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2. INSTRUMENTAL ACTIVISM VERSUS 


SUSTAINABILITY

Some pathbreaking achievements of the Soviet Union in the military and space industry notwithstanding, after the Second World War Eastern Europe belonged to the global technological semi-periphery at the best. This does not imply any underestimation of the tremendous efforts of the countries from the region to get rid of this second rate position. Soviet leaders had the ambition to turn the Eastern block into an alternative center of the industrial civilization. Some of them even cherished the desire to see the Soviet Union and its allies as a leading power in the technological and economic development. In this way they wanted to secure military, political and ideological advantages for the region in the fierce competition during the Cold War.

Under these historical circumstances, the dominant ideology of the transformation of Eastern Europe after the Second World War experienced a major turn. At the beginning, it had two clearly recognizable focal points. The first one was determined by the ultimate values of social justice and personal development. The second one found its expression in the instrumental ends of industrialization, mechanization of agriculture and development of the infrastructure of a technologically advanced society. Gradually, the moral impetus of ultimate values got lost in everyday concerns dominated by instrumental ends. Among them, industrialization took the lead. It was understood as the crucial moving force of social development. In fact, during the sixties the countries in the region had rather high rates of economic growth due to the belated but accelerated industrialization. As a whole, Eastern Europe had the highest regional rate of economic growth in the world and managed to reduce the GDP per capita distance from the Western European core of the modern civilization (Berend, 1997: 11). The guiding principle of this catching-up modernization via industrialization was the technological conquering of nature. It brought about a visible increase of general well-being together with tremendous environmental imbalances. Another dimension of the process was the Taylorization of the work organization. Together 

with the excessive socialization of ownership, it contributed substantially to the suppression of individual initiative and responsibility. 

The state socialist form of social and economic organization did not succeed in stabilizing its initial high rates of technological and economic growth. During the eighties it sharply declined all over Eastern Europe. The region turned out to be unable to cope with the new type of industrialization based on information technologies (Castells, 1999: 9f.). Its peripheral position to the Western European and North American core of the modern civilization strengthened anew. For the first time in history, the GDP per capita fell in the region below the level of Latin America. Precisely this development and much less the problems of human rights became the moving factor of the decay and eventually brought about the political collapse in the region.

Although the conditions varied from country to country, Eastern European societies were generally not prepared to open for a new wave of modernization via information technologies. That is why the region experienced a tremendous drop in industrial production and GDP during the first years of the transformation. 

2.1. The New Old International Division of Labor

After the regional turn in 1989, the adjustment to the global trend of modern instrumental activism was sought for primarily in the development of private initiative and market institutions. More precisely, the radical solution to the accumulated economic and social problems was searched for in the fast privatization of productive assets. The process tangibly advanced during the first half of the decade (From Plan to Market, 1996). However, the shift in the structure of property did not trigger technological innovation as it was expected. To the contrary, the annual rate of domestic investments declined. One should take into account, that the countries from the region experienced a decline of GDP during the same period. Thus, the absolute amount of domestic investments in 1995 was much lower than the decline of investments as percentage of GDP indicates (HDR for CEE, 1999: 16):

Table 2.1

Gross Domestic Investment, 1990 and 1995 (per cent of GDP)

Country
1990
1995

- Albania
28.9
16.0

- Belarus 
27.4
25.0

- Bulgaria
25.6
21.0

- Croatia
13.4
14.0

- Czech Republic
28.6
25.0

- Estonia
30.2
27.0

- Hungary
25.4
23.0

- Latvia
40.1
21.0

- Lithuania
34.3
19.0

- Macedonia, FYR of
32.0
15.0

- Moldova
n.a.
7.0

- Poland
25.6
17.0

- Romania
30.2
26.0

- Russian Federation
30.1
25.0

- Slovakia
33.5
28.0

- Slovenia
16.9
22.0

- Ukraine
27.5
n.a.

One could foresee already in the eighties that the large foreign debt would have to be paid back at the expense of technological innovations and living standard. It was, however, rather difficult to foresee the degree of the downfall of production and purchasing power. In the beginning of the nineties, even the best economic experts were far from the realistic vision in this respect - not to speak about the over-optimistic politicians. The failure in prognostication is understandable, since the drop of industrial production by 30 to 60 percent in individual countries could be only comparable with the consequences of a disastrous military defeat or of a dramatic natural calamity.

Against this background of scarce domestic accumulation and - in most cases - rather limited foreign investments, the technological restructuring of Eastern European economies seems to be an unattainable task in the foreseeable future. The reported cases of suc-

cessful adaptation of Polish industrial enterprises to the new market conditions (Ganciarz and Pankow, 1999) are mostly exceptions, rather than the rule under the conditions of decapitalization of industry all over Eastern Europe, the Czech Republic including (Havelka and Muller, 1999). The prospect is alarming, since industry in the region still produces comparable outlets by using two to four times more energy than the average use of energy in the European Union. Given the policy of abolishing state subsidies for energy production, the local industries are in a very unfavorable position in the global competition in this crucial respect. Since the subsidies for the national research and development declined in all countries in Eastern Europe during the nineties, one may forget about more complicated issues of technological sophistication, design, marketing and service. Together with the shrinking of traditional markets for Eastern European products, the low competitiveness of industrial goods produced in the region is the major reason for the drop of industrial output and of labor force employed in industry.

Various reservations notwithstanding, the current de-industrialization in Eastern Europe might be interpreted as a correction to the previous over-industrialization and as corresponding to similar processes in the advanced countries. However, this argument cannot apply indeed to the ongoing re-agrarization of most national economies in the region. We witness a relative increase of both the share of agriculture in the GDP and the share of labor force employed there. For instance, in 1998 the employed persons in agriculture and forestry reached 25.7% of the employed in the Bulgarian economy, being 17-18% of the labor force a decade ago. This is a remarkable development which might be interpreted as the outcome of the widely praised “back to nature” - meaning “back to agriculture” - propaganda from the beginning of the nineties. 

The irony is, however, that the output of agriculture also generally declined throughout Eastern Europe during the decade. Mechanization, use of fertilizers and irrigation systems deteriorated in the course of the restoration of private property on agricultural lands. The schemes of privatization of land vary substantially from country to country – even between Estonia, Lithuania and Latvia (Alanen, 1998). In most cases, the trend is towards return to small-scale farming. It is predominantly focused on subsistence and less on marketing of production. This type of organization of agricultural production cannot be competitive neither in the European, nor in the global context. Thus, paradoxically enough, the materialization of the global trend of spreading instrumental activism in Eastern European agriculture was actually rather delayed, than accelerated by privatization. The prospects of agriculture, peasantry and countryside in the region are unclear (Granberg and Kovach, 1998). It would be naïve to believe that the Eastern European agriculture can be the motor of economic restructuring and sustainable development in the region as many did at the beginning of the transformation. 

Therefore, the heated debates on the specific schemes of privatization in individual countries covered only part of the tremendous problems of restructuring of Eastern European economies. The key issue of the process, namely the very slow pace of technological modernization, was typically neglected. In reality, only a fast technological restructuring of production in Eastern Europe may secure the economic sustainability of its development in the long run. 
The issue has a special dimension concerning environmental sustainability. The point is that resource saving industries have been the major losers in the restructuring of Eastern European economies so far. Electronics accounted for 13.6% of the industrial production of Bulgaria in 1989. In 1998 its share declined to 1.7% of the industrial production, which in the meantime shrunk to half of the volume of 1989. This is just an example of the decline of high technologies in the region. What remains more or less intact is the bulk of extraction industries (Altvater, 1998). They require large quantities of raw materials and energy. Moreover, the extraction industries are notorious polluters. The level of added value in these branches of industry is rather low and they are more vulnerable in the global competition. Because of all these reasons, the countries from the European Union make most serious efforts to reduce them. 

Against this background, it is proper to reconsider another belief, which was widespread in Eastern Europe in the beginning of the nineties. Many assumed that its opening to the West would bring about a fast reduction of the technological gap between the two parts of the continent. At the end of the historic decade one may see results, which are rather different from what was expected. Mainly because of the lack of investments in the East, the technological cleavage between East and West has deepened. Even in countries, which have been selectively privileged by foreign investors like Poland, Hungary and the Czech Republic, the economic restructuring has often led to declining performance of progressive industrial branches. 

There are numerous reasons for this development. One may start with crucial decisions, such as the hasty dissolution of the Council for Mutual Economic Assistance in the beginning of the nineties. At that time, this decision could have seemed politically well substantiated. This should be put to doubt now. However, in terms of its impact on the schemes of technological cooperation, the way of dissolution of the Council was equal to suicidal act at least for some of its members. There were no elaborated provisions decided for continuation of the technological cooperation among the members of the Council. In effect, existentially important schemes for supply of raw materials and pre-fabs as well as for marketing of products got paralyzed. 

The technological consequences of the dissolution of the Soviet Union were even more disastrous. According to documents, the technological cooperation in the framework of the CIS should have continued. Given the economic, political and cultural conditions and the explosion of nationalistic sentiments and policies there, these decisions could hardly be put into practice. Thus, huge industrial enterprises, some of which at a relatively modern technological level, had to stop production, since they were dependent on supply and markets in other parts of Eastern Europe and the CIS. 

Another crucial factor for the current de-industrialization is the general reduction of subsidies for research and development by the impoverished and badly managed states in the region. The decline of GDP, of domestic investments and the policies of foreign competitors also contributed to this process. As a result, local producers have to learn anew about the relevance of the historical continuity after the domestic markets in the region were radically opened. The new market situation signals that the status of Eastern Europe was and will continue to be that of a technological periphery. At the end of the nineties, the region is in the subordinate position in the international division of labor in which it has been for centuries (long-run path dependency). Limited areas are about to join the “global city” by means of rapid modernization of the productive infrastructure and by creating high quality of work places. Much larger areas will loose their few relative advantages, if any, and will firmly join the “global village” by concentrating on low quality jobs in the extracting industry, agriculture and simple services. 

This differentiation will have far-reaching impacts on the social structure and wellbeing, on research, employment, education and healthcare in the disadvantaged parts of the region. If realized in the form as above outlined, the perspective bears the promise of long-lasting future conflicts. They can only be prevented by means of a purposeful technological, economic and political integration of the whole continent. The open question is whether political will can be strong enough to bring about this achievement, provided the conditions of global competition and diverging national interests. 

2.2. Commercialization and Volatility of Financial Flows
The adjustment of Eastern Europe to the evolving globalization mainly means inclusion of the national economies from the region in the global markets. Their functioning is guided by the instrumental value of the search for profit. As seen from this point of view, the commercialization of economy as well as of all other spheres of social life is just part and parcel of the new push of modernization. The process is full of tensions and unpredictable turns, which deserve special attention.

First of all, the accession of Eastern Europe into the global markets occurs in the conditions of a rapid increase of the global financial exchange. The ratio of the worldwide daily turnover in foreign exchange markets to the daily turnover in trade has increased from 

56:1 to 79:1 during the period from 1989 to 1998 (Progress Report, 1999: 29):

Table 2.2

Daily world exports and turnover in foreign exchange markets

(Billions of US$, 1989-1998)


1989
1992
1995
1998

- Average daily net turnover 

in foreign exchange markets
590
820
1190
1490

- Average daily exports 

of goods and services
10.6
12.9
17.1
19.1

- Ratio of net turnover in foreign 

exchange markets to exports
55.6
63.5
69.7
78.9

The issue is not the volume of international financial exchange, nor its rise. Economic globalization requires large and dynamic financial markets. Some of the international financial transactions include investments which are vitally needed in Eastern Europe, since the domestic capital accumulation is rather limited in the region at present. Financial flows in the form of foreign direct investments might be an effective and efficient mechanism for creation of jobs and of a sound economic environment for entrepreneurship. The real problem is the rapid worldwide increase of the short-term capital flows, which already comprise 95% of the international financial exchange (Altvater, 1998: 598). 

One may argue that exactly these capital flows allow a fast and easy allocation of financial resources where they are most urgently needed. In reality, they are usually fluctuations of hot money searching for fast profits and disappearing at the slightest change of the financial conjuncture. They perpetuate a global virtual economy, which rarely creates stable production and employment, if any indeed. To the contrary, they bring about an increasing uncertainty about the financial situation of firms, the availability of jobs or about the quality of existing and future jobs. There is enough bitter experience with hot money fluctuations in Mexico (1994), East Asia (1997), Russia (1998) and Brazil (1999). This experience allows foreseeing a tremendous potential for future uncertainties on the global markets since the volume of short-term financial flows continues to grow fast. 

This development is one of the major global problems at present. It invites for a reconsidering of the international financial system. The task is tremendous, but handling it cannot be postponed for too long. The fate of the transformations in Eastern Europe highly depends on the changes aiming at transparency and governability of the international financial markets. The point is that the big and politically stable national economies as well as the strong multinational corporations are well equipped to cope with the volatility of the financial flows. To the contrary, most economic players in Eastern Europe are unstable national economies or nationally based small and medium-size companies. Their financial status and employment capacities are rather sensitive to the trend of increasing relative importance of short-term capital flows. That is why, they will permanently face the danger of becoming an easy prey to speculative fluctuations of the international capital in the foreseeable future. Some promising prospects for tackling the issue might be seen in the economic integration of the continent. Certainly, the condition for efficient continental integration is the stabilization of Eastern European economies. This is a dilemma challenging the integrative capacities of the whole continent. Every success or failure in dealing with it is going to bring about repercussions, which exceed the boundaries of Europe. 

In more pragmatic terms, commercialization is being decisively facilitated in Eastern Europe by the international financial institutions - the International Monetary Fund and the World Bank. The strategic direction of their activities is typically focused on monetary stability. This is the explanation for both the successes of these efforts in some Eastern European countries and for the serious failures in fostering production and trade in the region as a whole. However, there cannot be sustainable development without growth of production and trade. This experience in managing transformations under the conditions of volatile financial flows should probably force the international financial institutions to reconsider their policies by laying the stress on the long-term conditions for eco-

nomic growth. The crucial issue in the given context is the shortsightedness of commercialization. The slogan “Get rich fast” gives the expression of a philosophy, which is counterproductive to long-term planning and responsibility. No sustainable development is possible in a social environment dominated by excessive commercialization and weakened social institutions.

2.3. Deepening Economic Cleavages
Under the current conditions in Eastern Europe, instrumental activism implies accumulation of capital in private hands first of all. Due to the limited local resources, this cannot be materialized without concentration of wealth and incomes. The result is the trend towards a fast economic differentiation across Eastern Europe, which is probably the strongest single factor undermining the social conditions of sustainability in the region. For large groups it is existentially important that the GDP in their countries is now smaller than ten years ago and it is being distributed in a more unequal manner. The increase of the Gini coefficient of inequality by 40% or more in a number of Eastern European societies in the course of the decade is alarming (HDR for CEE, 1999: 20). There are long lasting consequences of this process for the social structure. All over Eastern Europe it has generally moved in the downward direction. The real purchasing power of wages and salaries has declined by 50-60% in some countries (Moldova) and for some groups (young people, elderly, disabled). It is widely recognized that no sustainable social development is possible under the conditions of rapidly deepening economic differentiation between large groups.

The causes of this development are so complex and intertwined that the analytical work can never be regarded as fully satisfactory. Nevertheless, the major ones can be delineated in a relatively coherent manner. Most Eastern European societies have reached a critical slide in their technological development. The implication is that large segments of industrial workers were laid off. Most of them suffer a substantial loss of incomes. The same holds true for the professionals from industry and from the sector of research and development. Among the manifold processes of economic transformation, the change of ownership has the strongest impact on the social structure of Eastern European societies. Industrial enterprises were intentionally pushed to the brink of bankruptcy in order to sell them cheaply to insiders or outsiders. Privatized industrial enterprises hire new workforce only in rare occasions. Major closures of jobs and losses of incomes came from agriculture as well. Large areas in North-West Poland, in Bulgaria and in Romania experienced dramatic impoverishment after the cooperative or state-owned farms were administratively dissolved. The short- and medium-range effect of these policies everywhere is the decline of production and consumption and the rise of unemployment. Several countries managed to emerge out of the recession already in the course of the nineties. However, most Eastern European societies are still going through it 

Another major factor for the downward mobility of large segments of Eastern Europeans was the series of monetary experiments implemented upon recommendation of the international financial institutions. The first one was the sudden liberalization of prices and regimes of trade. They brought about a skyrocketing inflation, lack of transparency and unpredictability in economy and in social life. What followed was the protracted reliance on monetary measures of economic stabilization. To make the point clear, both types of measures are imminent in the course of the transformation in order to introduce disciplined economic competition. The real problem is that their implementation started without the necessary backing by reforms in the financial and social security systems. Provided the generally weakened institutions in the region, the strategy of monetary stabilization brought about stagnation, unemployment and impoverishment. Paradoxically enough, under these circumstances the measures aiming at a stronger financial discipline contributed to the criminalization of economy. In most cases, they fostered the fast concentration of incomes and wealth through the channels of banking and insurance. 

These processes were only exceptionally guided by mechanisms of supply and demand. In reality, they were basically introduced by using political mechanisms. Usually – the major exception being East Germany – the negative trends in economy were very much 

determined by dysfunctions in politics. This applies first of all to the general weakening of the state institutions. To make the point clear, this effect was pursued following the assumption that the authoritarian political apparatus of state socialism had to be driven out of economy as soon as possible. Certainly, the historical aim of the ongoing transformation consists exactly of the differentiation of main spheres of social action. More specifically, the task implies the elimination of the extreme political integration of state socialist societies by giving free space to economy and culture to develop their own dynamics. The tensions were determined by the efforts to eliminate the state intervention into economy, research, education, etc. as fast as possible. It was already too late when the international financial institutions as well as the local political forces conceived that the multidimensional and profound transformation could not be managed rationally without the well-designed and implemented intervention of the state. This was the major reason for political irrationalities, such as the dissolution of the state control mechanisms in economy. It immensely facilitated the flourishing of the shadow economy. Paradoxically enough, the state deserted the management and control on its own property. 

Some reasons for this development were connected with the change of the managerial staff. The previous organizational conditions were marked by the coalescence of state and economy. On the other side, the state was the incorporation of the power of one party. Therefore, after the beginning of the transformation, managers became generally subjects of suspicion because of their supposed political affiliation with the previous regime. At least for a while, the result was a loss of human capital. The shrinking of domestic accumulation of investment and the dysfunctions in the field of management went along with degradation of the infrastructure of research and development. Everywhere in the region the personnel involved in research and development was reduced faster than in any other sector of economy. The state subventions for science and education were cut substantially. 

What impacts do these complex, complicated and intertwined transformation processes have on the social structure of Eastern European societies? Putting aside the numerous national specifics, they could be systematically presented as follows:

First, as a result of this depressive development, the economically active population in the region substantially declined (Economic Survey of Europe, 1999: 68):

Table 2.3

Total employment in Eastern Europe 1980-1998

(1989 = 100)


Country
1980
1989
1998

- Albania
77.9
100.0
76.6

- Belarus
95.4
100.0
84.5

- Bulgaria
100.0
100.0
71.2

- Croatia
7.4
100.0
73.4*

- Czech Republic
95.3
100.0
90.2

- Estonia
-
100.0
77.4*

- Hungary
104.2
100.0
70.3

- Latvia
97.0
100.0
74.1

- Lithuania
93.4
100.0
87.0

- Macedonia, FYR of
79.1
100.0
65.0

- Moldova
97.3
100.0
77.7

- Poland
102.0
100.0
91.1

- Romania
94.6
100.0
82.4*

- Russian Federation
96.9
100.0
84.1

- Slovakia
91.3
100.0
81.2

- Slovenia
84.0
100.0
78.7

- Ukraine
99.6
100.0
87.7

- Yugoslavia
83.4
100.0
89.7

*1997

A major part of the individuals who have disappeared from the statistical figures of the economically active population still remains statistically covered as unemployed. Another group consisting of women has returned to the position of housewives and will mostly remain so. In some national cases the number of the economically active population declined because of emigration as well. There is, however, still another group of previous economi-

cally active persons who have disappeared from the statistics, since they have entered into the shadow economy. The composition of this group and its share in the total labor force vary from country to country. According to estimations, GDP produced in the shadow economy is between 20 and 50 percent from the total GDP of the Eastern European national economies. The Russian Federation and Ukraine are leading in this respect. Whatever the precise calculations of the hidden economy in individual Eastern European societies, there is no doubt that it has tremendous impacts on their social structure in terms of illegal transactions, tax evasion by employers and low quality jobs for employees.

Second, in most Eastern European societies, large groups of unemployed have appeared (Economic Survey of Europe, 1999: 69):

Table 2.4

Registered unemployment in Eastern Europe

(Percent of the labor force, end of 1998)

Country
%
Country
%
- Albania
17.6
- Macedonia, FYR of
42.0*

- Belarus
2.3
- Moldova
1.9

- Bulgaria 
12.2
- Poland
10.4

- Croatia
18.6
- Romania
10.3

- Czech Republic
7.5
- Russian Federation
13.3

- Estonia
5.1
- Slovakia
15.6

- Hungary
9.1
- Slovenia
14.5

- Latvia
9.2
- Ukraine
4.3

- Lithuania
6.9
- Yugoslavia
27.2

*1997

There has been hidden unemployment all over Eastern Europe in the eighties. It was determined by the general inefficiency of the economy and was not a matter of debates because of political and ideological reasons. However, this unemployment cannot be compared in any relevant respect with the unemployment during the nineties. The latter is usually higher than the figures announced by the official statistics. In the republics of the Commonwealth of Independent States workers are often not being laid off, but sent to long-term unpaid leaves. If compared with the decline of workforce (Table 2.3), the officially reported level of unemployed in Moldova and Ukraine (Table 2.4) clearly indicates the spread of this type of institutional arrangements.

Along with the decline of GDP, a general decline of the living standard of large parts of the population in Eastern Europe came about. Incomes got more differentiated according to education, age, ethnic characteristics, gender and territory. About 10-15% of the population in the individual countries enjoy the fruits of upwards mobility. The rest has to cope with the results of downward mobility or with stagnation of their social position at the best. These new differences between winners and losers in the transformation will determine the future economic, political and cultural trends in the region. Besides the unemployed, the young people, the elderly and the ethnic minorities, the major losers are the representatives of research and development, education and arts. The latter group used to form a specific middle class in state socialism, which was based on its cultural capital. This status was lost in the course of the transformation.
The crucial factor for impoverishment is undoubtedly the rise of unemployment and especially of long-term unemployment. It is mainly due to the economic recession and to the reduction of over-employment inherited from the previous decades. But it also indicates inadequacies in the education and training of the labor force to the requirements of the new conditions of production and services. Whatever the interpretations, a substantial long-term unemployment cannot be the background of sustainable economic and social development.

As a result of all these processes, there are already clear-cut differences between types of social positions and life chances, which mark the characteristics of the new poverty in the Eastern European region. Certainly, its conditions vary from country to country. The specific case of the economic differentiation between East and West in Germany notwithstanding (Hradil, 1999: 143 f.), in 1990 

only 2% of the population were defined as ‘poor’ in the Czech Republic according to the local objective definition of poverty. This characteristic applied to 3.7% of the population of the country in 1996. Only 8% identified themselves with the subjective definition of poverty in the mid-nineties (Illner, 1998, 156-157). The data are comparable with results from studies carried out on advanced welfare societies. Given these facts, one cannot meaningfully speak about ‘new poverty’ in the Czech Republic.

The situation is different in Poland especially in regions, which have been struck by the economic and technological restructuring and have high rate of unemployment. The town of Lodz undoubtedly belongs to this category. One may regard it as a typical example for concentration of new poverty. Given this and other similar cases, there are good reasons to speak about the emergence of a new underclass in East-Central Europe (Warzywoda-Kruszynska, 1999). The arguments are based on the fact that in some parts of the town the state provisions for poverty cover around 30% of the local population. This is mainly due to long-term unemployment. 

The sample of long-term unemployed studied in Lodz2 shows some typical characteristics of this group all over Eastern Europe. Before being laid off, 77% of the interviewed persons have performed manual work; 66% have the educational level of primary school or lower. Their dismissal is mainly due to privatization and modernization of the enterprises. Some 82% of the interviewed have not had any temporary work during the period of unemployment. Most of them will probably remain unemployed until the end of their active life and will have to receive social support. The situation of the persons who have been unemployed for longer than 36 months is especially difficult. Their self-esteem shows that they assess the situation as worse than the one of their fathers at the same age. This is an entirely new phenomenon in the intergenerational mobility in Eastern Europe. It is quite relevant as seen both from a scientific and from a political point of view (Warzzywoda-Kruszynska, 1999):



Table 2.5 
Differentiation among long-term unemployed in Lodz, Poland, in December 1998, in%


Unemployed
Unemployed


12-36 months
longer than 36 months

- Very serious financial situation
27.8
54.5

- Expects a deterioration of the 


financial situation
13.0
22.3
- Status is lower as compared


to that of the father
51.6
73.4
The situation with the living standard and life chances of unemployed is complicated in Bulgaria, where the purchasing power of salaries, wages and pensions tangibly went down after 1991. In the mid-nineties more than 50% of the household expenditures in the country were on food, which is a clear sign of mass impoverishment. The share of the incomes from salaries and wages in the structure of incomes has declined. The share of non-monetary incomes as well as of incomes from the shadow economy has increased. Thus, the difference of incomes of employed and unemployed became blurred. Large proportion of both the employed and the unemployed belong to the category of poor people whatever the definition of poverty might be. However, to be unemployed in Bulgaria means a very high probability to be poor as well. The self-assessment of the financial situation of the employed workers, entrepreneurs and unemployed in a national study (1997) speaks a quite clear language in this respect:

Figure 2.1

Self-assessment of the financial situation of households (in %)3
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Given these precarious conditions, the phenomena of social disintegration and anomie in Bulgarian society and especially among unemployed are unavoidable (Genov, 1998; Genov, 1999b). 

The economic situation of the unemployed is even worse in the Russian Federation. The comparative study carried out in January 1999 revealed that the long-term unemployed there relying on unemployment benefits alone, just cannot survive. The provisions amounted to 720 - 814 rubles per month, which was equivalent to 33-37 US dollars. This meant one dollar per day given a price level which had basically reached the Western European standards (Rukavishnikov, 1999: 306). Given the conditions, it is meaningless to speak about human rights. 

One may certainly speak about winners in the transformation in value-neutral or in morally positive terms. There are always individuals, groups or organizations who manage to actively adapt to changes and to bring about real achievements. However, the term has a different connotation in Eastern Europe. Usually, by ’winners’ in the transformation are meant individuals, groups or organizations that have managed to exploit the unclear situation in order to get rich fast. Indeed, one may observe this type of winners all over the region. Even in the Czech Republic where the privatization was held more or less under control the public mind is in clear terms with the case. The new richness is typically regarded as suspicious (1llner, 1998: 159). In fact, besides state lotteries, nowhere in Eastern Europe there was a legally regulated possibility to get rich in the nineties. That is why the assumption that the capital has been accumulated somewhere outside the legal economy is unavoidable. This means by using immoral and illegal means for privatization of public good. 

In broader historical terms, the most relevant case of a rapid economic and social differentiation and of emergence of ‘winners’ is offered by the developments in Russia. Relatively rare, but substantial capitals could be accumulated there during the previous decades by exploiting political positions, ethnic differences, social background or niches in the distribution and consumption. Nevertheless, one may be on firm ground when insisting that the Soviet-Russian society was basically an egalitarian one. The representatives of the best paid professions and professional positions could get more than 4 to 6 times the average incomes in very rare cases. Half a decade later one could observe a difference of 1:10 000 in the incomes of the worker and of the director of the same state-owned enterprise (Lempert, 1996: 358). How could this become possible? The short answer reads: Through the mechanisms of the criminal revolution.

The key issue in this wave of re-distribution was and still is the delay – intentionally or not – of legal reforms. The legal regulation of competition or of the rights of consumers followed the liberalization of trade and the major wave of privatization of enterprises by managers between 1992 and 1994. Together with the overall 

weakening of the institutional control by the state, the lack of legal regulation contributed very much to the concentration of ownership and incomes. There is abundant information concerning the very high level of corruption or other forms of direct criminal behavior being tolerated or directly supported by state officials (Fatic, 1999: 85). 

On the other side, cumulative studies reveal the absence of adjustment of remuneration in Russia to meritocratic principles, such as differentiated remuneration according to the level of education. To the contrary, the data show a remarkable stability of demotivating patterns inherited from the egalitarian model of remuneration (Gerber and Hout, 1998: 43):

Table 2.6 

Incomes in Russia in relation to the level of education,

1991-1995


1991
1992
1993
1994
1995

University/ High school
1,33
1,40
1,28
1,18
1,33

University/ Vocational secondary school
1,21
1,12
1,51
1,13
1,23

University/ Lower than secondary
1,57
1,65
2,21
1,34
1,91

Thus, in both directions of the desirable introduction of market mechanisms, namely the facilitation of efficiency and meritocracy, there are tangible deviations from their basic principles in Russia. These cultural and organizational trends hardly support a sustainable economic, political and social development. To the contrary, further tensions and new efforts to transform Russian society can be expected since the need to proceed with the reforms became obvious in August 1998. The emergence of oligarchic structures possessing a monopolistic economic basis and a strong impact on politics in Russia is an especially relevant trend. Having strengthened their position, these structures are expected to facilitate further concentration of capital and political power thus closing the chances for alternatives to emerge.

There are elements of oligarchic structures in other Eastern European societies as well. One may expect that this development will facilitate a continuing social differentiation of Latin American type. A social order based on this type of social structures cannot be a good promise for a sustainable economic, political, cultural and environmental development, since it facilitates corruption, political clientelism and civil irresponsibility. 

Besides the egalitarian mechanisms within individual societies, mechanisms of redistribution among societies in the former Eastern block were also applied during the previous decades. Just like in the European Community, there were efforts in the Council for Mutual Economic Assistance during the sixties and the seventies to reduce the most substantial economic differences among its member states. The mechanisms of egalitarian redistribution could work effectively neither in the national framework, nor in the international relations. Nevertheless, the major economic parameters of societies in the region were more or less comparable. 

Against this historical background, another salient differentiation emerged, dividing the countries in the region. In some cases the differentiation is due to the variety of technological, economic or cultural pre-conditions of the transformation in individual societies. Another reason for differentiation is the variety of national approaches to basically common problems of the transformation, for instance in the field of privatization. It has important specifics in all Eastern European societies (privatization by selling to insiders or outsiders, by vouchers, etc.). International tensions or geostrategic constellations also contributed to the economic differentiation among the countries in the region. Now each of them appears differently in the international competition and the differences are increasing. Some of the Eastern European countries are obviously going to join the club of the stable and well functioning European societies. Others evolve in the direction, which is usually described as chaotic capitalism or degradation. Ten years after the start of the transformations, Poland and Slovenia are beyond the level of their GDP production in the late eighties. The Czech Republic, Hungary and Slovakia follow the same pattern. The Euro-

pean part of the former Soviet Union still struggles with continuing recession. There is a clear differentiation among the former members of CMEA in their prospects to participate in the continental structures of economic integration. One can clearly speak about “new rich” and “new poor” in terms of this international comparison. 

Thus, there are no more illusions possible as to the bright prospects of the market oriented instrumental activism after the political barriers in front of it have been dismantled. It is common knowledge today that there is no prescribed and paved way for the transformation. As seen from the point of view of the decade-long experience, the transformation is extremely difficult to predict and manage since there are permanently unexpected and undesirable consequences of each action. More specifically, this means that we will have to face a continuing differentiation in the Eastern European societies as well as among them. The future of the social structural transformation is open and will remain so. This does not mean that the future of Eastern Europe is totally unpredictable and unmanageable. However, the lesson, which we have to draw from the decade of profound transformations in the region reads that we should be rather realistic both concerning the predictability and manageability of transformation processes.

What are the reasons for this very needed modesty? 

2.4. What Went Wrong?

The transformation in Eastern Europe might be defined as a failure if compared with the economic success stories of transformation in China and Vietnam. The economic and moral costs of the changes in Eastern Europe are too high. At the end of the nineties, public opinion has a rather critical judgment on the market oriented instrumental activism in the region. The striking result in this comparison is that the population in some of the countries known as leaders in the market reforms is most critical about them (Central and Eastern Eurobarometer, 1998: Figure 71):


Table 2.7

Do you personally feel that the creation of a market economy, that is one largely free from state control, is right or wrong for

(our country’s) future?


Right
Wrong

- Bulgaria
52
29

- Czech Republic
28
50

- Estonia
55
32

- Hungary
37
31

- Latvia
40
40

- Lithuania
48
25

- Poland
62
19

- Romania
64
26

- Slovakia
35
45

- Slovenia
42
42

Obviously, there will be a long period needed to adapt the mechanisms of social integration to the requirements of the market and to repair the failures. However, one cannot postpone asking the question: What went wrong with the economic reforms? There are many specific factors for the achievements and failures of economic reforms in particular Eastern European countries. The following will be an attempt to generalize the major lessons. 

First, experienced international institutions and inexperienced domestic political forces overestimated the creative potential of the chaos. No doubt, the chaos can be creative and often it really is. But it can be destructive as well. And it can be controlled in laboratory conditions only. The real point is that the loudly advocated fast liberalization of economy (the “big bang”) was expected to bring about the conditions for a creative triggering of the ‘transition to a free market’. The assumption was that the ‘free market’ would immediately start its creative work. This assumption was generally wrong because there is no fully creative and fully free market in the world. Since the legal regulations of competition, bankruptcy, protection of consumers and many others were not yet available, the iceberg of liberalization moved in an erratic way. The managers of 

the monopolistic state-owned enterprises could determine the pricing of products on their own discretion. Banks could offer generous loans or no credits at all. Traders could export subsidized products and earn incredible profits. And millions of people could see their savings evaporated by inflation rates of 500 or 1000 percent. The simple and obvious conclusion is: Opting for chaos in social transformation, one opts for destruction and human suffering. This is exactly what happened in Eastern Europe as a result of the decision to liberalize the economy first and to postpone the institution building for ‘the day after’. 

Second, it might be a dangerous illusion to assume that macrosocial transformations could be organized and controlled like a social innovation in enterprises. The transformation is not comparable with the introduction of autonomous working groups, for instance. The space for processes, which cannot be controlled, is much broader in society than on the level of the enterprise or municipality. That is why politics on the state level has much more to do with intuition. However, the introduction of chaos by means of a sudden liberalization was not decided by intuition. It was intentionally urged for in order to undermine the economic basis of the inherited state. The state had to be pushed out of economy. The decision was purely political, since there is no modern economy, which could function outside the institutional framework created and maintained by the modern state. However, the major point is that the most complicated form of social change, namely the social transformation, cannot be rationally managed without the full involvement and responsibility of an efficient state. The situation is really paradoxical: the state has to take the major obligation in reducing the state’s involvement in economy and culture. Pushing the state out of the process means to invite irrationality. This is what happened in all walks of social life in Eastern Europe.

Third, there is no doubt that the major structures to be changed during the transformation are the property relations. The historical experience shows that the state cannot be efficient sole owner and manager of the complex and complicated assets of production and services in industrial societies. Thus, privatization is the key issue on the agenda of the transformation. The point is not whether to privatize or not, but rather when and how. Following recommendations from abroad, the political decision taken everywhere in Eastern Europe at the start of the transformation was to privatize state property fully and immediately. This decision for hasty privatization was basically wrong. The value of the assets could be by no means determined by market measures since there were no markets. There were no institutional structures to support private economic initiative and to require economic discipline and responsibility. The very spirit of responsible private entrepreneurship had to be developed and to take the lead. The managerial knowledge and skills to govern a privatized economy was missing. Therefore, hasty privatization was an invitation for robbery of the state-owned productive assets. The alternative was and is clear. The highest priority has to be given to the development of a large private sector together with a well-managed state-owned sector. Thus, putting the state sector under real market conditions one could assess its real value and carry out privatization in a legally regulated way. This is a strategy, which is difficult to materialize. But it could bring about optimal economic results. It clashed, however, with political strategies, which could only bring about the decline of GDP all over Eastern Europe during the first half of the nineties, especially under the conditions of intentionally weakened states. 

The consequences of these three false strategic decisions could be detected in all dimensions of the transformation in Eastern Europe. 
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