Out of the Red



Development and Inequality in the Market Economy

The purpose of this series is to encourage and foster analytical and policy-
oriented work on market-based reform in developing and postsocialist countries.
Special attention will be devoted in the series to exploring the effects of
free market policies on social inequality and sustainable growth and
development.

Editor:
Andrés Solimano

Editorial Board:
Alice Amsden
Frangois Bourguignon
William Easterly
Patricio Meller

Vito Tanzi

Lance Taylor

Titles in the Series:

Andrés Solimano, Editor. Road Maps to Prosperity: Essays on Growth
and Development

Andrés Solimano, Editor. Social Inequality: Values, Growth, and the State
Lance Taylor, Editor. After Neoliberalism: What Next for Latin America?

Andrés Solimano, Eduardo Aninat, and Nancy Birdsall, Editors.
Distributive Justice and Economic Development: The Case of Chile and
Developing Countries

Jaime Ros. Development Theory and the Economics of Growth

Felipe Larrain B., Editor. Capital Flows, Capital Controls, and Currency
Crises: Latin America in the 1990s

Mitchell A. Orenstein. Out of the Red: Building Capitalism and Democracy
in Postcommunist Europe



Out of the Red

Building Capitalism
and Democracy in
Postcommunist Europe

Mitchell A. Orenstein

Ann Arbor

THE UNIVERSITY OF MICHIGAN PRESS



Copyright © by the University of Michigan 2001
All rights reserved

Published in the United States of America by
The University of Michigan Press
Manufactured in the United States of America
Printed on acid-free paper

2004 2003 2002 2001 4 3 2 1

No part of this publication may be reproduced,

stored in a retrieval system, or transmitted in any form
or by any means, electronic, mechanical, or otherwise,
without the written permission of the publisher.

A CIP catalog record for this book is available from the British Library.
Library of Congress Cataloging-in-Publication Data

Orenstein, Mitchell A. (Mitchell Alexander)

Out of the red : building capitalism and democracy in

postcommunist Europe / Mitchell A. Orenstein.
p. cm.

Includes bibliographical references and index.

ISBN 0-472-09746-6 (cloth : alk. paper) —
ISBN 0-472-06746-X (pbk. : alk. paper)

1. Poland—Economic policy—1990— 2. Czech Republic—
Economic policy. 3. Czechoslovakia—Economic policy—
1945-1992. 4. Poland—Politics and government—1989—

5. Czech Republic—Politics and government—1993—
6. Czechoslovakia—Politics and government—1945-1992.
7. Post-communism—Poland. 8. Post-communism—Czech

Republic. 9. Post-communism—Czechoslovakia. L. Title.
HC340.3 .073 2001
338.947—dc21 00-012902

Grateful acknowledgment is made to Cambridge University Press
for permission to reprint figure 1 (from Adam Przeworski,
Democracy and the Market: Political and Economic Reforms in
Eastern Europe and Latin America [New York: Cambridge
University Press, 1991], fig. 4.1, p. 163. Reprinted with the
permission of Cambridge University Press.) and to Albert O.
Hirschman for permission to reprint figure 8 (from Albert O.
Hirschman, A Dissenter’s Confession: The Strategy of Economic
Development Revisited. In The Strategy of Economic Development
[Boulder, Colo.: Westview Press]. Reprinted with permission.).



For Martine






Contents

List of Figures ix
List of Tables xi
Acknowledgments xiil
Introduction 1
1. Strategies for Transformation 11
2. Poland’s Shock Therapy and Beyond 25
3. Czech Social Liberalism and Beyond 61
4. Privatization 96
5. Democratic Policy Alternation 128
Notes 145
References 149

Index 161






Figures

. Przeworski’s model of transition politics

. Strategies for transformation in Poland, 1989-2000
. Government approval ratings in Poland, 1990-93

. The Walesa presidency, 1990-95

. Strategies for transformation in the Czech Republic,
1989-2000

. Trust in government in Poland and the Czech Republic
since the initiation of economic reform

. Policy constraints and uncertainty in East Central
European transitions

. Hirschman’s antagonistic growth model

. Policy convergence and learning in East Central
European transitions

19

27

38

41

65

80

133

139

141






Tables

1. Parties Winning Representation in the Polish Sejm,
October 1991 44

2. Economic Indicators for Poland and the Czech Republic,
1989-2001 59

3. Perception of Gain from Voucher Privatization in the
Czech Republic 109

4. What Are the Greatest Obstacles to the Privatization
of the Polish Economy 123






Acknowledgments

This book represents the culmination of many years of research and writing,
during which I enjoyed the assistance of numerous individuals and institu-
tions. Yale University’s Center for International and Area Studies (YCIAS) got
the project started with a dissertation research grant. I received additional
research support in the dissertation phase from the International Research
and Exchange Board (IREX), the Institute of International Education (IIE),
and the Woodrow Wilson International Center for Scholars. The American
Council of Learned Societies—Social Science Research Council (ACLS-SSRC)
Joint Committee on Eastern Europe provided funding for language training.
I thank all of these institutions for investing in this research.

I owe a great debt to my dissertation adviser, David Cameron, and other
faculty in the Departments of Political Science, Sociology and History at Yale
University, especially to Ian Shapiro, Sylvia Maxfield, Robert Jenkins, and
Piotr Wandycz, for steering me in the right direction at crucial moments and
helping me shape the questions addressed in this work. I also cannot imagine
having completed this project in the same way without the input, support,
and friendship of Yale graduate student colleagues Jonathan Stein and Mark
Weiner, who served as great interlocutors and comrades over the years.

Most of the writing, however, took place at institutions other than Yale,
and I am much indebted to them as well. The first draft was written in
Oxford, while I was a visiting scholar at Nuffield College, and finished in
1996. As time and events moved on in postcommunist Europe, the manu-
script required substantial revision. I completed one set of revisions while a
postdoctoral fellow of the Thomas J. Watson Jr. Institute for International
Studies at Brown University from 1996 to 1998. I began a second set at Har-
vard University’s Center for European Studies in summer 1999 and finally
completed the work while an East European Studies Research Fellow at the
Woodrow Wilson International Center for Scholars in Washington, D.C., in
summer 2000. I owe all three institutions my warmest thanks and apprecia-
tion for opening their excellent facilities to me and providing me with won-
derful colleagues and many new insights. I also thank my colleagues at the
Maxwell School of Citizenship and Public Affairs, Syracuse University, for
their faith in, and support of, this project. Finally, how could I ever forget the
Institute for EastWest Studies, now the EastWest Institute, New York, which
provided beautiful offices, great friends and colleagues, and numerous adven-
tures in Prague, Warsaw, and beyond. Thanks also to the American Political
Science Association for judging “Out of the Red” the best doctoral disserta-



Xiv Acknowledgments

tion in comparative politics in 1997 and the winner of that year’s Gabriel A.
Almond Award. And thanks to Ellen McCarthy of the University of Michigan
Press for her trust and for stewarding the manuscript to publication.

I feel greatly indebted to the numerous friends and scholars who have
taken a significant amount of time to read earlier drafts and sections of this
manuscript and discuss the core issues with me. Although I will inevitably fail
to name everyone, I would like especially to thank Robert Anderson, Hilary
Appel, Karla Brom, Wlodzimierz Brus, Ingrid Buxell, Michael Cain, John
Campbell, Ellen Comisso, Linda J. Cook, Stephen Crowley, Jean de Fougerolles,
John Gould, Carol Graham, Anna Grzymala-Busse, Jerzy Hausner, Stephen
Heintz, Joel Hellman, Kristin Hohenadel, Robert Jenkins, Daniel Jowell,
Tadeusz Kowalik, Gerald McDermott, Robert Mickey, Joel Migdal, Kalmén
Mizsei, Witold Morawski, Krzysztof Ners, Joan Nelson, David Ost, Martin
Pottcek, Dietrich Rueschemeyer, Marilyn Rueschemeyer, Andrzej Rudka, Peter
Rutland, Andy Schwartz, Marc Skapof, Joel Turkewitz, Andrzej Tymowski,
Milada Vachudova, Jifi Vecernik, Kieran Williams, Rick Woodward, and Alan
Zuckerman. John Birkelund, chairman of the board of the Watson Institute,
deserves special mention for both pinpointing errors in an earlier version and
appreciating the finer qualities of the manuscript at the same time.

Special thanks go to Alexander Russo, who provided invaluable research
assistance in the final stages of manuscript preparation, to Rita Mesias for her
work on chapter 4 and to Ilean Cashu, for his help with the references. I am
also indebted to the many government officials, scholars, trade unionists, and
enterprise managers in East Central Europe who agreed to be interviewed for
this project and supplied me with a mountain of research materials and
insights. I hope that the publication of this book goes some of the way toward
repaying the debt I have incurred to them.

Finally, my deepest appreciation goes to Martine Haas, who offered valu-
able insights and lived through the highs and lows of this project with great
charm and enthusiasm. And to my parents, Phil and Joyce Orenstein, who
educated and inspired me through their example of hard work and artistic
dedication. It is to them and their parents and grandparents, who came from
Central and Eastern Europe under often very difficult conditions, that I owe
my fascination with and concern for the politics of the region.



