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In the first edition of this Handbook we wrote
a chapter under the title “The Socialist Economic
System.” This chapter can be read as a follow-up
to, or a new section of, the previous one since our
aim now is to describe the economic systems that
have emerged with the sudden collapse (as hap-
pened in Eastern Europe) or gradual erosion (as is
currently the case in East Asia) of the socialist eco-
nomic system. The chapter in the first edition was
about the emergence of a distinctive social struc-
ture and economy that accompanied development
under the Soviet model of total state ownership
and “rational redistribution,” whereby party bu-
reaucrats setting a plan moved resources (especial-
ly capital and labor) around the economy (Kornai
1980). This produced a tendency toward a short-
age economy, and the formation of a privileged
class of intellectuals (composed of bureaucrats,
technocrats, and humanistic intellectuals) that dis-
proportionately benefited from state redistribution
relative to workers (Konrád and Szelényi 1979).
The chapter in this second edition describes the
new systems that have emerged in the post-
Communist world and the reform Communist sys-
tems of East Asia, which all have developed in-
creasingly capitalist social structures based on the
growing dominance of private property and market
integration, above all in capital and labor markets.

Our analysis demonstrates the overwhelming
conditioning power of social structures—including
intraelite structures—in processes of economic
change.

The emergent post-Communist systems have
several features that distinguish them from capital-
ist systems we know from East Asia, from the
North Atlantic region, or from the old periphery
of the capitalist system before the fall of Commu-
nism. Whether the unique features identified below
are only transition phenomena, and eventually
post-Communist capitalisms will merge with the
rest of the capitalist world into one unified system,
remains to be seen. A growing literature has de-

tailed the persistent differences between capitalist
systems, most typically the differences between
East Asian “state-led” capitalism, Anglo-Saxon
“market-led” forms, and northern European “co-
ordinated, negotiated or consensual” capitalisms
(see Thurow 1992; Hart 1992; Marquand 1997;
Coates 2000; Hall and Soskice 2001). It is reason-
able to assume, therefore, that the rather different
trajectories former Communist societies take dur-
ing the process of transition may be consequential
for the structure of their socioeconomic systems
once they are consolidated.

Whether the post-Communist world is converg-
ing toward a single form of capitalism under the
impact of strong forces of globalization, or the fu-
ture is a multiplicity of capitalist socioeconomic or-
ganizations, is in itself an intriguing question.
Some observers (Fligstein 1996; Stark and Bruszt,
1998, 2001; Nee 1998; Eyal, Szelényi, and Towns-
ley 1998, 2001; King 2001a, 2001b, 2002) have
suggested that the core of the classical concern of
comparative macrosociology, namely the cross-sys-
temic comparison between capitalism and social-
ism, should be substituted by a “neoclassical”1 re-
search program, which focuses on “comparative
capitalisms.” Michael Burawoy (2001a) challenged
this position, seeing capitalism as a unitary system.
Indeed, both from world system theory and neo-
classical economics the multiplicity of capitalisms
makes little sense (ironically, these otherwise so
different approaches seem to converge when it
comes to the characteristics of contemporary capi-
talism). From this perspective, there is a single
logic of capitalism, since, as Burawoy puts it, capi-
talism “erases the past.” From this perspective,
path dependency in the transition to capitalism
may be real, but it is relatively unimportant and
will vanish with the consolidation of capitalism.

One also may wonder whether all former Com-
munist states can be simply called “capitalist,” or
whether some or even all constitute a new form of
socioeconomic organization somewhere between



capitalism and socialism. Some scholars, most
prominently David Stark (1992), insist that the
term transition is inaccurate. From this perspec-
tive, the reality of post-Communism is not that
capitalism is being built on the ruins of socialism.
Rather, a new system is emerging built with the
ruins of socialism, combining features of socialism
and capitalism. Stark argued that individual private
property has not been sufficiently formed in cen-
tral Europe, creating a system dominated by what
he calls “recombinant property,” which is neither
private property nor state ownership, and which is
integrated by networks, as opposed to markets
(Stark 1996; Stark and Bruszt 1998). While the
evidence indicates that Stark was too hasty to pass
judgment (see Hanley, King, and Toth 2002), this
implies that there are limitations to the extent that
the new post-Communist economies are indeed
capitalist. Many observers (including Burawoy and
Krotov [1992]) have pointed out how poorly mar-
ket institutions have developed in Russia, drawing
attention to the pervasive role of barter in eco-
nomic exchange. Andrew Walder (1995) criticized
the market transition theory of Victor Nee (1989),
for not realizing that in China, redistribution,
rather than being replaced by markets, is decen-
tralized to the local level. As a result, the continu-
ity with the Communist economic system is much
stronger than market transition theory implies.
Nee himself slightly revised his 1989 market tran-
sition thesis by pointing out the “hybrid” charac-
ter of Chinese economy (Nee 1992), although he
maintained that China was moving in the direction
of full capitalism.

Some, however, argue that none of the post-
Communist systems approximate the “ideal type”
of modern rational capitalism (see Eyal, Szelényi,
and Townsley 1998; King 2002). In central Eu-
rope individual private property may not have been
formed to the extent we know it from the West
(Eyal and coauthors call it “capitalism without cap-
italists”). In Russia and some other post-Soviet
states the market institutions may be rather under-
developed (Eyal and coauthors labeled this “capi-
talists without capitalism”). In China, given the
political monopoly of the Communist Party, and
lack of progress made in privatizing state and col-
lectively owned industries, it may be problematic
to talk about capitalism at all. Rather, China may
have a “socialist mixed economy,” in which capi-
talism is primarily being built from “below.”

In this chapter we bracket these two issues.
While none of the former Communist systems of-
fers a close approximation to the ideal type of cap-

italism, they certainly are on their way from social-
ist redistributive economies to market capitalist
systems. In all countries (arguably with the excep-
tion of North Korea) we see clear trends of the
formation of private property, the making of mar-
ket institutions, and the emergence of stratification
systems based on class. While we believe the post-
Communist economies can be analyzed as exam-
ples of capitalism, we do not accept Burawoy’s
critique. While the Communist systems were un-
dergoing convergence with each other, the post-
Communist world is undergoing a clear diver-
gence—both politically and economically (see
EBRD 1999). However, even if world system the-
ory or neoclassical economics are right, and even-
tually capitalism will converge into one single sys-
tem, the process of such convergence will last long
enough to make the study of diverse trajectories or
pathways from Communism to capitalism of suffi-
cient intellectual interest.

Instead of dealing with these two interesting,
but metatheoretical questions, this chapter will
focus on two sets of issues. First, we review the
unique features of the transition from Commu-
nism to capitalism; to what extent and in what
ways is this transition different from previous his-
torical instances of transitions to market econo-
mies? Second, we will offer an attempt to develop
a comparative political economy of various forms
of post-Communist capitalism.2

In this analysis, we describe three ideal-typical
paths by which capitalism has emerged from Com-
munism. In some countries capitalism emerged
“from below,” by the creation of a new, market-
integrated private (and “hybrid”) sector in the
shadow of the old socialist redistributive economy.
In this scenario, a new capitalist class emerges from
actors that emerged in the nonplanned sector of
the economy. China is the most obvious example.
In other countries, capitalism is created with a rev-
olution “from above,” in a process where state
elites try to transform the old socialist redistribu-
tive economy into a market capitalist system by fol-
lowing the neoliberal economist’s “blueprint” (see
Stark 1992). In this path, the new capitalist class
emerges “from above” to the extent that neoliber-
al policy enables the nomenklatura (and its clients)
to transform itself into a grand bourgeoisie. This is
Russia’s path. Finally, there have been attempts to
make capitalism “from without.” In these systems
elites also try to follow the neoliberal blueprint
with a major exception; rather than allowing the
nomenklatura (or its clients) to privatize large
state-owned enterprises (SOEs), they rely on for-
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eign ownership and cooperation with multination-
als. Hungary is the exemplar of this path.

These pathways produce different outcomes.
Those countries that followed “capitalism from
without” have created an economy where market
institutions are highly developed and economies
are well integrated into the world economy. We call
this system liberal capitalism. “Capitalism from
below” also creates market-integrated systems, but
they rely more on relatively small domestic capital-
ist (or “hybrid”) enterprises coexisting with a large
state-owned sector, which is increasingly market-
dependent (and thus “state capitalist”). Because of
the existence of noncapitalist property forms inte-
grated by markets (hybrid and state capitalist), we
call this hybrid capitalism. “Capitalism from above”
results in a patrimonial system. In such systems pa-
tron-client relationships pervade the economy: be-
tween the state and enterprises, as well as between
management and labor. In patrimonial systems, the
redistributive institutions are destroyed, to be re-
placed by economic activity deeply embedded in
reciprocity and networks in addition to market in-
tegration. Businesses cancel each other’s debts, use
local monies, and engage in barter.

We believe it is far from accidental that countries
built capitalism in these different ways. The path
taken can be explained by the divergent constella-
tion of class forces and inter- and intraclass strug-
gles (Eyal, Szelényi, and Townsley 1998; King
2001a, 2001b, 2002). The pattern of class conflict
and constellations are significantly affected by his-
torical and cultural heritages, as well as by differ-
ences in the level of economic development, the
geographic proximity to the core capitalist econo-
mies, and especially the timing of industrialization
and its articulation with the development of na-
tionalism (see King 2001b). These factors can be
thought of as creating the opportunity structure in
which class formation, coalition building, and con-
flict take place.

UNIQUE FEATURES OF THE TRANSITION FROM
COMMUNISM TO CAPITALISM

Arguably, the transition from Communism to
capitalism is strikingly different from all previous
transitions to capitalism in two ways. It is the first
case in history when capitalism emerged from a
system that did not know the institution of private
ownership and in which a class of private propri-
etors did not exist. It is also the first instance in his-
tory when capitalism emerged from a noncapitalist

economy where capital accumulation had already
taken place, and in which industrialization was
more or less completed.

Making Capitalism without Capitalists

Karl Marx was arguably quite correct when he
suggested that “within the wombs” of a decaying
mode of production, the “embryo” of the new
mode of production is already formed. While it can
be debated whether this proposition holds for all
transitions,3 it certainly seems to be true—prior to
the fall of Communism—for all instances of transi-
tion to capitalism. Indeed, in the classical case of
transition, the transition from feudalism to capital-
ism in Europe, private ownership emerges first.
Feudal lords often gradually transform themselves
into private landlords, and a propertied bourgeois
class emerges (in England, of capitalist tenant
farmers), and market integration of the economy
gradually gains ground. Even the French revision-
ist historians, who challenge the Marxian thesis
that the French Revolution can be accurately un-
derstood as the struggle of the bourgeoisie against
the aristocracy, do not doubt that a propertied
bourgeoisie and the institution of private owner-
ship existed well before the revolution.

Socialism, however, was conceived as a negation
of capitalism. Therefore, actually existing socialist
societies were great experiments in operating a so-
cioeconomic system without the basic institution
of capitalism: private ownership. In all instances
the transition to socialism occurred in societies
that had eliminated some time ago the institution
of private property, and eliminated the class of the
propertied grand bourgeoisie as well. All major—
and often not only the major—means of produc-
tion were nationalized. Former owners were sent
into reeducation camps, jailed, killed, sent into
exile, or in the best-case scenario tolerated at the
very margins of the society, stripped of their private
wealth. Even the middle and small bourgeoisie was
usually eliminated, or at least greatly constrained.
Few of the shopkeepers, merchants, and artisans
could continue their individual businesses. They
were forced to become state employees and work
in government-owned and -managed large opera-
tions, or they were forced to join so-called pro-
ducers cooperatives. In most countries the same
thing happened even to the peasantry.

In terms of property and class relations, actually
existing socialism was indeed a radical negation of
any form of known capitalism. Markets were less
radically erased. After initial attempts to get rid of
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markets and monetary institutions, most socialist
economies did allow some room for the operation
of market mechanisms. As socialism progressed
from Stalinism to reform Communism, market
forces began to gain some ground. Market forces,
however, were typically limited to the sphere of
consumption and not the allocation of capital
goods. Preciously little or no price-regulating mar-
kets were allowed to operate. For example, the
“nonmarket trade of labor” was a widely known
phenomenon. Thus labor power did take the form
of a commodity, but its price was administratively
set and was sheltered in this way from the forces of
supply and demand. With rare exceptions socialist
economies were economies of “shortage” (Kornai
1980). This was observable in the nonmarket trade
for labor: unemployment was the exception, and
labor shortage was the rule.

Even in the most reform-oriented countries,
Hungary and Poland, and even until the very fall
of Communism, private ownership was limited to
consumer goods, and markets to the sphere of
consumption. There was no capitalist class in the
making, and no signs of accumulation of private
capital. This is not to say that there were no differ-
ences in terms of wealth across groups or classes of
the population. As reform progressed, the bureau-
cratic estate, or “caste,” began to “commodify” its
bureaucratic privileges (Manchin and Szelényi
1987). Real estate may have been the most impor-
tant vehicle to accumulate some private wealth.
Members of the nomenklatura began to build pri-
vately owned housing—usually of modest, but oc-
casionally of high quality—with government subsi-
dies for themselves or for their children. One also
can find evidence of other instances of such pro-
toaccumulation of private capital: the purchase of
luxury cars, the collection of valuable artwork, the
opening of secret bank accounts in Western coun-
tries. Some “proper” capital accumulation also
took place in the “second economy” by the emer-
gent new socialist petty bourgeoisie in some re-
form Communist countries (more in Hungary than
elsewhere). Finally, during the terminal illness of
state socialism some of the smartest members of
the nomenklatura tried to find ways to transform
their “right to control” into individual private
property. In Hungary and Poland in 1988 a process
of “spontaneous” privatization got under way
(Voszka 1993; Hankiss 1990; Staniszkis 1991). In
Russia, during the perestroika period, the nomen-
klatura attempted to accumulate wealth by funnel-
ing state resources to the newly legalized coopera-
tive sectors, especially new banks (often established

by Komsomol members [the future oligarchs] and
older Communist Party aparatchiks [see Hoffman
2002]). If the collapse of Communism had not oc-
curred in 1989 and the system had continued
functioning for a few more decades, the nomen-
klatura may have undergone a transformation sim-
ilar to the one experienced by the feudal aristocra-
cy in western Europe.

But the fall of Communism came far too fast.
Most of the economy was not affected by sponta-
neous privatization. With very few exceptions the
reform Communist new petty bourgeoisie did not
have enough time and opportunity to accumulate
enough private ownership to become major play-
ers after the fall of Communism. The individual
wealth accumulated in consumer goods (or smug-
gled into Western bank accounts) typically also re-
mained rather trivial and hardly was enough to
qualify its possessor as a new “grand bourgeoisie.”
Thus it is reasonable to claim that it was during the
transition from Communism to capitalism that
capitalism was made on the ruins (or with the
ruins) of a system that did not know the institution
of private ownership and in which no propertied
bourgeoisie existed.

But is this of any significance? Does it matter
what the precapitalist class relations were for the
development of capitalism? Contra Burawoy and
neoclassical economic accounts, we believe it has a
major impact on the kinds of trajectories countries
take after the fall of Communism. Because of the
exceptional weakness of the bourgeoisie during
late state socialism, the early stages of post-Com-
munist capitalism has to operate with some sort of
“substitute bourgeoisie.” We will argue in the sec-
ond half of this chapter that what kind of substi-
tute bourgeoisie becomes hegemonic has a major
impact on which of the three trajectories to capi-
talism post-Communist countries follow.

In countries that follow “capitalism from above”
the former Communist nomenklatura is likely to
be such a substitute bourgeoisie. This segment of
the post-Communist power elite allies with ele-
ments of the technocracy (firm managers) and to a
substantial degree uses its political office to con-
vert public goods into its individual private owner-
ship. In regimes that pursue “capitalism from with-
out” the trend toward such political capitalism is
weak. Civil society is relatively strong, and an al-
liance of technocrats and dissident intellectuals
blocks the nomenklatura in its bid to gain posses-
sion of the commanding heights of the economy.
Instead, the hegemonic role is played by foreign
investors, who rely on domestic expert-managers
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to run their local operations. In regimes that build
“capitalism from below,” the technocracy remains
hegemonic, but does not overthrow the political
bureaucracy. Thus the nomenklatura remains in
power. However, it must come to accommodate
and eventually share power with a group of emerg-
ing domestic capitalists (such as has occurred in
China, where the Communist Party recently wel-
comed capitalists into its ranks). At any rate, the
nomenklatura will eventually become “structurally
dependent” on the rate of investment of this class
of private capitalists.

Thus, the path traveled will determine the na-
ture of the emergent capitalist systems (liberal, pat-
rimonial, or hybrid), and thus their propensity for
economic growth (see King 2001a, 2001b, and
2002 for applications of this argument). How long
lasting this effect will be is difficult to predict, but
more than a decade after the transition process
began, it seems to be quite consequential for the
way post-Communist capitalism operates.

Making Capitalism after Industrialization

The “historic mission” of capitalism was to sep-
arate the producers from the means of production,
accumulate capital, and launch and complete in-
dustrialization. Since actually existing socialism
was implemented only in countries that did not
complete capitalist development, socialism per-
formed the same historic functions. Socialism, as
reinterpreted by Lenin, became an ideology of
modernization (Lane 1981). The task was to catch
up and overtake the capitalist world. As a result,
state socialism proved to be a strategy of accelerat-
ed industrialization and accumulation. At least in
its “classical epoch,” during the 1930s in Russia,
the late 1940s and early 1950s in Eastern Europe
and China, what distinguished socialism from cap-
italism most was its capacity to invest a larger pro-
portion of GNP into the productive sphere com-
pared to consumption. In addition, there was a
tendency to concentrate development more in the
secondary and less in the tertiary sector, and to
create monopolistic industrial structures, as these
priorities tendencies maximized what was redis-
tributed, thereby facilitating control by the bu-
reaucracy (Kornai 1992).

This massive industrialization and capital accu-
mulation was accomplished by an incomplete, con-
tradictory separation of the producers from the
means of subsistence and production. In one re-
spect socialism went even further than capitalism.
While there were country-by-country variations, it

almost completely eliminated self-employment and
universalized wage labor. At the same time, given
the economics of shortage, socialism could only
operate by allowing massive subsistence produc-
tion (which occasionally resulted in massive starva-
tion). There were other limits on the separation of
producers from the means of production, also re-
sulting from the economics of shortage. Workers
could hardly be laid off, and, as a result, they had
certain property rights in the means of production
(because the full set of capitalist property rights—
the right to residual income, the right to transfer-
ability, and the right to control—are limited by the
de facto right that workers have to some income
from the firm, since they cannot practically be ex-
cluded from all benefits even if they do nothing).
Therefore, the income of workers under socialism
could be understood as composed of wages, which
reflected the compensation for their wage labor,
and “rent,” which they collected as co-owners of
the means of production.

The transition from Communism to capitalism
therefore does not lead to industrialization and
capital accumulation. In fact, in some respects, ex-
actly the opposite is happening: “capitalism from
above” and “capitalism from without” result in a
massive deindustrialization and substantial de-
struction of the previously accumulated capital,
thus in deaccumulation. In the latter path, how-
ever, foreign direct investment (FDI) leads to rein-
dustrialization. Nonetheless, during the process of
transition the former Communist economies are
massively reconfigured as they are integrated into
the world economy.

Socialism also led to “overindustrialization”—
no capitalist country ever achieved as high a pro-
portion of the labor force employed in manufac-
turing industry as typically found in socialist
economies. Since socialism was a strategy of accel-
erated economic growth, in particular during the
classical epoch, “department one” (heavy indus-
try) grew faster than it ever did under the condi-
tions of a market economy. Socialism turned out to
be “production for production’s sake” (Heller,
Fehér, and Markus 1983), with excessive concen-
tration of production in mining and heavy indus-
try. The fact that socialism fell when world manu-
facturing already suffered from excess capacity
contributed to the destruction of the productive
capacities of former socialist economies.

This is much less the case in China and Vietnam,
where the agrarian sector remained dominant
through the whole socialist epoch, though China
in particular also created a large heavy industrial
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capacity, which has proved dysfunctional as China is
integrated into the world economy. In East Asia, so-
cialism did not finish the task of industrialization
and accumulation; therefore the transition to capi-
talism follows the more traditional pattern. Any-
where from 100 to 150 million people are under-
employed in the Chinese countryside.4 As migrant
workers, they move first to rural industry, but also
to urban industrial centers as a supply of cheap
labor, not unlike the rise of rural protoindustrializa-
tion and then the massive rural-urban migration in
early capitalist development. This is different from
the European post-Communist transition, where
the transition leads to a deurbanization and in some
cases reruralization and even repeasantization.

With the deindustrialization and deaccumu-
lation cycle completed—by the year 2000 this 
was achieved everywhere in Europe—the post-
Communist capitalist economies have joined the
global capitalist system in different ways. For those
that followed “capitalism from without,” a sub-
stantial reindustrialization, primarily through for-
eign direct investment, is under way. Given the
high human capital resources, and low wage levels
and transportation costs in the region, high-tech
industries often move in to create new industrial
capacities oriented toward the international market
(see King 2001a, 2001b, 2002). The second half
of the 1990s for these regimes was an epoch of
growth, which occasionally was rather dynamic.
But much of this growth took place in the sector
that is owned by, or linked with, foreign capital,
and that is primarily export-oriented.5 It remains
to be seen whether recession or weak recovery in
the core countries will lead to an even sharper de-
cline in these regimes, or whether they will now be
able to develop their domestic markets and com-
pensate for the declining demands for their prod-
ucts on foreign markets by a growth in domestic
consumption.

While it is premature to describe the post-Com-
munist “capitalism from without” as being trapped
in “dependent development” (Evans 1979), it is
clear that these countries are more dependent on
foreign investments than any of the “dependent”
Third World countries during the 1960s, when
dependency theory most accurately captured the
socioeconomic condition in Latin America or
Southeast Asia. Nevertheless, the Czech Republic,
Hungary, or Poland is not the replay of Brazil, Co-
lombia, Malaysia, or Thailand during the 1960s.
The post-Communist liberal regimes are not only
rich in human capital and in close geographic
proximity to major capital and commodity markets

of the core of the capitalist system, but they are
also about to join the European Union. It remains
to be seen whether there will be convergence with
the core in the long run. It is not possible to tell
whether the fate of post-Communist liberal capi-
talism will be similar to the kind of partial con-
vergence with the capitalist core experienced by
southern Europe, but it would not be surprising.

Regimes created by capitalism from above, how-
ever, follow a rather different trajectory. In these
countries foreign capital is far more modest, and
their development shows a closer resemblance to
what one would expect from “the development of
underdevelopment” (Frank 1969). These coun-
tries also experienced substantial deindustrializa-
tion and deaccumulation, but so far there are no
signs of a similar reindustrialization. There was a
massive resurgence of the subsistence economy (in
Russia or Romania for instance), and exportable
raw materials have become the most important
sector in the economy. Burawoy’s notions of non-
productive merchant capital (Burawoy and Krotov
1992) and “economic involution” (1996, 2001b)
capture these processes.

In brief, capitalism from without means that
post-Communist semiperipheral regimes may be
moving toward the core (though they may be
locked in their semiperipheral position—only the
future can tell), while capitalism from above seems
to be heading toward the periphery of the capital-
ist world system. Capitalism from below, because
its most important cases were in primarily agrarian
countries, has led to a move up in the world sys-
tem, from the ranks of the superpoor to the poor,
with the future an open book.6

DIVERSE DESTINATIONS AFTER THE FALL OF
COMMUNISM

In the previous discussion we suggested that
post-Communist socioeconomic systems were mov-
ing along different trajectories. These trajectories
lead to three different destinations, or three big
families of post-Communist capitalism. These are
ideal types: concrete paths taken by various post-
Communist countries always combine elements
from all three, and thus the emergent capitalist sys-
tems will combine elements of all three types as
well.

China and Vietnam are the best empirical exam-
ples of capitalism from below leading to hybrid
capitalism. Arguably Hungary was also along that
path between the mid-1970s and mid-1980s, and
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there were signs of similar development in Poland,
Estonia, and to a lesser extent in some other so-
cialist countries of Europe. Capitalism from below
occurred only in countries where the Communist
Party was able to retain its political monopoly: the
power of the apparatus and the force of socialist
ideology remained strong enough to offer a lasting
defense of the public sector against privatization.
Under these circumstances capitalism is developing
in “new spaces” created next to the planned pub-
lic sector. At some point the privatization of the
public sector inevitably comes on the agenda, as
happened in China in 1994. But it will happen
once a market-integrated private sector is already
quite established, and privatization will also likely
be rather gradual and occur through fair auctions
with the participation of many homegrown do-
mestic capitalists. As a result, it will not result in
massive unemployment and deaccumulation.

Capitalism from below most naturally begins in
the agricultural sector. First, collective farms are ei-
ther dismantled—as in China—or they are loos-
ened up sufficiently to allow private farming activ-
ity by individual peasants, initially part time, and
eventually even full time, as happened in the later
stages of reform Communism in Hungary (Sze-
lényi 1988). Capitalism from below may also coin-
cide with an influx of foreign capital. However,
since the public sector is defended, this did not
open the doors wide for giant multinationals, but
rather attracted smaller investors in the Chinese
case, or paved the road toward capitalism by creat-
ing a debt trap, as happened in Hungary or
Poland.

To what extent capitalism from below coincides
with “political capitalism” is debatable, and it is
one of the central contested issues in the so-called
market transition debate. In his seminal article Vic-
tor Nee (1989) insisted that capitalism from below
benefits the “direct producers” and undermines
the power of redistributors, while others (e.g.,
Walder [1995], Rona-Tas [1994], and Staniskzis
[1991])7 insisted that cadres benefit from the tran-
sition. We do not have the definite data to adjudi-
cate between the competing claims. However, in
the context of capitalism from below, especially in
comparison with the other trajectories, Nee had a
good point. In China the central bureaucracy re-
tains its political monopoly, and therefore has nei-
ther the motivation nor (in absence of mass priva-
tization) the opportunity to convert public goods
into their individual private wealth. In the case of
capitalism from below, local apparatchiks may take
advantage of new rural industries, camouflaged

often as “collective” firms, but in practice operat-
ing as private enterprises (so called red cap enter-
prises). Nevertheless, the space exists for noncadre
entrepreneurs to start businesses and be successful,
which is far from the case in strategies of capitalism
from above.

It is also likely that China has experienced a rise
in political capitalism as the private sector has
grown in importance. After the private economy
becomes so large that its reversal seems impossible,
it becomes increasingly rational for the nomen-
klatura to hedge its bets and get involved in the
private economy, often through their children
(thus the social category of HCC, high-cadre
children).

Capitalism from below resembles the “classical
road” to capitalism, the road we are familiar with
especially in the United States or in the other
“white colonies.” (This is very different, of course,
from the European “classical” transition, where
capitalism emerges both from below and from
above, by feudal relations turning into capitalist re-
lations.) In capitalism from below a propertied
bourgeoisie is created rather gradually, and market
institutions are similarly established in a gradualist
way (see Barry Naughton’s analysis of “growing
out of the plan” [1995]). Given the existence of a
sizable public sector and the political domination
of the Communist Party with its anticapitalist ide-
ology, capitalism from below is still a unique post-
Communist way of creating capitalism. This even-
tually creates a hybrid capitalist system where small
and medium private (and mixed property) enter-
prises coexist with state-owned enterprises, which
also begin to behave like capitalist firms. This is not
just a socialist mixed economy, because the state-
owned enterprises represent a form of state capi-
talism, as they are increasingly integrated by the
market and seek to maximize profits.

Diametrically opposed to capitalism from below
is capitalism from above. This strategy opened up
rather unexpectedly when in 1988–91 European
Communist regimes “melted down.” Until the
mid-1980s no one seriously considered this a pos-
sibility. During this time, no scenario was devel-
oped for a way to turn an economy based exclu-
sively on public ownership into a system of private
property. East European economists, speculating
about ways to escape the deepening economic cri-
sis of state socialism, threw their hands up and said
jokingly, “We know how to make fish soup out of
fish (thus how to nationalize private property), but
we do not have the faintest idea how to make fish
from a fish soup (thus how to convert a socialist
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system into a liberal market economy).” The recipe
for this culinary miracle was discovered during the
second half of the 1980s, and it was called “shock
therapy” and “mass privatization.”8 The key idea
was that a modern capitalist economy could be
created with one bold move in which the public
sector is offered en masse for privatization. All
firms will be transferred to identifiable private
owners, without much worry about the price paid
for these firms. This strategy represented a coali-
tion of elements of the Communist-era bureaucra-
cy with elements of the technocracy, mostly enter-
prise directors.9

The creation of private property from above ei-
ther took the form of voucher privatization schemes
where property was distributed to all citizens, or
firms were essentially given to their employees and
managers. In practice most countries implemented
a mass privatization based on both of these strate-
gies (Liberman, Nestor, and Desai 1997). This was
of course possible only if the Communist Party was
ready to give up its power and the ideology of so-
cialism could be delegitimated. Until mid-1988 or
early 1989 this sounded like an unrealistic sce-
nario. However, as we know, socialism melted
down during the fall of 1989. Either a new elite
grabbed political power, or the old elite changed
its ideological colors over night. In both cases they
decided to build capitalism in exactly the same way
that socialism was built, by a blueprint, led from
above, by modernizing elites. This transformation
would again be led by a “vanguard” with privi-
leged theoretical knowledge (this time neoclassical
economics instead of Marxist-Leninism). Sachs,
possibly the most influential neoliberal ideologue,
even entitled a very influential article in the Econ-
omist “What Is to Be Done” (1990), deliberately
invoking Lenin’s famous language. The message
was clear: there is nothing inherently wrong with
vanguardism; only the end of history changed.10

In capitalism from above, the emergent socio-
economic system has a distinctive patrimonial char-
acter. In patrimonial regimes “political capitalism”
reigns supreme. Communist apparatchiks manage
to exchange their political capital into private
property, frequently using management buyouts to
achieve these aims (see Freedland 2000; Klebnikov
2000). This creates a group of owners of giant cor-
porations with no experience as capitalists, typical-
ly without international contacts, and with no cap-
ital for restructuring. This significantly contributed
to a sharp drop in demand and the supply of key
investment inputs, resulting in generalized eco-
nomic stagnation (see King 2002, 2003b for the

development of this argument linking mass privat-
ization to enterprise failure).

Those regimes in which the technocracy and hu-
manistic intellectuals form an alliance against the
party bureaucrats pursue capitalism from without,
ultimately creating a liberal capitalist system, which
relies on Western multinationals. It is “liberal” in
the sense that it is dominated by legal-rational au-
thority. In these regimes privatization is a reason-
ably transparent process. Public firms are auc-
tioned off at public auctions, or ownership is
transferred to workers or citizens via vouchers,
which are traded on the market place. There is lim-
ited political capitalism—former Communist appa-
ratchiks are rarely able to manipulate the process
sufficiently to acquire massive private wealth. It
typically only happens in small or medium-sized
firms, and large corporations virtually never be-
come the private property of individual Commu-
nist apparatchiks or even groups of former Com-
munist apparatchiks.11

In the early stages of the transition the privatiza-
tion of large enterprises creates a certain amount of
“quasi-private property” or “recombinant proper-
ty” (Stark 1996). Under these circumstances gov-
ernments retain substantial indirect control, main-
ly through the banking system (as long as banks
are not privatized and as long as they own sub-
stantial stocks in privatized firms). Evidence from
Hungary indicates that recombinant property was
never dominant (King 2001a, 32–34) and was a
transitory phenomenon limited to the very largest
enterprises in capital-intensive sectors (Hanley,
King, and Toth 2002).12 Over a relatively brief pe-
riod of time, by the middle to late 1990s, owner-
ship tended to shift into the hands of foreign in-
vestors. Market institutions are created in these
regimes fairly early in the game. Prices are deregu-
lated, currency is made convertible, the banking
system is modernized and eventually some or most
of it privatized, capital imports are deregulated,
and so on. Under such circumstances, even if cor-
porate management is able to acquire controlling
private ownership in firms, managers still have in-
centives to bring in foreign investors in order to at-
tract capital for restructuring and secure access to
export markets.

Table 1 summarizes the overall argument relat-
ing class coalitions to the development of three
distinct types of capitalism. The remainder of this
chapter will explain this table, with examples from
Russia, China, and central Europe.

Exogenous and endogenous factors may help
explain why some countries followed a liberal, or
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Table 1. Varieties of Post-Communist Capitalism

Capitalism from Capitalism from Capitalism from
Without Above Below

Transitional political Technocracy defeats Bureaucracy retains Technocracy hege-
strategy/elite struggle/ bureaucracy and power, uses office monic, allies with
class and intradominant struggles with former to acquire private domestic bourgeoisie,
class alliance dissidents for property, allies with but bureaucracy 

hegemony technocracy retains political
power

Type of capitalism Liberal systems Patrimonial systems Hybrid systems
(Czech Republic, (Russia, Ukraine, (China, Vietnam)
Hungary, Poland) Rumania, Serbia

under Milošević)
Dominant class Multinationals, some Patron-client owner- Domestic ownership

formation domestic capitalists ship networks; class; marketized
parasitic financial- hybrid property forms
industrial groups

Extent of class Under way, but dual Dominant estate Some class formation,
formation structure, with patron- structure, mainly but great deal of

client relations patron-client relations patron-client relations
Foreign capital Dominant Very limited Supplementary,

smaller investors
Political capitalism Little Lot, dominant Some
Domestic (petty, or Some Little Lot

middle) bourgeoisie
Firm integration Markets with low levels Markets and high levels Markets and central

of nonmarket of nonmarket hori- plan (and the barter
horizontal coordina- zontal coordination associated with
tion (barter, debt- (barter, debt-swaps, planning)
swaps, arrears) arrears)

Economic dynamism Some Little or none A great deal
Leading sector Manufacturing exports Raw materials export Manufacturing exports
Dynamic of FDI; importing capital; Political accumulation; State-led development

accumulation export driven, some capital flight; of SOEs, techno-
technological up- technological logical upgrading;
grading; financial downgrading growth of new 
fragility private sector

Size of the state Medium Large Large
State capacity/ Modest/very Little/almost none Great/very

formal bureaucracy
State-economy State provides adequate State does not provide State provides public

interaction public goods (e.g., adequate public goods goods (e.g.,
stock of human (e.g., stock of human infrastructure);
capital); some person- capital); extensive per- state implements
alistic enforcement of sonalistic enforcement industrial policy;
laws; state implements of laws by patrons small informal sector
an industrial policy; to benefit clients;
medium informal sector huge informal sector

Political institutions Liberal democracy Multiparty authori- Selective and partial
tarianism (unfree process of liberali-
and unfair elections zation of totalitarian
or “nonpolyarchy”) regime



patrimonial, path and why some managed to go a
long way by building capitalism from below. In
this chapter we will focus our attention on the en-
dogenous factors, which are rooted in the class
structure, the dynamics of struggles among differ-
ent factions of elites.

It would be foolish, however, to deny that ex-
ogenous factors are consequential. Most impor-
tantly, the level of economic development coun-
tries achieved prior to Communism and, to some
degree, were able to retain under Communism,
and the proximity of markets in core countries are
likely to play an important role. It cannot be acci-
dental that only countries bordering the European
Union, and which were traditionally more devel-
oped, created liberal capitalism. One possible ar-
gument is that the more developed countries were
able to adopt neoliberal policies, since they could
afford to pay the rather high price of neoliberal
shock therapy. Less developed countries, however,
may have experimented with some shock, but they
had to suspend it before it could work since their
population could not tolerate more pain (hence
shock without therapy—see Gerber and Hout
1998; but see Murrell 1993; and King 2002,
2003b for a different interpretation of Russia’s
“neoliberalness.”) Thus, the argument could be
made that the better economic performance in
central Europe may have nothing to do with eco-
nomic policies, or the path capitalist development
took there, but can be explained simply by the fact
that they were stronger economies and closer to
Western markets.

This exogenous explanation is not without
merit, but it has limits. First of all, during the so-
cialist epoch the gap in the level of economic de-
velopment among the socialist countries narrowed
and just began to grow again after the fall of Com-
munism. And there are also curious exceptions to
such economic determinism. For instance, how
can one explain the unusual success of the Baltic
states, which were for half a century parts of the
Soviet Union. Sure, they were relatively better de-
veloped regions of the USSR; nevertheless they
were within the USSR, and during the 1990s they
comfortably outperformed the countries of the
Balkans. China is also an important exception to
economic determinism. What made it possible for
China to advance toward market institutions more
effectively than some of the patrimonial regimes of
Eastern Europe?

In addition to geography and prior level of de-
velopment, let us add a possible cultural explana-
tion to the different routes various societies took.

We do not know how far this analysis can be
pushed, but the reconfiguration of post-Communist
states along religious lines certainly deserves atten-
tion. It may be just an artifact, or it may have
something to do with elective affinities between
religion and modernization, but the three types of
capitalisms correspond to various great world reli-
gions. All liberal regimes are dominated by West-
ern Christianity; patrimonial states are Orthodox
(or Islamic); while hybrid capitalism happened to
be in the Confucian and Taoist part of the world.
It is beyond our competence to assess how impor-
tant this fact may be; we just have to note that an
affinity between religion and type of moderniza-
tion might exist.

We argue that the pattern of class conflict and
intraclass alliance (or interelite struggle) deter-
mines which path to capitalism is selected. This
does not have to be thought of as an explanation
alternative to geography, prior level of develop-
ment, or culture. These factors affect the opportu-
nity structure of the different segments of the class
structure. For example, the fact that a country is
closer to Western Europe and more culturally sim-
ilar may make an alliance of technocrats and multi-
nationals seem much more possible. At a micro-
level, it is likely to result in networks linking
socialist managers with foreign managers. This
seems to have occurred in Hungary, and then
translated into an early lead in FDI resulting from
the formation of small joint ventures joining up
former socialist era managers with often small and
medium-sized enterprise actors in the core (e.g.
Germany, Austria) (see King and Varadi 2002;
King 2001a, 55–58).

The fact that a county industrialized prior to the
imposition of socialism means that its middle class-
es (its technocrats and cultural intellectuals) have
memories and a set of internalized myths about the
“nation” that weaken their enthusiasm for Com-
munism (King 2001b; see Darden’s [2002] excel-
lent study on nationalism in the former Soviet
Union). Thus, these exogenous factors are impor-
tant most of all because they affect the pattern of
intra- and interclass conflict and alliance.

In the remainder of this chapter, we will discuss
the different paths to, as well as different resulting
types of, capitalism. It must be kept in mind that
these three paths are ideal types, and thus features
of the three resultant styles of capitalism are found
in all post-Communist countries. There are some
multinationals and modern capitalist markets in
Russia, while in Hungary, the archetype of capital-
ism from without, paternalism plays an important
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role not only in the political-cultural sphere, but
even in the economy. Barter is not unknown in the
central European economies, and some degree of
capitalism from below can be found in the Czech
Republic and Hungary as well. Indeed, in Poland
and Slovenia there were strong elements of this
path, because these countries severely delayed the
privatization of very large state-owned enterprises.
Thus, they created a space for more capitalism
from the ground up, even as they pursued capital-
ism from without through strategic foreign invest-
ment.13 Political capitalism (thus the use of politi-
cal office to acquire private wealth), which is a
central feature of patrimonial regimes, is far from
nonexistent in systems that build capitalism from
below, such as in China (as executions for corrup-
tion attest). Similarly, China has seen a great deal
of FDI (in fact, it has been the biggest recipient in
the world since the late 1990s, but its levels are still
modest on a per capita basis).

Capitalism from Above Leading to Patrimonial
Capitalism

In those countries that wound up with patrimo-
nial systems, a fraction of the Communist political
apparatus was able to retain its power and defend
the privileges of its clients as well. While the mo-
mentum of technocratic reforms and intellectual
challenges in central Eastern Europe in the late
1960s might have been able to radically transform
the power structure if not for Soviet military
might, the bureaucratic estate in Russia was never
seriously challenged. Indeed, the collapse of Com-
munism cannot be seen as a defeat of the Com-
munist Party bureaucracy by outside forces. While
Russia had dissident intellectuals (such as Solzhen-
itsyn) who, as in central Europe, had a role to play
in delegitimizing the regime (see Shlapentokh
1990), they were not nearly as powerful as the
nomenklatura. That is, the key players in this tran-
sition were members of the political bureaucracy
itself (Linz and Stepan 1996; Garcelon 1997; and
the authoritative Reddaway and Glinski 2001).
The driving force of change was the party’s grow-
ing recognition that it could not compete eco-
nomically and militarily with Western capitalism
(Szelényi and Szelényi 1995). Gorbachev should
be seen as a technocratic reformer who opened up
to intellectuals as ammunition against the Brezhnev-
era hardliners whom he viewed as standing in the
way of necessary reforms (see Shlapentokh 1990).
At the same time, the perestroika reforms that le-
galized individual profitable activity and coopera-

tives (in 1986 and 1987) created vast opportuni-
ties for elites in managerial and ministerial posi-
tions to profit as middlemen—enabling them to
accumulate personal wealth (the most outstanding
journalistic account is Klebnikov’s The Godfather
of the Kremlin [2000]). This gave at least some
partocrats the ability to see a future for themselves
in a post-Communist world.

Gorbachev’s move was initially successful, as he
managed to replace much of the top Brezhnez-era
elite whom he saw as corrupt and inefficient bu-
reaucratic obstacles to reform (Hanley, Yershova,
and Anderson 1995, 647). However, these re-
forms started to get out of control as activists in
the Baltics and Armenia used glasnost to espouse
anti-Russian nationalism. Soon, the partocracy re-
alized they could survive on the regional level,
drawing their attention away from the center, and
initiating the disintegration of the Soviet Union
(Helf and Hahn 1992; Linz and Stepan 1996).

In the Russian Federation, 1988 saw the emer-
gence of “civil society” in the form of Democratic
Russia (DR). A full 80 percent of respondents in
one survey of DR’s Moscow activists were tech-
nocrats, or “specialists,” holders of technical and
professional degrees and skills (whereas 28 percent
of those employed in the Russian Republic fit this
definition). While this movement mobilized the
real discontent and grievances of the intelligentsia,
it was nonetheless “launched from within the
highest echelons of the Soviet-Party state. This
movement against the party’s political monopoly
was part of, and contributed to, a struggle of tech-
nocratic reformers against party conservatives.
This essentially split the party internally, creating
two warring factions (the Democratic Platform
and the Russian Communist Party)” (Garcelon
1997, 39, 47, 49).

When Gorbachev tried to use limited elections
against party conservatives, his strategy backfired.
Yeltsin rose to prominence through his control
over the Moscow Association of Voters, which
provided leadership for the mass-based DR move-
ment. The fact that this was a section of the Com-
munist Party coming to power (and not a non-
Communist elite, as in Poland) is clear. A full 86
percent of DR’s deputies were party members, and
Yeltsin himself had been a member of the Polit-
buro (Garcelon 1997, 64).

In June the Russian Supreme Soviet declared its
“sovereignty” from the USSR, and a dual-power
structure emerged. After the failed coup of 1991,
Yeltsin assumed full power over Russian territory.
DR, having always been a top-down product of a
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section of the bureaucratic estate, soon withered
into irrelevance. Yeltsin chose instead to align with
enterprise managers and implement shock therapy
from above. Indeed, a full 74 percent of Yeltsin’s
appointees were members of the nomenklatura
(Garcelon 1997, 70).

In January 1992, the radical transformation of
the Russian economy began. With the help of 
a team of Western economists headed by Jeffrey
Sachs, “a radical reform package focusing on eco-
nomic liberalization and privatization was adopted”
(EBRD 1996, 169; see Wedel 2001). Six months
of this shock therapy led to unprecedented hyper-
inflation and a fall in living standards. To shore up
support, Yeltin incorporated into his regime repre-
sentatives of enterprise directors, such as Cher-
nomyrdin, chairman of the board of Gazprom
(Russia’s giant natural gas monopoly), who was
made vice premier of the fuel and energy sector,
and later replaced Gaidar as prime minister when
the public outcry against shock therapy forced his
ouster (Reddaway and Glinski 2001). At the same
time that Chernomyrdin joined the government, a
privatization plan relying on a combination of citi-
zen vouchers and giveaways to managers and em-
ployees was launched in June 1992. This was easily
the largest, most rapid transformation of ownership
in world history. “By July of 1994, 15,052 medi-
um- and large-scale enterprises, employing more
than 80 per cent of the industrial workforce, had
been privatized” (EBRD 1996, 169). Thus, in Rus-
sia, a self-re-created bureaucratic estate, in coalition
with elements of the technocracy in charge of large
enterprises, unleashed capitalism from above via a
full dose of shock therapy.

In these systems, Communist ideology was of
course instantly abandoned, but the former Com-
munist parties were not taken over by technocrats
and transformed into centrist or even right-wing
social democratic movements, as happened in the
liberal regimes. Instead the core of the political ap-
paratus retained control over the successor parties
and turned the Communist ideology into nation-
alist, often xenophobic, ideology. Iliescu in Roma-
nia (at least during the early 1990s—less so after
his return to power) and Milošević in Serbia are
prime examples. The transformation was more
complex in Russia, where the successor party lost
political power, but Yeltsin followed policies that
were quite similar to those of Iliescu and
Milošević. In those countries where working-class
resistance, political or economic, did not weaken
the political apparatus, the technocratic and intel-
lectual opposition could not smash the political

bureaucracy. Instead, it adapted a nationalistic,
xenophobic rhetoric and the practices of political
capitalism.

The Economic Institutions of Post-Communist
Patrimonial Capitalism

Because part of the “blueprint” for creating cap-
italism includes rapidly liberalizing prices, eliminat-
ing trade barriers, and drastically curtailing the
money supply (by reducing monetary emissions,
raising interest rates, and curtailing subsidies),
post-Communist firms confront a harsh new envi-
ronment. Rapid price deregulation, given the mo-
nopolistic structure of Soviet-style economies,
leads to a jump in the price of inputs. The whole-
sale liberalization of imports creates an enormous
drop in aggregate demand for domestic producers,
as they must face global competition.14 With mon-
etary emissions severely limited, government sub-
sidies drastically curtailed, and credit dramatically
more expensive, most firms run into severe cash
flow problems and a shortage of capital for re-
structuring and even day-to-day transactions. Sim-
ilarly, there was also the devastation resulting from
the political destruction of the old Warsaw Pact
Council for Mutual Economic Aid (COMECON,
also called the Council of Mutual Economic Assis-
tance, or the CMEA) trading system. For many
states, a vast majority of exports and imports were
from the COMECON, accounting for a huge
amount of economic activity. The breakdown of
this trading system therefore disrupted supply
chains and created a gigantic loss of markets.15

In addition to these shocks, many firms suffered
shocks associated with mass privatization (King
2002, 2003a). While the rapid privatization of
small and some medium-sized businesses is benefi-
cial because it provides a superior incentive struc-
ture for those in control of these enterprises, large
SOEs cannot be rapidly privatized without unac-
ceptable costs. Most importantly, mass privatiza-
tion means that the resulting private corporation
will not have an owner or owners with sufficient
resources to restructure the company. Without any
capital to carry out desperately needed restructur-
ing, and without the injection of any new manage-
rial talent, many firms found themselves in unten-
able positions. Mass privatization also frequently
created outside owners, with very poor arrange-
ments to monitor managers or even to monitor
other (typically inside) owners. This outcome was
virtually inevitable, as these economies lacked a
developed business information infrastructure or
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effective legal protection of shareholder rights,
which help “make markets” in advanced capitalist
systems.

The combination of these two conditions led to
massive amounts of asset stripping in the post-
Communist economy, wreaking havoc on the
functioning of many firms.16 This is a paradox from
the neoliberal perspective—while involving the
state in the economy is allegedly a recipe for rent-
seeking behavior, not involving the state in the
transition creates an environment that encourages
corruption (see King 2001a, 2001b).

Only those firms with privileged access to raw
materials, or those that enjoy “natural protection”
as a result of prohibitive shipping costs (e.g., mak-
ers of furniture), are likely to be able to successful-
ly restructure (King 2002, 2003a; for useful re-
views of sectoral change in the Russian economy
see Vorobyov and Zhukov 2000 and Schroeder
1998). This creates what Gustafson (1999, 219)
calls a “barbell economy” to indicate the hollow-
ing out of the manufacturing sector, leaving only a
significant raw materials sector and a financial ser-
vices sector (the sphere of “merchant capital” [Bu-
rawoy and Krotov 1992] or financial clientelism
[King 2001a]).

These structural challenges are exacerbated by
the habitus of former Communist officials turned
private owners. They are likely to be less entrepre-
neurial, and more inclined to be paternalistic to-
ward their business partners and employees (one
may also call this corruption if one wants to use
value-burdened labels). Communist apparatchiks
turned capitalists might ruin the emerging capital-
ist system just as much as they ruined socialism. In
regimes “from without,” the domestic expert-
managers carry a habitus as well, and are not im-
mune to paternalism either. Such actors are used to
operating within the system of a paternalistic state
and are likely to continue their state-dependent,
deferential role. Paradoxically, multinational in-
vestors need these local experts exactly because
they are well networked and have local social and
political know-how. Nevertheless, with capitalism
from without, foreign owners call the shots, and
this, together with the existence of liberal press
and democratic parliamentary institutions that
guarantee some degree of transparency, limits pa-
ternalism (and corruption).

In regimes of capitalism from above, the combi-
nation of massive structural challenges facing en-
terprises led by “inappropriate” agents typically re-
sults in economic disaster. Asset stripping typically
becomes the most “rational” way to respond, fur-

ther exacerbating the precarious position of most
firms (see King 2003a, 2003b).

In this situation, firms frequently cannot afford
to pay wages. This contributes to labor markets
remaining underdeveloped, and paternalism fre-
quently characterizes the relationship between work-
ers and managers. This retreat from labor markets
leads firms to aid workers in gaining access to the
means of subsistence. Workers typically must resort
to food grown on garden plots or collective pota-
to farming to survive, and they are thus increas-
ingly reunited with the means of their subsistence
(Burawoy and Krotov 1992; Southworth 2001;
King 2002). This means that the enterprise and
the household become increasingly merged. As
vertical patron-client relations grow in importance,
workers are also separated from each other, and
their “classness” decreases.

As firms entered into financial crisis and techni-
cal bankruptcy, they frequently could not pay
taxes, which at any rate were drastically contracting
along with the economy.17 This loss of revenues,
when combined with the antistatist ideology of the
neoliberals, quickly led to a lack of state support
for the basic institutions that enable firms to suc-
cessfully restructure by raising their quality and
changing their product line to compete on the
world market. An important instance of this occurs
when the state stops supporting the educational
institutions that turn out skilled manpower, lead-
ing to a crisis for many firms. Of particular impor-
tance is the production of experts with scientific
credentials by local polytechnic institutes. While
some of this is brain drain, case study data indicates
that much is also the result of a shortage of new
technicians (see McDermott 2002 for the Czech
Republic, and King 2002 for Russia). Further-
more, because the crisis of education also affects
primary educational institutions, the shortage of
skilled manpower will only intensify in the future
(UNDP 1999, 58).

As a result of widespread financial crises, firms
up and down commodity chains are unable to get
the money or credit they need to continue pro-
duction. Rather than go out of business, however,
managers reactivate old “horizontal” ties (or gen-
erate new ones) to managers at other firms that
functioned to compensate for the scarcity of inputs
in the shortage economy. These networks now
function to aid in production given the absence of
money and credit in the new capitalist economy.
These network ties allow the firms to withdraw
from the market through interenterprise arrears,
debt swaps, and barter (see Woodruff 1999 for an
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outstanding account of these processes in Russia).
Barter decreases the efficiency of transactions (be-
cause a middleman typically must be used), shields
firms from market pressures (because business
partners are selected on network ties, not price
considerations), and makes taxation highly prob-
lematic (because transactions can be concealed
from the state, and because in-kind taxes are easy
to overvalue when they are paid, and are difficult
and expensive to collect anyway).

The loss of tax revenue from enterprise failure,
exacerbated by the rise of hard-to-tax barter, in-
evitably weakens the state. As the state is increas-
ingly unable to meet its formal obligations, it be-
gins to break down. Poorly paid (or unpaid) state
officials are easily corrupted, and the bureaucratic
nature of the state decomposes. It becomes riddled
by reactivated (as well as new) patron-client ties
between government officials and businessmen.
Private market success comes to depend to a high
degree on arbitrary political decisions and the ex-
ercise of private force. As the state both weakens
and loses its bureaucratic character, “mafias” rise
to fulfill some of the functions of the state—such
as contract enforcement (Varere 2001).

Over time, the politically constituted ownership
groups will spread throughout the economy—
swallowing up the shares of insider-dominated
firms that can be stripped of their assets in one way
or the other. Therefore, the compromise between
the bureaucratic estate and enterprise managers
will not result in equal gains for both segments of
the former elite in the long run. In Russia, the
eventual takeover of insider-owned firms by politi-
cally connected financial groups, who then typical-
ly fail to make any investment in restructuring the
enterprise, is quite common.

Capitalism from above is also not conducive to
the development of domestic small business. Since
in both trajectories there was the massive privati-
zation of the public sector, starting small and
growing bigger was very difficult. The ensuing
economic collapse and state disintegration (which
includes an increase in the size of mafia groups to
fill the void), and inability of banks to provide
loans to new enterprises mean that new enterpris-
es face incredible odds (banks funnel money out of
the system; they do not turn savings into invest-
ments [see Popov 1999 for an insightful discussion
of the specificity of the Russian banking system in
comparative postcommunist perspective]).

Finally, the economic changes that result from
following the path of capitalism from above will
have inevitable political consequences. Specifically,

the existence of a large class of political capitalists
who owe their very ownership of property to par-
ticular patrons in political office means that there
will be enormous pressure to erode the institutions
of democracy. For owners in Russia—unlike those
in Hungary or Poland—may lose their property
rights if their patron loses office. Thus, what re-
sults are systems in which elections matter, but
they are neither particularly free nor fair.18

Capitalism from Without Leading to Liberal
Capitalism

On the whole classes were not particularly well
formed under state socialism. Socialist society can
be better described as a rank order, rather than a
class-stratified society. Nevertheless, classes were in
formation and in particular the strength of the
working class had far-reaching consequences for
how intraclass struggles among various factions of
the ruling elites unfolded. Arguably, in central Eu-
rope, in particular in Hungary and Poland, the
power monopoly of the political apparatus had
been challenged for quite some time by an emerg-
ing alliance between enlightened technocrats, usu-
ally operating within the Communist Party, and
critical intellectuals (Kennedy 1992).

This alliance was based on common interest. Po-
litically, both wanted freedom from the bureau-
cratic estate. Economically, both believed they
could do just as well in a capitalist system by be-
coming professionals and selling their relatively
scarce labor power on the market or by becoming
entrepreneurs. A major factor in this notion was
the possibility of working for a large multinational
corporation.

The formation of the working class was most ad-
vanced in Poland, of course, where the collective
action of workers in 1980 almost brought down
the rule of the Communist political apparatus,
which was only saved by the military dictatorship
of Jaruzelski. In the summer of 1981, sudden price
hikes precipitated strikes throughout the country,
but particularly in the Baltic cities. In August, gen-
eral strikes in Gdansk and Szczecin spread through
the country, ending with government recognition
of the right to form independent unions (Kramer
1995, 673). The working class entered into an al-
liance with a group of dissident intellectuals that
had defended worker strikes in 1976 (Kennedy
1987; Bernhard 1993). The workers and intellec-
tuals picked up the support of disaffected tech-
nocrats and professionals (Kubic 1994; Kennedy
1992, 1987; Karabel 1993), culminating in the 10
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million–strong Solidarity Union (which was four
times larger than the Communist Party, and 10
times larger than the official trade unions [Ost
1990, 139–40]). From this movement an anti-
Communist political counterelite was created, bent
on abolishing the nomenklatura and wresting con-
trol from the bureaucratic estate (Wasilewski and
Wnuk-Lipinski 1995, 674).

For the rest of 1981, Solidarity tried to negoti-
ate the institutionalization of its power to deter-
mine and implement economic policy. Ultimately,
the government would not agree to share its eco-
nomic power. Massive strikes continued through-
out the year, precipitating Jaruzelski’s imposition
of martial law, during which he outlawed Solidari-
ty and arrested many of its leaders (Ost 1990,
113–48). The threat of Soviet intervention was
crucial in this process.

In an effort to restore some legitimacy, Jaruzel-
ski sought to drive a wedge between intellectuals
and workers, to make concessions to the church,
and even to open up to a small class of “socialist
entrepreneurs” as in Hungary (Kennedy 1992,
55–56; Ost 1990, 155; Korbonski 1999, 146).
While Solidarity was thereby weakened, Jaruzelski
never won any measure of legitimacy, and Poland
continued to undergo serious economic problems
and the buildup of international debt (partially to
bolster consumption, and partially to try to invest
its way out of the slump) (Korbonski 1999, 143).
Unable to garner support for his 1987 economic
plan, and with the additional blow of the new Pol-
ish pope (John Paul II) calling for the relegaliza-
tion of Solidarity, the party teetered near collapse.
As a result of declining living standards, a new
round of strikes started in Gdansk and Kraków in
April 1988. In August, strikes started in Silesia and
began to spread northward. That same month,
Jaruzelski initiated roundtable meetings with the
opposition, which would lead, in short order, to
the decisive defeat of the government in semifree
elections, ending Communist rule.

Hungary followed a somewhat similar pattern.
While the Hungarian working class never engaged
in the kind of collective action taken by the Polish
working class, it was sufficiently a threat to the
Communist apparatus that it had to try to buy po-
litical peace by opening up the second economy to
workers and peasants. The resulting petty bour-
geoisification in Hungary played a substantial role
in eroding the ideological hegemony of the Com-
munist bureaucracy and laid the groundwork for
the Hungarian technocratic-intellectual alliance to
defeat the bureaucracy (Rona-Tas 1997). In both

countries the political apparatus was wiped out in
1989. It lost political power altogether, and there-
fore had neither the will nor the capacity to carry
out a project of political capitalism. It did, however,
have an ideology. The ideology of the victorious
technocratic-intellectual elite by 1989 was neoliber-
alism (see Eyal, Szelényi, and Townsley 1998; Eyal
2000). However, the technocratic-intellectual al-
liance did not last long. The intellectual elite turned
against the technocracy, which was now seen as part
of the former Communist establishment.

In 1990, in both Poland and Hungary the newly
formed Socialist Party suffered humiliating defeat.
The intellectuals themselves were split into liberal
and patriotic-Christian wings, and the last decade
of the century can be described as struggles among
these various political forces. Nevertheless, despite
the political differences among all of these intellec-
tual and technocratic elites, they favored neoliber-
al policies, and in particular, cooperation with for-
eign investors. Hungary and Poland are in many
respects the purest types—the alliance of classes or
elites may have been somewhat different in the
other liberal regimes, but our key hypothesis is that
in all of these regimes the Communist bureaucra-
cy was unseated by an alliance between reform-
minded technocrats with liberal and patriotic-
Christian intellectuals. This alliance received some
initial support from the working class, though for
the most part it was demobilized after the defeat of
the Communist bureaucracy.

In these regimes, neoliberalism served as the
ideological cement to the alliance of the technoc-
racy and the political dissidents (the humanistic in-
tellectuals). Its chief appeal was its radical antista-
tism (see Eyal 2000 for a more elaborate analysis of
the role of monetarism). However, because these
systems were functioning democracies, political
elites abandoned strict adherence to neolibreal
precepts (see Kolodko and Nuti 1997; Snadjer and
King 2002; King 2003b), especially ideas favoring
the quick “mass” privatization of the SOE sector.
First, direct sales to foreigners were prevalent
everywhere in central Europe. The Hungarians
privatized relatively rapidly via auctions, which fre-
quently resulted in FDI. Slovakia, Slovenia, and
Poland delayed the privatization of many large
SOEs, choosing to first restructure them and 
then privatize them through competitive auctions
(often to multinationals [MNCs]).19 Only the Czech
Republic managed to implement a significant mass
privatization program—which most analysts now
acknowledge led to major problems in governance.
Only the Czech Republic’s very high level of FDI
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has kept this country out of the patrimonial
camp.20

The Economic Institutions of Post-Communist
Liberal Capitalism

To the extent that the central European cases
pursued the neoliberal transition strategy, and to
the extent that they were dependent on imports
from and exports to the former COMECON sys-
tem (the economic counterpart to the Warsaw
Pact), they suffered deindustrialization just as in
the former Soviet Union. However, FDI partially
compensates for the problems created by shock
liberalization and stabilization, as it leads to rein-
dustrialization. Multinationals provide capital and
technology, expertise, and access to world markets.
This allows more firms in non-resource-based
manufacturing to restructure to enable their sur-
vival on the market—and to export to Western Eu-
rope without massive technological downgrading
and occasionally with substantial upgrading (see
case studies in King 2001a, 2001b; King and Vara-
di 2002; King 2002). Taxes from these restructured
privatized firms, as well as continued revenues
from large SOEs and their domestic suppliers,
allow the economy to avoid the vicious circle of
declining state capacity and market withdrawal that
follows from “capitalism from above.” The pres-
ence of high levels of FDI also reduces the level of
nonmarket survival strategies like barter and inter-
enterprise arrears, as well as reducing wage arrears.

The new private economy will be strengthened,
as large greenfields and small joint ventures
emerge. Domestically owned small and medium-
sized businesses, however, are likely to suffer in at
least the short and medium term because of for-
eign competition in consumer markets, and the re-
placement of industrial input producers with the
suppliers from elsewhere in the global empires of
MNCs. Basically, there will be capitalist growth,
but it will depend on the investment strategy of
particular MNCs, the lending decisions of foreign-
owned banks, and the ability to import industrial
inputs and capital from, and export manufactured
goods to, the core of the capitalist world economy.
Because there is capital account liberalization, and
because these economies are so sensitive to the
cost of currencies and external markets, they will
be “fragile”—or prone to devaluation (which par-
tially restores the market for some domestic com-
panies, even as it results in much less consumption
for those with savings or on fixed incomes).

Finally, democracy is consolidated because rela-

tively little political capitalism exists, resulting in
little pressure to manipulate elections.

Capitalism from Below Leading to Hybrid
Capitalism

Arguably, China followed most closely the script
described by Konrád and Szelényi (1979). In 1978
the political bureaucracy formed an alliance with the
technocratic intelligentsia, and in fact accepted the
leadership of the technocratically minded faction of
the party elite during the years of Teng Hsiao-ping.21

The rise of the technocracy can be traced to the
disastrous policies of the political/ideological hard-
line faction of the party during the Great Leap
Forward and Cultural Revolution. On the one
hand, these policy failures greatly undermined the
legitimacy of the political bureaucracy and forced
it to give leadership to the technocratic faction. On
the other hand, these disasters emboldened, if not
empowered, the dominated class, who had no
choice but to abandon central policies and experi-
ment with reform on their own. Yang’s (1996) his-
torical study shows that in regions more heavily af-
fected by the Great Leap Forward, spontaneous
reforms started earlier and took more radical
forms. Another study (Zhou 1996) also shows that
many of the initial agricultural reform measures
were actually spontaneously taken by local peas-
ants, without the government’s approval. The cen-
tral government only sanctioned them as faits ac-
complis. Teng Hsiao-ping himself acknowledges
that the success of village township enterprises
(VTEs) is completely unexpected (Chen 1989).

The bureaucracy and technocracy keep each
other under control to the present day.22 The tech-
nocracy did not allow the political apparatus to im-
plement a political capitalist scenario (it had little
incentive to do so anyway, since it was not deprived
of its political power or many of its economic priv-
ileges). The Communist bureaucracy, on the other
hand, put strict limits on how far the technocracy
could go in its attempts to ally with the intelli-
gentsia and to pursue a liberal policy. This is seen
most clearly in the events of Tiananmen Square,
where the intelligentsia and workers were re-
pressed; the former much less severely than the lat-
ter (see Walder and Xiaoxia 1993).

Workers and peasants could take advantage of
the resulting balance of power. Thus, Nee is prob-
ably correct to a large extent when he sees the
“direct producers” benefiting from transition in
China, while they proved to be the losers in the
two other systems.23
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It is in this sense that the path to capitalism was
from below. Economists (Jiang 2001; Naughton
1992, 1994) have found that China’s transition
first started with the opening up of the large do-
mestic markets, giving small firms an enormous
space to grow in the production of consumer
products, an area where SOEs were less concen-
trated. While many markets remain regulated and
the national consumer market is largely segregat-
ed, small local-based firms, supported by local gov-
ernments, often gain advantages over large state-
owned firms (and foreign firms for that matter) in
accessing local resources and materials.

The Economic Institutions of Hybrid Capitalism

Since Nee’s agenda-setting article in 1989, stud-
ies done by both sides of the market transition de-
bate have consistently shown both substantial
numbers of noncadre entrepreneurs in rural China
and substantial positive returns to household in-
comes produced as a consequence (Nee 1989,
1996; Walder 2002).

However, a recent study by Walder and Zhao
(2002) of rural China shows that the emergence of
capitalism in China can be divided into two peri-
ods. During the first full decade of economic re-
form (the 1980s), nonelites with nonagricultural
jobs were most likely to become private entrepre-
neurs. In the second decade, however, when pub-
lic enterprises began to be privatized, public enter-
prise managers and relatives of cadres were more
likely to become new private entrepreneurs. There-
fore, it seems plausible that there is a growing “po-
litical capitalism” problem.

Thus, China’s hybrid capitalist system still has a
great many patrimonial relationships that mirror
processes observed in Eastern Europe and the for-
mer Soviet Union. Steinfeld’s case study (1998)
shows that among many Chinese SOEs the ex-
change of products is often not accompanied by
monetary transaction, instead resulting in accumu-
lation of unpaid intercorporate debts—known as
“triangular debts.” Other elements of Russia’s pat-
rimonial system are present. Wank (1999) finds
that patron-client relationships also survived the
transition and became commodified—because pri-
vate entrepreneurs still need to have resourceful
patrons in the bureaucracy to get deals done.24 In-
deed, the worst inefficiencies of patrimonialism can
be identified. Ding (2000) reports on how off-
shore businesses have become a major channel for
the Chinese nomenklatura to turn state assets into
private wealth. Lin and Zhang (1999) study how

subsidiaries to urban SOEs have been used as a ve-
hicle to transfer state assets into private or corpo-
rate wealth.

Even if it is empirically true that cadres in China
benefit more from the transition than noncadres,
the situation is still very different from the political
capitalism in Eastern Europe, where the appa-
ratchiks simply directly sell off state assets and ac-
cumulate private wealth that is then channeled out
of the local economy. Thus far, cadres help their
children, but refrain from becoming capitalists
themselves. In China, because a thriving private
economy exists, political capitalists are likely to
reinvest pilfered funds in the domestic economy,
where their political connections can help them get
high returns. Moreover, private entrepreneurs thus
far have not entered into cadre positions (Walder
and Zhao 2002).

All these changes considered, we believe China’s
and Vietnam’s economic systems can best be de-
scribed as hybrid capitalist systems. While China is
moving in the direction of a full-fledged capitalist
system, it has not arrived there yet. Most crucially,
there is no clear dominance of private property.
For although the state has decentralized, the most
dynamic sector of the Chinese economy, the VTEs,
are still not privately owned, although they are
market dependent. These locally owned firms out-
perform SOEs, and between 1985 and 1996 they
increased from 14.6 percent of gross industrial
output to 27.8 percent, while SOEs fell from 65
percent to 28.5 percent (see Peng 2001). Nan Lin
(1995) proposes a “local market socialism” per-
spective to understand the hybrid nature of the
Chinese political economy. He claims that this per-
spective integrates socialism as the political axis,
market-oriented reform as the economic axis, and
locally embedded social networks as the social axis.
Similar to Walder (1995) and Oi (1999), he argues
that decentralization does not mean abandoning
the command system. Instead, the command sys-
tem and newly emerged market mechanisms are
both incorporated and embedded in local socio-
cultural networks.25

However, there is no doubt that China is mov-
ing in the direction of capitalism. First, many VTEs
are “red caps”—in which local state ownership is
legal cover for what are really private businesses
(see Liu 1992; Nee and Su 1996). Moreover, pri-
vatization has finally started to make headway in
China, which up until the late 1990s mostly “grew
out of the plan” without actively dismantling state
ownership (Naughton 1995). The privatization of
state and collectively owned industries has been
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greatly accelerated in recent years. Lin and Zhu
(2001) use a 1998 national survey to show that by
that year private ownership in SOEs was already
quite substantial. Cao, Qian, and Weingast (1999)
study the accelerated privatization process since
1995 and argue that it is helped by the federalist
structure of the Chinese political economy: regions
with larger private economies are more likely to
privatize their SOEs (because the newly unem-
ployed will be more likely to find jobs). On the
other hand, many collectively owned enterprises are
also being aggressively privatized by their local gov-
ernments. By 2002, the massive rural VTE sector,
which had employed more than 80 million people
at its zenith, underwent significant privatization,
shrinking to half its former size (Walder and Zhao
2002, 5; Li and Rozelle [2000] also report empir-
ical evidence of the privatization of VTEs).

Another factor pushing in the direction of capi-
talist property relations is the importance of for-
eign direct investment in China’s economy. While
per capita levels of FDI remain modest compared
to central Europe, as a percentage of total invest-
ment they are quite high, and absolute levels are
enormous. Of particular importance have been
Taiwanese and Hong Kong capital investments in
southern China, creating what Naughton calls the
second China Circle (1997, 7). This investment
has lead to explosive export growth, especially in
electronics.

Furthermore, the SOEs that do exist have be-
come increasingly marketized. Guthrie (1997)
studies asset diversification of Chinese SOEs and
finds that they respond to market instability and
exhibit increasingly market-oriented behaviors.
Keister (1998, 2001) shows that Chinese SOEs
adopt capitalist-like intercorporate structures—
business groups and interlocking directorates—
that have effects on firms’ performance similar to
that in capitalist economies. Nee (2001) shows that
from 1978 to 1991, the investment capital provid-
ed to SOEs came increasingly from non-central-
state sources (retained earnings, loans from state-
owned banks, and foreign sources). Over this
period, the percentage provided by state redistrib-
utors fell from 62 percent to under 7 percent.26

Other studies (Groves et al. 1994; Huang and
Kalirajan 1998) have found that many SOEs are
subjected to market competition and are market
integrated. Furthermore, market integration leads
to improved performance: greater technical effi-
ciency (Huang and Kalirajan 1998) and higher
productivity (Groves et al. 1994). Another study
(Groves et al. 1995) also finds that a managerial

labor market is emerging in the state sector and
that the allocation of managerial resources is in-
creasingly governed by the market. Because these
firms remain state owned, but are increasingly
market integrated (must buy inputs and sell prod-
ucts on markets) and behave like capitalist firms,
we can call this type of property state capitalism.

The Chinese system is hybrid because it is still a
long way from becoming dominated by capitalist
private property. However, it is capitalist to the ex-
tent that markets have flourished, and the private
economy continues to expand, while the SOEs de-
cline but behave increasingly like capitalist firms
(see Nee 1992, 2001). By 1993, SOE employment
in urban areas declined from 75 percent to 60 per-
cent, and in rural areas to around 30 percent (Cao,
Qian, and Weingast 1999). This should not be
taken to imply that China is particularly neoliberal
(see King 2003a). The Chinese transition has been
overseen by a strong state (see Nee 2000), which
continues to promote “national champions” from
the SOEs that constitute Chinese business groups
(see Keister 2000).27 More important for Chinese
growth, however, has been the state’s massive in-
frastructural investments, which provide support
for new private enterprise formation and growth.

These economic changes have political effects as
well. The Communist Party loses its ideological
commitment, replaced by a pragmatic approach
that emphasizes growth and increasing living stan-
dards. China looks less and less like a totalitarian
system, and more and more like a bureaucratic au-
thoritarian regime—although it is still clearly total-
itarian (because the Communist Party maintains its
political monopoly).

CONCLUSIONS

The transition to capitalism from Communism is
different from earlier transitions to capitalism. First,
capitalism was formed on the ruins of a society that
did not have even in embryonic form the institu-
tion of private property and therefore did not have
a propertied bourgeoisie. Second, socialism had
accomplished some of the “historic missions” of
capitalism: it completed the process of capital accu-
mulation and industrialization and, though in con-
tradictory ways, separated the producers from the
means of subsistence and production.

These features are consequential, though in dif-
ferent ways, for the nature of capitalism that
emerges from Communism. Post-Communist cap-
italisms constitute an “extended family” of capi-
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talisms. In some countries the alliance of the tech-
nocracy and intellectuals could smash the power of
the Communist political apparatus, preventing the
development of political capitalism and imple-
menting a post-Communist liberal system that is
highly dependent on foreign direct investments
and foreign demand and is sensitive to currency
fluctuations. In countries where the technocratic-
intellectual alliance and the working class were
weaker, the political apparatus retained its power,
abandoned the Communist ideology and substi-
tuted nationalism, and implemented political capi-
talism. Finally, in some countries the bureaucracy
and technocracy arrived at a balance of power, and
under these circumstances capitalism develops
from below: the technocracy delays the political
capitalism project of the political bureaucracy,
while the Communist political bureaucracy limits
the liberal reform attempts of the technocracy.

NOTES

1. It is “neoclassical” because it is concerned with the ori-
gin and functioning of capitalism, the questions that occu-
pied the “founding fathers” of sociology (Marx, Weber, and
Durkheim) and is inspired by Weber’s emphasis on the mul-
tiplicities of capitalist forms. In this respect neoclassical soci-
ology is the polar opposite of neoclassical economics, which
operates with the assumption of a unified capitalist system.

2. The transition from Communism to capitalism, from
socialist-redistributive economies to market-integrated sys-
tems, is largely uncharted territory. This chapter does not
offer a review of every important piece of research in these
areas, although it does make reference to many of the most
influential works. This chapter can therefore be compli-
mented by a review of the publications of the World Bank
and the European Bank for Reconstruction and Develop-
ment on the transition, most prominently the latter’s edi-
tions of the Transition Report, as well as its newsletter
(Transition Newsletter) put out jointly with the William
Davidson Institute at the University of Michigan Business
School. The latter also has hundreds of very useful working
papers, almost all using original data (see http://www.wdi
.bus.umich.edu). Of course, as social scientists we should
keep in mind the basic facts of the sociology of knowledge;
the EBRD is both a member bank of the World Bank and a
fairly substantial investor in the transition economies. In the
official publications of the World Bank and the EBRD,
much of the analysis is cast from a clearly discernable per-
spective: it is a financial investor’s point of view (which, ac-
cording to Nobel laureate Joseph Stiglitz [2002] among
many others [e.g., Gowan 1995], has a bias in favor of pre-
serving the value of money and the repayment of loans over
other features of transition, such as the minimization of
poverty or unemployment). The excellent but far less nu-
merous publications of the United Nations Development
Program (especially the Human Development Reports on
the former Soviet Union and East Europe) offer a very use-
ful contrasting perspective. Similarly, social scientists should
be even more careful than usual in using post-Communist

official statistics (see the very useful paper by Filer and
Hanousek [2001] for an extended discussion of reliability
and validity issues, as well as a compilation of country web-
sites and a list of firm-level data sets).

Finally, for those wishing to use this chapter as a reference
to all of the economic sociology of post-Communist society,
there is a good deal that we do not address, such as com-
parative welfare institutions (Haney 2002), gender and
racial stratification and poverty (Kligman and Szelényi 2002;
Fodor 2002), and patterns of consumption (Davis 2000). A
more comprehensive typology of post-Communist capital-
ism might well incorporate these dimensions.

3. Perry Anderson for instance—under some Weberian
influence—in Passages from Antiquity to Feudalism (1974)
considers the possibility that feudalism may not have been
born “within the wombs” of antiquity, but rather can be
best understood as some sort of merger of the Germanic
form with antiquity.

4. The key to the surplus relationship between the peas-
antry and the rational redistributers in the past until this day
is that they could not buy subsidized state grain but had to
grow their own. The system still disadvantages the rural
population by requiring them to pay higher taxes (the so-
called agricultural tax) and provides subsidized health and
education systems to the urban population. Some say that
150 million are underemployed. Others estimate the num-
ber at only 100 million. In terms of possession of the land,
all rural people regardless of their jobs or degree of under-
employment have lifelong claim to village land. The exact
size of their fields (and thus their expected grain deliveries
and taxes) was set by the size of the household 15 years ago.
The state’s policy is to have no redistributions for 30 years,
in order to encourage residents to use the land wisely. How-
ever, many places redistribute every two to three years to
keep up with changes in the household size of the villagers,
while other places do not. Already in 1984 the Communist
Party let rural residents sign long-term leases with nonvil-
lagers for right to farm land (and take up tax and grain quo-
tas); but even in this situation the ownership remains with
the village, and the villager is entitled to the return of his
land after the lease is up. We are not aware of any research
indicating how widespread these arrangements are, but to
the extent that it has caught on, it is probably in the wealth-
iest areas. China clearly will not allow a landless rural mass
to emerge. This is one of the impetuses for the VTE re-
forms, which diversified employment in rural areas; VTEs
did so successfully from 1985 to 1996, although since then
the picture is less rosy. Thus, virtually every rural resident is
guaranteed access to land, both as a place to build a house
(which is owned as private property) and as a place to till the
soil. Because farming is often so poorly remunerated, most
people want at least one member of the household in a non-
farm job, and the route to high incomes, not to mention
wealth, is outside farming (Deborah Davis personal com-
munication 2003).

5. For an analysis of the developmental impact of FDI
using firm-level data in Hungary, see Toth 2001; King
2000; King and Varadi 2002. For the Czech Republic see
Djankov and Hoekman 2000; for Poland see Liberska 1997;
Kaminski and Smarzynska 2001; for China see Kinoshita
1999. While these studies describe foreign-owned firms as
more efficient and dynamic than domestically owned firms,
they do point out that the spillover effects (the use of do-
mestic suppliers) are less than anticipated. This means that
the beneficial effects of FDI might not be truly long-lasting,
for firms might stop investing once they establish themselves
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as monopolists or oligopolists, and begin pumping surplus
out of the domestic economy by repatriating profits. If they
are not contributing to the domestic economy by making
purchases from domestic firms, the developmental benefit
will indeed be less than many anticipated. Furthermore, for-
eign-owned firms contribute to trade deficits because of
their very high level of imports. Finally, studies have found
that in both Poland (Dyker and Kubielas 2000) and Hun-
gary (Toth 2001) firms exporting to Western Europe have a
low level of technological upgrading, casting further doubt
on the transformative power of FDI. Clearly, the empirical
question on the role of FDI in the transition is far from
resolved—despite the correlation between high levels of
FDI and post-Communist performance. It is quite possible
that the effects of FDI are different in the various envi-
ronments in different countries. Only longitudinal, cross-
country, firm-level surveys will shed light on the question of
origin of ownership and performance. Thus far, one of the
thorniest issues in the literature on firm performance and
property change is how to deal with endogeneity. That is,
how do we know whether foreign firms perform better be-
cause they are foreign owned, or are foreign owned because
they are better firms (the jewels of the industrial structure
are privatized by foreigners, and the inefficient firms are left
for domestic owners). It is by no means an easy task to fully
control for this possibility. Selection bias issues are equally
relevant in evaluating other property forms, such as state
ownership.

6. Most agree that China’s continued success hinges on
the health of the banking sector, where state-owned banks
channel the very high savings rate of the population into the
SOE sector. If the Chinese population ever lost confidence
in state-owned banks, a major crisis for the SOE sector
would follow.

7. Although Rona-Tas really speaks to another historical
context, to what we call here “capitalism from without.”

8. See Lipton and Sachs 1990 for possibly the most in-
fluential statement of this position. See also Murrell 1993;
Gowan 1995; King 2002, 2003b; and Stiglitz 2002 for a
discussion of this theory. See anthropologist Janine Wedel
2001 for an excellent discussion of the role of Western eco-
nomic advisors in the post-Communist transition.

9. The only major exception is the Czech Republic,
where the technocracy and dissident intellectuals imple-
mented a substantial mass privatization program. But even
this program covered a much smaller proportion of the
economy than in Russia, since it included a much larger por-
tion of firms that were sold through direct sales to foreign
investors (FDI per capita was almost an order of magnitude
greater in the Czech Republic than in Russia). Mass privati-
zation programs can also benefit enterprise managers (a frac-
tion of the technocracy) because it can fragment outside
owners, leaving control to enterprise insiders. In the Czech
case, mass privatization was also used by Vaclav Klaus, a
technocrat, to boost his political popularity (the citizen
vouchers bore his name). While the implementation of this
program boosted the Czech Republic’s claim to be the most
neoliberal post-Communist country in the first half of the
1990s, it ironically blocked substantial amounts of FDI
(McDermott 2002), which only later grew to very high lev-
els (surpassing the early leader Hungary in the late 1990s).

10. Of course, this time around the vanguard paid lip ser-
vice to representative democracy. Sachs himself admitted
that the “ideal” democratic system was one in which the ex-
ecutive was elected and then allowed to act without con-
straints until the next election (see Rodrik 1996, 32 n. 30).

Sachs and other prominent neoliberals offered a political
economy that emphasized the dangers of “losers” and “win-
ners” in “partial” reform systems reversing the transition or
locking in “incomplete” reforms. We believe this danger is
overemphasized, as suggested by reforms in China, Poland
(see King 2002), and elsewhere (see King 2003b for a 14-
country comparison that covers the vast majority of the
post-Communist population).

11. Elite survey data backs up this claim. According to
Szelényi and Szelényi (1995), more than twice as many for-
mer members of nomenklatura made it into the new eco-
nomic elite in Russia than in Poland (629).

12. It seems more likely that what Stark labeled “recom-
binant property” in most cases was simply an attempt by the
state to break up huge horizontally and vertically integrated
industrial firms (such as steel and aluminum producers) so
that their individual pieces could be more easily privatized.

13. In these countries “capitalism from above” was
slowed by resistance from workers and other political groups
as well as the legacy of worker’s self-management (for Pol-
ish workers see Kramer 1995, 654; also see Ekiert 2001; for
Slovenia see Mencinger 1996; Gligorov 1995).

14. Theoretically, firms should be able to import these in-
puts. However, firms cannot instantly find inputs, and may
not be able to afford them.

15. For a discussion of these points see Stiglitz 2002;
Amsden, Kochanowicz, and Taylor 1994; Gowan 1995,
1999; Andor and Summers 1998; Chussodovsky 1997; and
UNDP 1999.

16. In Russia, for example, capital flight in all its forms
has averaged about $40 billion a year (Golovachev 2002).

17. In Russia, for example, receipts of the consolidated
state budget declined from 41 percent of GDP in 1990 to
only 26.8 percent in 1997, even though GDP was only
about 50 percent of its prior level (Vorobyov and Zhukov
2000, 5).

18. The most infamous example was the “loans for
shares” program, in which a handful of politically connected
businessmen gained control of Russia’s oil companies for a
small fraction of what they were worth, in exchange for en-
suring Yeltsin’s 1996 reelection (see Wolosky 2000; Kleb-
nikov 2000; Freedland 2000; Hoffman 2002; and the au-
thoritative account in Reddaway and Glinski 2000).

19. In 1995 a small program covering some small and
medium enterprises was implemented. These firms consti-
tuted only about 10 percent of the productive capacity of
the SOE sector (Baltowski and Mickanwicz 2000).

20. And indeed, the Czech Republic has low state capac-
ity and weak security of property rights compared to its lib-
eral neighbors, despite its privileged starting point (King
2003a). There also seemed to be quite a bit of political cap-
italism around the Klaus administration.

21. A study (Li 2001) of the “fourth generation” of Chi-
nese leaders—those who will succeed the current leadership
of Jiang Zemin—has confirmed the technocratic back-
ground of this elite group. Most of these leaders have an ed-
ucational background in technology and started their career
either as technocrat-managers in the state industrial sector
or as professionals.

22. Walder and associates have long studied the dual ca-
reer paths and bifurcated elite structure in China (Li and
Walder 2001; Walder 1995; Walder, Li, and Treiman
2000). Basically the findings are (1) there are two distinc-
tive paths into the Chinese elite: prestigious administrative
positions within the bureaucracy and professional positions;
(2) there is considerable circulation between the two (the
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study on the fourth-generation leaders [Li 2001] attests to
this too); and (3) the dual career paths create a bifurcated
elite structure.

23. For a useful review of the rather large body of strati-
fication literature in China, see Bian 2002.

24. Wank (1999) argues that Chinese cadres, rich in net-
worked social capital, play a crucial functional role as the
brokers between private firms and the state, between the co-
existing market and redistributive systems, and provide the
institutional infrastructure for markets and reduce transac-
tion costs.

25. See Nee and Cao 1999 on the implications of a hy-
brid mixed economy for social stratification.

26. The OECD (2000) provides some recent data on this
process. For instance, in 1999 the central government 
made the decision to withdraw state control from small and
medium-sized SOEs. The number of industrial SOEs is ex-
pected to fall from the existing 75,000 to at most 1,000 or
2,000.

27. See Zhou 2001 for an analysis of the state-led process
of constructing a national grain market.
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