the neo-liberal model cannot provide an adecreswer as to why Upper
Silesia and the Donbas have been following a similafopeance trajectory, despite
possessing arguably different degrees of economic and pbfittedoms? A pressing
need for an alternative conceptual approach has bedifieten
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Part Three

The Political Economy of Capitalism in Transition
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Towards an Alternative Paradigm of the Post-

Communist Transformation

Part Three is aimed at resolving the research probletmsthesis (i.e. why have two
structurally similar, old industrial regions of neighbogriEast European countries
generated varied transformation outcomes?) by providingra adequate account for
the internal dynamics, tensions, and forces of postoamsm in Upper Silesia and the
Donbas. In Chapter 6, | will outline an alternative apphowards post-communism
which draws its assumptions and explanations from twamegiong works in

comparative political economy by Peter A. Hall and DaSmwmkkice, and by Bruno
Amable. The new theoretical framework of the post-camist transformation is based
upon Amable’s concept of hierarchical and complementasttutions, which are the
result of the contentious path-dependent process of pbamnomy. The core idea of
this alternative approach is that particular socio-galitdynamics, mediated through
the national political system, lead towards the edaitvient of particular institutional
arrangements. The ultimate outcome of such politicahemic processes of institution-
building in different environments is the variety or dsmy of types of modern

capitalism. Variant models of capitalism might n@semble each other in form.
However, provided they have generated a natural complamyembix of major

institutional arrangements, variant capitalisms miglesemble each other in
performance, that is, most of the ideal-types couldapalsle of delivering sustainable

growth in output, productivity, employment, and income.

It is contended that by applying this comparative politeanomy framework to the

study of post-communist transformation in Upper Silesd the Donbas, | will be able
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to define generic features of post-communist capitalistita conceptualise its future. |
argue that the ‘varieties of capitalism’ theory caeldia much deeper insight into the
post-communist phenomena than the liberal transitiondgarma Consequently, in
Chapter 7, | will examine the contemporary institutionasigie of post-communist
capitalism in Poland and Ukraine in general, and in Uppesi& and the Donbas in
particular. 1 will claim that similarly sound economand industrial performance
reported by both Upper Silesia and the Donbas since the mid-1998e primary
outcome of newly-developed — though partial and incompleteinstitutional
complementarities within the two capitalist formatiohswill further argue that the
significant difficulties experienced by Upper Silesial ahe Donbas in resolving some
urgent social welfare and human development problemsarseed by a number of
institutional inconsistencies which (still) characterisetpmmmunist capitalism of the
two regional versions. In Chapter 8, by applying the thedrynstitutional political
economy, | will show how the two variant post-commtrgapitalisms have been

constructed and why they have evolved into the presembioed form.

THE PATH DEPENDENCE OF POST-COMMUNIST TRANSFORMATIO NS

The orthodox neo-liberal paradigm, especially itssilzal orthodoxy or ‘free market
fundamentalism’, has been strongly rejected by a laigeber of scholars from the
very start of the post-communist era. As early as 198bn Kenneth Galbraith, a
leading US political economist, attacked the mainstre@amsition strategy as being
based on an ideological construct of the free enterpdsaomy that ‘bears no relation
to reality and exists all but entirely in the minds anthbly in the hopes of the donor’
(Transition November 1990: 8). Thus, the fundamental flaw of the damhitransition
policy direction has been attributed to a misunderstanaif the foundations of a
market economy as well a misunderstanding of the badies institutional reform
process by reform models based on conventional neoclassaadmics (Stiglitz 1999,
2003; Kotodko 1999, 2000a; Marangos 2002). For the critics of Washiogtwensus
reforms, the neo-liberal marketisation of the post-camst countries has become
synonymous with a catastrophic loss of national weatgnomic mismanagement,
wasted resources, and social misery (Kotodko 1998). They haiatained that
whenever democratic governments followed neo-liberalt$eribe outcome has been
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stagnation, increased poverty, political discontent, #&eddebilitation of democracy
(Bresser Pereira, Maravall, and Przeworski 1993).

Some critics of the orthodox transition paradigm -tonmisal and sociological
institutionalists, and new institutionalists of neodleas political economy — have
followed a modern theory of institutions, institutionghange and their effect on
economic performance developed by Douglass C. North (1978, 1984),. {99@rs
have followed the French School of Economic Regulatwith its emphasis on the
diversity of different ‘mixed’ capitalist economie$hey both have emphasised the
existence of historically dependent paths of developmenhtcaltural rules and norms
that represent institutional constraints to or opporgsifor change. Generally, the
concept of path-dependency in social sciences referbetondn-uniqueness of the
ultimate equilibrium. In other words, path-dependency mdhaat a state of balance
between the opposing forces (in which there is no teryddén change) is not
independent of how the (economic or political) systens gbere; there exists a
possibility that what happens in one period affects thewang events for a long time
subsequently. However, path-dependency should not be confusedhysteresis
implied in the transition paradigm. Whilst hysteresisangea retardation, lagging of an
effect behind its cause (as during the policy reform tmgg, Ipath-dependency stresses
the duality of heritage and creation, i.e. ‘evolutionfegtures of system trajectories
characterised by out-of-equilibrium self-organisation’ @mce and Magnin 1997:
197).

Applied to the problem of the post-communist transfoimmatthe path-dependent
approach focuses on three fundamental concepts — midiuegsity, and complexity.

The transition paradigm is rejected by path-dependenawigte for its study of the

present as an approximation of a designated future thatved by teleology in which

concepts are driven by hypostasised end-states (Stark 1997y Jde the

transformation processes as resembling not so mucledlaeies of the past or the
architectural design of the ideal future as ‘bricolage astoiction using whatever
comes to hand’ (Stark 1992). Path-dependence is thus ‘eytheibher of determinacy
nor indeterminacy but a method for grasping the recombichatacter of social

innovation’ (Stark and Bruszt 2001: 1132). In the words of Davatk$S the major

theorist of the path-dependency approach:
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As the science of the not yet, transitology studies ... theiti@re present [as] a
period of dislocation [in which] society undergoes the passagegthradiminal
state suspended between one social order and another, eaeivemas a stable
equilibrium organized around a coherent and more or lessryihigic. But is ours
still the century of transition? ... Change, even fundamehi@hge, of the socialist
world is not the passage from one order to another but reamangge in the
patterns of how multiple orders are interwoven. Orgaiozat innovation in this
view is not replacement but recombination. Thus, we exahome actors in the
post-socialist context are rebuilding organizations andiutisins noton the ruins
but with the ruinsof communism as they redeploy available resources in response
to their immediate practical dilemmas. With such a conekepath dependence, we
explain not the persistence of the past but how multigleés are being contested
in the present. Instead of paralysis and disorientatiofocondemnation to
repetition or retrogression, we see ongoing processes afiragional innovation
— for it is through adjusting to new uncertainties by iowsing on practised
routines that new organizational forms emerge (1997: 35-3@sitalioriginal).

For the scholars of path dependence, ‘designer capitattgannot work in post-

communist Europe, since it is based on a set of wrosgng#ions. Firstly, the

capitalist institutions that have preformed so well other economies cannot be
replicated according to a set of instructions. Secorallgew social order cannot be
dictated and policymakers in newly emerged democraciescanstrained by the

citizenry, which may not be willing to bear the codtsransition. Thirdly, it is wrong to

assume that the collapse of communism has left d@nuiisnal void. Therefore, the
‘hastily drawn-up marching orders to create capitalismbinsteps or sixty’ would be

inevitably constrained, if not blocked totally, by instituabrresources that have
survived the exit from state socialism (Stark 1992).

Besides its closer attention to the socialist padtthe explicit rejection of the ‘only
liberalisation matters’ postulation of the orthodossteyn transfer theory, the path-
dependent approach’s major contribution to the field ot-posimunist studies has
been in its shift of the stress to institutions, orgatiosial forms or ‘modes of
governance’. Yet, in this respect, the position ofgpproach is contrary to the revived

32 1n another passage, David Stark and Laszlo Brusztfoasefully argued against the core assumption
of the orthodox transition paradigm: ‘Assuming that theyew'starting from scratch”, Western advisors
from the International Monetary Fund and universitgeuhinstitutes issued instructions for new “rules of
the game”. But the ruins of communism were not a tatada; and so the new hybrid game was played
with institutions cobbled together partly from remnaritthe past that, by limiting some moves and
facilitating other strategies, gave rise to a bricolafgmultiple social logics. If from these coexistinglan
overlapping principles they are building a distinctivelgtsocialist capitalism, they share with all
modern societies a common feature that the sodiaktfes woven with multiple, discrepant systems of
value. Neoliberals, whose free market doctrines guieéMfr, would not be fond of this metaphor. For
them, the fall of communism is nothing more or I&sd the triumph of the market. Capitalism has a
single logic, pervasive now throughout the globe and @singly throughout every sphere of society ...
There in no viable Third Way, much less a fourth or fiffti, only a single path, a one best way (2001
1129).
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conservative concept of convergence, which is both theatide and advisable ending
point of the post-communist transformation accordinght conventional transitology.
The path-dependent approach emphasises that insteadmhxppolitical economies
of post-communist Europe according to the degree to whighdeform to, or depart
from, the ideal types of Western-style capitalismme ashould be concerned with
variations and mutations evolving from the recombinatibthe inherited forms with
emerging new ones. Therefore, in placérafsition (driven by hypothesised end-state),
the path-dependent approach analysatstransformationsin which the introduction of
new elements occurs in combination with adaptations aodnfigurations of already
existing institutional norms. The path dependence approaclomgptrecognises the
‘mixed’ or ‘recombined’ forms of capitalism which have enged in Central and
Eastern Europe as being inevitable, but it also presuraepadist-communist countries
might eventually benefit from such a diversity and flékipof organisational forms
(Stark 1996; Grabher and Stark 1997; Stark and Bruszt #398fording to Bernard

Chavance and Eric Magnin:

The notion of the ‘mixed economy’ has been the target dfevdriticism ...
Economic liberalism opposing or criticizing in principle thetion of the mixed
economy has obscured both the real nature and variety of Wesigtalism, and
the specific problems of systemic change in the posalsicworld. The concept
of a ‘market economy’ understood as a kind of pure or simpterayeducible to a
single universal coordination mode is misleading. Capitalistesys, in their
historical and national diversity, have all been charasd by a high degree of
institutional and organizational variety, and by a complepertoire of
coordination modes or governance forms ... In place ob@ooausal pure system,
we find in the family of capitalist systems combined oxedi economies in which
various forms are present and different principles arevak ... Post-socialist
transformation has produced complex developments in the econbicly gannot
be reduced either to marketization and privatization asraketnends, or to simple
obstacles and delays in this direction. Specific and evohon§gurations of post-
socialist economies are characterized by their composw®pioed or mixed
features. Such heterogeneity does not boil down to the simptesitory’ nature of
economies moving from one alleged pure system to another. Ihdlepa the
historical and path-dependent character of systemic chary@rathe complex
nature of capitalism in general (1997: 196-97).

% One has to be mention here that a similar evolatipperspective has also been adopted by several
libertarian economists, most notably by Peter Muael Kazimierz Pozmigki (see Murrell 1992a,
1992b, 1995; Poznanski 1995, 1996, 2001), and by some conservativegsisdKing 2002), who

have long advocated a gradualist strategy of econommisiticn. However, in striking contrast to the
critical path-dependent tradition, the liberal evolutibsholars believe that the East European type of
capitalism is defective. They claim that the mostuaaie meaning of the ‘path-dependent’ nature of
transition is that capitalism has been built with ‘t@mmunist tools’: ‘This form of capitalism is not
recognisable, because a similar property structurerdumiesxist in any well-developed capitalist
countries. Rather than instantly fading away like a stamtéd with a strong detergent, communism has
retained a strong hold on the emerging capitalism’ (R 2001: 320-21).
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A significant consequence of the path-dependent approashini the sphere of
methodology and new paradigm-seeking. As some authors hegued, what is
currently lacking is a paradigm of post-communist cépita developed around the
concept of ‘divergence’, of different types of capgali in the post-communist world
(Lane 1999). The theorists of path-dependence have beefirshéo attempt to
conceptualise this newly emerging ‘composite, combined or dhigapitalism in
transition. As Stark and Bruszt (1998) have maintained, cammot grasp the post-
communist world through the old dualisms of private/public,rketzhierarchy,
capitalism/socialism, since after the demise of stat@alism the ‘method of mirrored
opposition’ — comparisons East-West — are no longer fiuifioey have proposed to
engage in ‘comparative capitalisms’, i.e. into the parative institutional analysis of
‘really existing’ capitalisms vis-a-vis each other describe and account for the
emergence of a distinctively East European capitalidence the research question of
the path dependent approach towards post-communism is whetbembinant
processes — blurring of public and private, blurring of entsgpboundaries, and
blurring the boundedness of legitimising principles throughclwvhactors claim
stewardship of economic resources — result in a new oypmixed economy as a
distinctively East European capitalism (Stark 1997; Star#t Bruszt 1998). Yet, as
these theorists of path-dependence admit, if a full amiren of the distinctive
character of an East European capitalism can onlycbhieaed through comparison to
other relevant cases, how are we to engage that cmwmpawithout already
understanding the major contours of various post-commciassts themselves?

INSTITUTIONAL COMPLEMENTARITY, HIERARCHY, AND POLIT  ICAL-
ECONOMY EQUILIBRIA

To respond to the research problem posed by the path-deperaggmmoach, one has to
address two fundamental issues: (a) the issue of ‘neajptours’ of capitalism itself,
and (b) the path-dependent (re-)drawing of these contdhesfirst problem refers to
which institutional arenas of capitalism should indeedcbsesidered central to the
working of the whole system. The second problem is Hm@sd institutions are created
or arrived at. We will start with the second questiastf before returning to the

definition of capitalism and its major contours.
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The classical idea that the production, distributiod aonsumption of wealth in a
human society is solely attributed to the actionezbnomic man’, who, in a consistent
action and a rationally calculating manner, allocatpsts of land, labour, and capital,
has long been questioned since the mill-d@ntury by the great works of the German
Historical School, Karl Marx, Max Weber, economioc®logy in France, and
institutional economics in the USA. The common groundhese criticisms is that the
classical political economy of Adam Smith and David Rilcangnores the non-
economic, ‘super-structural’ or institutional environmemhe rise of neo-classical
economics in the late f&entury and, especially, the revision of the market duetsy
monetarism and supply-side economics in the late 1960s and, I@&f@sprompted a
renewed attention to ‘the rules of the game’ (for aatlelabout modern institutional
economics theories, see Hodgson (1994) and Williamson (1994).

Orthodox economics has been criticised for relyingdatorting and oversimplifying
theoretical formalisations and mathematical modelsgiison 1988), and for neglecting
‘the set of fundamental political, social and legal gbunes that establishes the basis
for production, exchange and distribution’ (Davis and Nd@@1). Douglass North’'s
Institutions, Institutional Change and Economic Performar{@®90) — with its
statement of the institutional framework as a majoermeihant of the performance of
an economy — has provided a new impetus for the study tfutimns. Generally
following the rational choice theory, North defin@stitutions as the humanly devised
constraints that shape, structure, and motivate plitieconomic, and social
interactions; or, in other words, as the rules efgame in a society that consist of both
formal institutions (constitutions, law, property rightand informal constraints
(customs, sanctions, norms, codes of behaviour, tradjtivhich reduce uncertainty by
establishing a stable (but not necessarily efficiemticgtire to human interaction (1990;
1991).

Whilst accepting North’s definition of institutions, amber of authors, however, have
raised some further questions. The first question is ehetliferent institutions are
totally autonomous or whether they function in somerdaependent fashion. Masahiko
Aoki (1994) has been the first to argue that, similathe concept of ‘complementary
goods’, there can exist complementarity between théutisns of political economy.
In the basic case of complementary goods, pairs of gimydshich consumption is

interdependent, for example motor-cars and petrol oorband eggs are known as
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complements; and changes in the demand for one will haa@mplementary effect
upon the demand for the other. In the casesiitutional complementarity

Two institutions can be said to be complementary ifpttesence (or efficiency) of
one increases the returns from (or efficiency of) the otlamversely, two
institutions can be said to be ‘substitutable’ if the absesrcinefficiency of one
increases the returns to using the other. [...] This pointutaligstitutional
complementarities has special relevance for the studgraparative capitalism. It
suggests that nations with a particular type of coordinatioone sphere of the
economy should tend to develop complementary practices in qiheres as well
... If this is correct, institutional practices of varidypes should not be distributed
randomly across nations. Instead, we should see sousterthg along the
dimensions that divide liberal from coordinated market ecos®niHall and
Soskice 2001b: 17-18).

In addition to complementarity, another essential guesvith regard to institutions in
political economy is whether there are institutiohattare more at the core of the
system than others, i.e. the institutions which sohee giroblem of rule-enforcement
mechanisms, since not all institutions are necessaslf+pslicing. Some have
addressed the issue by considering institutions as problemgalvgnitive models of
individual behaviour (Mantzavinos 2001). Others, however, haglefined the whole
view of an institution as an endogenous-equilibrium styatdghuman interaction: ‘a
self-sustaining system of shared beliefs about a sali@yt iw which the game is
repeatedly played’ (Aoki 2002). In a critical review of n@stitutionalism, Caporaso
and Levine have pointed out to the following problem wittplging economic

reasoning to political institutions:

With the extension of self-interest calculation to thagiesf institutions, we lose
any sense of an enduring social world within which perdom themselves,
discover their identity, their sense of self, and the wappsopriate to that sense of
self. Institutions, in part, make up that enduring socialdv@ur institutions allow
for a frame of reference that is not contingent on exogenousr@mees. If
institutions are to take on this role, self-interest cabeoexogenous to them, or at
least not to all of them. At a minimum, this suggeswdivésion between those
institutions aimed at serving self-interest, and thusviuch exogeneity might be a
reasonable assumption, and those institutions that paréicipahe formation of
interests, for which the exogeneity assumption is inapptepri@ the extent that
political institutions fall into the second class, politieonomy might concern
itself with clarifying the necessary distinction (1992: 156-57)

Bruno Amable has recently merged the two dominant vigfwastitutions (i.e. as the
rules of the game and as equilibrium strategies) by idgfia two-tier game structure
for the behaviour of agents. The lower tier defines ajesirategy in a given
institutional framework; institutions in such a setting taken as rules of the game. The
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lower tier corresponds to a situation of relative iinsbnal stability, in so far as the
rules of the game are not significantly altered by tithvidual strategies devised by
agents. On the other hand, the upper tier, which isetel bf the meta-game in the
institutions-as-rules view, defines the framework of twelr-tier game. The upper tier,
thus, corresponds to Aoki's game, where institutions emegeself-sustaining
equilibrium strategies (Amable 2003: 34-35). Amable’s upper tistitutions also
correspond to what Caporaso and Levine have implicidgrilged as the second, upper
class institutions. Whilst this does not fully settle Gago’s and Levine’s probleff,
Amable’s two-tier institutional framework explicitly ploss for the existence of a

hierarchy among institutions.

Institutional hierarchy according to Amable, thus means that institutional aesigne
area depends on or takes into account the constrainiacndives associated with the
institutions prevailing in other areas. While the notioh complementarity links
different institutions between different elementsnditioning the coherence of the
whole system, the notion of a hierarchy insists that iostitution or a few institutions
somehow impose the conditions as to which complemematitutions are going to
supplement them and those few institutions dictate dimamics of the whole
architecture as such. Yet, according to Amable, the touwecs of hierarchy is not
anteriority, since institutions can be changed. Followirggr@n’s (2001) distinction
between three types of rules, Amable maintains thetitutional hierarchy is defined
according to which set of rules dictate the design arssiptities of other rules. By
focusing on the conflict of interest, his approach goesidurby explicitly considering
the political aspect in the emergence, stability, amdhdycs of institutions affecting the

economy and the polity.

Amable outlines a theory of institutions as a set adgtihat structure social interactions
in particular ways not only as endogenous (i.e. self-sustg equilibrium strategies,
but more specifically as political-economy equilibri@. as the outcome of strategic
interactions among agents in a specific power structieace a choice of institutions
directly or indirectly becomes a political choicerdftlects the political equilibrium that
prevails in the society. Institutions are a product & tompromise that has been

34 Similar to North and his followers, Amable formalishis theory in rational choice terms using a game-
theory bargaining methodology. However, in contrashéortew institutionalists of neoclassical political
economy, Amable significantly relaxes the underlytimgsis of exogenous technology, preferences, and
interests (see Amable 2003: Chapter 2).
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reached over distributional conflicts. According to tihisory of institutions as a socio-
political compromise, the institutional configuration af aconomy depends on the
formation of a stable dominant social bloc coalescirfifgréint socio-political groups

inclined to support a coalition with a certain politicalagtgy. The implementation of
this strategy leads to institutional change in a diredtat is beneficial to the dominant
social bloc. However, the dominant social bloc itselamn alliance of different and, on
occasion, diverging interests. Therefore, the ingitiad structure that will rise from the

political strategy which it supports will be a re-neg@tthcompromise.
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Figure 6.1.Institutions as a political-economy equilibrium: BruAmable’s theory of
political economy
Source:Amable 2003: 48.
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Figure 6.1 provides a graphic presentation of Bruno Amablesryhof political
economy. In striking contrast to the static theorypost-communist transformations,
Amable’s approach has an in-built output feedback loopn&oic performance has a
direct and regular effect upon social agents. Furthexmihe aggregation of social
preferences is conducted within the prevalent ideologic#iinge whereas the
formulation of political demands and the formatiortla winning political coalition are
mediated through the political system:

% A socio-political group, accordingly, joins togethevesal social groups (e.g. workers, managers,
farmers, pensioners, etc.) that have a common polgaal
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Because social agents do not generally possess a perfeoh 0§ all
interdependencies and complementarities between institutibeascompromise
does not apply to all the institutions of an economy, but has te-established as
changes in the economic environment modify agents’ options andgstsat...
Complementarity between institutions makes the implementat policy, as well
as institutional design, more complex. Institutional desigon@ area depends on
the institutions prevailing in other areas ... Whereas ttiemof complementarity
links different institutions and modes of organization spacific architecture and
focuses on interaction between the different elements comidg the coherence of
the whole system, the notion of a hierarchy insists on théve importance of
one or a few institutions for the structure of complementauy the dynamics of
the institutional architecture as such ... Hierarchicallpesior institutions
according to our definition are not necessarily those thahgsh the least. A
rational political strategy from the point of view of pol&iagents may well be to
favour change affecting the most crucial institutions fordbwninant bloc as long
these changes are profitable for the bloc and reinforcpdiitecal support of the
coalition. Therefore, stability of institutions is alsofumction of the political-
representation system, such as the number and weigetaplayers. Institutions
are less likely to change if they are hierarchicallthattop and if changes affect in
differentiated ways the different socio-political groupat have some veto power
(Amable 2003: 66-67, 69).

Thus, taken as a whole, the outlined theory of instigtiand politics portrays an
economy as a system governed by a set of complemensatytional forms resting on
specific political equilibria, which, in turn, define thestarchy among institutions (see
Amable 2003: Chapter 2). The question to be put further is fdcasethe sets of
complementary institutional forms — institutional arerawhich are located at the top

of the institutional hierarchy.

WHAT INSTITUTIONS MATTER UNDER CAPITALISM?

Here we return back to the first question associated with path-dependency
approach’s quest for a (potentially distinctive) Eastolpaan capitalism, that is, to the
‘major contours’ of capitalism. In other words, wisgecific institutions are considered
to be decisive in influencing the performance and productpecialisation of a
capitalist economy through which one could potentiadigntify the main features of
post-communist capitalism? Prior to discussing theomagharacteristics of the
emerging capitalist political economies in Upper Silesid the Donbas and the ways
they are governed and stabilised, one should, firstlynedhe notion of capitalism.
According to Abercrombie, Hill and Turner, capitalismtg‘pure’ form may be briefly
defined by (a) private ownership and control of the econamstcuments of production,
i.e. capital; (b) the gearing of economic activity riaking profits; (c) a market
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framework that regulates this activity; (d) the appromiabof profits by the owners of
capital (subject to taxation by the state); and (e)pttovision of labour by workers who
are free agents (1994: 41).

Most dictionary definitions of capitalisifalso called ‘free market economy’, or ‘free
enterprise economy’) usually denote a distinct fornsamfial organisation or economic
system, dominant in the Western world since the breakFdgudalism, and based on
generalised commodity production, in which most of the neeaf production are
privately owned and/or controlled, individuals are freeraximise profits, the bulk of
the wage-earning workforce is engaged in employment bytpr{veon-governmental)
employers, and production is guided and income distributegela through the
operation of markets, i.e. by the price system (see Bogddd87: 74-75; cf. Bannock,
Baxter, and Davis 1992: 61; Robertson 1993: 49-50; Britannica 1999-200@aMcL
1996: 54).

A number of authors, however, consider the applicatibminimalist definitions of

capitalism, such as those that equate it with privateeoship of the means production,
wage labour, and economic co-ordination through free ngrigtthose that equate
capitalism with profit maximisation under the pricetsys, or with a combination of

both, to be inadequate. Some argue that the inapprepess of the above-mentioned
definitions of capitalism lies in their disregard @paalist money and banking as the
autonomous and crucial structural specificity of caisitalevelopment (for a critique of
orthodox economic and classic Marxist theories of ngpsee Ingham 1999). Others
emphasise that capitalism is both a multidimensiamal contradictory form of social
organisation and control (Dahms 2000a). Thus, they argueatadyses of capitalism

on the basis of concepts such as ‘free and self-reigmilmarket’ or ‘private enterprise’

tend to be increasingly problematic in the light of thensformations of advanced
capitalism in the twentieth century (Dahms 2000b). Mo#tas agree that in practice
there exist some limitations on market freedoms the¢ hashaped the inner logic of
market mechanism in all countries. Furthermore, capitalis analysed through

conflicting meanings by different social scientists (Gagdens 1971% Finally, it has

% According to an alternative sociological definition:pitalism, as a type of political economy, is a
system of production taking place for market exchange utilisiogey as a medium which determines
differentials of income, levels of investment and thariution of goods and services; productive assets
are privately (collectively or individually) owned, andfit leading to accumulation is a major motive of
economic life. The state, which is embedded in a moleserpluralistic society, established an effective
system of law which secures private property and rightsvners over the proceeds of production. A
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been argued that minimalist notions of capitalism @agicularly inadequate for the
study of post-communist transformations aimed at exgaitie divergence of models
of post-communist capitalism in Eastern Europe, sitbey obscure various
manifestations of capitalism in modern industrialised sesetRecognising these
criticisms, rather than focusing on the definitmingeneric capitalism, in the following
sections | will briefly explore various models of aally existing modern capitalism.

The French RégulationSchool

Since Andrew Shonfield’s (1965) pioneering work on altemeastructures of modern
capitalism, there have been two major schools afighbaimed at developing a fully-
fledged theory of comparative capitalist systems — teadhRégulationschool and the
‘varieties of capitalism’ approach. A group of scholadkapwn collectively as the
School of economic regulation, has argued that theeenar constant, ahistorical
economic principles of capitalisf. Strongly influenced by Marxism, they have
considered capitalist development to be shaped by insh&ltand social factors,
particularly by social-class relations and politicatti@n. According to the
régulationnistetheoretical writings, capitalism develops throughesies of distinct
phases or modes of development. Each mode consiste ofgime of accumulation
and themode of regulationThe accumulation regime comprises a particular patiér
economic activity, i.e. the productive system that kswn internal dynamics and
follows a certain growth path linked to a given technalabtrajectory. The mode of
regulation is an assembly of institutions or ‘strudtdoams’ which act to guide and
stabilise the accumulation regime. Modes of regulagiovern five relationships which
are considered central to all capitalist economlesfdrm of the capital-labour relation
(i.e. the wage-labour nexus); the nature and form ohpatition between firms;
international relations (i.e. how the national eaogas inserted into the international
economy); monetary and credit arrangements; and publiortigh (i.e. the form of
state economic management). The wage-labour nexusigned the core precedence
over the other four institutional domains (Jessop 1990; Breamek Glick 1991; Grahl
and Teague 2000).

major legitimating theory is that of democracy, or pobhy, which entails competition between parties
and groups for influence over the legislature and execativeof government’ (Lane 2000: 486).

3" The Régulation school can be broadly associated withup@f French economists, sociologists, and
political economists such as Aglietta (1979, 1998), Lipig#86, 1993, 1997), Boyer (1987, 1991, 2000),
and Coriat (1993).
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During the 1990s, the Regulation school produced an intellextfuspring — a ‘social
systems of innovation and production approach’ (or SSIRsEhwhas been based on
more robust and wider international comparisons, whistArench school focused on
the largest G-7 economies. The SSIPs approach hasksgyes of capitalism clustered
around different institutional characteristics (and d#fe geographical regions), which
are associated with different innovation capabilities édimdrgent patterns of industrial
and economic specialisation (see Hollingsworth and Bag®7). The approach has
concentrated on the interaction between six majottritboing areas: the scientific
sector, the technological sector, the industrial sedtee education and vocational
training system, the system of labour relations, aadittancial system (for a review of
the SSIPS, see Amable 2003: 85-86). However, given the apfsoamphasis on
innovation, its empirical basis has been in sectandl regional studies. Therefore, the
typology of capitalism produced within the systems of iratimn and production
approach can significantly underplay or alter the diifiees between different
countries, if assessed on a nation-wide basis (foctitigue of the SSIPs, see Hall and
Soskice 2001b: 3-4). Moreover, as one of the critics ngshasised, the process of
classifying countries in different groups within the SSIRsnework does not separate
strictly institutional determinants (e.g. the financigstem or labour relations) from
economic characteristics such as industrial or teclgredb specialisation (Amable
2003: 92)

The “Varieties of Capitalism’ Approach

Peter A. Hall and David Soskice (2001a) have gone beyonédgiationnistemnspired
SSIPs by postulating that many of the most importantumisinal structures depend on
the presence of regulatory regimes that are the presémhe nation-state. Therefore,
one has to examine national-level differences betwegitalist economies and use
more parsimonious terms in which to characterise thdteratices. The two authors
have developed a ‘varieties of capitalism’ approach basethe analysis of strategic
interactions between five institutional spheres: indaistelations, vocational training
and education, corporate governance, inter-firm conpetiand intra-firm employee
co-ordination arrangements. The major contribution of gerspective has been the
concept that, due to the discovered existence of instialtcomplementarity, national
political economies can and ought to be compared by referto the way in which
firms resolve the co-ordination problems they encoumerli these five spheres.

Following Michel Albert’'s delineation between the ‘neo-émcan’ and the ‘Rhine’
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models of capitalism (1993), the ‘varieties of capitali@pproach draws the core
distinction between the two polar ideal types of @ist political economiediberal
market economieand co-ordinated market economjewith the USA and Germany
playing the symbolic poles of a spectrum along which clgiitmations can be
displayed. In summary, the ‘varieties of capitalistimeorists maintain that in liberal
market economies, firms co-ordinate their activitiesmarily via hierarchies and
competitive market arrangements by adopting general shartsteategies, whereas in
co-ordinated market economies, firms rely more heavilywommarket horizontal co-
operative relationships to harmonise their endeavours atitr actors and to build
their specific core competences in the long term Kkdkeand Soskice 2001b: 21-33).

While the broader line of analysis of the ‘varietiesapitalism’ approach has gained a
major acceptance amongst political economists, émeral criticism has been focused
on the approach’s binary classification of the capitalstnomies (between liberal and
co-ordinated). Vivien Schmidt (2002), for instance, has andlysesiness relations,
labour relations, and government relations in several npegbtical economies of the
West. As a result, she has identified three ideakaipmodels of capitalism: market
capitalism (exemplified by Great Britain and the Unitetes), managed capitalism
(Germany, the Netherlands, Sweden), and state camit@fisance and Italy). While
developing a framework of ‘discursive institutionalism’ afatusing on policies,
practices, and politics of the adjustment to the ehgks of globalisation and
Europeanisation pursued by the United Kingdom, France, and Gesmagythe late
1970s, Schmidt argued that even by 2000 the West European capithdls not
converge and remained distinguishable according to thee thmain varieties.
Furthermore, as some critics of the ‘varieties gfitedism’ have argued, countries that
neither belong to liberal market economies nor canclbarly identified with co-
ordinated market economies — the ‘intermediate casese—+egarded as somewhat
deficient. In the U-shaped relation between performamk institutional features all
these transitional cases are thus expected to gemefiexier results and are located at
the bottom of the U-shape. However, not all the inesliate cases have actually been
characterised by poorer performance or lower-value eoatpe institutional advantage
(for this line of criticism, see Amable 2003: 79-85).

Amable (2003) has critically incorporated the ‘varietiesayitalism’ approach into his

cross-national analysis of modern capitalist econs@ne developed a new typology of



12¢€

diverse modern capitalism. His ‘diversity of capitadisapproach is based on the
differences of major institutional forms and differanstitutional complementarities
which are developed among them in five broad spheres: tihactéiaof competition in
product markets, the wage-labour nexus and labour-markeduimsts, the sector of
financial intermediation and corporate governance stitial protection system, and the
education sector. The core finding of Amable’s researttaisthere are more than two
or three types of capitalism and that each of thgges is characterised by specific
institutional complementarities. In other words, theechanisms of institutional
complementarity do not follow ‘more market versus metate intervention’ logic
subsequently in each of the institutional spheres bun#tgutional complementarities
evolve in a much more intricate way. As the resultan extensive large-scale
comparative analysis of twenty one major capit&@einomies (the core OECD member
states), Amable has identified five different modelsmoidern capitalism: the market-
based Anglo-Saxon model, Asian capitalism, the ContalelBuropean model, the
social-democratic Scandinavian model, and the South Eurgpesditerranean) model.
Following the ‘varieties of capitalism’ approach, Amahkes also maintained that there
exists a strong link between countries’ institutional stmecand the kind of economic
activities they specialise in. An obvious example tha¢ oan find in both Hall and
Soskice (2001) and Amable (2003) is that industries in whiclpettiveness is based
on high-risk, short-term investment (e.g. biotechnologyformation and
communications technology) will thrive in countries whestock markets are well
developed, whereas industries based on long-term, lowsmgkstiment (e.g. heavy
engineering, iron and steel, instruments) are more liteellge developed in countries

where traditional bank-based finance is dominant.

The joint conclusion of the theorists working on tharieties of capitalism’ theme is
that the alleged all-out superiority of market-based ecwe® needs to be qualified.
Institutional variables have a significant effect wheteracting with each other and
should be analysed in this way. For instance, soundo@ecnomic performance is
possible either with uncoordinated industrial relations amnelgidated product markets,
or with coordinated industrial relations and regulated markéis Amable has
summarised: ‘there does not seem to be a clear gradthntage unconditionally
attached to the specific features of the market-based ImRdgulated markets and
centralized financial systems can deliver good growth pedncetoo’ (2003: 218).
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Table6.1.Key institutional variables in the comparative politieeonomy of capitalism

Conceptual Major arenas for the comparative institutional analysis
frameworks of political economies
The Régulation The wage- Competition International Monetary The state
School labour between relations arrangements
(Aglietta, Boyer) nexus firms
Social Systems of| Science  Technology  Industry Educationanc  Labour  Finance
Innovation and training markets
Production

(Hollingsworth,
Boyer, Amable)

‘Varieties of Industrial ~ Vocational ~ Corporate Inter-firm Internal
Capitalism’ relations trainingand governance relations (employee)
(Hall and Soskice education coordination
Discursive Inter-firm Industry- Investment ~ Government Wage State
Institutionalism relations finance relations (state bargaining rolein
(Schmidt) characteristics labour
relations
The Diversity of Product- Thewage- The financial- Social The _
Capitalism market labour intermediation protection and education
(Amable) competition nexusand  sector and the welfare sector
labour- corporate system
market governance
institutions

The consideration of particular features of each of the fajor types of modern
capitalism identified by Amable and the comparison of two post-communist
capitalist systems with these ideal types will becracted in Chapter 7. Here | conclude
this theoretical review by summarising the perception hef key arenas for the
comparative institutional analysis. Table 6.1 lists mapstitutional domains through
which the two major schools of comparative politicabremmy discussed above (the
French Regulation School and the ‘varieties of capitdlapproach) and their offshoots
operationalise the research hypotheses. Table 6.1 teditiat that there has been a
growing consensus amongst the scholarly traditions hentop hierarchy of core
institutional domains that shape both the macroecongmeidormance and the
comparative institutional advantage (i.e. national spisaitions in scientific,
technological and industrial activity) of capitalist aomies. The majority of the
approaches include into their analysis such spherestasfirm competition, wage and
industrial relations, finance, education and training, the2sand social protection.

For the comparative analysis of post-communist ckgitain the two regions of Poland
and Ukraine, this thesis will adopt the ‘diversity of kalsm’ theoretical model, as
developed by Amable (2003). It is believed that Amable’s th@worporates in the
most systematic way both the political economy ofitisbn-making and the wider
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typology of modern capitalism available at the mom&hus, to discover the contours
of actually existing East European capitalisms and to ilgeséterminants of the post-
communist transformation in Upper Silesia and the Dgnivy investigation in the next
chapter will be concentrated on the following elemerftdhe two post-communist
political economies: product-market competition, theolab market, the financial
system, the social protection sector, and the educaystem.

The main reason for the adoption of Bruno Amable’sithef diverse capitalism and
of the overall varieties of capitalism approach ist thach an analytical framework
allows us to abandon the constraints imposed by the donpassdigm’s fundamental
assumption that in order to progress and succeed alheftwenty-seven post-
communist countries must transit towards the singulairdgg®n of free market-based
capitalism. The diversity of capitalism theory impglighat — besides the Anglo-
American model of competitive liberal capitalism — theare a number of other
effective and efficient transformation ends which banbetter suited to the inherited
and newly-constructed institutional complementaritied aomparative advantages of

the emerging market economies of the post-communist world.

However, the application to post-communist studieshefreviewed Western political
economy theories generally, and of the varietiesagitalism approach in particular,
has at least two important limitations. Firstly, gnts very beginning, the Régulation
School and its intellectual off-springs have been d$eduon the inner working of
relatively large and self-contained national econonfi#sme observers suggest that,
subsequently, French regulationists and other scholar®dérn capitalism have posed
the question of whether national remains the primarke stfaanalysis or whether more
attention should be devoted to the local, the regiandlthe global scale of regulation,
government and governance (Jessop 2002: 468; see also Jessop 1997aY&8afk)
amount of interesting work that regulationists and trespeiates have devoted to either
the international or the sub-national regimes have lo@e of the smallest (see Jessop
2002). My literature analysis appears to confirm suchc@itis as well. Within the five
major schools and approaches reviewed in this chaptef&@e 6.1.), only the original
Régulation approach identifies the international regias a distinctive and crucial
factor that determines the functioning of modern politieabnomies. Furthermore,
none of the five approaches explicitly conceptualiseishees of local and regional
governance and regulation; neither do they differenbateveen the national and sub-
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national patterns of capitalism. Finally, the focusfier major institutional variables
which are said to matter the most in well-establishedl r@tatively stable types of
capitalism may reduce the complexity of the post-comstumansformation. In the
following chapter, | will make an effort to minimisaich potential shortcomings by
adding evidence concerning regional regulatory regimes hasvthe impact of global
finance on the sector of financial intermediation angocmte governance in Upper
Silesia and the Donbas.

CONCLUSION

In this chapter, | have outlined an alternative theoretieahework which lays the basis
for an alternative paradigm of the post-communist sfiammation. Firstly, we have

examined the criticisms of the transition paradigm mhbgethe theorists of path-
dependence — an unorthodox approach to post-communigtsstudhich postulates the
inevitability of some ‘bonding’ between the previous regmfetate socialism and the
newly-created post-communist socio-economic formatiofhe path-dependent
approach sees the post-communist transformation asn@plex and innovative

recombination and mixture of old and new institutions, osgdimnal forms, and modes
of governance. The path-dependent theorists rejectrthedox transition paradigm for
its treatment of post-communism as a transition foom pure and unitary ‘totalitarian’
or ‘collectivist’ archetype to another unitary whole ‘tfe free market'. Instead, they
emphasise the establishment of a new type of mixedoewpr(‘a distinctive East

European capitalism’) and put forward an ambitious reseageimda focused on the
comparative analysis of real post-communist casésslibeen contended that following
the research agenda of the path-dependent approach shadildoleards a more

adequate account of the divergent trajectories of pmstyanist transformation.

In the current research, | have had to resolve twthdurquestions. The first one
involved defining core institutional variables and identifyifgeit complementary
hierarchy. The second issue referred to the (politimaess of institutional change. It
has appeared that Bruno Amable’s theory of institutioesaapolitical-economy
compromise could provide the necessary explanatory mdd&ken as a whole, his
theory of institutions and politics presents the econasmg system governed by a set of
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complementary institutional forms resting on specifititipal equilibrium that defines
the hierarchy among institutions and is mediated througpdltéal system.

This chapter has identified specific institutions that evasidered to be decisive in
influencing the performance and productive specialisatioa cdpitalist economy and
through which one can establish the main features of ripallg distinctive) post-
communist capitalism. | have reviewed five major concdptaames of comparative
capitalist systems: the Fren&régulationSchool, the social systems of innovation and
production approach, the ‘varieties of capitalism’ apprpddtursive institutionalism,
and the ‘diversity of capitalism’ theory. Following tlater, in the next chapter, | will
examine the major institutional arenas of post-commumigttalism in Upper Silesia
and the Donbas. | will focus on product-market competitibe, labour market, the
financial system, the social protection sector, ancethecation system. It is contended
that the examination of these five variables will wllas to discover the contours of
actually existing capitalisms in Upper Silesia and thalias and, thus, to identify the
determinants of the post-communist transformatiohéntivo regions.
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Post-Communist Capitalism in Upper Silesia and the

Donbas

The primary objective of this thesis is to accounttfe different patterns of the post-
communist transformation established by two most siriiést European regions. How
can one explain or interpret the varied outcomes of g@simunism in Upper Silesia
and the Donbas? Why have the two regions followed laintrajectories in some
spheres and not in others? As | have claimed in Part Tweoorthodox neo-liberal
transition model is inapplicable and not appropriate amsamy research purpose is
concerned. The orthodox paradigm accurately portraysliffexences in political and
economic starting positions of post-communist countied989 or 1991. Yet, the
legacies of the communist past are usually presentedessdaal variable, as the most
crucial pre-determinant of everything else to follow. Byitrast, | will argue that the
answer to this dissertation’s research question is fol® in the political economy of
emerging post-communist capitalism, i.e. in the dynanmetationship between
economic change and political change and in the economdigailitical causes and
effects of the rise of a capitalist economic systerpost-communist societies. In this
chapter | will examine the institutional characteristiof the newly-established
capitalism in Upper Silesia and the Donbas. Consequemt@hapter 8, | will interpret
the two types of this post-communist capitalism as »gression of distinct socio-
political compromises that emerge out of the conflictim@érests amongst agents.
Although the outcomes of the post-communist politicalggiles are indeterminate, they
are constrained, mediated, and enabled by the politisiaérsy i.e. by those social
interactions and institutions through which a societg a@lominant socio-political bloc

makes and implements binding decisions.
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In Chapter 6, | have discussed five major complementastitutional domains,
product-market competition, the wage-labour nexus, the fenasector, social
protection, and the education sector, which are identifredthe literature on
comparative political economy. For the overall analysf the two post-communist
capitalist systems, | have generally adopted the ‘dityenf capitalism’ methodology,
which was developed by Amable (2003) based on the extensivbatacompiled by
the OECD research staff in the late 1990s — early 20003. d&sl with the public
regulation and national legislative and institutiofedmeworks, the comparative
discussion must be focused to a great extent on ti@nahkrather than the sub-national
level of governance. The missing institutional indicatdor Poland and Ukraine
presented in this chapter are my own calculations amescconstructed from primary
sources and national data using the respective OECD technigoeillustrate the
institutional differences on the regional level, Ilyitovide the necessary data on Upper
Silesia and the Donbas as well. The institutional festwf the two post-communist
capitalisms will be contrasted with the countriestthae found to be the most
representative of five different ideal types of modeapitalism, namely the market-
based model, the social-democratic model, Asian dmpitathe Continental European
model, and the Mediterranean mo#el.

PRODUCT-MARKET COMPETITION

The nature, form, and intensity of competition betwiens in the markets of goods
and services are determined by public regulation, i.ecifgpanstitutional settings
defined by the state to govern product markets. This iBrdtdundamental institutional
domain that is believed to differentiate existing modelscapitalism. Nicoletti,
Scarpetta and Boylaud (2000) of the OECD have collected amétied a database of
internationally comparable data on certain econondewiand industry-specific

% These five ideal-typical models of capitalism have hidentified and examined by Amable and are
said to be most associated with the following OECD t@sicorrespondingly: (1) the UK, USA,
Australia, and Canada; (2) Finland, Denmark, and SwedeB8p(8h Korea and Japan; (4) Germany,
Belgium, France, and Austria; (5) Greece, Italy, Potfegad Spain. According to Amable’s factor and
cluster analyses, the United Kingdom is the closest mgisttample of the ideal market-based model of
capitalism; Finland is the nearest country to the ideailal-democratic model; Korea is the country
closest towards the ‘Asian’ ideal type of capitalism; ethreece approximates the Mediterranean
model. With regard to the paragon of each clusterthieecountry that comes closest to the average
position of the cluster as a whole, the USA is saibet most average for the market-based cluster. The
paragon of the social-democratic cluster is Denmarkof@bntinental European countries is Germany,
and Spain is the paragon for the Mediterranean clustehefs are only two countries within the Asian-
capitalism cluster, each of them can play the role@fitithetype (see 2003: Chapter 5).
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regulations; and provided a multi-stage estimation ofcatdrs of regulation that
summarise (at different level of detail) the extensiv®rmation on the regulatory
environments characterising OECD member-states. Ovelalyy have constructed
seventeen detailed indicators of regulation to desdnbedgulatory environment in the
product market. The detailed indicators were classifiethénfollowing three broad
regulatory domains: (a) state control over business ergespr(b) barriers to

entrepreneurship, and (c) explicit barriers to intermafiorade and investmetit.

Without entering into further details, one has to nmnthat according to the ideal type
classification of modern capitalism, in the sphere addpct-market competition,

market-based economies are characterised by the higtanpe of price competition

and the non-involvement of the state in product marketsnénic agents in the Anglo-
Saxon model are co-ordinated through market (price) Isigndilst product-markets

are open to foreign competition and investment. Sa@atocratic economies are
characterised by the high importance of quality compaetitioe strong role of the state
in product markets, and the high degree of co-ordinatiavugir channels other than
market signals. Product markets in the social-democratidemare open to foreign
competition and investment. Asian capitalism is charset@ by the importance of both
price and quality competition, the high involvement of tiages the great degree of non-
price co-ordination, and the high level of protection adaifeseign firms and

investment. The role of large corporations in Asiapitedism is particularly essential.
Continental European capitalism is characterised byrthéerate importance of price
competition and relatively high importance of quality p&tition. Public authorities are

involved in regulating product markets and the degree of noa-goeordination of

39 In particular, the domain state control over business enterprigegudes detailed indicators of

public ownership and the state involvement in businpesation such as: (a) the scope of the public
enterprise sector (in 24 manufacturing and service indsgjt(b) the size of the public enterprise sector
(in 24 economic branches); (c) the existence and eatepecial rights over business enterprises; (d)
legislative control over public enterprises; (e) thistence of price controls in competitive industries;
and (f) the use of command and control regulation$, éobnomy-wide and at the industry level.
Barriers to entrepreneurshipover detailed indicators with regard to regulatory ardiaistrative

opacity, administrative burdens on start-ups, and bargecompetition such as: (a) the features of the
licensing and permit system; (b) the communication angldication of rules and procedures; (c)
economy-wide administrative burdens on start-ups of catpdirms; (d) economy-wide administrative
burdens on the start-up of sole-proprietor firms; (e) inghsgiecific administrative burdens on start-ups
in retail distribution and road freight companies; (f) skepe of legal barriers to entry (in 24
manufacturing and service industries); and (g) the existehantitrust exemptions for public enterprises
or government-mandated behaviour. Finadbyplicit barriers to international trade and investmeng
focused on outward-oriented policies such as: (a) batgeshare-ownership for non-resident operators
(economy-wide and in the telecommunications andawet industries); (b) discriminatory procedures in
international trade and competition policies; (c) ratrly barriers to trade; and (d) average (production-
weighted) tariffs (for a full description of the product-kets regulation analytical methodology used in
this thesis, see Nicolegt al 2000).
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economic agents is relatively strong. Domestic produetrkets in Continental
European economies are moderately protected againgjridiens and investment. In
the Mediterranean model, product-market competition isacterised by price- rather
than quality competition, the involvement of the stétde non-price co-ordination, and
moderate protection against foreign trade or investmewtduet markets in South
European economies are dominated by small firms (Amable Z0Ggiter 3).

On the basis of factor analysis matrices and otl@migques developed by Nicoleét
al. (2000), and using the relevant Ukrainian regulatory policyudwnts and other
legislation (e.g. the Commercial Code, the Law on pniges, etc.), | have compiled a
number of detailed and summary indicators of product-maekgtiation in Ukraine and
made the necessary comparative scores. Table 7.1 prédsersismmary indicators of
the product-market regulatory framework in the three maatddi of state control,
barriers to entrepreneurship, and barriers to trade andtmeat, for Ukraine and
Poland, as well as for five countries that are betletee be representative of modern
capitalism’'s models, in particular, the United Kingdom ike&based capitalism),
Denmark (social-democratic capitalism), South Koréaign capitalism), Belgium
(Continental European capitalism), and Italy (Med#@agan capitalism).

Table 7.1 A synopsis of summary indicators of product market eggur by domain,
point estimates, late 1990s — early 2000s
Summary indicators

Overall indicator Domains
Product market| State Barriers to Barriers to trade and
regulation control entrepreneurship investment
UK 0 ) 06 .. 05 04
Denmark 14 | 25 13 05
Belgum 19 | 28 26 06 .
aly 23 39 . A 05 ..
Korea 2.4 2.3 3.1 1.7
Poland 3.3 4.2 1.8 3.7
Ukraine 1.9 3.0 1.6 1.1

Note: The comparative scale range is 0 — 6 (from least to raesictive product-
market regulation).

Source:Nicoletti, Scarpetta, and Boylaud (2000); VRU (1991a, 1991b, 1992, 1996,
2000a, 2000b, 2003b); USSC (2003); CMU (2004a, 2004b); World Bank (2004b,
2005), and author’s own calculations and scores on tlie diahe methodology of
Nicoletti et al.

Table 7.1 shows that Polish capitalism is charactefigetieavily regulated product
markets, extensive government involvement in the econdhey large scope of the
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public sector, the high level of co-ordination of ecomagents through non-market
signals, the moderate level of administrative burdengmtrepreneurship, and intense
protectionism. Table 7.1 indicates that, on average, the high degree of product-
markets regulation in Poland appears to be rather unpgadalle may approximate the
most heavily regulated Mediterranean and Asian-capmatisisters: Poland’s product-
markets regulatory framework is close to the formee ($aly) with regard to the level
of state control and barriers to entrepreneurship, atitettatter (see Korea) in the field
of outward-oriented protectionist policies. Yet, as Tablg illustrates, the overall
Polish product market regulation indicator clearly standsagainst the background set
by the representative countries of modern capitaligntuin, Ukrainian capitalism is
characterised by competitive to mildly regulated produatkets; the involvement of
the state is high; the protection of the domestic prothaokets is moderate; and the
administrative burdens and barriers to entrepreneursaipetatively low. On average,
the Ukrainian product-markets regulatory framework is agmis to the Continental

European model cluster as exemplified by Belgium.

U.Silesian gross output Donbas gross output

Top
10

Other
385,366
entities
67.4%

firms
52.2%

Figure 7.1.Gross regional output by firm size, Upper Silesia anditvebas, 2001
Source:Author’s calculations on the basis of DOSO (2003); S@®0Gb);
Rzeczpospolité2002);Investgazet£2003b).

With regard to more specific features of the product-masketcture of the Upper
Silesian and Donbas economies, it appears that thehReljion shares one of the most
distinctive characteristics of the Mediterraneardeipas the Upper Silesian economy in
transition has been dominated by small firms and singlerigtorships. Figure 7.1
demonstrates that the Upper Silesian economic strucppeass to be much more
dispersed between small firms and sole traders, wthesfifty largest companies have
produced less than one-third of the regional gross oBgyutontrast, Figure 7.1 shows
that big business is the most powerful economic centriln@ Donbas. In 2001, the
Donbas’s ten largest companies produced over half of the ggg®nal output (i.e. the
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sum of gross value added and intermediate consumptidnlst whe top fifty firms
covered almost three-quarters of the gross regionplibuthe difference in the level of
economic significance between the Donbas and Uppetigdilesisiness entities is even
more visible in employment patterns. Overall, in 2001awerage registered industrial
firm employed only 12 people in Upper Silesia, whilst theresponding figure in the
Donbas stood at 156 (author’s calculations on thesbasiDOSO 2003 and SOK
2003Db).

Thus, if one applies the dichotomous ‘varieties ofitedipm’ approach of Hall and
Soskice (2001a) to our comparative case, the Donbas tfmar riss formal product-
market regulation) would fit generally into the co-oedgd market capitalism model. In
turn, Upper Silesia would appear to be amongst the mtreinex present cases of non-
market relationships of co-ordination. Considering the siracf the product markets
in Upper Silesia and the Donbas in Amable’s ‘five modélsiodern capitalism’ terms,
it appears that the Polish region shows one of Meditiean capitalism’'s typical
features, i.e. the importance of small firms and siq@ybprietorships. Nonetheless, the
degree of state control and the level of formal bestie trade and investment in Upper
Silesia have been at a much higher level than that wth36uropean countries, leaving
this post-communist political economy distinct from thket of actually existing types
of modern capitalism. On the other hand, the Donbasceny is characterised by the
moderate level of product-market regulation and the owelming importance of large
corporations. These features of product-markets regulatitre Donbas as well as the
extent of the region’s industrial concentration intkca close proximity to the corporate
Continental European model of modern capitalism.

THE WAGE-LABOUR NEXUS AND LABOUR MARKET INSTITUTIONS

The second institutional arena that | examine is caoecemwith the industrial and
employment relations, as well as with capital, labcamng state institutions, which
govern these relations. We begin with listing the gdradraracteristics of industrial and
labour relations which are believed to characterisedés types of modern capitalism.
According to the ‘diversity of capitalism’ theory, thenarket-based model is
differentiated by weak employment protection and extensbeur flexibility: easy

recourse to temporary work and easy hire and fire. IncABgxon economies there is
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no active employment policy, wage-bargaining is decengdlisvhilst trade-unions
pursue defensive strategies. The social-democratic modbarscterised by moderate
employment protection, co-ordinated or centralised wagegabang, active
employment policy, strong labour unions, and co-operatigiasimial relations. In the
Asian capitalist economies employment protection isvided within the large
corporation. This model's major features include limiedernal labour flexibility,
labour-market dualism, seniority-based wage policy, acocosating industrial
relations, and strong firms’ unions. There is no actwnployment policy, and wage
bargaining is decentralised. The Continental European neddiaracterised by high
employment protection, limited external labour flexilyilit conflicting industrial
relation, active employment policy, moderately strongns, and the co-ordination of
wage bargaining. Industrial relations in South European ec@soare said to be
characterised by high employment protection within largadibut also by labour-
market dualism (i.e. a ‘flexible’ fringe of employmemt temporary and part-time
work). The industrial relations are potentially comkmms. There is no active
employment policy, but wage bargaining is centralised (3en2003: Chapter 3).

First, to assess and compare the differences in labakemmnstitutions in the two post-
communist regions with the advanced capitalist ecaemnh use an OECD-developed
comprehensive technique to analyse the employment protdegatation — the first

specific aspect of labour market regulations. Nicokdttal. (2000) have compiled and
reviewed fifteen detailed indicators of the strictneds employment protection

legislation, which they have grouped into two broad domaore referring to

provisions for workers with regular contracts and theeptreferring to provisions

affecting workers with fixed-term or contracts with teenporary work agenciés.

“0 The regulations examined on permanent employment o@)@rocedural requirementhat refer to

the process that has to be followed from the decisidaytoff a worker to the actual termination of the
contract; (b)notice and severance ptyat refers to three tenure periods (the tenure periedsirze

months, four years, and twenty years) beyond anygeiabd, dismissed on grounds of poor performance
or individual dismissal, without fault; and (@)evailing standards of and penalties for ‘unfair’ dismissals
that include the conditions that identify an unfair dssal, when employers cannot demonstrate
appropriate efforts to avoid the dismissal, or whenasoage or job tenure have not been considered; it
also includes the length of the trial period and accmutatken of the fact that, in some cases, labour
courts may require employers to reinstate a worker affdzy an unfair dismissal, or award high
compensation payments in excess of regular severancigiamators on the stringency of employment
protection legislation for temporary and part-time corng&mus on regulations for fixed-term contracts
and for contracts under temporary work agencies, inclutliadollowing elements: (a) ‘objective’
reasons under which a fixed-term or temporary contadtide offered; (b) the maximum number of
successive renewals; and (c) the maximum cumulated dudditibe contract (for a full description of the
labour market regulation analysis technique used, see Niadleit 2000).
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Table 7.2.A synopsis of summary indicators of employment prodectegislation by
domain, point estimates, late 1990s — early 2000s
Summary indicators

Overall indicator Domains
Employment EPL EPL
protection legislation| Regular contracts Temporary contracts
UK 05 |7 S
Finland 21 |23 ke
Austria 24 |28 20 .
Japan 26 |30 23 .
Portugal 3.7 4.3 3.2
Poland 1.9 2.3 1.4
Ukraine 2.5 3.4 1.6

Note: The comparative scale range is O — 6 (from least to raesictive labour market
regulation).

Source:VRU (1971);Halyts’ki Kontrakty(1998); Nicoletti, Scarpetta, and Boylaud
(2000); OECD (2004c); World Bank (2004b, 2005); and author’'s own esiocng and
scores on the basis of the methodology of Nicodetal.

Table 7.2 presents the results of the factor analysisefpulation effecting regular and
temporary contracts in Poland, Ukraine, and five reptesge countries of major
models of modern capitalism. It shows that, in gdnétaland’s political economy is
characterised by a very moderate level of employmeuottegtion, firmly below the
social-democratic model’'s average (cf. Finland). Ukragarethe other hand, appears to
have a much less flexible labour-market regulation, closthe level of employment
protection attributed to the Continental European modeldtria).

The second specific aspect of the wage-labour nexus mathee of industrial relations.
The major variables considered here concern (a) waggibang co-ordination (e.g.
inter-organisational co-ordination through national agregs)entra-organisational co-
ordination by trade unions, by employers’ federationsthowugh pattern bargaining);
(b) centralisation and corporatism (national, indusbrycompany, weighted levels of
wage-bargaining), (c) the role of governments in bargair(tigect intervention,
statutory minimum wage), (d) trade union density, (e) inglstisputes, and (f)
practices of national social dialogue and relatiorntsvbéen managers and employees
evaluated through the collective agreement coverage.
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Table 7.3 Summary indicators of industrial relations, poinireates, late 1990s - early

2000s
KOR GBR ITA AUT FIN POL UKR
Levels of Inter-sectoral X XXX X
bargaining | Sectoral = | X X XX 0K X| X xx
‘Company | xox 00 XX X X | 00K XX
Coordination | National agreement 2 1 2 1
Intra;unions | 1 A 1
Intra:employers | 1 1 1
Patternbargaining | 2 1 2
Government | Pay indexation mechanisnp
role Statutory minimumwage | i
Capitat-laboun Uniondensity, % | 11.4 312 349 365 752 147 730
relations | Industrial disputes, | 974 224 764 12 548 47842
Direct collective bargaining 125 325 825 975 925 425 80.0
coverage, %

Notes:Levels of bargaining: maximum score is 5 (‘xxxxx’) divided otreee levels.
Co-ordination mechanisms:’2’ is major / strong; ‘1méor / weak. Else: absent.
Industrial disputes are evaluated as the average numbay®fost to strikes per 1000
salaried employees in the last five years for whicla da¢ available (principally 1998-
2002).

Source:Authors calculations and scores on the basis of VR8JX); EImeskov, Martin,
and Scarpetta (1998 alyts’ki Kontrakty(1998); Visser (2000); Carley (2002); OECD
(2002a, 2004c); USSC (2003); ILO (2004); ITUFR (2004); MLSPU (20044, 2004b,
2004c); Seniv (2004).

Table 7.3 presents a synopsis of major industrial relatimdicators for Poland,
Ukraine, and five advanced capitalist countries: the ddnkingdom, Finland, South
Korea, Austria, and Italy. It appears that the maj@tuees of the Polish industrial
relations are decentralised wage-bargaining, the low lefveb-ordination, extremely
sparse labour unionisation, and narrow collective agreernewerage. Relations
between managers and employers in Poland are non-ctatiomal, as the small
number of strikes indicates. Generally, the limited odirmtion and centralisation of
wage bargaining in Poland resemble very closely the dedisetd flexible labour
markets of liberal market-based economies (cf. Gre#diBy. By contrast, Ukraine’s
industrial relations are characterised by the moderate @egiewage-bargaining
centralisation, extensive co-ordination, the very higNel of trade union density, and
very broad collective agreement coverage. As regardslébese of wage-bargaining
centralisation and co-ordination, Ukraine’s industrialtiefes have clearly become neo-
corporatist and the country’s wage-labour nexus approxatheContinental European
model (cf. Austria). On the other hand, Table 7.3 shthas the Ukrainian pattern of
capital-labour relations may approximate the social-deaticcmodel (cf. Finland), as
indicated by moderately confrontational relations betweanagers and employers in
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the country as well as by Ukraine’s much higher trade-uthonsity in comparison with
the Continental model exemplified by Austria.

The third aspect of the wage-labour nexus and labour-magetation examined here
is employment policy. By focusing on the scope of leyyment and wage policies, one
can show to what extent national governments are dethto intervening in labour

markets and to what extent the current type of industlations and wage-bargaining
is working. Since the second half of the 1990s, the retutheoUkrainian state to the

labour market has been one of the most important ceange the previously chaotic

transition period. The transformation of labour-cdpi@ations has been amongst
several profound developments in employment policy irDiwebas in this regard. The
first half of the 1990s was characterised by an incrghsihigh degree of wage

inequality. The wage differential had then widened in bethions, although Upper

Silesia witnessed a relatively smaller increase. Sihee mid-1990s, however, the
development of neo-corporatist arrangements in the DBorfims resulted in a

spectacular reversal in the wage differentiation.

wage differential
NN LWOLRNS MO

Jlll--lll

1995 2003 1995 2003 2002 1998 2002 2002 2002

ScLionounouno

Upper Silesia Donbas Denmark| Greece |Germany| USA | Korea

Figure 7.2.Wage differentiation developments within the manwfacg sector,

Silesian voivodship and Donetsk oblast, internationalparison, 1985-2003, wage
level of the highest paid industry v. the lowest paid ibgus 1.00)

Source:Author’s calculations on the basisDOSO (1991a, 1991b, 1992, 1995, 2000,
2002, 2003); VSO (1989, 1992, 1997, 1998); SOK (2002, 2003a); ILO (2004).

Figure 7.2 demonstrates that, although being still rather, hHiggn level of wage

inequality in the Donbas has been levelled dramaticallheiWevaluated between
different industries, it is currently lower than in Updeilesia, the United States or
Korea. By contrast, Upper Silesia has been expenigra gradual rise in the overall
wage differentiation since the very beginning of transftion. By 2004, the degree of
wage inequality in Upper Silesia reached that of the maiksteb model. Whereas the
wage differentiation trend in the Donbas has been durttownwards, Upper Silesia
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appears to be approaching the level of wage inequality assbaiath market-based
capitalism.

As regards state intervention in labour markets, | examirtic expenditure on labour
markets programmes which is usually analysed through aatisepassive measures.
Active labour market measures involve spending on public gmnt services and
administration, labour market training, youth measures,idisbd employment, and
measures for the disabled. Passive labour market int@neractivities cover
unemployment compensation and support for early retirenf@ntlabour market

reasons.

Table 7.4.Public expenditure on labour market programmes, as pageemf GDP,
1999-2001, period average

Korea UK Italy Germany DenmarkPoland Ukraine

Active measures 050 0.35 0.59 1.25 1.6y 0.33 1.01
Passive measures 0.15 0.66 0.69 1.98 3.18 0.76 1.58
Total 064 1.01 1.28 3.24 4.85 1.09 2.59

Source:Author’s calculations on the basis of OECD (2002a); MRQ02, 2003a);
CMU (2003); IMF (2003a).

Table 7.4 summarises the data concerning public expenditugctive and passive
labour market programmes in five representative capitabsintries as well as in
Poland and Ukraine. It shows that the extent of stdagrviention into Poland’s labour
markets in the late 1990s — early 2000s has been low andtcloszrket-based model
countries (cf. the UK). There are no direct compsaeatiata available on the amount of
public spending on labour market programmes in Ukraine. ¢ hagessed the level of
Ukraine’s state intervention as the sum of direatesbudgetary allocations for active
labour market measures and the average annual expenditutésdnye’s three public
labour market-related financial institutions: the TempprBmployment Disability
Social Insurance Fund, the State Obligatory Unemployi@enial Insurance Fund, and
the Job Accident and Occupational Disease Social Insarund. The figure obtained
suggests a relatively high level of public interventionUkraine’s labour markets.
Table 7.4 shows that the Ukrainian indicator is somewatytical. It is relatively close
to the Continental European model’s level of publicriveation in labour markets (cf.
Germany) and evidently higher than in all other typemoélern capitalism, except for
the social-democratic model as exemplified by DenmarkceSR001, the Ukrainian

government has been gradually increasing the annual budgetargtialhs envisaged
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for active labour market measures which have signifigsdbabsted public spending on
government employment policy measures from the levelvshm Table 7.4 (see
Uriadovyi Kur'er, 17 April 2002).

Thus, the wage-labour nexus and labour market institutiobdgper Silesia and Poland
have been characterised by the moderate level of gmplat protection, decentralised
and un-coordinated wage-bargaining, low trade union densdyow collective
agreement coverage, defensive union strategies, a lowedefjitate intervention in
labour markets, and very high wage flexibility. The oveslning majority of these
features, except for employment protection, indicateadugl shift of the Polish post-
communist political economy towards the market-based mofieghe wage-labour
nexus. By contrast, the Donbas and Ukraine have draltatieversed the shift from
labour-market flexibility towards neo-corporatism basedlang-term conceptions of
common interest between organised powerful agentaaff@nalysis of different types
of industrial-relations system, see Crouch 1993). Sinedate 1990s, the wage-labour
nexus in Ukraine has been increasingly characterised karge number of neo-
corporatist features such as moderate employment pratelighly centralized and co-
ordinated wage-bargaining, strong trade unions, more co-oeenatiustrial relations,
declining wage differentials, and the initiation of aetemployment policies. Most of
these characteristics are usually associated withstwal-democratic as well as
Continental European models of capitalism

THE FINANCIAL-INTERMEDIATION AND CORPORATE GOVERNAN CE
SECTOR

Capital and corporate governance markets represerthitidedistinctive institutional
domain of modern capitalism. The financial system imketabased Anglo-Saxon type
economies is characterised by the high degree of mingh@geholders’ protection, low
ownership concentration, the importance of institutiomaestors, an active market for
corporate control (i.e. take-overs, mergers and aciuns)t the high sophistication of
financial markets, and the development of venture dapithe social-democratic
Scandinavian model is usually characterised by the high shamstitutional investors,
the great importance of stakeholders (suppliers, empdyebigh ownership

concentration, the absence of the market for corporatérat, no sophistication of
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financial markets, and the high degree of banking coratgnr Major features of the
financial-intermediation sector in the Asian modetapitalism include the low level of
protection of external shareholders, high ownership audrat®n, the great

involvement of banks in corporate governance, no actiaeket for corporate control,

no sophistication of financial markets, the limited depeent of venture capital, and
the high degree of banking concentration. The Contih&utpean model is typically

characterised by the low degree of protection of extesimareholders, high ownership
concentration, no active market for corporate cono; sophistication of financial

markets, the moderate development of venture capitdl, bagking concentration, and
the importance of banks in firms’ investment fundingthe Mediterranean model, the
basic features of the sector include the low proteatibexternal shareholders, high
ownership concentration, bank-based corporate governamceactive market for

corporate control, the low sophistication of financiarkets, the limited development
of venture capital, and high banking concentration (Am2BI03: Chapter 3).

Finance

In Table 7.5 below | have summarised a number of fundeahendicators (for South
Korea, the UK, Portugal, Germany, Denmark, Poland and k&rdhat are typically
used to evaluate the sector of financial intermediafidw level of development of the
financial system is assessed through the overall $iteeaapital market as the sum of
domestic assets of commercial banks and stock markealsgiion to GDP. The type
of the financial system (i.e. bank-based v. stock-méabskeed) is evaluated as the ratio
of the assets of deposit money banks to stock-madgetatisation. The overall level of
development of commercial banks is analysed as tlwiainof private deposit money
bank credit granted as a percentage of GDP. The impert@nimstitutional investors
(i.e. pension funds, insurance companies, investment fetd},is assessed as the total
amount of their financial assets to GDP. Correspaidinhe development of the stock-
markets is evaluated as the overall capitalisationaapercentage of GDP. The
sophistication of the financial system is analysedugiothe level of development of
venture capital and insurance. The degree of banking cwatien is evaluated as the
share of the assets of the three largest deposit mmargys in the total assets of the
commercial banking sector. The degree of foreign banktpation is analysed as the
share of the assets of all foreign-owned banks indta deposit money banks’ assets.
The importance of the state in the financial systeththa degree of state intervention
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in the capital market are evaluated as the amount dfatévank assets to GDP and
degree of public bond market capitalisation.

Table 7.5Major indicators of the financial-intermediation s&¢ 1999-2001

KOR GBR PTL GER DNKPOL UKR

Overall size (domestic assetsof deposit 136.3 2774 929 1308 2043 490 370
money banks + market capitalisation), %

GDP

Banks v. stock markets (depostmoney 221 092 123 141 281 238 205
bank assets/market capitalisation)

Private credit, % GDP 895 1324 1384 1203 18836 137

Financial assets of institutional investors, %/7.2 1909 519 81 1032 96 1.7
GDP
Stock-market capitalisation, % GDP 42 144 41 54 5345 121

Venture-capital investment, % GDP 0.164 0851 0.10759 0.071 0121 ..

Life insurance penetration, premium 0.085 0.106 0.027 0.030 0045 0.010 0.005
volume, % GDP
Banking concentration, three largest banks31.2 269 525 481 696 369 541
assets to all commercial bank assets, %

Foreign bank ownership, % total bank - - 6.0 40 00| 750 110
assets
Central bank assets, % GDP 14 0.7 0.3 11 13 213.6

Public bond market capitalisation, % GDP 018 03036 033 047 022 129

Note: Most indicators are for 2001. Foreign bank penetratidheradvanced capitalist
economies is as of 1995; Poland’s and Ukraine’s data eigfobanks are for 2003.
Source:Author’s calculations on the basis of Beck, Demirgiigakand Levine (1999);
Demirguc-Kunt and Levine (1999); Baygan and Freudenberg (2000); M&2004.);
Baranovskyi (2003); Schroder (2003); Baranovskyi and Sidenko (2004)sthazeta
(2002, 2003b); Miles, Feulner and O’'Grady (2004); NBU (2004); OECD(2004a)
Tyhypko (2004); USSC (2004a), Zaderei (2004).

The data presented in Table 7.5 clearly indicate thatfitiaacial systems of both
Poland and Ukraine are greatly underdeveloped and do nembés any of the
currently existing arch-types. Although the Polish apitarket appears to be slightly
bigger than the Ukrainian one, the overall size of thantial sector is very small in
both countries. The financial systems in both countrniesdank-based, which strongly
differentiate them from the market-based model oftaeéipm. However, since both
commercial banks as well as stock markets in thecwmtries are very weak, it is not
possible at this stage to identify what strategic dioectihe systems of financial
intermediation in Poland and Ukraine will follow. Thapital markets are rudimentary
and institutional investors are almost non-existent. Alth venture-capital investment
in Poland appears to be relatively developed, insurance peoetis lower than in
Portugal, a country with the weakest financial system @stéfn Europe.
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The major differences between the Polish and Ukrainiaangial-intermediation
sectors have been in the role of the state and in mg@wnership and concentration.
The role of the central bank in Ukraine is much mor@artant than in any other
country on the list: the size of Ukraine’s central bankalf the size of all commercial
banks. Correspondingly, the Ukrainian government appedos t much more active
player on the financial markets. On the other handingercial banking is concentrated
and domestically owned. By contrast, commercial bankirigoland is rather dispersed
and almost totally controlled by large multinational kiag corporations. In general,
the financial system in both of the post-communist atestappears to be much more
underdeveloped and weak than even that attributed to the dvtaditan model of
capitalism. According to the majority of indicatoregented in Table 7.5, the financial-
intermediation sectors of Poland and Ukraine are ana®gwthe developing world’s
average (upper-middle and lower-middle income group averaggsctesely) (author’s
assessment on the basis of Beck, Demirgti¢-Kunt and L&99@-2002).

Corporate governance and business environment

The observed underdevelopment of the Polish and Ukraimandial markets has been
also accompanied by mediocre corporate governance stanaiaddselatively poor
business environment provision. In 1999 and in 2002, the World Bahkhe EBRD
conducted two large-scale qualitative surveys of businessoenwent and enterprise
performance (BEEPS 1999 and 2002 respectively) in 26 post-controaargries. The
2002 survey covered 6,100 firms, of which 500 in Poland and 463 inrgk(aee
World Bank 2004a).

Finance
Corruption Infrastructure
Ctime Taxation
Judiciary Regulation
‘ —Poland —— Ukraine === Worst case ‘

Figure 7.3.Business environment in Poland and Ukraine in 2002, average ls¢
dimension and country on a scale of 1 (minor obst&cld)(major obstacle)
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Notes:(i) the responses to specific questions aiming to ifyepérticular aspects of the
business environment are aggregated into seven dimensmargd, infrastructure,
taxation, regulation, judiciary, crime and corruptidhe finance measure combines two
aspects with equal weights: the interest rate andafaszess to long-term financing in
both 1999 and 2002; infrastructure combines a general questionastrinéture in

1999 and two questions with equal weights in 2002, one onielgcsupply and the
other on telecommunications services; taxation comhimesspects with equal
weights: tax rates and tax administration both in 198D2902; regulation combines
three aspects with equal weights: customs and trade tiegslabusiness licensing and
labour regulations both in 1999 and 2002; judiciary and cornmuptie assessed in one
guestion each in both the 1999 and 2002 survey; crime combioesspects: street and
organised crime in both 1999 and 2002; (ii) the calculation proeeth)rcalculation of
grouped categories, e.g. finance, for each firm, (butation of unweighted averages
of seven dimensions for each country and (c) calarlaif averages for each dimension
across countries.

Source Author’s calculation on the basis of Fries, Lysen&od Polanec (2003); World
Bank (2004a).

Figure 7.3 summarises the qualitative assessment of theebsi€nvironment by Polish
and Ukrainian entrepreneurs, firm managers, and other espatises of business
community. The BEEPS 2002 results generally correspond/tevaluation of the role
of the state in both countries, the degree of sta@vewment in the economy, and the
level of the financial sector’s development, made & phevious sections. Figure 7.3
indicates that Ukraine has been characterised by aivedatbetter business
environment than Poland. It shows that according to theiapif the local business
people, taxation, finance, and corruption were amongstthree most significant
obstacles to doing business in Ukraine. On the scata fro(minor obstacle) to 4
(major obstacle), the average score of the Ukrainiginess environment was 2.22.
Poland’s business environment was graded with the sc@@®fpoints. Analogous to
the business situation in Ukraine, taxation, finance, anduption were reported as the
greatest troubles for conducting economic activities irafthl Comparing with other
post-communist countries, Poland’s business environmentaméed the second worst
(25" position out of 28 countries), between Moldova (P4and Albania (28).
Ukraine’s position was seventh worst {20between Bulgaria (19 and Bosnia and
Herzegovina (2%) (author’s calculation on the basis of Fries, Lyserkad Polanec
2003).

Given similarly mediocre business environment situationBoland and Ukraine, the
most striking difference between the two financial sy and markets for corporate
governance has been in the types of the most activeelsssplayers. In the Donbas, it
is private domestic capital that has been (a) providing mb#te enterprise finance
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capital through firm's retained earnings and investmend, @) taking over local
enterprises via the privatisation process. By contiast)pper Silesia, it is foreign
capital along with the Polish state that has becdraentost active player on the local

market for corporate control.

Table 7.6.Cross-border mergers and acquisitions and foreigntdireestment, 1988-
1999

KOR GBR PRT GER DNK POL UKR

1988-1999
MG&A cross border sales, by economy of 346 7678 397 1496 2295 265 4
seller, total value per capita, US$

1992-1999
FDI inflows, as % of GDP, average 0.75 265 165630 229 293 0.73

Source:Author’s calculations on the basis of Easterly angde@keh (2001); UNCTAD
(2000); USSC (2003).

Table 7.6 shows major indicators of cross-border corposates, mergers and
acquisitions for Korea, the UK, Portugal, Germany, DekmBpoland and Ukraine. It
indicates that as regards mergers and acquisitionsgfiooempanies have been as
active in Poland as in several established capitalishauies. Furthermore, the
importance of foreign direct investment in the coyisince the mid-1990s has become
even higher than in the United Kingdom. The role of difeceign investment in
Ukraine appears to be moderate, on the level of contth&urope and East Asia (cf.
Korea and Germany). Yet, notwithstanding Ukraine’s moare open and formally
liberal foreign trade and investment regulations, the @liZeDI attracted to the country
has been disproportionately low, compared with Polaree fegional data show a
similar picture. By the end of 2003, the cumulative anh@irFDI in-flows per capita
amounted in Upper Silesia to US$ 1893. The amount of fogital invested into the
Donbas on a per capita basis has been twenty timallesrand amounted in 2003 to
US$ 96 onlyauthor’s calculations on the basis of DOSO 2000, 2003; SOK 1998, 2000,
2001, 2003a; and PI&FIA 2004a, 2004b).

The larger than expected share of foreign direct invesst and cross-border corporate
sales in the Polish economy is due, to a great extetietinitial speculative wave of
foreign capital markets’ interest in a new membethefEU single market and to initial
one-off privatisation deals associated with it. Theggaphical origin of FDI in-flows

appears to confirm such suggestions.
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Figure 7.4. Foreign direct investment by geographical origin, Ukraine Poland,
1999
Source:Author’s calculations on the basisSWNCTAD (2000); USSC (2003).

Figure 7.4 shows that the great bulk of direct foreign imaest into Poland (almost 70
per cent) has come from the European Union member s&tdzerland and Norway.
By contrast, the largest share of FDI (32 per cent) iedaist Ukraine comes from firms
from post-communist economies (Russia, the former Eaweon, and Central and
Eastern Europe). Generally, the share of advanced malisstd countries in total
overseas investments into Ukraine has amounted toalhedmpared with 84 per cent
of Western FDI in Poland.

B State-owned firms @ Municipal firms
- O Private domestic firms O Private foreign firms
§100 -t
€ 18.4
S 75
E 35.1
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'J:: . .
» Upper Silesia Donbas

Figure 7.5.Major destinations of capital investment in-flows, Upféesia and the
Donbas, average percentage share of total volume, 1998-2002
Source:Author’s calculations on the basis of DOSO (2000, 2003); £19K8, 2000,
2001, 2002).

Together with foreign actors, the Polish state hanlb@e most important source of
finance capital funds. Figure 7.5 indicates that wimighe Donbas it has been private
domestic enterprises and their own sources of financaa@re that comprised two-

thirds of capital investment in-flows in the regiore tinajor concentration — almost one
half — of all capital investment in Upper Silesia hagrbenade by state-owned
enterprises. Due to the official policy of consecutR@ish governments which have
favoured the so-called strategic investors in the pra@abis process, large
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multinational corporations have been the most agti@gers on the domestic market for
corporate control (i.e. mergers and acquisitions) in Ulessia. The state has also

retained its ownership and control of the largest ensag

By 2002, five Upper Silesian industrial enterprisémd been acquired by several big
Warsaw-based holding companigsupy kapitatowe)yuch as: foreign-ownelektrim
Capital Group (annual sales of US$ 1.2 billion) axywiec Capital Group(annual
sales of US$ 0.6 billion), and the state-owihagpexmetal Capital Groufannual sales
of US$ 0.8 billion). However, since over 40 per cent ofiradustrial assets in Upper
Silesia had still been in state ownership by the beginnirZp04, corporate control in

the region has remained relatively underdeveloped.

50 > O Multinational
2 enterprises
18 35 (FDI)

25 O Private
domestic
capital

0 - B State-owned
Upper Silesia Donbas

Figure 7.6.Fifty largest companies by ownership structure, Silestavodship and
Donetsk oblast, 2001

Source:Author’s calculations on the basisRteczpospolita (2002); Ukrainskaia
Investitsionnaia Gazeta (2003b).

The significant role played by the state in Upper &ilés also evident from the
property structure of the region’s largest companies. wilieg to Figure 7.6, in the

early 2000s, almost half of the fifty largest companmetpper Silesia were still state-
owned, compared with only a quarter of the Donbas’s topddmpanies controlled by
the state. Figure 7.6 also indicates that, notwithstanBaignd’s rather protectionist
outward-oriented policies, the Upper Silesian marketctoporate control has been
characterised by a considerable presence of multinatonpérations. By contrast, the
degree of multinational presence in the Donbas has hisprogortionately low; the

regional economy appears to be dominated by private diocroapital.

Whilst the process of capital ownership concentratiodpper Silesia has been rather

slow, given the policy of the Ukrainian government &dur national capital in the

*1 Fabryka Kottéw Rafako SA; Huta Zawiercie SA, ZawieraValcownia Metali Dziedzice SA, Czech.-
Dziedzice; Huta Metali Nigelaznych Szopienice SA, Katowice; and Grupa Handloyvaiec
(Rzeczpospolita 202
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process of rapid large-scale privatisation, the conagotr of capital and industrial
assets in the Donbas has reached giant proportions. By 2004t thirty of Ukraine’s
largest companies and over one hundred of other indusigatultural, and service
sector firms, had been acquired by two extremely larg@me3&-based holding
companies —The Industrial Union of the Donbag¢lSD) and System Capital
Managemen{SCM). The total consolidated revenues of the ISD in 2008uated to
US$ 5.1 billion, whilst the SCM’s turnover has also beppreaching that figure.
Turning, by the late 1990s, into two of the three largeddimgp companies in the
country, ISD and SCM have become the most specificacterxistics of the Donbas
variant of post-communist capitalism. The Donbas cwmglates operate a vast
network of holdings and combine the vertical integrastmucture within and outside
the Donbas with a flexible system of strategic atles— special partnerships aimed at
either guaranteeing a stable supply of resource inputsaféhgstate-owned coal-mines)
or providing a well-established international marketingvoek for output exports (e.g.

with multinational steel traders).

To conclude, the financial system (including the financeoseahd the market for
corporate control and governance) has been the madigrenstitutional arena of post-
communist capitalism. Upper Silesia’s financial and caordomain has been
characterised by a moderate level of ownership concemtragnd the limited
development of institutional and venture-capital investiméhe finance sector is bank-
based and the state plays a very important role indhtrat and finance of industrial
companies. Another distinctive characteristic of theper Silesian and, generally,
Polish finance and corporate governance markets istegthave been dominated by
many West European banks and Western Europe-based muitadatarporations. In
turn, the Donbas’s financial-intermediation sector lmeen characterised by the
extremely high degree of ownership concentration, aptiweesses of the acquisition of
local firms by large Donbas-based private holding compariles, low degree of
sophistication of the financial system, and the absefdastitutional investors and
venture capital. The role of the state and commeragak® in the financial system is
relatively important. Banking is concentrated in a fdemestic deposit money banks.
Nonetheless, on a more general level, all the thypes of finance markets (banks,
stock markets, and institutional investors) have beerntameak and underdeveloped
in the two post-communist regions to allow us to asdéedithem fully with a particular

model of modern capitalism and identify their future dicets. The two financial
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systems can only be definitely associated with thdstheo middle-income group of

developing countries.

SOCIAL PROTECTION AND THE WELFARE SYSTEM

Social protection does not always mean ‘the state aghmsnarket’. On the contrary,
the welfare system is believed to rescue the market ftself by preventing market
failures. As argued by Estevez-Abe, lversen and Soskice (280l protection
complements and aids the market by helping economic amtersome market failures
in skill formation. They have argued that the shape oBsprotection has bearings on
national competitive advantage in international markand the choice of product
market strategies. Since the availability of speciitissrequires appropriate forms and
levels of social protection, institutional differencést safeguard returns on specific
skills explain why workers and employers invest morsgacific skills. On the other
hand, the absence of such institutions in countries suctheasJSA, Canada or
Australia, gives workers a strong incentive to invagstansferable, generally-applicable
skills. In such an environment, it then also seems tonbee productive for firms to

pursue product market strategies that use these transfekdlsléntensely.

As to the individual features of social protection iffetent ideal types of advanced
capitalist societies, weak social protection and a ilmwlvement of the state are the
major features of market-based economies. Although #rdst important differences

between the USA and Great Britain, the welfareesys emphasis in the Anglo-Saxon
model is generally presumed to be on poverty relief {d@afety net’), means-tested
benefits, and a private-funded pension system. The sbmmabcratic economies are
characterised by an extremely high degree of social piatethe prominent role of the

state, the great importance of the welfare state inigppblicy and society. The Asian
capitalism model is characterised by a very low |l@fetocial protection and a small
share of public expenditures in general welfare. Socipleeditures are directed
towards poverty alleviation, whilst the overall shafavelfare expenditures in GDP is
minimal. The Continental European economies are ctexised by a high degree of
social protection, employment-based social benefits, rgavent involvement, the

important role of the welfare sector in society, cibation-financed social insurance,

and pay-as-you-go pension systems. The Mediterraneanl nsodbaracterised by a
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moderate level of social protection and the heavy involveénté the state; the
expenditure structure is oriented towards poverty all@natind pensions. Some South
European countries have particularly generous family- elddrly-oriented welfare
systems (Amable 2003: Chapter 3).

Different typologies of welfare systems have beerettged. According to prevailing
opinion, the USA, Australia, Ireland, Canada, Japan ance&di.e. most of the
countries of the Anglo-Saxon and Asian capitalism ngdexcept for the UK) belong
to the liberal, ‘residual-welfare’ model (or the weaknswelfare, ‘zero-level’ model of
social protection). The United Kingdom, the Netherlan8pain and Portugal are
considered ‘minimal-universalist’ welfare systems. Wnelfare systems of the other
two remaining Mediterranean European countries are regj@slenuch more generous
‘subsidiarist’ or ‘Latin particularist-clientelisthodels?? The Nordic countries are said
to belong to the ‘maximal-universalist’, social-demdicranodel of the integral welfare
state. France, Germany, Austria, and Belgium are ctemised as Continental
conservative-corporatist welfare systems (for this gamson of major typologies of
welfare systems found in the literature, see Amable 20036@h4 analyse the welfare
system of the two East European capitalisms by compénadevel and character of

public social expenditure in Poland and Ukraine with theetsaiof advanced capitalist

countries.
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Figure 7.7.Public social spending by major allocations, as percembG®P, Poland
and Ukraine, international comparison, average shark39ig-2002

“2 ‘Subsidiarity’ is a major concept of the Roman Cdthsbcial theory that rests upon an understanding
of society as an organism characterised by a hieraramyfally supportive organs. In this view,
nothing should be delegated to higher organs that can beapltstoed by individuals or lesser or
subordinate bodies. Thus, according to the European Romaali€atblfare philosophy, informal care
should, whenever possible, take precedence over stateeimtien in social welfare service (see Cross
and Livingstone 1997). However, neither ‘Latin’ nor ‘subsidiaadjectives can be used purely with
regard to the Eastern Orthodox Greece and its soci@apian sector.
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Source:Author’s calculations on the basis of USSC (2000, 2002, 200i8)(2003a);
PCSO (2000, 2001, 2002, 2003); OECD (20044, 2004c, 2004d).

Figure 7.7 presents the data broken up by three broad categbrmsblic social

expenditure such as: (a) social protection and welfeedovers public expenditure on
pensions and old-age cash benefits, disability, occupatiopay and unemployment

benefits, active labour market programmes, and income dufipdhe working age

population; (b) health care; (c) housing benefits, cultures, aport and physical
exercise activities, and other social services includ@hgious programmes. Figure 7.7
indicates that with the average share of public sop&tding in Ukraine’s GDP of 19.5
per cent, putting in between the UK and Portugal, the cganwelfare system clearly
belongs to the minimalist-universal system of socialtgxtion. The relative level of
social protection and welfare support in Ukraine (15.2 perafe@DP alone) is as high
as in Scandinavian and Continental European econonfie&écmany and Sweden),
but public expenditure on health and other social servicesich lower. By contrast,
Poland’s welfare system, with the level of publiciabexpenditure amounting to 26.7
per cent of GDP, is amongst the most generous socigdgbian systems in Europe.
Moreover, the level of public spending in Poland on dogiatection and welfare

support alone (18.9 per cent of GDP) is by far the highestng all the advanced
capitalist economies. It is this feature that inddsah strong similarity of the Polish
social protection system with Mediterranean ‘Latin’ paddism, as exemplified by
Italy. Yet, the level of social protection provided by tRolish welfare state outstrips

even that of its particularist-clientilist countergart
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Figure 7.8.General government sector expenditure, as share of Biéhd and
Ukraine, international comparison, average shares pixdp&992-1998 and 1999-
2005

Source:Author’s calculations on the basis of USSC (2000, 2002, 200i8);(2003a);
PCSO (2000, 2001, 2002, 2003); OECD (2004a, 2004d).
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My classification of the two post-communist welfagstems is also supported by the
data on the changing role of the state in their ecig®nirigure 7.8 summarises the
average shares of general government sector expendibu@SP in Poland, Ukraine,
and a number of representative capitalist economiesvamgdd public budgeting
procedures allow us to examine the planned level of oveudlic spending until the
end of 2005. Figure 7.8 indicates the high degree of the Fsilig@’'s involvement in
the economy throughout the entire period of the postwamst transformation. On
average, the size of government in Poland has beendadgeomparable currently with
the South European model of heavily regulated capitalfimGreece and lItaly). By
contrast, under post-communism, Ukraine has been expgea dramatic change of
the role of the state and the government withdrawah fiee economy to the levels far
below than those of the UK — one of the closest iexjstxamples of the free market
economy and the limited welfare state.

THE EDUCATION SECTOR

The education sector is considered the fifth institutiomahdélation on which a nation’s
comparative advantage can be built. It has been ensgldaslisewhere that in the sphere
of education and vocational training, firms face the probté securing a labour force
with suitable abilities and competence, while employ&ase the problem of
determining how much effort and resources to invest iithvbkills. As the theory of
institutional complementarity implies, the outcomes this coordination problem
impact not only on the fortunes of individual companied aorkers, but also on the
skill levels and competitiveness of the entire econ@ifall and Soskice 2001b: 7). The
educational system in the market-based model is usualhaatkased by low public
expenditures, a highly competitive higher-education systemn-homogenised
secondary education, weak vocational training, emphasis oeraeand easily-
transferable skills, and life-long professional trainingsbcial-democratic economies,
the education sector is characterised by a high levgiubfic expenditures, high
enrolment rates, emphasis on the quality of primary aadondary education,
importance of vocational training, emphasis on speskKilts, and the prominent role of
retraining and life-long learning. Asian capitalism is chteased by a low level of
public expenditure, high enrolment rates, emphasis onqtredity of secondary

education, company-based training, importance of sciemtifit technical education,
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emphasis on specific skills, and weak life-long learningside the corporation. The
education sector in the Continental European model iacteised by a high level of
public expenditure, high enrolment rates in secondary educagophasis on
secondary-education homogeneity, developed vocational ngaind emphasis on
specific skills. In the Mediterranean model, the edocatsector is characterised by low
public expenditures, low enrolment rates in tertiary etdoicaweak higher-education
system, weak vocational training, no life-long learning] #me emphasis on general
skills (Amable 2003: Chapter 3)

Historically, both the Polish and Ukrainian educatiosyadtems were formed under the
heavy influence of the Continental European models ofndéraand Germany
respectively? Therefore, amongst several common attributes ofabesectors are high
levels of curricula standardisation and mainly schmasled vocational training and
professional education. The major difference betweerStviet Ukrainian educational
system and its central European counterparts, howewas, in the degree of
differentiation between ‘general’ and ‘vocational’ grammes, which was low in the
former and high in the latter. Under state socialism,etiucation sector in Ukraine was
characterised by moderate individual initiative and aveeagployer initiative in life-
long learning, dominant institutionalised role of emplsyg&r vocational training, and
average employer’s role in continuing training. In turn,eédacation sector in People’s
Poland was characterised by limited individual initiatarel minor employer initiative
in life-long training, a slightly formalised role of eropgkrs in initial vocational
training, and a weak employer’s role in continuing trajnffor a review of different
European education and training systems, see Aventur, Cardpddbus 1999).

Under post-communism, some of the inherited institutioeatures of the Polish and
Ukrainian systems of training and education have been eefamhereas others have
experienced major changes. To evaluate the extent dfréimsformation and to assess
its systemic direction, Table 7.7 below provides a symops$iseveral contemporary
educational and science indicators for Poland and Ukrasneel as for South Korea,

the USA, Greece, Germany, and Sweden.

*3 The education sector in the Mediterranean Europe wasibaly formed under the French system’s
influence as well.



Table 7.7 Major indicators of the education sector, 1999-2002
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KOR USA GREGER SWE| POL UKR
_Primarygross enrolmentratio, % 102* 98 97 100 *11000 97
_Secondaryenrolmentration, % 91 93 9% 100 146* * 1087
Tertiary enrolment ration, % 82 81 61 48 76 58 58
_Ofwhich, percentagesshare:
standard university degree 58 A 85 D1 97 73
technical and professional degree 41 4 15 4 1 26
post-graduate degree / doctorate 1 2 ... >1 6 1 1
Training participation, as % of workforce 414 A7 254 602 160 103
Total expenditure on education, as%of GDP,60 73 39 53 68 | 56 60
(pivatespending) (25 (22 (02 (10 (03|02 ©7)
Of which, total expenditure on tertiary 21 27 09 10 18 | 09 13
education, (private) @n @8 ( @©2 @©02 |0y @©O4
Gross domestic R&D expenditure, %0of GDP 296 28068 250 461 070 120
R&D expenditure by  Industry 725 662 242 660 719 308 414
source offunds Government 250 287 487 315 210 648 281
Other national 21 51 25 04 38 20 44
sources
Abroad 0.5 00 247 21 34 24 262
Researchers per milion people 2880 4099 1400 31mB6 | 1473 2118
Scientific publications per millon inhabitants 141594 212 453 939 117 367

Note: The net enrolment ratio is the ratio of enrolledareih of the official age for the

education level indicated to the total population of tigat &et enrolment

ratios

exceeding 100% reflect discrepancies between these twseatatdn addition, a further

discrepancy may arise from the fact that school pupgsating the same

grade are

included in the same data set with younger enrolled chillrére official age for the

same education level.

Source: Author’s calculations on the basis of OECD (2002, 2004b)DBN?2003,
2004); USSC (2003, 2004a, 2004b); UNAS (2004); UNESCO (2004, 2004).

Table 7.7 indicates that Poland’s educational systenbéws characteris

ed under post-

communism by the emphasis on publicly-funded educationafuitishs and the very

high importance of secondary education. In 2002, less @htnird of all students in

Poland studied at private universities and other non-steitutions of tertiary

education (see PCSO 2003: 256). Yet, generally, tertiary edocappears to be of

moderately low importance in the country as the lovellef expenditure on tertiary

education shows. Poland’s education sector has beenrfattasacterised by the low

importance of research and development, relativelykveegentific achievements, and

by the high importance of the state in funding R&D atigisi Life-long

continuing professional training play no major role witkine education

learning and

system of the

country. Generally, the majority of indicators compiladTable 7.7 indicate a closer

relation of Poland’s education sector towards the ilda@nean model, as exemplified
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by Greece. This resemblance has been recently idenbfieother researchers as well
(see Schoen 2003).

In turn, the Ukrainian educational system has been dieaised by relatively higher
expenditure on education, the great importance of \vamwtiraining, the emphasis on
tertiary education, a potentially significant role of&[R activities, considerable
scientific achievements, the limited importance of stee as a source of research and
development funds, the essential role of industry-findn&&D, and the high
importance of foreign R&D investment. The amount of gevspending on education
in Ukraine has been relatively small, whilst the roldéhaf state and of public spending
remains to be vital. There appears to exist some germ@inblance of the Ukrainian
education sector to the Continental European model of pabfliication, as indicated,
among other similarities, by the great role of technaad professional (polytechnic)
tertiary-level education in Ukraine. The very high shafdJkrainians studying for a
technical or professional tertiary degree might exptam country’s apparently low
continuing training participation rate.

Table 7.8 Major indicators of the education sector in Upper &ilasd the Donbas,
2000-2002

U. Silesia Donbas
Below upper secondary 57.9 25.1

Educational attainment Upper secondary and post- | 32.9 61.7
of the population, over 15  secondary technical
years old, as % total University tertiary 9.2 13.2
Continuing professional training, as % of workforce 16.0 14.2
Researchers per million of inhabitants 1254 2039
Average regional R&D expenditure, % of GDP 0.43 0.55

Source:Author’s calculations on the basis of DOSO (2000, 2003);@&804b); SOK
(2002, 2003a).

The education sectors of Upper Silesia and the Donbasmappeshow a similarly

divergent picture. They present a better contrasteliew As Table 7.8 indicates, the
Upper Silesian system of vocational training and educdtambeen characterised by
very weak higher-education institutions, the extremely limgportance of primary and

basic secondary education, marginalised life-longniegrand continuing training, and
undersized R&D personnel. Some of the features of Uppesi&il education sector
appear to be close to the Mediterranean-type modeb(eece in Table 7.7). The R&D
section of the education sector in the Donbas haslmea close to the weak South

European level. However, the major characteristih@f@onbas educational system is a
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very high importance of the tertiary education, botlhat university- and technical
college levels. Furthermore, in addition to 62 per centthef Donbas workforce
possessing some vocational skill or technical profeskiegree, over 14 per cent of
the regional workforce have been engaged in various metgaand skill-upgrading

programmes.

‘ O Engineering, manufacturing & construction B Science

:

[ N VST N

as % of total graduates
O T O U1l O UL O UL O Ul
|

Korea Donbas Sweden Ukraine Germany U.Silesia USA  Poland

Figure 7.9.Science, technology and engineering graduates, Upper Siteside
Donbas, international comparison, as percentage tdréflry education graduates and
doctorates, 2001-2002

Source:Author’s calculations on the basis of SOK (2003a); DQ3@m3); UNESCO
(2004).

Thus, under post-communism, both Upper Silesia and the Bpminal Poland and
Ukraine in general, have retained some of the inherstitutional features and
maintained primarily public-funded education sectors. @imib the other institutional
domains, there have been a number of changes withitwth@ducational systems as
well. Figure 7.9 indicates a very high proportion of sciemeé technology graduates
and doctorates produced by the Donbas education sector iastdonta low proportion
of industry-related graduates produced by the Upper Silesian teducsector.
Generally, the education sector in the Polish rep@as been undeveloped and oriented
towards elementary education and basic general skills.large bulk of the Upper
Silesian labour force possesses a primary school degrdbe highest educational
achievement, whereas a relatively low proportion @& workforce has experienced
post-secondary education. On the other hand, in the Dotiigagducation sector has
been characterised by a relatively stronger higher-educsystem, great importance of
professional, technical and vocational education and migairi all part of the Soviet
educational heritage. Certain features of the Upper &iesilucation sector appear to
be close to the Mediterranean model of basic public adut whereas some of the
Donbas’s educational characteristics approximate theti@mntal European public
education sector. Nevertheless, a large number of theatahel characteristics
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discussed above remain to be specific to each of theotvandustrial regions of
Eastern Europe and their historical legacies.

ALTERNATIVE CAPITALISMS IN TRANSITION

Having examined in detail the five major institutional domainsPoland’'s and
Ukraine’s industrial heartlands, we may now turn to idginigy the core attributes of
post-communist capitalism. What kind of capitalism mseeging in post-communist
Europe? How close is it to the well-established modélsnadern capitalism? The
available literature on post-communist capitalism caosta number of weaknesses and
ambiguities, some of which have been discussed previgeetyChapters 4 and 6). The
authors working within the orthodox neo-liberal transitgaradigm stress that a large
number of the transition economies have approached #senfarket standard. By
contrast, the overwhelming majority of scholars wogkwmithin alternative conceptual
frameworks maintain that the social formation whicheeges in the post-communist
world can hardly be described as ‘capitalism’ under armyoistances (mostly) because
of the absence of a hegemonic capitalist classgigropertied grand bourgeoisie) and
the resultant lack of social cohesion and institutiaadderence (on the ‘chaotic’ nature
of the post-communist social transformation, see L2Z0@0; on the perverse character
of post-communist capitalism, see Eyal, Szelényi aanEley 1997; Burawoy 2001;
King 2001, 2002; Pozmaki 2001)**

Two types of post-communist capitalism

This thesis takes a different line of argument, howeles contended that a general
picture can be developed with regard to the kind of capitakbich has been emerging
in Eastern Europe. | argue that a specific ‘post-commutygte of capitalism has

arisen. This capitalism in transition appears in sevesaadllel non-converging forms.

As a generic term, post-communist capitalism is chharsed by the possession of a
prevailing — yet incomplete — set of complementary misbihs that provide a broadly

coherent and cohesive arrangement of information anordination mechanisms for

post-communist economic agents. Although there have aeeamber of observed

approximations to some of the well-established ideal-tggemodern capitalism, the

*4 See also summary proceedings of ‘What type of capitafistmei post-communist economies?'"13
Research Seminar on Managing the Economic Transition, Witivef Cambridge, 12March 2004.
Available at: http://www.business.mmu.ac.uk/researctipragrammes_13.htm
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East European socio-economic formation on the wisoili an unfinished enterprise,

which moves into uncharted waters of systemic transdbion.

Table 7.9 Major features of capitalism in the two post-commuresfions

Institutional Upper Silesia Donbas
arena
Product- Heauvily regulated product markets; Competitive to mildly regulated
market administrative burdens for corporations; | product markets; moderate state
competition | high role of direct state involvement; involvement; importance of large
___________________ importance of smallfirms __ |corporations
Wage-labour | Mild employment protection; decentralisepl Moderate employment protection; co-
nexus labour markets; uncoordinated wage- ordinated labour markets; centralised
bargaining; weak trade-unions wage-bargaining; relatively strong
____________________________________________________________________ trade-unions
Financial Underdeveloped; currently bank-based; | Underdevelopedurrently bank-based;
sector active role of foreign multinationals and | active domestic private involvement in
the state in finance market and corporate| finance market and corporate
__________________ govemance | 9Qovemancestuctures
Social ‘Latin’ welfare state (particularist- Limited (minimal-universalist) welfare
protection clientilist subsidiarism); high level of systemmoderate degree of social
social protection and public spending protection, low level of public spending
on health care and additional social
____________________________________________________________________ services .
Education Weak public education system; Public education system; importance of
importance of primary and basic professional and special technical
vocational education education and training

Note: Boldfaced typing indicates institutional complementarity

On the basis of our discussion in this chapter, Tableufr®msrises the core features of
the two regional forms of post-communist capitalismstRmmmunist capitalism in
Upper Silesia is characterised by the great importamdieo state and high direct
government involvement in the economy, heavy regulatinod moderately high
protection of product markets, numerous administrative burfiberiarge corporations,
the prominence of small firms and sole traders, ancheyldrge public sector. In the
sphere of labour markets and industrial relations, Upptrsi&s capitalism is
characterised by a mild degree of employment protectiie, do-ordination and high
decentralisation for wage bargaining, increasing wage fléxijband weak trade-
unions. The financial sector in Upper Silesia is bank-badedever, banks, financial
intermediaries, and capital markets in the region adengdeveloped and weak. The
finance sector’'s sophistication is very low, whereaskimg concentration is very
limited and most of Upper Silesia’'s banks are owned amatraled by large
multinational banking corporations from the advanced ges@a Union member-states.
Private domestic capital is underdeveloped, whilst tlggonal market for corporate

governance and control is almost entirely dominated @seidn multinational
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corporations and government-controlled actors. Theaneelfystem in Upper Silesia is
characterised by a high level of social protection; garepublic social expenditures
are oriented towards poverty alleviation, pensions, aamuahily-oriented benefits,
whereas health care and additional social servicesofiress importance. Upper
Silesia’s education sector is weak, with the emphaslzasic general skills and primary

education.

The Donbas variant of post-communist capitalism isaxttarised by a moderate level
of the public authorities’ involvement in the economyatigely mild non-price ‘co-
ordination’, and low (formal) protection against forefgms and investment in product
markets® As regards the wage-labour nexus, the core featurgsostfcommunist
capitalism in this region include moderate employmenteation, highly centralised
and co-ordinated wage bargaining, moderately strong uniongjidgolvage flexibility
and increasingly active labour market policies. The saxftéinancial intermediation in
the Donbas is underdeveloped and weak. Both the finare&e@porate governance
control markets in the Ukrainian region are characterisgda very high level of
ownership concentration, limited development of insibinal and venture capital
investment, and the great role of domestic private capitalirms’ finance and
management. The welfare system exists in the Donbas universal but extremely
limited form. Amongst its main features are a modelatel of social protection, very
low public spending on health, and a low level of governmemIlvement in providing
additional social services. The Donbas education sectdraimcterised by a relatively
high level of public expenditure, high enrolment ratepast-secondary and tertiary
education, developed vocational, professional, and teadhedltication and training, the
high importance of retraining and lifelong learning, and aeral emphasis on
industry-specific skills and knowledge.

Table 7.9 demonstrates that three to four out of fivemasgtitutional domains in each
of the two forms of post-communist capitalism are inigtished by intra-systemic
congruousness and coherence. In Upper Silesia, (i) haagiylated product markets
dominated by small firms, (ii) the basic public educatioctae (iii) the paternalist
social protection system, and (iv) the importance okbaforeign multinationals and
the state in the financial system can be described —rdingoto the theory of

*5 0On the informal level, there have been a numbaitlegations about high protectionism against foreign
companies. See, for example, Valentin and Couronne (2004)henBconomis2004e).
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institutional complementarity — as compatible institaéb domains. | examine the
complementary institutional dynamics correspondinglyst, heavily regulated product
markets and a large public sector entail low competitivesqure that allows
employment stability. Under low competitive market puess stable finance-industry
relations can be established. The structure of product-tsaskeninated by small firms
and the region’s industrial specialisation do not requitdgaly skilled workforce?
Second, the skill level of the workforce prevents thedne engage in risky high-tech
activities. The weak education system does not allétavge, highly skilled workforce.
In turn, low personal investments in specific skills é&swthe demand for social
protection. Third, high welfare expenditures imply high testadtions on the domestic
market. On the other hand, high levels of social praiectiecrease the demand for
individual risk diversification. Fourth, underdeveloped finahecrarkets and stable
bank-industry relations slow down structural change and emaiydoyment stability.
Weak individual risk-diversification possibility implies higher level of social
protection. The deep involvement of the state in the Giadumtermediation sector and
corporate governance allows strong protection of stdétet® and enables long-term
business strategies. Foreign multinationals bring (potentizassive) external capital
reserves into the domestic financial-intermediaticect@ (for a comprehensive

discussion on institutional complementarities, see Benda003).

In the Donbas, (i) competitive to mildly regulated prodmetrkets dominated by large
corporations, (i) highly co-ordinated and centralised indaistrelations, (i) a
‘polytechnic’ public education system, (iv) a moderate degfesmcial protection; and
(v) the prominence of domestic private capital in the marfa finance and corporate
governance and control are institutionally complemsntomains. First, moderate
internal competitive pressure allows relatively slomucural change and enables a
relatively high degree of employment protection. Yetemal market pressure demands
substantial productivity gains. Moderate competitive pressilowslthe development
of a stable finance-industry relationship. The pursuit ofipctivity gains results in the
adoption of labour-shedding strategies which are polyicaistainable only with social
protection. Moderate degrees of both price- and qualityebasenpetition demand a
workforce with a high level of secondary and post-seagndducation, whereas slow
structural change favours the acquisition of specialikéld.sSecond, regulated labour
markets and employment protection prevent fast structunahge. Employment

“6 We shall return to the question of industrial speciatisah greater detail in Chapter 8.



165

protection limits the need for a strict short-term-prafonstraint. Employment
protection, both legal and institutional, lowers the denfandh high degree of social
protection. Employment protection is an incentive to inwesspecific skills, whilst
high levels of labour market centralisation and co-otdinafavour the designation of
useful industry-specific skills. Third, labour force wgpecialised skills enables stable
industrial strategies to be followed. A strong polytechnic ipubtucation system
allows for (offensive) flexibility. It also demands therotection of individual
investments in industry-specific skills, i.e. employmenttection and a moderate
degree of social protection. Fourth, a moderate degresc@ protection implies mild
tax levels and distortions on the domestic marketiabpootection enables specialised-
skills acquisition. Fifth, a domestic industry-contedll sector of financial
intermediation and corporate governance prevents shront-constraints and enables
long-term business strategies to be followed. The abseasfc short-term-profit
constraints allows employment stability (within largeni). Underdeveloped financial
markets and stable bank-industry relations slow down stalctirange. Yet, weak
individual risk-diversification implies a higher level sbcial protection. In the next
chapter, | will test the applicability of the hypothesieduced from the theory of
institutional complementarity — postulating that diffdrerodels of capitalism generate
different comparative institutional advantages — to theparative study of Upper
Silesia and the Donbas in transition.

This chapter’s detailed examination of post-communist agt in Upper Silesia and
the Donbas also shows that each of the two typestillsin its formative stage,
characterised (on a theoretical level) by a numbersystemic incompatibilities.
Although both of the two regional finance sectors areeciily bank-based, which is
fairly complementary with other institutional feature$ the two capitalisms in
transition, the financial systems in Upper Silesia &@dQonbas have remained greatly
immature and weak in comparison with any of the existingdaiso of modern
capitalism. Furthermore, in the case of Upper Sild$ia, wage-labour nexus that is
based on labour market flexibility has not been complaary with the overall logic of
the regional type of post-communist capitalism. Decéséch labour markets are
usually those that are characterised by the absencempfoynent protection.
Moreover, they operate in the market-based versiomapitalism. Labour market
flexibility favours firms’ adjustment to strong competéi pressure and makes fast

structural change less costly. Decentralised deregulated labour markets allow quick
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adjustment of the labour force and maintenance of t4bon profits. Weak
employment protection and important structural changeiraentives to invest in
general skills. Fluid labour markets diminish risks aodver the demand for social
protection (see Amable 2003: Chapter 3). By contrast, ouushigim in the previous
section has shown that, besides decentralisation, Ufgesia’s labour market
institutions are also characterised by moderate emplatypretection, thus, potentially

signalling a major in-built systemic incompatibility &gards the wage-labour nexus.

In turn, the Donbas’s limited welfare system is (asteheoretically) incompatible with
the overall institutional logic of the regulated calsta model that the Ukrainian
region appears to be evolving into. A minimal public-fundedial protection system
does not protect against unemployment and, thus, fluid labatkets are necessary
(see Amable 2003: Chapter 3). The existence of a liberainalist welfare state calls
for market-based means of risk diversification through peiveasurance; private
pension funds should provide an institutionalised voicesf@reholders in a system of
corporate governance. Low protection for specific-skilleestment provides incentives
for individuals to acquire general skills in order to mdvom job to job and make
retraining easier. All these institutional effects thadically emanate from a minimal
social protection system can contravene the innekings of a regulated market
economy. In Part Four, | will examine whether the appgasgstemic incompatibilities
identified here on a theoretical level have had anydaching repercussions on the real

transformation of the two regions under post-communism.

A uniform direction of the systemic change?

If there exists post-communism capitalism, what systelinection has it taken and can
it approximate any established type of modern capitalism?ti@ basis of our
discussion of the inherited institutional charactersstf state socialism in Upper Silesia
and the Donbas in Part One, and taking into account timpretensive analysis of
different models of capitalism undertaken in the pres&art Three, | have put the
institutional systemic changes of the two regions onid@mcomparative scale. Figure
7.10 below presents the outcome of my speculation. Itridescthe movement from
state socialism to capitalism accomplished so far ppdd Silesia and the Donbas
across the five major institutional domains including prodoarket competition, the
wage-labour nexus and labour-market institutions, the finkimtermediation sector

and corporate governance, social protection, and the @mlusattor.



Previous Post-communist alternatives by institutional domain
model
Product markets: regulated v. deregulated
s Asian—Mediterranear> Soc-derm>ContinentEurope>Market-based
I\ Labour markets: protected / coordinated v. flexible
T Mediterranear> ContinentEurope> Asian—Soc-derm> Market-based
E
N Finance: bank-based v. stock market-based
S Backward-Mediterranean> ContinentEurope> Asian— Soc-dem-Market-based
@)
C Welfare: universal v. restricted / none
'L\ Integral welfare state Continental corporatisrLatin subsidiarisr»Minimal
L universalisr-Zero-level of social protection
IS Education: public with specific skills v. privateéh general skills
M ContinentEurope> Soc-dem»Mediterranean>Asian—Market-based
Mediterranean>Asian—Market-based-ContinentEurope>Soc-dem

Figure 7.10. The intra-systemic spectrum of the post-communishstoamation
changes in Upper Silesia and the Donbas

Note: Donbas capitalism’s attributes are yellow-coloured; Wpkesian capitalism’s
attributes are green-coloured.

The positioning of inherent institutional features of défer models of modern
capitalism (the Mediterranean, Asian, social-dentagraContinental European, and
market-based) across this spectrum of institutional changends only on the ideal-
types’ apparent proximity to state socialism in the sghefeproduct markets, labour
markets, finance markets, and social protection, as sethlgnd described in Amable
(2003: Chapter 5). Thus, Figure 7.10 does not imply that vanges tof capitalism

were all preceded by state socialism. The positioningeotépitalist ideal-types in the
education sector depends upon their proximity to the Sowidt Rolish education

systems inherited by the Donbas and Upper Silesia respgctivélave added an
additional ‘undeveloped’ category to describe the twastqgommunist financial

systems.

Figure 7.10 confirms the overall dissimilarity betweba tnstitutional designs of the
two post-communist capitalisms. It indicates thatoading to several institutional
characteristics, the post-communist transformatiorthef Donbas may be seen as a
gradual movement from the Soviet system of state s®mialowards what can be
cautiously and roughly described as the Continental Europeatel of capitalism,
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whereas the systemic change in Upper Silesia may bédeosd a movement towards
the Mediterranean model of capitalism. Neverthelgagn the uncompleted nature of
the regional transformations, any such categorisatiarbeaonly tentative. Figure 7.10
shows also that the degree of transformation expereiby the two regions has been
profound in some institutional arenas, but moderate inr&thEhe most definitive

conclusion one can draw on the basis of this discassithat, even after a decade of
transformation, post-communist capitalism — in eacitsafvo regional versions — does

not bear a strong resemblance to any of the existingtigigas of modern capitalism.

A DISTINCTIVELY EAST EUROPEAN MODEL?

In the path-dependent tradition, this chapter has viewed-quusmunist’ or ‘transition’
capitalism as a generic term, that is, not as om@g-sxronomic formation in transit
towards one pure competitive market-based capitalismasuagpitalism in the making
after the collapse of state socialism. Broadly follayvthe theory of institutional
complementarity and hierarchy, | have argued that eadiheotwo post-communist
capitalisms has generated a prevailing set of parti@iyptementary and mutually
supportive institutions. In the next chapter, | will coesidzhether the present degree of
partial institutional complementarity within the two rieg of post-communist capitalism
has boosted the regional macroeconomic performandepesvided a considerable
impetus to the socio-economic regeneration of Upperi&idéasl the Donbas.

| have also established that none of the two Easbgean capitalisms under close
scrutiny resembles any of the five major models of chgma which are said to exist in
the ‘First World’ of industrially advanced countries,iomwhat currently has been more
technically described as ‘high-income OECDIt has been contended that the two
forms of post-communist capitalism do not closely mdsle each other either. Both of
the two still incomplete variants of post-communist i@dism possess several
institutional characteristics that appear to be incongruatisstheir overall institutional

designs. However, the newly emerged forms of socidl eaonomic organisation in

7 Almost all members of the Organisation for Econofo-operation and Development, an international
body established in Paris in 1961, are rich, industrialsaggltalist countries of North America, Western
Europe and Japan. Except for Turkey, Mexico, Polandsanet other poorer new member states, over
20 other OECD countries have become to be statistidalbgified as ‘high-income OECD'. See, for
example, UNDP (2004). For a detailed discussion on the use ofreigot®in the international
publications and developmental debate, see Hadjor (1993duistion).
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Upper Silesia and the Donbas are dissimilar and canmatittde one uniquely ‘East
European’ or ‘post-communist’ version of capitalism.eTéxistence of institutional
non-complementarities and underdeveloped finance antlacaparkets can hardly
qualify for a distinctively East European or post-commusisttus. Those are the
inherent problems of any ‘emerging’ capitalism in the @oH is contended that the
two styles of post-communist capitalism are parallelontconverging) and
indeterminate outcomes of the political-economic strudggdéween various socio-
political groups over the course of transformation drel ibstitutional design of their
respective societies. In this, they come close not tmmthe ‘emerging markets’ of the
Third World, but to the developed world of modern cagstalias well. Yet, why have
such different forms of post-communist capitalism egadP In the next chapter | will
examine how the described fundamental institutional clsangee achieved and what

have constituted the basis for socio-political compremiavolved.
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Two Types of Post-Communist Capitalism in the

Making

In this chapter | will consider the socio-political clictfof interests among agents out
of which the two types of post-communist capitalismehamerged. In addition, | will
evaluate the effect of newly-emerged institutional strestuon the efficiency of the
Upper Silesian and Donbas economies. First, | will amarhow indeterminate political
choices structured, mediated, and enabled by differenicabkystems in Upper Silesia
and the Donbas (and in Poland and Ukraine respectivel® fesulted in alternative
designs of the institutions of post-communist capitalisnthe two regions. In the
second section of this chapter, | will question whethest-pommunist capitalism has
produced adequate comparative institutional advantages, and effeat the new
institutional framework has recently had on the produgtighd macroeconomic
performance of the two regions. By applying the theorynsfitutions as a political
economy equilibrium, described in detail in Chapter 6, Il wlaim that the post-
communism transformation has created different econoamd, thus, electoral
dynamics in the two regions. The overall push for rapiglementation of radical
Washington-consensus reforms has been significantly unaednm both regions as the
result of socio-political compromises. As a consetimsed type of polyarchy, Upper
Silesia (and Poland in general) has attained its pali&conomy equilibrium around a
more regulated, protected type of capitalism with anrsie and generous welfare
system. By contrast, being a majority-based politsyskem, the Donbas (and Ukraine
in general) has settled for a relatively more libeiaaim of market co-ordination.
However, contrary to the portrayal of the Ukrainianlitpal system as an

unconsolidated autocracy by the orthodox transition pgmadl will argue that the
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country’s polity is characterised by a large number o yddyers which have managed
to limit any further liberalisation drive and to block etieely the total dismantlement
of the national social protection sector. Thus, simitrthe process of institutional
change in the industrially advanced, rich countriethefWest, institutional change in
both Upper Silesia and the Donbas has also been thessiqu of a political-economy
equilibrium. To date the outcome of such socio-politicampromises has been

generating positive macroeconomic performance in leglons.

POLITICAL EQUILIBRIA OF INSTITUTIONAL CHANGE

Partisan politics in Poland

The politics of the post-communist transformation in Ugpdesia and Poland has been
characterised by regular shifts from the conservatiklibertarian Right to the social-
democratic and statist Left. In the early 1990s, followting semi-free parliamentary
elections of June 1989, and after the early election®abber 1991, the Polish
parliament had been fragmented and produced a seriesrofigbd minority coalition
governments dominated either by the libertarian Demoddation (UD, later Freedom
Union — UW) under Tadeusz Mazowiecki (1989 — 1990) and Hanna Suc(if2%2
1993), or by the conservative Roman Catholic nationatiatitions under Jan Krzysztof
Bielecki (1991) and Jan Olszewski (1991-1992Although the early post-communist
governments, implementing the ‘shock therapy’ transistvategy designed by Leszek
Balcerowisz (UD-UW), had greatly liberalised Polandrarkets and decentralised
wage-bargaining, they could not proceed with the rapidelacale privatisation of
state-owned assets. Due to apparent political contriesers/olved in the privatisation
of state enterprises by the government installed vismadomovement based upon the
nation’s biggest trade union, the first Solidarity governn@nTadeusz Mazowiecki
had to adopt a very gradual approach. By the end of 1990e asdhit of the ongoing
economic crisis and output collapse, the governmentazoWiecki resigned, while the
bulk of Solidarity spit into several rival trade unionsdaa host of populist anti-
communist and religious nationalist groupings, most of whiemained deeply
suspicious of the free market economics advocated bga®ity’s liberal intelligentsia

wing. Notwithstanding numerous ‘privatisation offensivésittwere to turn Poland into

“8 After the fall of Jan Olszewski's coalition governmantaldemar Pawlak of the Polish Peasant Party
headed the caretaker government for a month in Juné-99R;
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‘a society of capitalists’, Poland’s right-wing cibiain governments of the early 1990s
were unable to proceed with privatisation without provokinglipuoutcry (see Slay
1994: 102-32). Janusz Lewandowski, head of the Polish privatisatiioistry in the
Bielecki and Suchocka governments, was quoted as saying dimatpfivatisation
programme was immediately confronted with all sorts stikes, protests, and
resistance. | don't recall a single transaction Wt unprotested’ (Slay 1994: 127).

Massive public resentment with the neo-liberal reforesilted in September 1993 in
the second early elections which brought back to poveePthiish Left in the form of a
coalition of ex-communists of the Democratic Leftli&tce (SARP, later SLD) and
protectionists of the Polish Peasant Party (PSL). Tagsmrivatisation programme was
initiated only in the second half of 1995, some two yedter ahe Polish political
system was stabilised. Yet the privatisation effoftdhe SLD-PSL coalition under
Prime Ministers Waldemar Pawlak (1993-1995), J6zef Oleksy ¢1995), and
Wiodzimierz Cimoszewicz (1996-1997) faced numerous obstadébough the
socialist governments proceeded with the general marletted course of Poland’s
economic transformation, they firmly abandoned thesskifaire notions of the
previous governments and resorted to more active stabdvéamaent and institution-
building (Kotodko 1996, 1998, 2000a; see also Kotodko and Nuti 1997).

After the September 1997 Parliamentary victory of thdtrnging coalition of the
conservative Solidarity Electoral Action (AWS) and theo-liberal Freedom Union,
then led by Leszek Balcerowicz, architect of the Polsfashington-consensus
transition strategy, the government of Jerzy Buzek (1997-2@@&)esiated the process
of liberalisation and privatisation. However, an attefmptthe UW to initiate the so-
called second Balcerowicz’'s reform aimed at dismantlioariRl’'s welfare state and
closing down Upper Silesia’s loss-making coal mines, steeks, and other state-
owned enterprises, ran up against fierce opposition bothdeutsnd within the
governing coalition, leading to the collapse of the twdypparliamentary majority. As
a result, Upper Silesia entered the®2entury with 353 state-owned enterprises
controlling well over half of the regional fixed capitssets, particularly in the heavy
industries (i.e. coal mining, iron and steel, chemicalsl getrochemicals, gas,
electricity, and water supply) and services (railwgyshlic transport, public utilities).
Between I August 1990 (the beginning of the privatisation programme) ar2Dbg,

out of 705 Upper Silesia’s state-owned enterprises includétkiprivatisation process,
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only 265 (or 38 per cent) had been privatised or liquidatedakes of asset components
(author’s calculations on the basis of SOK 2000b, 2001).

In 2001, when the Upper Silesian industrial output registeredeedine and
unemployment reached 20 per cent, the centre-left SitBeicoalition with the Labour
Union (UP) entered the government (2001-2004). As one of lbsereers of Polish
politics has pointed out, while generally supporting the majements of the 1999
Party of European Socialist Manifesto and the ‘Third WBIgir-Schréder Declaration,
the SLD and its then leader, Leszek Miller, tried tochatious about endangering the

party’s traditional electorate:

To date Miller has made use of the Jospinian slggarto a market economy, no to
a market societyHe has also gone on record as stating: ‘The foundingratie
the new political left must be aware that they face acdifftask ... The majority
of Polish society yearns for social justice. The Sldh count on wider social
support if it is to respond to this sentiment with a conquedgramme that is free
from the spirit of neo-liberalism’ (Day 2000: 104).

However, Poland’s left of centre parties have nanbhe exclusive critics of the free
market doctrine or the only supporters of the welfareesit&s most authors agree, the
majority of the Polish centre-right and right-wingrjes have opposed the Polish Left
as regards the role of the Roman Catholic Church amdafuental religious values in
the society, as well as on issues concerning theeqoesices of and responsibilities for
the nation’s communist past. Nevertheless, across otagr dimensions of the social-
economic cleavage, on the issues of income inequalige snterventionism, the
protection of domestic industries, agriculture and the PRaliguntry-side, the two
largest political formations — post-communist socialissd post-Solidarity
conservative, nationalist parties — have usually composszimanon ‘centre’ of the
Polish ideological continuum (Kubiak and Wiatr 2000; aéribut 1999).

Amable has suggested that in the relationship between pgptditics and the diversity
of capitalism, a stronger weight of left and leftelibarian parties would be expected to
support the emergence of institutions closer to the lsdeimocratic model and the
extensive welfare state, whilst market-based capitadibould be associated with the
dominance of centre and right-wing parties (2003: 183-88). Tlcabstance of the
two Polish left-libertarian parties, the Civic Platfoand Freedom Union, with regard
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to the welfare state has traditionally been hosKlepczynski 2000)* By contrast, the
trade-union based Solidarity Electoral Action and itsspffings, as well as the country-
side Polish Peasant Party, along with the populist gr&@moobrondSelf-Defence]
movement and the Christian fundamentalist and ndigtrizeague of Polish Families
have long been advocating support for the losers o$itiam and opposing what they
regard as liberalism and monetarism (Antoszewski anduté099).

O Other

B League of Polish Families

B Sclf-Defence of the Polish Republic

B Solidarity Electoral Action of the Right

B Law and Justice
B Civic Platform

O Freedom Union

O Polish Peasant Party

Upper Silesia Poland B Democratic Left Alliance-Labour Union

Figure 8.1.Electoral results of the September 2001 parliamentacyi@hs, Silesian
voivodship and Poland, percentage in total
Source:Author’s calculations on the basis of PSEC (2001).

Figure 8.1 shows the political preferences of the Uppersi8ileand Polish voters
during last Parliamentary elections in September 2001. Ibdstmates that, generally,
the voters in Silesian voivodship have been more lefthtgathan generally across the
country, whilst the parties which support a strong statesanial protection, both of the
Left and Right, have attracted the bulk of the ovevalles*® Thus, partisan politics
dominated by the traditional Left and the religious RightUpper Silesia strongly
correlate with what one can tentatively describéhasMediterranean’ features of post-
communist capitalism in the region, in particular,hatihe great importance of the state
in the Upper Silesian economy, heavy government regulaimhthe ‘Latin’ residual-
welfare state that provides the full level of traditiosacial protection for the old, the
poor, and the unemployed, but does not extend towards cadditpublic social

services.

9 The Civic Platform Platforma Obywatelska PO) has been recently experiencing a gradual
transformation from a libertarian party towards clealsihatcherism, combining economic liberalism
and social conservatism.

*0 Those parties and coalitions include the DemocraticAléance — Labour Union and the Polish
Peasant Party on the left side, and the Solidarity &lalcAction, the Self-Defence, and the League of
Polish Families on the right side of the country'staml spectrum respectively.
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Partisan politics in Ukraine

Whilst in the early 1990s, the traditional Left organisedund Ukraine’s Communist
party was the dominant political force in the counthg emergence and development
of capitalism has been characterised both in Ukraind in the Donbas by the
dominance of the centre and centre-right politicatdsr On the advent of the Soviet
Union’s collapse, the March 1990 elections in Ukraine prodac280-member strong
majority of the Communist party in the Ukrainian legislte {erkhovna Rada450
members in total), which elected Vitold Fokin, former cman of the State Central
Planning Commission, to head the Ukrainian Council of Manssin October 1990 -
October 1992. With the establishment of a directly-el®qiresidential office in 1991
and the election of Leonid Kravchuk to this chief exeaposition (1991-1994), the
power balance somewhat shifted towards the presidenoyevéw, until the March
1994 extraordinary elections, the Communist majority in Wkeainian Parliament,
though reduced to 239 members, had been effective in postpamingcasions the

most radical of the market-oriented attempts of Ukraiseiccessive governments.

Although the large-scale liberalisation of markets inditke began only very late in
1994, the privatisation process was started — in its ‘speoteh form — at the end of
1980s by the Soviet government of Nikolai Ryzhkov through &we dn employee-
leasehold enterprises with management-employee buyighis.r The decisions of the
Soviet Ukrainian government were echoing those of Moscowhat time. After
Ukraine’s successful independence referendum and the prgsidectory of Leonid
Kravchuk (both in December 1991), the official programmprofatisation was drafted
and initiated as the core reform by the government ioid°Minister Leonid Kuchma
(October 1992-September 1993). However, in the circumstariceconomic collapse
and hyper-inflation, privatisation along with other cautiouarket-oriented reform
measures of Kuchma’s government were derailed by thevied-majority in the mid-
1993.

The painful collapse of the USSR in 1991 resulted in tlsastiious phenomena of
disorganisation and trade implosion (see Chapter 5) angbked in the Donbas the
feeling of an approaching ‘civil war’, ‘revolution’ or ‘sociakplosion’ (see interviews
with Donbas inhabitants in Siegelbaum and Walkowitz 1995: 186; B02P93, when
the retail price inflation in the country reached itsorel level of 10,156 per cent a year,
a massive wave of protest began in the Donbas, with n8@rtyoal mines going on
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strike in one day. The industrial action was co-ordinated Hey Donbas strike

committee which put forth radical political demands: @gional independence for the
Donbas, and (2) a country-wide referendum on confidemdgkraine’s president and
the parliament. Up to 400 mining and major industrial emnisgs in the Donbas took
part in the strike. According to most commentators, dbale of popular discontent
turned the coal-miners’ strike into not so much an eooocstruggle ‘as a struggle
between the Donbas region and the rest of the coui@mgelbaum 1997: 18). Though
the June 1993 strike was initiated by the miners, it had éesmtually subsumed within
a larger regionalist framework. The political demands té miners for the

‘socialisation’ of state property enjoyed full supparwrh coal mining trade-unions,
mine managers and other industrialists, all the Donbasdbaslitical parties and

movements (from the Liberals to the Communists), llgeevernment officials, mass
media and the majority of the region’s population (sg&hvienko 2003a, 2004c). As
Crowley and Siegelbaum argued in the aftermath of thetieven

It was therefore not simply a strike of miners and otierkers, nor a “directors’
strike” with workers performing the role of foot soldielsjt a regional protest
against the government in Kiev, its president, and politias had brought the
Donbass to its knees. After ten days of protest, the Denleasrned to a state of
precarious normalcy, but not before Prime Minister Leétudhma had agreed to
the strikers: basic demands for the release of additionds fion wage increases,
the granting of ‘economic independence’ to the region, anepablic-wide
referendum on Kravchuk’s presidency and the parliament.gbhernment soon
backed away from its promise to hold the referendum but, undssyre from a
volatile electorate, organized parliamentary electionMarch-April and an early
presidential election in June-July 1994. Repeating a pattdrim Lithuania and
Poland, Ukrainian voters delivered a stunning defeat to n#éitman the
parliamentary elections. Three months later, Kravchuig tad ridden the earlier
wave of nationalism, was ignominiously defeated by Kuchma, dhaer prime
minister, who received overwhelming support from the Donbassw€y and
Siegelbaum 1995: 72).

Banking on the resentment of people with the earlgrre$, Leonid Kuchma defeated
the incumbent president on a mixed platform which combihl the calls for a wider
protection and support of the domestic industries and cles@oeic and political ties
with Russia and that country’s markets. However, inoBet 1994, the administration
of newly-elected President Kuchma launched a programmeadi€al neo-liberal
reforms of macroeconomic stabilisation, liberalisatiand marketisation, developed by
a team of monetarist economists headed by Viktor Pynzewvitlk the participation of a
number Western advisors, including Bohdan Havrylyshyn and Andislsnd (UP
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1994a)>* Fully resembling the orthodox IMF policy reform modaalissed in Chapter
4, the transition manifesto of Kuchma was implemented bg-party technocrat
governments under the following Prime Ministers: Vitdfiasol (June 1994 - March
1995), Yevhen Marchuk (March 1995 - May 1996), Pavlo Lazarenke (J@@6 - June
1997), Vasyl Durdynets (July 1997), and Valerii Pustovoitgdkily 1997 - December
1999). As in the case of Poland, under the pressure ofsticnmedustrial lobbies, the
Ukrainian legislature was later forced to implementuanber of industrial policy and
protectionist measures (for special tax treatment of ib&is steel industry, see
Mykhnenko 2004a). However, the stabilisation-liberalisapomatisation basis of the
1994 reform strategy remained almost unaltered. After theMB998 parliamentary
elections, and, especially, as the result of Kuchma’'sigeatial re-election in
November 1999, the political discourse in the country anthenDonbas has shifted
further to the right. By the end of 1999, the centre amire-right members of the
Ukrainian parliament gathered a majority coalition, whacidorsed a monetarist chief
of the central bank, Viktor Yushchenko, to form a new govent (December 1999-
May 2001). Under Yushchenko as well as under his successatlii Kinakh (May
2001-November 2001), public welfare provisions have been scaledfdawer.

Nonetheless, due to the political opposition, the éndhitvelfare state has been left
intact. This is especially evident in the Donbas, aoredong famous for its working
class militancy and the traditional left of centrditpzal affiliation. During the 1999
presidential run-off, Petro Symonenko, hard-line leadéskwaine’s Communist party,
won 41.2 per cent of the votes in the Donbas, whilstthisding nationwide was 37.8
per cent. Leonid Kuchma’s share in the Donbas was 52.9 pemdalst in the country
generally he received over 56 per cent (UCEC 1999). During ntbet recent
parliamentary elections in March 2002, the share ofrdmditional left-wing parties in
the Donbas was higher than nation-wide. According to Eigu? below, contrary to the
overall picture in Ukraine, the clear winner of the 2002te&les in the Donbas was the
centrist political bloc ‘For a United Ukraine’, whilst r@mof the left-libertarian (the
Greens, Winter Crops Generatioryablukg, conservative (Yushchenko’s ‘Our
Ukraine’), or right-wing populist movements (e.g. Yulignioshenko’s Bloc) managed

to pass over the 4 per cent electoral threshold in therregi

*1 Formally, the system of central planning in Ukraine alaslished on 22nd December 1994, by a
special Presidential Decree No. 799/94 ‘On the state RigrafiEconomic and Social Development of
Ukraine for 1995’ (UP 1994Db).
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Figure 8.2.Electoral results of the March 2002 parliamentary elastiDonetsk oblast
and Ukraine, percentage in total

Note: PR — nationwide party list proportional representationp@Ocent of
parliamentary seats); M — majority vote in single-menaistricts (another half of all
parliamentary seats).

Source:Author’s calculations on the basis of UCEC (2002).

Figure 8.2 shows that the winning coalition in the Donlbas, a United Ukraine
gained 37 per cent of votes on the nationwide proportiogalesentation list (see
Donbas PR) and won almost all majoritarian single-b®nconstituencies in the region
(see Donbas M). This political coalition was formed tbhe 2002 parliamentary
elections by the centre-right Donetsk-based Regiony,Haeaded by the then Donbas
governor Viktor Yanukovych, and the Ukrainian League of Indalgts and
Entrepreneurs (USPP), led by Anatolii Kinakh. ‘For a edhitJkraine’ was later joined
by three centrist parties such as the neo-corpotatsbur Ukraine (which represents
the interests of big business), the Popular Democratiy Passociated with the civil
service bureaucracy and political establishment) andutiaé Agrarian Party.

The core of the political coalition’s ideology represehby the Regions Party, Labour
Ukraine, and Ukraine’s two major special interest groupsinofustrialists and
commercial farmers has been a ‘new centre’ formediraroneo-corporatism, state
encouragement and support for big domestic capital and ra@tiohampions’,
protection of local industries and farming, import-substitytiolecentralisation of
powers, and ‘poly-culturalism’, i.e. the developmenthaf Ukrainian culture along with
the protection of Ukraine’s large Russian-speaking command ethnic minorities
(URP 2004; LUPP 2004). Thus, the corporatist features of ¢grilated post-
communist capitalism in the Donbas as well as the prasen of the social protection
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system can be attributed fully to the partisan polioésthe region’s institutional

transformation.

Political system

As | have established in Chapter 7, the dominant seteahgtitutional arenas of post-
communist capitalism in the Donbas has been relativelye competitive and less
regulated than the very rigid characteristics of tigatly co-ordinated capitalism in
Upper Silesia. It is contended that the institutionadrabteristics of the two post-
communist political systems have made a long-lasting impache construction of

variant capitalisms in transition.

B [cft B Right

Ukraine

Poland

T T T T 1
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Share of total time in chief executive office under post-communism

Figure 8.3.Partisan control of chief executive office, Poland dkdaine, share of total
time under post-communism (August 1989/1991 — December 2004)

Figure 8.3 roughly compares the total time during which the gallipower in the two
countries was in the hands of the left-wing or rightgvigovernment¥. Following
Frye’s and Hellman's (2001) methodology, Figure 8.3 allexdahe chief executive
power’s weight to the council of ministers in theeca$ Poland, and to the presidential

*2 The political leaning of the government is identified Ing party ideology and political affiliation of the
Prime-Minister. The Democratic Left Alliance (SLD)dLabour Union (UP) are regarded as the major
left-leaning parties. Although the Polish Peasant PR®) ) is considered by most authors as a centrist
force, the party's determined opposition to economgrébsm, monetarism, and the free market
ideology, and its long affiliation with the socialSLD allow us to put the PSL government into the left-
dominated timeline. The Democratic, later Freedonmipt)UD-UW), and the Solidarity Electoral
Action (AWS) are regarded as the major parties oRight. Thus, Poland’s governments of the Left
have been as follows: Waldemar Pawlak (PSL), June 499l%; Waldemar Pawlak (SLD/PSL), October
1993 — March 1995; J6zef Oleksy (SLD), March 1995 — February 19@gtziMierz Cimoszewisz

(SLD), February 1996 — October 1997; Leszek Miller (SLD/W@tober 2001 — May 2004; Marek
Belka (SLD/UP), May 2004 - presently. Poland’s governmeintiseoRight have been as follows:
Tadeusz Mazowiecki (UD), August 1989 — December 1990; Jan kecBid€independent), January 1991
— December 1991; Jan Olszewski (presidential), December 1891e-1992; Hanna Suchocka (UD),
July 1992 — October 1993; Jerzy Buzek (AWS/UW), October 1997 eb@c001.

Ukraine’s governments (chief executive offices) of th& have been as follows: Leonid Kravchuk
(independent), December 1991 — June 1994; Ukraine’s governmiaiefsefeecutive offices) of the Right
have been as follows: Leonid Kuchma (USPP), July 1994 — Gci898; Leonid Kuchma
(independent), November 1999 — December 2004).
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office in the case of Ukrairf@ The historical time-line starts for Poland in August 1989,
with the endorsement by the Polish Sejm of the fiksid8rity government, and for
Ukraine in August 1991, when the country declared its indepead€&mgure 8.3 shows
that, whilst Poland’s political transformation under tposmmunism has been
characterised by a balance between the Left and the, Rigoughout the entire period
of Ukraine’s political transformation, the Right hasydoated the power position. This
finding confirms the hypothesis of Amable’s political romy theory which postulates
that partisan politics is strongly associated withanajimensions of the diversity of
capitalism: ‘the left-right axis seems to follow teecial-democratic to market-based
line; a higher proportion of left and left-libertariantes would express a preference for
fewer market-based mechanisms and a more universal W8Hates (2003: 188). The
observed difference between political struggles in ibland Ukraine, thus, correlates
with the fundamental differences between the twakof post-communist capitalism.

In Part Two, | have discussed the conventional neadibapproach towards the
political economy of transformation. It has been ldshed that the dominant
perception among various authors, political commentatmd the international
financial organisations is that the Polish politicggdtem was transformed under post-
communist into a free and competitive (parliamentdamocracy, whilst the evolution
of the Ukrainian political system was towards a paftge ‘concentrated’ super-
presidential regime, or even towards an ‘unconsolidatgidbatarianism’. It has often
been alleged that the concentration of political poweghin the executive branch of
government has limited political competition and comtieitity in Ukraine and across
the former USSR, and that this form of ‘partly freelifpcal system provides the so-
called business oligarchs and nomenklatura insiders weitiple opportunities to
‘capture the state’ and turn in into a private favour-geimgy machine (for this position
on corruption and government, see Frye and Shleifer 19975 Sawh Pistor 1997,
Shleifer and Vishny 1998; Hellman 1998; Hellman, Jones, andfnkann 2000,
Hellman and Kaufmann 2001). Hence the question one ouglgktthan is why the
Ukrainian variant of capitalism has not evolved intoocatright liberal, market-based

form?

>3 From March 1990 until the establishment of the presidesffiae in December 1991, the chief
executive functions in Ukraine were divided between thawiza of the Parliament and the chairman of
the Council of Ministers.
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Before we turn towards comparing the political system&aland and Ukraine, it is
necessary to look at how the literature on compargilitical economy interprets the
differences between political systems underlying thHeerdint models of capitalism.
According to Bruno Amable’s factor-analysis, the divgref modern capitalism is
strongly correlated with differences in political eduig; and, in addition to partisan
politics (expressed through a basic left-right diffeisin), institutional features of
particular political systems also contribute to différating the major types of
capitalism:

Some of our findings confirm expectations. Market-based ec@sonaire

characterized by a high degree of concentration of polipadies; however, the
relation between the distance from the market-based modethancheasure of
political concentration is not monotonic, but rather U-shapktediterranean)

economies very distant from the market-based model exhibigta degree of

political concentration too. On the other hand, economies witdérmediate

position on the first factorial axis [representing the distafrom market-based
capitalism], i.e. Continental Europe, social-democratisnemies, and the Asian
model, all exhibit a low degree of political concentration (208®-91).

At first, it could appear that Ukraine’s electoral systevhich was based on the single-
member-district majority vote for the parliamentalgctions (between 1990 and 1998)
and on direct presidential elections should indeed generdéegely disproportional,
‘winner-takes-all' situation, leading to the high concatitn of power both in the
executive and legislative branches of the government.oByrast, Poland’s consensual
democracy, which uses proportional representation, dhoadult in a much more
fractionalised legislature and multi-party governing caaigi Given that Ukraine’s
chief executive office, in contrast to Poland’s, hasnbeentrolled almost throughout
the entire transformation period by a right-leaning midih heavily influenced by the
vested interests of big business, the question why the nilnaipost-communist
capitalism has not shifted under President Kuchma mavarts the liberal market-
based form seems to be paradoxical. A more detailed @aalf/gthe two political
systems, however, can provide an explanation for tresqmenon.

Table 8.1 summarises major indicators of the Polish akmhiklan post-communist
political regimes. First, it indicates the relativeliffcal power weight of the chief
executive office in the two countries on the basishef political data-base of post-
communist countries compiled by Frye and Hellman (2001).eT@ld shows that the
executive power index of Ukraine’s president (8 points) ig amrginally higher than

that of Poland’s head of state (7 points). Since BngeHellman have argued that most
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of the CIS countries are presidential systems, theia-base does not provide a
comparative power index of the prime-ministerial offiaa the presidential regimes.
However, in comparison with the amount of chief exeeupower enjoyed by other
post-communist presidents on the scale from 1 to 20 (eaati€ — 9, Russia — 15,
Belarus, Uzbekistan, and Turkmenistan — 18), the formal powerthe Ukrainian
president do not seem to be overly concentrated.

Table 8.1A synopsis of indicators of the political system|dd and Ukraine, 1990-
2000

Poland Ukraine
Executive branch Executive power of presidentigiminister, 1-20  7/11 8
Legislature ... Electoral rules, proportional -1, pluralty-0 1 .50
... What is the vote threshold for representation? 5% 4%
___________ Herfindahl Index Government,0-1 050 048
... Herfindahl Index Opposition, 0-1 | 042 029
Herfindahl Index Total, O-1 0.28 0.20
Stabilty and Checks & Average parliamentary majority, % 63 36
Balances | Averagevetoplayers 41l 478
_____________ Longesttenureofavetoplayer 350 333
_____________ Shortesttenure ofavetoplayer 145 300
Maximum difference of orientation among 0.33 0.66
Government parties, average, 0-1

Note: proportional - nationwide party list proportional repreaéiah (1, if total; 0.5, if
50 per cent of parliamentary seats); plurality — majordte in single-member districts
representation (O, if total; 0.5, if 50 per cent of parliatagy seats).

Source:Author’s calculations on the basis of Bestkal. (2001b); Frye and Hellman
(2001).

Second, it appears that the majoritarian (mixed after 18@8joral system in Ukraine
does not lead towards more concentration of governmeotiger in the Ukrainian
Parliament. Three Herfindahl indices, compiled in Table @lthe basis of a new
extensive cross-national data-base of political instistideveloped by Beck, Clarke,
Groff, Keefer, and Walsh (2001), show the average degrekactionalisation of
Ukraine’s and Poland’s legislatures under post-communism.iddices focus first on
the governing side, then on the opposition, and, constguen the entire legislature.
These data indicate that both parliaments have bdesnedy fragmented under post-
communism and that, on average, Ukraine’s legislature lbe@en much more
fractionalised. Moreover, Table 8.1 shows that whilstRbésh governments typically
have had to rely on an almost two-third (coalitionistgjority in the Sejm, the
Ukrainian governments usually have depended on a smallityagbvotes inside the

Verkhovna Rada, amounting on average to 36 per cent only.
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The third important variable of a political system cansethe so-called veto players.
As Becket al. (2001) have contended, whilst all existing analyses of igadt of
decision-making time horizons rely on chief executivendover measurements, in
systems in which the prime mister or president is net dhly veto player, these
political elite turnover measures present a biased picitee horizons of all veto
players* In most countries, however, there are multiple vegties (legislature,
president, prime-minister, constitutional court, etacéydingly, the number of checks
and balances in the political system should allow omemeasure whether the
government is more or less consensual. A considerab¥®eruof empirical findings in
the literature on comparative political economy sugdast the presence of few veto
players favours the emergence of market-based capttalvhereas highly regulated
product markets typically require a large number of vedgesk (e.g. see Amable 2003:
Chapter 5).

As Table 8.1 shows, both the Polish and Ukrainian palitgystems have been
characterised under post-communism by a larger numbdexyofeto players (4.11 and
4.87 respectively). Yet, as George Tsebelis (2002) has anghatimatters most is not
simply the number of veto gates but the ideologicstiagice between extremes, i.e. the
range of orientation. A wider range produces more stal@kt different veto players
would be more inclined to block a change they do not favohilstva small range
would create a more spacious room for political manoegvin our comparative case,
as Table 8.1 shows, the Ukrainian political system has lobaracterised by a much
larger ideological differentiation between the keyovplayers (0.66 to 0.33 in Poland),
whilst, on average, they have stayed in power for muatpeloperiods than in Poland (3
years in Ukraine to 1.5 years in Poland respectively).

Thus, Poland’s consensual political regime has structheegdrticular political choices
generated in the partisan struggles of post-communism tlugeats specific — heavily
regulated — variant of post-communist capitalism. In tadthough Ukraine’s chief
executive office has been occupied by a centre-right fifpre much longer period
than in Poland, a large number of built-in veto gates coeabiwith the overall
ideological fragmentation in the country have pushed th&-@mmmunist political

struggles towards more consensual decision-making. Assw@t,rgpost-communist

** Post-communist studies also fall into this methodologicalilt selection bias trap. See, for example,
Frye and Hellman 2001; World Bank 2002sdBowski and Gortat 2002.
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capitalism in the Donbas has not acquired almost artheofittributes of the Anglo-
Saxon competitive model and institutional change in tlggore has been directed
towards a social compromise formed around the construafithe ‘social-market’ neo-
corporatist model of regulated capitalism. A questionaias) however, as to whether
the two variants of post-communist capitalism are lokgpaf functioning effectively. In
the next performance-related section of the chaptei| €xamine whether and how the
post-communist institutional changes have effected tbhdyation systems of Upper
Silesia and the Donbas.

TRANSFORMING COMPARATIVE ADVANTAGES

In the previous section | have established a close linkdan the institutional forms of
the two post-communist capitalisms and the charadt@olitical institutions through
which those social transformations have been mouldedv Me can examine the
regional evidence of newly-gained comparative instituticadhlantages. Does post-
communist capitalism work? Has one institutional comimmaproduced comparative
advantage over the other? It is contended that the etiveidevelopment of partially
complementary links between the major institutional dosmaf each of the two
different styles of post-communist capitalism has b#esn key factor behind the
similarly robust economic recovery and growth, which Upp#esia and the Donbas
have been experiencing since 1994 and 1997 respectively. Thgtiséneing of
complementary institutions has brought coherence and igehess to the system’s
overall functioning, allowed for the development of comap&e institutional
advantages, and ultimately has led to enhanced macroeicgperormance.

Industrial specialisation

One of the strongest predictions of the ‘varietiecagitalism’ literature is that there
ought to be a definite connection between a countnggesyic institutional composition
and the type of economic activities it specialisesHar example, countries of the
Mediterranean model of capitalism tend to specialis¢raditional, non-innovative,

low-technology industries and activities (Amable 2003: 200-210)th@mother hand,

countries of the Continental European model, espeaallgxemplified by its two core
countries — France and Germany — have long specialisete@hanical engineering,

electric machinery, tools and instruments, transport eqmpmand basic chemicals
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(Hall and Soskice 2001b: 36-44). Following Amable’s form®803: 201), | have
examined the industrial specialisation of Upper Silesid hhe Donbas through trade
data, using the specialisation index to reveal relaiwveribution of different industries
to the foreign trade balance.

Table 8.2.Comparative institutional advantages of the two tyggmet-communist
capitalism, late 1990 — early 2000s

— E +
Upper Agricutture (-0.82) Mining and quarrying (0.53)
Silesia Plastics and rubber (-0.69) : Basic metals and metal products (0.48)
Chemical produicts (-0.67) '
Paper and printing (-0.66)
Optical, medical, precision, other
instruments ;
(-0.50) E
Machinery and equipment (0.38)
Donbas Agriculture (-0.95) Basic metals and metal products (0.61)
Paper and printing (-0.85) 1 Optical, medical, precision, other instruments
Wood and fumiture (0.82) (059)
Plastics and rubber (-0.60) Transport equipment (0.57)
Nor+-metallic minerals (-0.44) 5 Chemical products (0.38)
Other manufacturing, n.e.c (-0.39) !

Note *-" means a negative contribution to the foreigrd&dalance; ‘+' means a
positive contribution to the foreign trade balance @ndtale from -1 to +1. The index
increases with the relative trade surplus of respeathesiry.

Source:Author’s calculation on the basis of trade data fro80/(1998); DOSO
(2003). The specialisation index is calculated accordingetartethodology defined by
Amable (2003: 201).

As the index is based on both export and import data,otvalito avoid the usual
drawbacks associated with export-specialisation ingiwhEh may seriously distort the
picture due to the neglect of re-exporting activities. @&hPR describes the industrial
specialisation of Upper Silesia and the Donbas idedtifin the basis of the latest
available regional foreign trade data. The resultsnsamnsed in Table 8.2 appear to
confirm fully the development of different comparatimstitutional advantages in the
two regions along the general lines of the institutionbaracteristics of their
economies. The economic branches are ranked in accerdailc their relative
contribution to the trade balance of the respectivened he coloured shades are added
only to contrast visually the differences betweendt@nomic specialisation of the two
regions. Table 8.2 shows that at the end of the twhntenhtury, Upper Silesia’s
economy specialised in the production of coal, and irwh steel products, whilst the
major specialisations of the Donbas economy, besideallorgy, were optical and
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precision instruments, transport equipment, and basicichlsmConversely, chemical
products, machinery and equipment, optical and precisiomumshts were amongst the
most heavily imported items on Upper Silesia’s fordigae balance list. In turn, the
Donbas economy was increasingly reliant on importedl ¢saee ‘non-metallic
minerals’). Thus, the industrial specialisation pageshUpper Silesia fall into the low-
technology and traditional industrial activities that itglly characterise the most
heavily regulated capitalist economies, whilst the Dsenbadustrial specialisation
broadly follows the moderately regulated — intermediabteodel of capitalism.

Productivity and efficiency

One of the major findings of Part One has been timgesihe mid- and late 1990s, the
macroeconomic performance of both Upper Silesian andb&® economies has
improved significantly. In this sub-section | analyskcefncy and productivity patterns

of the two economies in order to assess their pregmesconverting the inherited

production systems and shifting from the extensive tow#rndsintensive regime of

capital accumulation. The regional statisticaladf do not provide full time-series data
on labour, capital, or output productivity. Therefore, eorcannot evaluate

comprehensively the trajectory of productivity generated ley Wipper Silesian and

Donbas economies under post-communism. My analysislim#ted to labour

productivity patterns.
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Figure 8.4.Labour productivity under post-communism, Poland and Ukr&pé per
worker in US$ at PPP, volume index, 1988 -2004, 1988 = 100 for Pdlaad,= 100
for Ukraine

Note: 2004 — estimate.

Source:Author’s calculations on the basis of UPA (2002); US3@R); NBP (2004b);
NBU (2004); USSC (2004a); Groningen (2004); OECD (2004a).

We begin by comparing the available GDP per worker dat&@d&and and Ukraine,
which should show whether the two economies have begying any improvements
in labour productivity. Figure 8.4 indicates that labour produgtiias been rising in
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Poland since 1992. In Ukraine, labour productivity had beemdabilong with the
country’'s GDP until the mid-1990s. However, since 1996, lakpoductivity has
rapidly recovered in Ukraine and almost caught up, in volumgex terms, with

Poland’s indicator.
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Figure 8.5.Labour productivity in Upper Silesia and the Donbas, 1988-200#, (&
worker in US$ at PPP

Note: 2003 — estimate; 2004 — forecast. GDP data include estimates siianformal
economy.

Source:Author’s calculations on the basis of VSO (1989, 1992, 1996, 19@;

(1999, 2000, 2002, 2003, 2004a, 2004d); DOSO (1991a, 2002, 2003, 2004a, DOCSO
20044, 2004b); USSC (2003, 2004a). The respective currency exchasgaeatken

or calculated on the basis of Easterly and Sewadeh (2001)2004); NBP (2004b);

NBU (2004). Some early data inputs are estimates basexymssion.
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The shift towards intensive growth is also evident in Ugpigsia and the Donbas.
Figure 8.5 contrasts the gross regional product per worketaimis at purchasing
power parity prices in the two regions. It demonstrates, tim real terms, labour
productivity doubled in both Upper Silesia and the Donbas betd/888 and 2004.

Thus, the productivity of the two regional economies leenlgrowing even faster than
the overall labour productivity nationwide. Figure 8.5 afsdidates that the increase in
labour productivity has become more pronounced since thel80s. This generally
supports the ‘varieties of capitalism’ hypothesis of timereasing returns on
complementarity of institutions: increased efficiencyd aeffectiveness might be

achieved through a greater complementarity of capitabstutions.

Yet, notwithstanding the evident achievements of the tgimmnal economies as regards
macroeconomic performance, a number of major problexse remained as well. First

of all, as Figure 8.5 indicates, even after a twofoldease, the productivity of the



18¢€

Donbas economy has still been lagging far behind the Upifessian level. To catch up

with more advanced economies, the Donbas industrial steubtis to be modernised to
produce more value-added products. Given the region’s sgatiat in iron and steel,

mechanical engineering, instruments, transport machinexy,caemical products, a
potential up-grade of the regional capital stock would regmassive financial in-flows

(for a discussion on the challenge of Ukraine’s industrnaddernisation, see

Mykhnenko 2004a, 2004b; cf. Valentin and Couronne 2004).

‘ O Enterprise gross profits B Fixed capital investment

2,500
2,000
1,500 A
1,000 +
$500 A

$0 7
-$500 A
-$1,000

prices

o B L

million, current

Figure 8.6.Investment outlays on fixed assets and gross proiiesi& voivodship and
Donetsk oblast, absolute volume in US$ at current prik®36-2003

Source:Author’s calculations on the basis of VSO (1997, 1998); $T309, 2000a,
2001, 2002a, 2003c, 2003d, 2003e, 2004a); DOSO (2000, 2002, 2003, 2004a). The
respective currency exchange rates are taken or caldwdatthe basis of NBP (2004b);
NBU (2004).

Silesian voivodship Donetsk oblast

1996
1997
1998
1999
2000
2001
2002
2003 |
1996
1997 |
1998
1999
2000
2001
2002
2003 |

Figure 8.6 shows, however, that the amount of financegatapat has been invested in
the Donbas economy since the mid-1990s, about $719 mikipggar on average, does
not meet its needs and is two and a half times snthbe $1769 million per year which
has been invested on average in the Upper Silesian ecahoing the same period. On
the other hand, Upper Silesia’s current specialisatioterpet have appeared to be
largely unprofitable. Notwithstanding the region’s rapidomomic recovery and
expansion (see Chapter 2), Figure 8.6 shows that between 189@083 Upper
Silesian enterprises incurred losses of almost $1.5 bilidosses. As ‘ploughing-back’
has not been really an option for the Upper Siles@memy, the region has become

increasingly dependent on external sources of capftiaiflg of foreign origin.
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Figure 8.7.Investment outlays on fixed capital assets by degtma¥®ilesian
voivodship and Donetsk oblast, 1998-2002, period combined average
Source:Author’s calculations on the basis of SOK (1998, 2000, 2001, 2Q00ab,
2003c); DOSO (2000; 2002; 2003).

Yet, as the most recent investment trends indicage,major destinations of capital
investment in Upper Silesia are not mining and manufactunahgstries, the region’s
key specialisation activities, but various services sushreml estate, retail trade,
financial intermediation, products storage and handling.cBytrast, as 8.7 shows,
almost two-thirds of capital investment in the Donbaes vattracted to the various
industrial branches. The Donbas’s private domestic capdal been supporting the
comparative institutional advantages of the regionah@ety, whereas in Upper Silesia
this role has had to be played only by the state, sincéotagn investors have been

largely ignoring the region’s coal and steel industrial speations.
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Figure 8.8.Real wage growth trajectories, Silesian voivodship angeBxk oblast,

volume index, 1988-2004

Note: 2004 data are for January — September.

Source:Author’s calculations on the basis of DOSO (1991a, 1992, 1993, 1998,

2000, 2002, 2003, 2004a); DOSCO (20044a, 2004b); USSC (2003, 2004a, 2004c); NBU
(2004); VSO (1989, 1992, 1995, 1997, 1998); SOK (1998, 2000, 2001, 2002a, 2002b,
2003c, 2003e, 20044, 2004d). The additional RPI figures are taken 6@ 2004a),
USSC (2004a).
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The underdevelopment of the financial sector in Uppesi@ileas been replaced by the
regional economy’s reliance on external and fordigancial capital and investment.
As the result of the weakness and underdevelopmeukraiine’s financial system, and
due to the lack of external finance, capital investmenthe Donbas has had to be
financed almost exclusively via enterprises’ retained pgsiiRe-investment of profits
by the Donbas enterprises, however, has been carried the expense of wage labour.
Figure 8.8 indicates that whilst the growth in labour pradiigthas led in Upper
Silesia to the general increase in real wages, theieitua the Donbas has been almost
the opposite: when real labour productivity doubled in thgiore during the
transformation, the average real wage only recoverdtd fare-transformation level in
2004. If one takes into account the undeclared part of waggsalaries paid in the
shadow economy according to its most excessive esSmatovided by the World
Bank, i.e. 27.6 per cent of gross national income inrféloéand 52.2 per cent of GNI in
Ukraine (see World Bank 2004: 165, 174), the estimated fullwegle and salary
indices would stand in 2004 at around 191 and 149 of their 1988 peredatals in
Upper Silesia and the Donbas respectively. These estinfajares indicate that
whereas the productivity gains in Upper Silesia have l@@gelly compensated in terms
of rising labour wages and salaries, the difference letwke two indicators in the

Donbas amounts to over 50 per cent in business’s favour.

CONCLUSION

This chapter has argued that the most distinctive featirddpper Silesia’s post-

communist capitalism, with its heavy regulation of produatkets and ‘Latin’ welfare

state subsidiarism are the product of the political predange of the Christian-

Democratic and Catholic nationalist parties on thghRitogether with the social-
democratic and state interventionist parties on the afethe political spectrum in both
the region and the country as a whole. The less-reglllanoderately competitive, neo-
corporatist character of post-communism capitalismhan Donbas combined with a
minimal, yet universal, welfare state is the restilthe political predominance of the
centre-right governments, heavily influenced by industnml ather special interests.
However, in a sharp contrast to the postulation ofne-liberal transition theory, the
attempts of the centre-right politicians to move talgafull-scale liberalisation of the
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Ukrainian post-communist capitalism have been sericzmhgtrained by the country’s

increasingly consociational polyarchy.

We have also discovered that both Upper Silesia anBanéas have been developing
their new and re-gained old comparative institutional athges largely in
correspondence with the theory of institutional complawnéy. The continued
industrial and trade specialisation of the Upper Silesieon@my in mining and
quarrying, and metallurgy has maintained traditional lovintetogy activities and
gives rise to similarities with other rigidly regtdad economies. On the other hand, the
Donbas’s economic specialisation in heavy engineeringrumsnts, and basic
chemicals largely correspond to the specialisation pattéat are typically attributed to
moderately regulated capitalist economies. | havebkshied that both post-communist
capitalisms have begun to generate positive perforenaesults which are evidently
demonstrated by the growing productivity of the two econon¥es, although both
types of post-communist capitalism appear to work, geingratibstantial performance
gains, a number of unresolved deficiencies remainhémext chapter, | will consider
whether the lack of comprehensive institutional complgar@y might become the
major problem of post-communist capitalism as far assifstem’s economic and social

performance in the long run is concerned.

PART THREE SUMMARY: THE POLITICAL ECONOMY OF POST-
COMMUNISM

In Part Three, | have aimed at finding an adequate intatjgne for the divergent
patterns of post-communism generated by two structuratijes old industrial regions.
In Chapter 6, | have laid the foundations for an altéreaparadigm of the post-
communist transformation. This alternative paradigmst,fdraws its assumptions from
the path-dependent approach within post-communists studiegigie transformation
as a complex and innovative recombination and mixtureldfand new institutions,
organisational forms, and modes of governance. The thebrpath-dependence
emphasises the establishment of a new type of mixedoegp and puts forward an
ambitious research agenda focused on the comparatiwsianafl real post-communist
cases. Second, the alternative paradigm borrowssis bancepts and categories from

the ‘varieties of capitalism’ school of comparatp@itical economy, in particular, from
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Bruno Amable’s theory of institutions as a political-eeoy compromise. As a whole,
Amable’s theory of institutions and politics presents t@nemy as a system governed
by a set of complementary institutional forms restingacspecific political equilibrium
that defines the hierarchy among institutions and is medlitirough the political
system. Product-market competition, the labour marketfitlancial system, the social
protection sector, and the education system have beanifietk as the major
institutional domains that shape macroeconomic perforenafica capitalist political
economy. It has been contended that the examinatidheskt five variables should
allow us to discover the contours of actually existiagialisms in Upper Silesia and
the Donbas and, thus, to identify determinants of tis-pommunist transformation in

the two regions.

Chapter 7 has applied the new conceptual model to intergeaesearch problem of
this thesis. As a result, | have established that therebd differences between the
outcomes of the post-communist transformation in Ugikesia and the Donbas (see
Chapter 3) have been rooted in the divergent styléiseofegional economic systems. |
have also identified the differences between the past-communist capitalisms as
emerged in Upper Silesia and the Donbas. Post-commuapdalism in the Polish

region has been characterised by a generally large foolehe state and direct
government involvement in the economy, heavy regulatinod moderately high

protection of product markets, administrative burdens fogelacorporations, the

prominence of small firms, and the existence of a lpigdic sector. In the sphere of
labour markets and industrial relations, the majorutest of Upper Silesia’s capitalism
have been mild employment protection, little co-ordovaand high decentralisation for
wage bargaining, an increasingly high level of wage flexjhiind weak trade-unions.
The financial sector in Upper Silesia has been bank-bassmk and underdeveloped.
The finance sector’s sophistication is very low, whseréhe banking concentration is
limited and most of Upper Silesian banks are owned andrail@et by large

multinational banking corporations. Private domestiatags underdeveloped, whilst
the regional market for corporate governance and cbmrdominated by foreign

multinational corporations and government-controlled actbhe welfare system in

Upper Silesia is characterised by a high level of squiaiection and generous public
expenditures. Upper Silesia’s public education sector ikweah the emphasis on

basic vocational skills and primary education.
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Post-communist capitalism in the Ukrainian regionharacterised by a moderate level
of public involvement in the economy, relatively mildnaprice ‘co-ordination’, and a
low degree of protection against foreign firms and investmEhe core features of the
Donbas labour market have been moderate employment tavotdughly centralised
and co-ordinated wage bargaining, massive trade unions, dgohaige flexibility, and
increasingly active labour market policies. The finansystem in the Donbas has been
underdeveloped and weak. The sector of financial-intermediand corporate control
in the Donbas has been characterised by a very highdéegnership concentration, a
limited development of institutional and venture capitaestment, and by a great role
of domestic private capital in the finance and managewklocal firms. The Donbas
welfare system exists in a universal but limited formthwnoderate levels of social
protection, low public spending on health, and limited involeat of the state in
providing additional social services. The Donbas educatsgector has been
characterised by a relatively high level of public expemdj high enrolment rates in
post-secondary and tertiary education, developed vocatjndéssional, and technical
education and training, and the overall emphasis on indsgagHic skills and
knowledge.

Chapter 7 has also established that each of the twe fofipost-communist capitalism
possesses a set of partially complementary institutiontpper Silesia, institutional
complementarity has been developed through the mutualianeing operation of
heavily regulated product markets with many small firms,rpatst social protection

system, basic public education sector, and the underdedelbpancial system

dominated by foreign multinationals and the state. In tarthe Donbas, competitive to
mildly regulated product markets with few large corporatjdnghly co-ordinated and
centralised industrial relations, ‘polytechnic’ public edirat system, and the
prominence of domestic private capital in the marketdifiance and corporate control
have been characterised by institutional complemewtaltitis contended that the
present degree of partial intra-systemic institutionahgiementarity within the two

post-communist capitalisms has been sufficient to erhdrecregions’ macroeconomic

performance in the medium run.

Nevertheless, having examined the five institutional domaifispost-communist
capitalism in Upper Silesia and the Donbas, | have laded that each of them also

possesses a number of systemic incompatibilities. itk financial systems in Upper
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Silesia and the Donbas have remained very immature andrdend®ped in

comparison with any of the existing models of modern clggita Secondly, in the case
of Upper Silesia, labour market flexibility has not beemplementary with the overall
logic of a heavily regulated rigid capitalism. In turne tvery limited welfare system in
the Donbas has been incompatible with its variant pftaissm in transition. In the
following Part Four, | will examine how the interplay the initial conditions and the
institutional dynamics has determined the varied perfocedrajectories of the two
regions and how the partially complementary and partslibstitutable institutional
factors account for the divergent social and developateoutcomes of post-

communism.

Chapter 8 has examined how the two different types ofgmsmunist capitalism were
constructed. | have established that the ‘Mediterrabgaei features of Upper Silesia’s
post-communist capitalism are the product of a sociahpromise reached in the
process of transformation between the Christian-democaatd Catholic nationalist
political forces on the Right, and the social-demaciatd interventionist parties on the
Left. On the other hand, the relatively more libefsracter of the Donbas capitalism
combined with a minimal-universal welfare state is clainie be the result of the
political predominance of the centre-right governmentscivinepresent industrial and

other special interests of the private domestic capital

We have also discovered that both Upper Silesia an®dtmbas have developed their
new and re-gained comparative institutional advantages largetyrrespondence with

the theory of institutional complementarity. Furthereydboth post-communist regions
have begun to generate positive performance resultshvaine evidently demonstrated
by the growing productivity of their economies. Yet, | @alaimed that to improve the
developmental prospects of the two social and econfonmations, the institutional

complementarity within the two capitalist systems toalse strengthened. In Part Four, |

will discuss the ways by which this could be achieved.
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Part Four

The Determinants of the Transformation in Upper

Silesia and the Donbas
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Institutional Dynamics of Post-Communism

In this concluding chapter of the thesis, | will asderthe determinants of the post-
communist transformation in Upper Silesia and the Doabdswill provide the answer
as to why two structurally similar old industrial reg# of Eastern Europe have
generated divergent post-communist outcomes. Five partiquiestions identified in
Part One of this study will be examined in this regardstFir will consider why the
initial (most negative) transformation phase lastedhort period of time in Upper
Silesia, whereas it has been much more protractéeiDonbas. Second, | will discuss
the reasons behind the similarly robust economic recosed/ growth that Upper
Silesia and the Donbas have been experiencing in thedinirdnt phase of the post-
communist transformation. Third, | will examine whatttas can account for the
divergent outcomes of post-communism in the two regionde related spheres of
inequality, extreme poverty, unemployment, and crime. Bounvill analyse why the
improvements registered in Upper Silesia and the Doabasgards the quality of life
and natural environment standards have been dissimildah, Fifwill consider the
reasons behind the divergent health, human survival arelogenent outcomes of the
post-communist transformation in the two regions. Cgueestly, the chapter will
discuss the practical and theoretical implicationshefmajor findings of this study. It
will identify the ways by which the defining structural imedationships can be fostered
and enhanced. It will also consider broader researcéctdins that the political
economy of post-communism has to address in order to gdfaally, this chapter
will conclude with a discussion of the futures of post-camist capitalism.



INHERITED LIABILITIES AND TEMPORAL REFORM TRAJECTORI  ES

Amongst the first major differences in the post-commntutmansformation pathways of
Upper Silesia and the Donbas, which | have identified m ®ae, was the magnitude
of the initial industrial and economic decline sufferedtlby two regions in the early
1990s. As | have established in Part Two, the explanatieoufed by the neo-liberal
transition theory has been that ‘policy matters’, the post-communist countries which
followed the rapid and radical market-oriented reformenter suffer less output losses,
whereas the countries which opted for the gradual ‘muddlimgugin’ transition
strategy were inevitably punished by a greater extent of etormllapse. However,
this conventional neo-liberal explanation has beenidered inadequate. By dividing
the entire period of the transformation into spedliigtinct phases in Part One, | have
recognised that there have been several causes behiriGrda Post-Communist
Depression’ of the early 1990s, as the output growth dyrsawitbin each period in the
two regions were dissimilar. For instance, in the mid-1990s Donbas industrial
production was contracting almost twice as fast asaretrlier transformation period of
the late 1980s and early 1990s. By contrast, industrial productidspper Silesia
registered its biggest fall within the first period of stommation in the late 1980s —
early 1990s (see Chapter 2). Yet, it was in the seconsforamation period (in the mid-
1990s), when the Donbas experienced the introduction of atlieat Washington
consensus market-oriented reforms and consequentlgredfthe largest degree of
output collapse. The earlier period of ‘muddling-througliomas in the Donbas and
Ukraine coincided with a milder output contraction. Cquoeslingly, Upper Silesia’s
biggest output contraction occurred in the early 1990s, duhagniplementation of
‘shock therapy’. Thus, it has appeared that liberatisatiprivatisation, and
marketisation have been in themselves amongst the majal growth-reducing
factors.

On the other hand, it has been argued in Chapter 5 thdteobatance sheet of the
starting conditions that are positively or negativedyated with a successful post-
communist transformation, Upper Silesia’s initial ciotis in the late 1980s included
the overwhelming majority of assets, whereas the Bsmftherited a very large number
of liabilities. Upper Silesia was significantly less degent on foreign markets and
distant suppliers than the Donbas, and, thus, the Haotisistrial stronghold was much

less prone to be effected by highly damaging exogenous sbbtties late 1980s — early
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1990s, caused by the collapse of the USSR and the commmadisigtbloc. Secondly,
although both regional economies were macro-economideatorted at the end of the
communist era, the situation in the Donbas appeared toubl worse: the Ukrainian
region inherited a much higher level of repressed inflatitence when | have taken
into account the starting conditions of transformaiio Upper Silesia and the Donbas,
it has appeared that the difference in the scale ef pbst-communist economic
depression suffered by Upper Silesia and the Donbas cattribatad, to a very large
extent, to the region’s inherited macroeconomic distos.

On the basis of our discussion and the data examined prek®mus chapters, it is thus
contended that the ultimate force which has causedntti@l economic depression,
endured by Upper Silesia and the Donbas to a different éleligs in the interaction
between the inherited structural liabilities and tempos&drm trajectories. The initial
exogenous shock arising from the collapse of state IsmsjaComecon, and the
disintegration of the USSR, was much more pronouncederDinbas, causing the
detrimental effects of disorganisation and trade impiogsee Chapter 5). In turn, after
the initial output contraction caused in the Donbas mdiglthe exogenous shocks, the
regional economy experienced yet another phase ofgdisisation associated with the
implementation of the Washington consensus reformiseimtid-1990s (see Chapter 2).
By contrast, the Upper Silesian economy has not expezieany substantial degree of
trade implosion. In addition, the damaging effects @fojanisation, caused by
Poland’s radical dismantlement of the institutiond aa-ordinating mechanisms of the

centrally planned economy in the early 1990s, were atsodxtensive in Upper Silesia.

As discussed in Chapter 7, the newly-emerged variant ¢fgposmunist capitalism in
the Donbas is as distant from the previous socio-ecansystem of state socialism as
Upper Silesia’s post-communist capitalism, suggestingeastla similar degree of
radicalness which has characterised the post-commumissfarmation strategies.
However, two historical facts warrant reiteratingtimis regard. There was an almost
five year long time lag between the beginning of radwaftket-oriented reforms in the
Polish region and in its Ukrainian counterpart. The rddiv@shington-consensus
policy reform (the ‘Balcerowicz plan’) was introducedUWpper Silesia and in Poland
on T January 1990. The similarly radical market-orientedrreowere only introduced
in the Donbas and Ukraine in late December 1994. Givendhsiderable time lag

between the two events, the comparative similantyhe magnitude of the systemic
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change experienced by Upper Silesia and the Donbas appeassiggest that
institutional change in the Ukrainian region has beetomplished within a much
shorter time period. Hence a temporarily more radiedrm trajectory in the Donbas
did not allow enough space for making necessary adjustnmentse spheres of
production and exchange, resulting in intense disorgamisand, thus, causing a
lengthier period of economic decline and stagnation. Inrashnto the Donbas, in
addition to the milder effects of disorganisation andidranplosion, Upper Silesia’s
post-communist transformation has been characterisedarbyearlier start, thus,
providing economic agents with more time to accommotiaeongoing institutional

change.

INSTITUTIONAL COMPLEMENTARITY TAKING ROOT

It has been argued in Part One of this thesis thabrdiog to a large number of time-
lagged performance indicators, both Upper Silesia and the Bofublaw almost
parallel macroeconomic trajectories from the initiacloee towards consequent fast
recovery and growth. By 2004, the Upper Silesian economgreled by about 50 per
cent from its pre-transformational gross domestic progactcapita level, whereas the
Donbas economy grew by one-third respectively. Furthesn®ince the late 1990s, the
Donbas economy and society have been catching up with (Hlesia and steadily
lessening the income and human development disparity)chwind earlier widened
between the two regions. | have also established mhatgreat number of economic,
social, and human development spheres both UpperiaSitexl the Donbas have
progressed beyond previous levels of development (see Ch&pteMoreover, | have
discovered in Chapter 7 that since the mid-1990s both Upiesia and the Donbas
have been developing their new or re-established conmpa@ivantages — a process
accompanied with massive labour productivity gains. Why haeeboth Upper Silesia
and the Donbas been broadly following an upward trajedtotlye fields of economic
and industrial growth, human development, and labour prodytivit

This second major finding of the study is explained by treglgal and cumulative
establishment in the two regions of specific dominarg eécomplementary political-
economic institutions (see Part Three). It is contdrithat the reversal of the initially

negative performance trends and the following positiverogmonomic performance
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and developmental progress achieved by Upper Silesia ambtii®s since the second
half of the 1990s have been principally due to a more densiprocess of institution-
building based upon negotiated socio-economic compromsséseaesult of which, a
consolidated form of post-communist capitalism has gatm both regions.

This thesis has shown that the newly emerged typespatabsm in transition have
been characterised by a variety of institutional formd modes of governance. Post-
communist capitalism is still an unfinished enterpris# does not resemble any of the
actually existing well-established models of modern cagitalin every respect.
Nonetheless, three to four out of five major instdnoél domains in each of the two
cases of post-communist capitalism are complementaryJpper Silesia, heavily
regulated product markets, the paternalist social protedigstem, the financial-
intermediation sector governed by the state and dondinayeforeign multinational
enterprises, and the basic public education sector alépendent and mutually re-
enforcing institutional arenas. In the case of the Dsnbrestitutional complementarity
has been taking root in the interaction between modgnagulated product markets,
highly co-ordinated industrial relations, the financial sealominated by private
domestic capital, and the Continental public educatiatesy. The rise of (partially)
complementary post-communist capitalism has greathstaal the productivity of the
two economies and increased the level of capital imest The newly-emerged
political-economic systems of post-communist capitaligve delivered — for the most
part — coherent and cohesive mechanisms of market co-oodirzatd state regulation
in both Upper Silesia and the Donbas. The new post-carstneconomic formation
has enabled the successful transformation of theiiegeroduction systems of the two
old industrial regions and, thus, facilitated the fundaadestructural shift of Upper
Silesia and the Donbas towards an intensive regimecxfmulation.

PERSISTING INTRA-SYSTEMIC INCONGRUITIES

| have argued in Part One that despite fundamental sitie$ain macroeconomic
performance of Upper Silesia and the Donbas, both withenspecific transitional
stages and throughout the entire period under examinati@ne thave been a
considerable number of differences in the post-communisbmes of the two regions.

Besides various contingent quantitative differencesgethisystemic continuous
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discrepancies in the regional results of transfoonatiave been identified. Therefore, |
now turn to consider how the varied outcomes of postrconism in Upper Silesia and
the Donbas have been caused by the persistence of mgbeooentary relationships
between some of the major institutional arenas of-pastmunist capitalism in the two

regions.

Inequality, unemployment, poverty and crime

According to the third major empirical finding of thisetis, in sharp contrast to the
Donbas, Upper Silesia’s transformation has been ctaised by a dramatic increase in
inequality and relative extreme poverty, extremely higévels of chronic
unemployment, and an ever-raising intensity of crimireddaviour (see Chapters 2 and
3). | argue that the non-complementary nature of Uppé&si8is labour market
institutions with the four other major institutional domsiof the regional political
economy accounts for such a divergence of socio-econmmeomes, when compared
to the Donbas. As | have established in Part Thredrany to the overall institutional
arrangements of heavily regulated rigid capitalism, thgesabour nexus and labour
market institutions of Upper Silesia’s capitalism haverbeharacterised by mild to low
levels of employment protection, little co-ordinatiamdahigh decentralisation of wage

bargaining, very high wage flexibility, and weak and defens&&e-unions.

According to the theory of institutional complemeitiardecentralised labour markets
facilitate firms’ adjustment to market pressure and nsikgctural change less costly by
easy hire and fire; a flexible labour market allowsdh&k adaptation of the workforce
and the maintenance of short-term profits; liquid labmarkets lower the demand for
social protection (see Amable 2003: Chapter 3). In the ch&#pper Silesia’s post-
communist transformation, labour-market flexibility lggenerated a constant outflow of
the labour force from active employment and a continuousease in wage
differentiation. However, the absence of active ewplent policy in Upper Silesia, the
region’s heavily regulated product markets, underdevelopedciadasystem, weak
education sector, and economic specialisation in heavy neRisto not allow for a
quick reaction to opening market opportunities, hinder jobhttre via business start-
ups, and make labour retraining and, thus, moves from jgdibtovery difficult. The
lack of institutional complementarity between the fiorahg of Upper Silesia’s labour
market and the remaining core institutional arenas ofreég@nal political economy

results in extremely high levels of chronic unemplogtmdn turn, Upper Silesia’s
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welfare system has to substitute for employment stabwhich is typically provided
by the rigidity of labour markets in the heavily regathtmodel of modern capitalism,
by an increased degree of social protection and povdgyialon. However, as my
analysis indicates, as the direct result of excessadd, the social protection system in
Upper Silesia and Poland has been over-extended and inglgananced through
budget deficit spending (see Figures 5.7, 7.7 and 7.8). UppeiaSilescial protection
system, based upon the principles of Latin particularistiglist subsidiarity, has been
unable to cope with rapid change in labour markets and teakex substantially or
stabilise the rising levels of income inequality and exé&emlative poverty. The
mounting problems of unemployment, inequality, and extreowverty in Upper Silesia

have evidently resulted in escalating criminality.

The institutional dynamics in the Donbas have been vefferént: the region’s
moderate internal competitive pressure enables a iativgh degree of employment
protection, which, in turn, prevents fast structural changklabour releases, easing the
demand for social protection. The Donbas’s highly co-ordahdabour markets and
centralised wage-bargaining procedures protect regular empibyaned lessen wage
differentiation, thus, preventing a rapid rise in incomequality. Given the relatively
low demand, the region’s minimal-universalist welfaystem has been able to provide
effectively a social safety net, which is demonstrabgdthe low level of relative
extreme poverty and by the decline in criminal activity he tater stages of post-
communism in the Donbas (see Chapters 2 and 3).

Quality of life and natural environment

Another persistent difference between the socialdelopmental outcomes of post-
communism in Upper Silesia and the Donbas that has Heatified in Part One is the
increased gap between the environmental and living standartle itwo regions.
Whereas the quality of life and environmental indicatoeveh registered great
improvements under post-communism in Upper Silesia, thatgin in the Donbas has
been rather uneven. Notwithstanding a considerable incie#ise saturation of Donbas
households with various durable consumer goods, motor-catdhaise installations,
the average household cash expenditure patterns haveeadacdown-ward movement
towards a lower income consumption level, whilst the elegf water pollution in the
region has tripled. It is contended that this fourthomampirical finding of the thesis is

explained by the underdevelopment of the financial inéeliation sector and corporate
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governance under post-communist capitalism as well athdoyelative role of large
corporations in the regional political economies.

As has been argued in Chapter 8, the transformation afltleeited production systems
in Upper Silesia and the Donbas require extensive inputapitiat resources. Yet, the
overall weakness of the two regional financial systehas considerably limited
endogenous investment opportunities. The underdevelopméme dbmestic financial
sector in Upper Silesia has been substituted by theabilai to local economic agents
of external financial resources, chiefly in the formfofeign direct investment and
public investment made by the central government through stated industrial
enterprises. In contrast, Donbas industries have beerstafolly privatised with little
overseas involvemefit.Given the underdevelopment of the regional finangiatesn,
and due to the lack of externally-generated finance, ¢apitastment in the Donbas
has had to be financed primarily by firms’ retained earniig®e re-investment of
profits by Donbas enterprises, however, has also beeted through cost-cutting
methods, including a squeeze of real wages and salartes eimployed personnel as
well as the evident neglect of environmental-protecti@asuares. Therefore, in contrast
to the Upper Silesian experience, the apparent upward trem@bnbas economic
development identified previously did not result in anl@yaus improvement of the
average quality of life in the region. Due to the paoditisignificance of large industrial
corporations owned or controlled in the Donbas by domeshate capital and given
the emerging neo-corporatist features of the Donbdsypthe trade-off between
immediate endogenous saving and investment and future consarhpidbeen made
generally acceptable. In turn, given the availabilityeabgenous finance capital in
Upper Silesia, immediate private consumption has beeassa definite priority.

Health, human survival and development

The final major difference between the outcomes opth&-communist transformation
in the two regions that has been identified in Part @¥ein the sphere of human
health, survival and development. Despite its constamsipng criminality and the
steadily deteriorating mental health of the inhabitathts Polish region has managed to
recuperate fully and progressed substantially under postacinism in almost every
health and human development sphere. In contrast, ¢tied aad human developmental

%5 It is arguably easier to re-allocate funds for emvinental protection activities at state-owned industrial
enterprises that are facing a softer budget constraintat private firms operating under higher profit-
oriented pressures.
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outcomes of post-communism in the Donbas have beenmemd. Some crucial
developmental achievements of state socialism irDthbas, such as the containment
of poverty-related infectious diseases or relatively highexpectancy, have been lost.
In the process of the post-communist transformatida, dxpectancy at birth has
declined in the Donbas by 3.1 years. By contrast, it hasrgmowpper Silesia by 3.8
years. Between 1985 and 2003, the rate of active tubercwlasishalved in Upper

Silesia, whereas it rose five times in the Donbas G¥epter 3).

It is contended that Upper Silesia’s generous social grotesector and high levels of
public spending on health care and other social servicesrhautted in the region’s
steadily improving human development indicators. In ttine dramatic decline in a
number of crucial human survival and development indicatadsich has been
experienced by the post-communist Donbas, was caused dnydegreasing public
expenditure on health and additional social services, gewgrally, by the relatively
low role of the state in the welfare system (seep@ha7). Whereas the minimalist-
universal model of the social protection and welfare seittat has emerged in the
Donbas appears to be rather effective in the fieldgowerty alleviation and income
support, it has been unable to provide a necessary lepelbtic health care services.
Given the overall economic decline in the early phagepost-communism in the
region, there has not been enough private funding irDtwbas to prevent hospital

closures and the gradual deterioration of health cailéiésc

IMPLICATIONS OF THE STUDY

Redirect structural reforms

By the early 2000s, considerable obstacles to the econgmieth of the post-

communist economies that had been initially posed byghsusation, trade implosion,
and inherited structural liabilities were fully surmountedr&bver, as one of the major
findings of this study has shown, in the long procedsamisformation each of the two
regional political economies has been able to constrerstork, and stabilise a distinct
variant of post-communist capitalism — a post-commumwistoseconomic formation of

generally consolidated and mostly complementary insiati forms, norms, and
structures. Nevertheless, the problem of the sustatyabil the emerged types of

capitalism in transition remains. As | have arguedheafcthe two post-communist
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capitalisms is characterised by at least one majwoa-systemic incongruity which
imbalances the complementary interrelationships astastiper institutional arenas and
produces grave social consequences. The unresolveddadfrisisonic unemployment,
extreme relative poverty, rising inequality and crime engifi by Upper Silesia under
post-communism has been directly related to the institatinon-complementarity of
the region’s wage-labour nexus and labour-market chaistete with the overall set of
institutional mechanisms and arrangements. In the chskeoDonbas, the region’s
persistent health and human development problems asdecgd an inevitable by-
product of the very limited public health care provision.abtdition, the financial-
intermediation sectors in the two regions are vergpnature and too weak to sustain

fully the on-going process of economic restructuring.

The first main implication of this study is the recogmtthat the currently dominant

policy reform orientation towards further liberalisatignivatisation, marketisation, and
‘de-statisation’ has to be fundamentally revised to take account particular patterns
of interaction between complementary institutionspokt-communist capitalism. In

practice this means a redirection or — in our compaatase of Upper Silesia and the
Donbas — a reversal of structural reforms towards narken co-ordination, state

regulation and public provision. In order to uncover fallg institutional dynamics of

the heavily regulated model of capitalism that has lbakimg root in Upper Silesia as

well as to prevent a full-blown social crisis in tRelish region, Upper Silesia’s labour-
market institutions and the regional wage-labour nexustdaodte transformed. Further

structural reforms concerning the Upper Silesian laboukebanstitutions have to be

aimed at (a) high formal employment protection at Idirges with the preservation of

the present ‘flexible’ fringe of employment at smalhfg and in temporary and part-
time work, and (b) the centralisation of wage bargaining

In turn, any further public welfare reforms in the Donhase to lead to a higher degree
of social protection, greater involvement of the siaté¢he form of increased public
spending on health care and additional social serviaay. l§y redirecting the region’s
system of social protection closer to the Continelatabpean standard, will one be able
to strengthen the overall institutional complementasitjhe Donbas type of capitalism
and to resolve the pressing physical health and humarogevent problems. Finally,

if the two regions are to catch up with the industriathyanced economies, they have to

develop the financial capacity to muster more savings fieestment in overall
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economic modernisation. To provide a further boost tadtheelopmental prospects of
Upper Silesia and the Donbas, the institutional complemgntaithin the two

capitalist systems has to be advanced and reinforced.

Following the concept of institutional substitutabilign alternative set of structural
reforms can be proposed as well. As discussed in Chapteo @dtitutions can be said
to be substitutable if the absence or inefficiencgrd increases the returns to using the
other. At present, the lack in Upper Silesia of strongleynpent protection and labour
market regulation mechanisms (aimed at preventing unempigynsesubstituted for
by the region’s large welfare state provisions (aimgatatiecting the unemployed). On
the other hand, in the Donbas, the increased centimafisand co-ordination of labour
markets (aimed at equalising wages and salaries) is asastitute for the lack of a
large welfare state (aimed at equalising general incomecansumption patterns). To
strengthen the apparent institutional substitutabilityvben labour markets and social
protection in Upper Silesia, the regional political ewmmy has to move closer to the
Danish ‘flexicurity’ model that combines a considerable degof labour market
flexibility with an integral welfare state provision és@mable 2003: Chapter 6). Thus,
while preserving the current level of employment protectidpper Silesia’s structural
reforms should include the development of formal mechanisicollective wage
bargaining and, simultaneously, the expansion of th@ma@isocial protection system
and the initiation of active labour market policies. tnn, the proposed structural
reforms in the Donbas should be aimed at substitutingafoarguably unaffordable
generous social protection system the further strengthesfindpe regional labour
market’s neo-corporatist features.

Refocus academic analysis

The second implication of this thesis is theoretittatoncerns a necessary revision of
our discipline’s theoretical and conceptual baggage, whichsoamse critics have
recently suggested, remains some twenty years behinddingsee Kubicek 2000).
Four suggestions are tentatively proposed here in this refgiest. it is contended that
the conventional approach to the post-communist tremsfiion as a process of
continuous multiple liberalisation has been totally esad and can hardly yield
additional academic benefits. This thesis has illustiéhe importance of theorising in
the political economy of post-communism. It has shoteat incorporating the

perspective of comparative political economy into thelg of post-communism does
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indeed provide a better handle on this complex phenom@&imisican not only improve
our understanding of how markets can be built and hoitgadldevelopment proceeds,
but it can evidently uncover whétnd of marketscan be built throughwhich political
mediatory structures. Second, one has to recognisethdlyynamic and multi-stage
nature of post-communism and investigate the most recamformation trends and
data without the intrinsic predisposition of the traasittriad model through which the
orthodox liberal paradigm conventionally pre-determinésctv research questions are
considered legitimate within the field of comparative pmstimunist studies. Third, it
is believed that the political economy of post-commun&sna sub-discipline has to
change its major focus from the presently prevailinglerassessments of the two sets
of economic and political freedom ratings towards maigorous qualitative
comparative research. The application of the thedrinsgtitutional complementarity
and the ‘varieties of capitalism’ approach to the gtod post-communist political
economies can provide, arguably, a more adequate and valualnesight into the
multiple processes involved in the transformations o$t@ommunist states and
societies. Fourth, it is necessary to develop a cleasdn of different types of post-
communist capitalism as well as of their comparatngitutional advantages in order
to discover which directions of structural reforms nhigh better suited for individual
post-communist countries. To accomplish such an ambkitendeavour, one would
have, first, to design and develop a comprehensive ocaigsal data-set of major
indicators in the five institutional arenas of post-comisiucapitalism.

Limitations of the study

There are two major contentious theoretical and awktlogical issues that this study
has not been able to address fully. The first problentems our understanding and
categorisation of the national and sub-nationa. (regional and local) scales of
analysis. At present, most of the theorising andaresein political economy involves
the national level. To a certain degree, the academiocpupation with the national
scale of analysis is simply due to an immeasurabfjefaamount and better quality of
the data available on a country level, if compared with-national or local data sets.
However, spatial aspects of public policies and econoimamge have long been a
neglected theoretical issue as the result of theclassical tradition’s concept of
(eventual) macroeconomic and developmental convergéncerder to proceed any
further in the understanding and explaining of local amdoral political-economic

dynamics, both the conceptual and evidential deficiernzgs to be addressed.
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Another significant limitation of this study involveset relationship between the social
categories of the formal and the informal. The vieketain this thesis has been
analogous to the new institutional theory (see Chaptdnarticular, although some
formal institutions (e.g. laws and regulations) may auditt certain informal
institutions (e.g. conventions and practices), the supelgree of legitimacy and
legality of formal institutions means that they oughb#oconsidered first and foremost
(Amable: 2003: Chapter 2). However, in the post-communisteco of intertwined old
and new rules, laws, and conventions, the analysisfofmal institutions has to be
conducted as vigorously as that of the formal ones. Teareh agenda concerning the
category of the informal ought to proceed along the Hams of qualitative research,
involving in-depth interviewing and, if possible, other techngue participant
observation. Yet, such an enterprise would be possib@®mparative studies under
conditions of very significant fieldwork funding, uncorsbted time resources,
unhindered access to the subject of examination, and advaundidchgual proficiency.
The implication of the thesis in this regard is tleaimparativeresearch into the
informal side of the post-communist transformation teabe carried out by teams of

researchers.

THE FUTURES OF POST-COMMUNIST CAPITALISM

Is it feasible that the proposed reversal of the postmunist structural reforms will
take place in the regions concerned? Can the revisédy peforms achieve support
from a leading socio-political bloc in Upper Silesia dhd Donbas, and, generally, in
Poland and Ukraine respectively? On the other handiheiltistinctive forms of post-
communist capitalism continue to exist in the followidecade for the scholars of
political economy to scrutinise and ponder over? Thedasstion appears to be the
easiest to answer. Although the globalisation of thashihgton consensus and its
implementation in the formerly communist societies ppomoted the overall tendency
in the post-communist world towards greater liberalisatigmivatisation, and
marketisation, great divergence remains. Starting feofairly similar point, the two
regional political economies that have been examinedisithesis have proceeded
along distinct pathways of post-communist transformaaiod have developed different
forms of systemic institutional arrangements. Morepveither of the two regional

post-communist political economies examined show resecddato the market-based
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model of capitalism, which the post-communist countrie® leeen advised to emulate.
These differential strategic responses to the extepralssures of neo-liberal
globalisation and to the internal pressures of strucadpstment adopted by Upper
Silesia and the Donbas, and by Poland and Ukraine genesalfjjgest that post-
communist countries will continue to follow their @ifent ways to transformation long
into the future. The political economy of post-commungithnot be void of its subject

matter as a result.

It is much more difficult to foresee a broadly suppdnteversal of structural reforms
taking place in one or in both post-communist regiondeurconsideration. As the
direction of proposed structural reforms has to bareaonto the currently dominant
line of thinking, that is, not towards further deregulatgom liberalisation, but towards
increased co-ordination of labour markets and more awgepsiblic welfare system
with higher levels of social spending, an alternativerrefstrategy would have, first, to
enter regional and national politics through more ‘sbaalregulated’ market ideas
and discourse. As the latest presidential campaign initgkigas shown, the issues of
‘shared growth’, social protection and public welfared ahe recognition of the
significance of the state’s role in the provision of pubBevices, including health care,
are fully back on the political agenda in the country. Dutime televised presidential
debate between the two run-off candidates — monetantel Viktor Yushchenko and
Ukraine’s prime minister and conservative industriaigttor Yanukovych — on 15
November 2004 both candidates prioritised wages, pensimwne benefits, and other
public social spending programmes (BBC Monitoring 2004). Besibeselectoral
rhetoric, the government of Viktor Yanukovych, who servethasDonbas governor in
1997-2002 and contributed personally to the creation of thenregnstitutions of post-
communist capitalism, has also been substantiallye@&sing pensions and other social
benefits in the course of 2003 and 2004 (CMU 2004c;The Economis2004h).
Current political trends in the Donbas and Ukraine indieatstrong potential for the
emergence of a winning socio-political bloc that could supiin@{promotion of a more
comprehensive welfare state and regulated labour markbesefdre, the proposed
reversal in the direction of structural reforms in tHedihian region and in the country
in general appears to be potentially feasible.

Prospects for the proposed change in the nature andofuingt of Upper Silesia’s

industrial relations and labour-market institutions ardaatgloomy, however. The
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currently ruling socialist coalition of the Democratieft Alliance (SLD) and the
Labour Union (UP) is in full disarray. Although the SLBuccessor to Poland’s
communist party, still possesses strong institutional @oldical links with Poland’s
largest trade-union organisations, the party has been toelgmamaged by internal
dissent and various corruption scandals to remain adsvable political force after the
up-coming parliamentary elections in 2005. The other two lefgwarliamentary
parties — the Labour Union and the newly-formed Polmstigs Democracy remain very
small to channel independently an alternative reformdae@iven the overall political
trends in the country, it seems highly unlikely that besidhe weakened Polish Letft,
other political forces could entertain the ideas of letgd labour markets and integral
welfare state provisions. Despite vocally opposing thesses of neo-liberalism and
liberalism as a whole, neither the populist small-farihmams/ementSamoobrongSelf-
Defence) nor a conservative Catholic nationalist pdhty,League of Polish Families,
has shown any serious attempts to move beyond their ustidberman and Euro-
sceptic agenda. The two main representatives of thecpblRight in Poland — Civic
Platform O) and Law and Justicd’(S) — profess liberalism on economic issues and
conservatism on social ones (on current Polish palitédfairs, seeThe Economist
2003a, 2003b, 2004a, 2004b, 2004c, 2004f, 20049, 20@ince the coalition of the
PO and PiS is widely predicted to become Poland’s gexternment, it is highly
unlikely that the reversal of structural reforms in Upféesia’s industrial relations or
social protection system that has been proposed here cmuld ia the first decade of
the 2£' century.

If the essential systemic alterations are made amdh#titutional complementarities (or
substitutabilities) of the two regional economies argldied and re-enforced, both
variants of post-communist capitalism would achieveinmpih effect and become
capable of bringing the post-communist societies aroundhéa self-proclaimed

destination point of catching-up with the West. Upon thalitmm that these viable and
complementary institutional structures of control arglitation are in place to guide the
performance of the emerging intensive regimes of pramhyctapitalism in transition

would cease to exist as a distinctive socio-economimdtion, and then one would be

able to claim that the post-communist transformatios fily complete.

*% The PiS leaders advocate tougher responses to crintearaintroduction of the death penalty. In
turn, the PO ideology has been described by the Bristkly The Economisas ‘Thatcherite
conservatism jealous of national sovereignty’ (2004d, 2004e).
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