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Abstract: Numerous scholars whose research focuses on the developed OECD countries,
as well as the democratizing states of Latin America and East Asia, have attempted to an-
swer the question “How do institutional structures affect political and economic perfor-
mance in free-market, democratic societies?” These inquiries have yielded a rich and use-
ful body of literature. By contrast, surprisingly few scholars have produced useful com-
parisons of political institutions and regime performance in postcommunist countries.
Studies comparing postcommunist institutional performance usually suffer from an in-
adequate empirical treatment of cases. When studies are empirically rich and accurate,
they tend to focus on a single case, and thus lack the insight of comparison. Testing hy-
potheses from the literature on political institutions and the political economy of demo-
cratic transitions against recent evidence from postcommunist cases allows us to gauge
variations in the institutional correlates of reform in democratic systems in different re-
gions at different levels of development. Analysis of evidence from postcommunist dual
transitions, specifically from Poland and the Czech Republic, also forces us to consider
the possibility that variables and causal patterns driving outcomes in one group of cases
may be systematically different than variables and causal patterns in another.
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Introduction

Many scholars whose research focuses on the developed OECD countries, as well as the
democratizing states of Latin America and East Asia, have attempted to answer the ques-
tion “How do institutional structures affect political and economic performance in free-
market, democratic societies?” These inquiries have yielded a rich and useful body of lit-
erature. By contrast, surprisingly few scholars have produced - or even attempted to pro-
duce - useful comparisons of political institutions and regime performance in postcom-
munist countries. In this paper I test hypotheses from the literature on the political econ-
omy of democratic transitions against recent evidence from postcommunist cases. Doing
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so with recent evidence in a paired-case comparison allows us to gauge variations in the in-
stitutional correlates of reform in democratic systems in different regions at different lev-
els of development. Careful analysis of detailed evidence from postcommunist dual tran-
sitions, specifically from Poland and the Czech Republic, forces us to consider the possi-
bility that variables and causal patterns driving outcomes in one group of cases may be sys-
tematically different than variables and causal patterns in another. The same evidence al-
so suggests the need to rethink some important hypotheses from the literature on political
institutions and democratic performance, and it allows us to assess the explanatory power
of arguments from the literature on institutional design and economic reform,

First, I review various works on party system attributes and economic reform, while
focusing on several well-known hypotheses concerning democratic institutional choice and
political and economic performance. Second, I look at party system choice as a possible
remedy for problems associated with political polarization and fragmentation. Third, I com-
pare evidence from the first decade of reform in East Central Europe, focusing on party sys-
tem attributes, modes of interest representation and economic reform. And fourth, I ex-
plore how political imperatives found in postcommunist systems create specific incentives
for party-building strategies, and I look at the effect such strategies have on the quality of
democratic political participation and the perceived legitimacy of political institutions.

Party system attributes and the empirical correlates of economic reform

As numerous authors point out [Shugart & Carey 1992; Haggard & Kaufman 1992;
Bresser Pereira, Maraval & Przeworski 1993; Mainwaring 1993; Stepan & Skatch 1993;
Horowitz 1993; Lijphart 1993a, 1993b; Linz 1993a, 1993b; Diamond 1999], the political
institutions which structure contestation between social groups over economic reform pol-
icy, including privatization and the provision of a social safety net for citizens who are par-
ticularly vulnerable to market forces, must function properly for democracy to consolidate
and for economic policies to bear fruit. In their broad-ranging study of democratization
and economic adjustment in Latin America, East Asia and Turkey, Haggard & Kaufman
[1995a] find that the characteristics of party systems have profound and predictable con-
sequences for the ability of governments to formulate and implement reform policies.
Unstable and fragmented party systems, they argue, tend to complicate the negotiation of
stable agreements among interest groups, while simultaneously undermining coordination
within the ruling coalition, between the legislative and executive branches, and among dif-
ferent parts of the state apparatus [see also Haggard & Webb 1994a]. How these effects
operate depends to some extent on whether a system is parliamentary or presidential, as
well as the degree of proportionality in the relationship between votes and seats.

In parliamentary systems with proportional representation (PR) rules and high pro-
portionality, a large number of (often unstable) parties complicates coalition formation
and duration. In some cases - as in Poland and the Czech Republic at various junctures
since 1991 - parliamentarism with PR rules can result in weak minority governments which
are unable to push through reforms authoritatively and rapidly, and which must enter in-
to severe compromises in order to pass legislation. The case of Spain demonstrates the ef-
fects of both weak minority and strong majority government on policy making and the im-
plementation of structural reforms: Under the first post-Franco government led by the cen-
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ter-right Center Democratic Union (UCD), the minority government had difficulty in
pushing through many aspects of its economic reform program,; in contrast, the Socialist
Workers’ Party of Spain’s (PSOE) legislative majority allowed it to pass a significantly
more comprehensive reform program, despite its center-left ideological position [Bermeo
& Garcia-Duran 1994]. In addition to the problem of weak minority government, dividing
cabinet posts among numerous parties in PR systems can undermine the decision-making
and coordination capacity of governments. Furthermore, when party coalitions in pro-
portional systems contain numerous members, “wars of attrition” may occur. In this sce-
nario, observed in both developing countries and OECD states, small parties representing
groups with conflicting distributional claims exercise their veto power over policy deci-
sions, thereby complicating reform efforts [Alesina 1994, 48-51].

In presidential systems party fragmentation also increases the possibility that exec-
utives will lack the power and authority to pursue reforms. Moreover, under presidential-
ism small parties have fewer incentives to cooperate with governments, since there is no
option to threaten early elections, and the potential for legislative blackmail is corre-
spondingly high [Mainwaring 1993]. Irrespective of the organization of executive power,
polarization and fragmentation affect the ability of governments to pursue economic re-
form polices in a variety of ways [Haggard & Kaufman 1995, 170-171]. When strong left-
wing, populist or movement parties are competitive in such systems, implementing reform
policies becomes more difficult, since they exacerbate partisan conflict and have the pow-
er to turn labor and the popular sector against reform. In contrast, where left and populist
parties are weak or absent and polarization is not a factor, coordination problems may en-
sue from the struggle for patronage and pork-barrel expenditures, and incentives for coop-
eration on behalf of reforms providing public goods decreases. The combination of frag-
mentation and polarization also creates opportunities for anti-reform groups to increase
distributional demands on the state. This tendency increases when left or populist move-
ments are divided and compete for the support of trade unions and other groups linked to
the popular sector. The combination of fragmentation and polarization also negatively in-
fluences the ability of governments to manage economic policies by exacerbating political-
business cycles [Alesina 1994, 40-47].

Cohesive party systems correlate with decidedly different patterns of policymaking. In
contrast to fragmentation and polarization [Sartori 1976, 132-37], which tend to correlate,
the combination of cohesion and polarization in party systems is unlikely, since strongly ide-
ological or radical parties generally remain uncompetitive in systems with a low number of
parties. Incentive structures in two-party systems also tend to push left, populist and move-
ment parties toward the political center. In two-party systems, inter- and intraparty structures
create incentives for moderation. In these systems, parties compete for the support of swing
voters who occupy the middle of the political spectrum; but when politicians “crowd the cen-
ter”, and the median voter or powerful interests oppose reform, such competition can post-
pone necessary policy adjustments and may lead to stalemates. Two-party systems also cor-
relate positively with more moderate forms of interest aggregation, since interest groups are
“forced to operate in the context of an encompassing coalition in which diverse interests are
represented and among which compromises must be struck” [Haggard & Kaufman 1995a,
172]. Cohesive party systems with low polarization may also create opportunities for politi-
cal patronage; when reform programs threaten patronage networks or pork-barrel programs
favored by core constituents, party leaders are likely to oppose policy changes.
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In contrast with the above dilemmas, catch-all parties in cohesive, non-polarized sys-
tems have advantages in generating support for initiating reforms during economic crises.
They can also bolster subsequent support for economic reform after initial policies begin to
produce positive results. Catch-all parties are also less likely than left-wing parties to adopt
confrontational, polarizing policy positions when reforms fail to produce the desired out-
comes. Left, populist and movement parties in both fragmented and coherent party systems
are more likely than catch-all parties to launch a “principled opposition” to adjustment poli-
cies, and they are “more inclined to back these appeals with support for labor activism and
other forms of social protest” [ibid., 173]. Moreover, in consolidated, cohesive party systems
left-wing and populist parties have incentives to broaden their electoral appeal beyond their
core constituency in order to display their moderation and convince voters of their ability
to govern. The leftleaning Czech Social Democratic Party (CSSD) successfully pursued
such a strategy during the 1998 parliamentary elections, despite the periodic instability of
the Czech party system. This option has been less available to the Union of the Democratic
Left (SLD) in Poland, since strong ideological polarization among the Polish electorate has
created limits to the SLD’s appeal beyond its core (but steadily expanding) left-of-center
constituency (see below). In fragmented systems, however, movements toward the political
center are more dangerous than in cohesive systems, since competing factions can appeal to
more radical constituencies, thereby depriving moderating left or populist parties of votes.

Another potentially important advantage for governing left-wing parties in cohesive
systems is that frequently observed corporatist links with organized labor and other inter-
ests threatened by economic adjustment can integrate labor into the political process “in
ways that provide the basis for compromise, social pacts, and enhanced policy credibility”
{idem 1994b, 17]. Corporatist links with labor in such cases may also make it easier for
left-wing parties “to gain trust and negotiate compensatory agreements that permit reform
to move forward” [idem, 1995a, 174]. Haggard & Kaufman cite Chile [ibid., 257-264; cf.
Arriagada Herrera & Graham 1994, 274-276] as an example of this, while a similar pattern
existed in Spain during the PSOE reforms of the 1980s [Bermeo & Garcia-Duran 1994],
Poland (from 1993-1997), and to a considerably more limited extent in the Czech
Republic (from 1998-2001).

Although predictable patterns of relationships between party system structure and
the ability of policy makers to implement economic reform programs may exist, the ques-
tion “Which form of government is best for coherent economic management?” appears to
have no correct answer. From their study sample of 12 cases, to which they add data from
11 others, Haggard & Kaufman conclude that “[t]here is no clear pattern differentiating
presidential and parliamentary systems with respect to their capacity to manage the econ-
omy or undertake economic reform” [1995a, 352]. This result resembles Shugart &
Carey’s mixed finding [1992, 38-43] more than Stepan & Skatch’s [1993] conclusion that
parliamentary regimes are more durable than presidential ones (and hence offer advan-
tages for policymakers pursuing reforms). In both crisis and non-crisis cases of economic
reform, Haggard & Kaufman conclude, “some of the central difficulties of policymaking
had less to do with the executive’s relationship with the legislature than with the difficul-
ty of securing the cooperation of business and unions. Parliamentarism offers no guaran-
tees that these relationships would be handled more effectively” [1995a, 348].

While past studies suggest that no firm or systematic answers exist concerning
the relationship between party system structure and the organization of executive power,
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on the one hand, and economic reform outcomes, on the other, several findings from
Haggard & Kaufman’s study stand out. First, all severe cases of hyperinflation from their
data set existed under presidential or mixed presidential-parliamentary systems. Second,
economic performance (particularly with regard to inflation rates) in several “pure” West-
minster systems was relatively positive; this, however, may be linked less to parliamen-
tarism than to other British institutional legacies, including strong currency boards [ibid.,
353]. Third, differences in economic performance among cases appears to be linked as
much to the number of parties as to whether a system is presidential or parliamentary.
Fourth, all cases in which high growth coexisted with relatively low inflation, be they pres-
idential or parliamentary, resembled two-party or dominant-party systems. Fifth, as Main-
waring [1993] also contends, the “difficult combination” of presidentialism and polarized
multipartism can be especially destabilizing; party fragmentation, however, has also
caused serious problems for parliamentary regimes. Sixth, party fragmentation and polar-
ization are both cause and consequence of poor economic performance; but this hardly
negates the conclusion that the nature of the party system is “a crucial variable in under-
standing the possibility of reconciling democratic consolidation and economic reform”.
Finally, while constitutional change toward parliamentarism might create incentives for
politicians to build stronger organizations and extend the range of possible parliamentary
alliances, switching to parliamentarism - which, in any case, has never been attempted and
appears highly unlikely to occur - would entail “serious risks” if it were not accompanied
by simultaneous reform of the party system and the electoral rules on which that system
is based [Haggard & Kaufman 1995a, 355]. A more realistic and hopeful strategy would
instead focus on institutional reforms which “encourage the evolution of less fragmented
party systems capable of aggregating interests and organizing consent” [idem 1995b, 12].

Is party system choice a remedy for the problems of political polarization
and fragmentation?

Different types of party systems present different ways of dealing with the problems of po-
litical polarization and fragmentation. Two-party systems, which have a relatively strong
record of macroeconomic performance and democratic stability, generally provide some
role for labor, left-wing and various other minority interests, “but as distinctly junior part-
ners to the elite-dominated centrist parties that compete for overlapping cross-class con-
stituencies”. Most new democracies, choosing representativeness over governability and
efficiency, have adopted electoral rules which discourage two-party systems. Two-party sys-
tems have the potential for becoming dominated by elite-controlled party machines, which
risks “undermining coherent economic policy and...taking on exclusionary features that
can weaken support for the political system as a whole”. The biggest challenge in two-par-
ty systems is to find ways of increasing participation and social compensation without re-
sorting to institutionalized, and costly, patronage systems [idem 1995a, 355-357].

In multiethnic or regionally diverse societies, successful economic reform and de-
mocratic consolidation could possibly be achieved through consociational power-sharing
agreements [Lijphart 1977] in which influential ethnic and/or regional groups secure a sig-
nificant degree of autonomy. Aside from being a poor match for structural conditions in
most postcommunist countries - including monoethnic Poland and the territorially and
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ethnically coherent Czech Republic! ~ such systems run the risk of framing distributional
issues along ethnic and/or regional lines, instead of the traditional left-right socioeconom-
ic axis, and political mobilization campaigns are more likely to focus on distributive claims
that resemble zero-sum struggles. Where one group dominates in such a system, it will like-
ly attempt to monopolize the “political gains of office”, as in Malaysia and Sri Lanka; in
cases where ethnic or regional divisions are less disproportionate, “the political bargains
required to sustain the system are likely to deepen fundamental economic problems”, as
in the case of Nigeria [Haggard & Kaufman 1995a, 358].

In contrast with two-party and consociational systems, center-right dominant and so-
cial democrat-dominant party systems present viable and (judging from the preferences of
the vast majority of regional political elites) acceptable models for the development of
postcommunist states. These two options are most likely to emerge where ideological di-
visions have been deepened by histories of strong partisan loyalties, “working-class sub-
cultures”, or recent worker mobilization, and the shape of the party system “will turn heav-
ily on the political allegiances of the middle classes and rural sector” [ibid., 358]. As stud-
ies of class and democratization demonstrate [Ertman 1998], a rural-middle class alliance
could create the basis for a powerful conservative coalition, while a rural-working class al-
liance could create the basis for a social democratic coalition. Either mode! could serve as
the institutional foundation for postcommunist states in CEE, as in other regions under-
going structural adjustment.

One possible, and less desirable, outcome of the center-right system, according to
Haggard & Kaufman, would be the emergence of a “Japanese model” in which business in-
terests and investment are privileged over the working class, consumption and state trans-
fers. Although this scenario would likely include strong central control over monetary and
fiscal policy, it could also entail several potentially problematic developments, including the
long-term relegation of labor to the status of democratic opposition, which could be rein-
forced by legal or political mechanisms which limit their access to power and the right to
be fully “included” in systems of interest representation. Such a system resembles, in many
important ways, that which evolved in the Czech Republic from 1993 to 1998. The exclu-
sionary aspects of this model could complicate democratic consolidation and are likely to
outweigh any alleged advantages in terms of promoting growth. Furthermore, a labor move-
ment weakened by market conditions and legal or political restraints, and faced by an ide-
ologically coherent right and a middle class unwilling to cooperate with the left, could be-
come politically alienated as a result of its marginal status. This, in turn, could lead to po-
litical polarization and a search for quasi-authoritarian “solutions” to the problems of right-

¥ In obvious contrast to Czechoslovakia, which split into two sovereign states because of outstand-
ing economic reform policy differences (namely the speed, scope, method and sequencing of re-
structuring and privatization) which fell along regional and ethnic lines and a formerly fictive Soviet-
style constitution which, when it became a valid document, was ill-suited for resolving federal-level
disputes. The most significant weaknesses in this regard were: (1) relatively small shares of votes in
republic-level assemblies gave parties the power to block federal-level legislation; (2) each republican
prime minister had de facto veto power over the other, which discouraged policy compromise; and
(3), in contrast with Western and Northern European parliamentary systems, neither the federal
prime minister nor the head of state could dissolve parliament in case of an impasse. On the break-
up of Czechoslovakia, see the essays in Musil [1995].
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left power asymmetry. Such risks are alleged to have existed at various developmental junc-
tures in Korea, Taiwan, Turkey and Mexico [Haggard & Kaufman1995a, 359].

By contrast, Haggard & Kaufman argue, a social democrat-dominated party system
would promote equity, welfare, employment, and could be based on a neocorporatist-style
social compact in which labor exchanges wage restraint for participation in the formula-
tion (and often implementation) of social, industrial and macroeconomic policies. When
compared to centerright and perhaps even two-party-systems, they emphasize, “inclusion-
ary features of the social democratic outcome could provide it with a relatively broad base
of legitimacy and support”. But it remains unclear whether or not a sustainable social de-
mocratic coalition is possible in CEE in an era of declining union density and a rapidly
growing middle class. In order to be competitive and build durable coalitions, social de-
mocratic parties “will have to incorporate small businesses, the informal sector, or new so-
cial movements whose interests with respect to gender, employment issues, and the envi-
ronment often conflict with the claims of the working-class base” [ibid., 361]. Thus, a para-
doxical situation arises in which the best hope for a “strategic renewal”, as Kitschelt
[1994a, 1994b] describes it, and the creation of an enduring social democratic coalition in
an era of structural shifts in the international economy and a changing electoral market-
place appears to rest on the de-emphasis traditional of labor concerns and a search for al-
ternative sources of electoral success. The allegedly anomalous combination of ruling so-
cial democratic parties and orthodox trade and adjustment policies has been observed in
numerous cases of transition to democracy and the market, including Spain, Chile,
Argentina, Poland, Hungary, and more recently, the Czech Republic. But the correlation
of social democratic parties in power and liberal economic reform should not surprise
us in light of the evidence that conservative fiscal and monetary policy can coexist with
activist labor market and investment polices when strong links exist between governing so-
cial democratic parties and centralized, encompassing labor unions which facilitate wage
restraint and working class quiescence (Garrett & Lange 1991 [cited also in Haggard &
Kaufman 1995a, 362]).

Party system attributes, interest representation and economic reform:
Poland and the Czech Republic in comparative perspective

Empirical evidence from Poland and the Czech Republic lends mixed support to hy-
potheses concerning party system attributes and economic reform outcomes. In some in-
stances, evidence appears to contradict existing arguments. For example, unstable, frag-
mented party systems are alleged to undermine policy coordination within ruling coali-
tions, complicate the negotiation of compromises between policymakers and interest
groups, and increase tension between the executive and legislative branches of govern-
ment. But the period of extraordinary policy consensus in 1990, characterized by a broad
agreement on the need for radical macroeconomic stabilization [Balcerowicz 1995],
meant that the combination of fragmentation and polarization did not have the hypothe-
sized effect of increasing anti-reformist demands until roughly one year after the imple-
mentation of stabilization polices in Poland, after the social costs of reform had already
risen sharply [see Johnson & Kowalska 1994]. By late 1993 the distributional demands of
groups hurt by reform helped shape the policies of the left SLD-PSL coalition. The main
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cause of this, however, was the temporary drop in material welfare associated with macro-
economic reform, not party system fragmentation. Fragmentation instead appears to have
been a secondary factor which magnified policy-induced dissatisfaction among groups
which suffered disproportionately as a result of the Balcerowicz stabilization plan. More
important in terms of counterevidence, the non-cooperation of trade unions belonging to
an ideologically divided worker movement with links to competing parties on the right and
left minimized the hypothesized impact of left or populist competition for labor support,
which tends to increase distributional demands on the state and dilute reform policies. In
many instances policy adjustments were consistent with the stated policy preferences of
both Solidarity and the “postcommunist” OPZZ, but workers actively opposed those poli-
cies if they were associated with their partisan ideological opponents.?

While populist and partisan cycles in fragmented and polarized party systems tend
to produce significant policy reversals, in both Poland and the Czech Republic, as well as
many other postcommunist countries, new governments have tended to make adjustments
to policies inherited from their predecessors only at the margins [see Hellman 1998]. This
pattern holds even when parties are ideologically polarized, as in the case of Poland under
left government from 1993 to 1997, and again under right government from 1997 to 2001.
The same limited, marginal adjustments also occurred in the Czech Republic after a social
democratic government assumed power in 1998 (although the Czech party system is
somewhat less ideologically polarized than the Polish party system).’ Once a reform
course is set in the context of dual transitions, major modifications or reversals are costly.
The case of Slovakia, where the post-Meciar coalition government which took power in
1998 had difficulty (but ultimately succeeded) in restarting a process of reform which had
stalled under the preceding nationalist-populist government (BCE: The Annual 2000, 26),
demonstrates this point. In addition, international pressures to maintain reforms in post-
communist countries create strong incentives to limit the scope of policy adjustments.
These pressures are especially powerful in the case of EU accession states - be they part
of the Luxembourg Group likely to join by 2005, or part of the larger group of countries
likely to gain membership at a later date - where significant deviations threaten the
process of international institutional integration.

Limitation of policy adjustments under new governments in the vast majority of
postcommunist states - even when they are ideologically opposed to their predecessors -
to the pace or sequencing of implementation, as opposed to wholesale adjustments to pol-
icy programs, forms a marked contrast to cases of economic reform in other developing
regions. Also in contrast to most (but not all) cases in the developing world, left-wing par-
ties have initiated radical reform policies in some postcommunist countries when right-of-
center parties stalled. The case of Hungary under the social democratic government which
took power in 1994 serves as the most commonly cited example; the left-wing SLD-UP ma-
jority coalition which won the September 2001 Polish parliamentary elections also
promised necessary budget restraint and economic austerity during their successful elec-
toral campaign (WBTN, July-Sep 2001). The CSSD-led acceleration of difficult and polit-

¥ This occurred, for example, during negotiations on the Pact On State Enterprises in 1993 when
representatives of OPZZ and Solidarity refused to sit at the same table.

3 The social democratic minority government, for example, increased the pace of economic liberal-
ization significantly in many areas in comparison with their soi-disant neoliberal predecessors.
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ically-risky aspects of the privatization process in the Czech Republic also shows that left-
wing parties may initiate radical reform policies in postcommunist countries when their
right-of-center opponents fail to do so0.* These examples also lend indirect support to the
hypothesis that incorporation into government tends to cause left parties to modify their
policy positions. While this is supposed to be more likely in coherent than in fragmented
party systems, in both Poland and the Czech Republic moderating left governments con-
tinued reform programs in moderately fragmented systems - in the former with a strong
majority, and in the latter under the auspices of the Opposition Agreement.’

Because of the generally perceived limits of what governments can do once they as-
sume power in postcommunist countries, the hypothesis that left parties are likely to launch
a “principled opposition” to reform polices needs to be qualified. When left-wing politicians
have invoked “principle” in opposing existing reform programs it has been mostly during
election campaigns. Such opposition has remained mostly rhetorical, and has almost uni-
versally waned once parties of the left assumed office. Both Poland under the SLD-PSL
coalition and the Czech Republic under the CSSD government demonstrate this trend. This
pattern, however, has not prevented the emergence of a strategic political blame-game. In this
commonly observed scenario social democratic governments pursing the same radical re-
form course as their ostensibly liberal predecessors attempt to deflect criticism from their
constituents who voted for reform relief by claiming they need to “sort out the mess” be-
queathed to them by the previous government. And the only way of doing so, according to
the typical claim, is by accelerating certain aspects of free-market reforms. This happened in
Poland after the rise of the left coalition in 1993, and again after the left assumed power in
2001. The same process occurred in the Czech Republic after the rise to power of the CSSD
in 1998 on the basis of the Opposition Agreement, and in Hungary after the Hungarian
Socialist Party (MSzP) won an absolute majority in the 1994 parliamentary elections.®

The case of Poland from 1991 to 1993 confirms the hypothesis that in fragmented
presidential systems executives, namely prime ministers, are likely to lack the power and
authority to pursue reforms effectively. When commanding a parliamentary majority be-
comes difficult, and small parties possess the power of legislative blackmail - a particu-
larly dangerous threat in systems such as Poland’s which permit non-constructive votes of
confidence - the pursuit of reforms which require only a moderate degree of austerity may
become difficult. The Suchocka government’s loss of a non-constructive vote of confi-

4 This included, most notably, privatization of the banking, telecom and (to a lesser extent) energy
sectors, as well as implementation of an incentive program for foreign investors, which lacked dur-
ing the era of economic nationalism under the Klaus government.

5! According to the Czech Opposition Agreement the ODS supported the minority CSSD govern-
ment in return for control over key parliamentary institutions (including the influential position of
parliamentary speaker) and a coordinated attempt to alter electoral rules in a way which would fa-
vor the creation of a two-party system (to be dominated by ODS and CSSD). The Czech
Constitutional Court judged the attempt at the latter to be unconstitutional in January 2001. The
terms of the Opposition Agreement were renewed and extended to new areas of policy bargaining
with the signing of the so-called Edict of Tolerance in January 2000. See LN (11 July 2001).

¢ Despite winning an absolute majority of seats in the 1994 elections the MSzP formed a coalition
government with the Alliance of Free Democrats (SzDSz), which effectively allowed them to “share
the blame™ for economic austerity policies.
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dence (by a single vote) in May 1993 demonstrates this amply. After the introduction of
electoral thresholds for the September 1993 elections and a resulting decline in party sys-
tem fragmentation, the ability of the Polish prime minister to implement reform policies
increased significantly, as the literature would predict.

Another well-known hypothesis states that left-of-center parties in cohesive party sys-
tems are likely to benefit from corporatist modes of interest bargaining which integrate la-
bor and other groups threatened by radical reforms into the policy-making process. The
case of Poland lends qualified support to this argument; the Czech case, however, lends
only weak support at best. While, according to Orenstein & Hale [2000, 18], the first
Solidarity-backed governments in Poland “put surprisingly little emphasis on bringing
trade unions into the policy process in an institutionalized way” at the macro-level,’ in ear-
ly 1994 the left-wing coalition government successfully inaugurated macro-level tripartite
bargaining in the context of a moderately fragmented party system. The range of issues
discussed included state enterprise restructuring and privatization, bankruptcy protection,
and state-sector wages. Although it is questionable to what degree macro-level bargaining
contributed to the various policy successes of the SLD-PSL coalition, and despite the rup-
ture between the largest participating unions (OPZZ and Solidarity) which refused to sign
the same founding document, tripartism under a left-wing coalition government repre-
sented an important - although by no means the most important - element of Poland’s
relatively inclusive model of economic policymaking. During the 1990s this model in-
cluded numerous, often informal, quasi-<corporatist mechanisms incorporating both orga-
nized labor and business interests into the policymaking process through regular consul-
tations at various ministries, as well as regular attendance during the proceedings of nu-
merous parliamentary committees in the Sejm.

In contrast with the Polish case, attempts at corporatist bargaining in the Czech
Republic date back to 1990. Although originally a result of a bargain struck between the
social democratic and liberal wings of OF which liberals only grudgingly accepted [see
Rutland 1992], it was the ODS-ODA-KDU-CSL conservative coalition which used the so-
called Council for Economic and Social Accord (RHSD) during the early transition peri-
od as a means of convincing labor to accept an anti-inflationary low-wage policy so re-
forms could continue. By 1995 trade unions within the Czech-Moravian Chamber of Trade
Unions (CMKOS) began to reject government demands concerning wage restraint, and
both government and union leaders began to view one another with increasing suspicion
and contempt.® At first glance, Czech tripartism appears to lend weak confirmation to the

" This, of course, ignores the numerous modes of formal and informal interest representation at the
firm- and sectoral-levels which did incorporate labor into the policy-making process during the en-
tire first decade of transition in Poland. While liberal policymakers in the Mazowiecki and Bielecki
governments may have feared the power of labor to reverse important stabilization measures, and
therefore chose to exclude them from discussions over macroeconomic adjustment policies, to argue
that labor was excluded from all important aspects of economic policymaking during the early tran-
sition process, as Orenstein & Hale appear to do, ignores copious evidence to the contrary - par-
ticularly at the enterprise level.

& In an internal CMKOS memo from 1995 one union leader expressed outrage that the Klaus gov-
ernment was using the system of collective bargaining to humiliate labor publicly and make worker
representatives appear unreasonable. Government cynicism and abuse of the system, in his view, jus-
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argument that corporatist-style bargaining is likely to emerge in a cohesive party system
controlled by left parties (since the Czech party system was reasonably cohesive from mid
1992 to early 1998, and corporatist structures initially evolved as a social democratic ini-
tiative prior to the breakup of OF). Upon closer examination it clearly does not. Despite
its alleged role in promoting “social peace” and “including” workers in the reform process
[Orenstein 1994], critical analysis and detailed interviews with participants from CMKOS
show that from mid-1992 to 1998 Czech tripartism did not primarily serve as a means of
integrating organized interests into the policy-making process in any meaningful way.® The
range of issues on the agenda was generally narrow, and it became even smaller as the
Klaus government feared labor demands might go beyond what it deemed appropriate.
Moreover, relations between “social partners” were highly asymmetrical, with the Klaus
government exercising near-dictatorial control over what was supposed to be an institution
aimed at making and implementing consensus-based decisions.

Parties, power and policy: State control and political survival in new democracies

As in all postcommunist dual transitions, during the initial phase of radical reform under
the ODS-led coalition government the stakes of policy choices were exceptionally high,
and opportunities for institutionalizing partisan influence over the economy and polity
were numerous. For politicians and political parties alike, the most important variable was,
and continually remained, power. Przeworski et al [1995, 40] write that “power is a nat-
ural monopoly, since it exhibits increasing returns to scale: directly, to the extent that in-
cumbency gives advantage, and indirectly, to the extent that political power can be used to
acquire economic power and economic power can be used to gain political power”. This
statement contains a major insight concerning the nature of influence and contestation in
transitions from authoritarian rule, particularly during the early period where power con-
figurations have yet to stabilize. In postcommunist societies, where the construction of po-
litical systems based on voter choice and economies based on private property resembles
a large-scale natural experiment, the centrality of initial contestation and initial attempts
to institutionalize power exceeded that in post-authoritarian states (for example, in Latin
America and Southern Europe) where power configurations, although in flux, were gen-
erally much clearer and institutions - notably political parties - more developed. Under-
standing the relationship between political institutions and comparative regime perfor-
mance under postcommunism requires consideration of this important point.

tified union withdrawal from institutionalized collective bargaining structures. The union soon there-
after quit the tripartite talks. From 1995 to 1998 Czech corporatism was effectively moribund. In
the second half of 1998 the social democratic government revived the consultation process which
broke down under the previous ODS-led governments.

% Interviews which form the basis of this claim range from a discussion with the leader of the Union
of Civic Employees and member of the Board of Directors of CMKOS during the summer of 1995,
to an interview with the vice president of the steelworkers’ union (KOVO) in spring 2002 (Katefina
Mandovcova, Prague, 12 September 1995; Josef Stfedula, Prague, 3 April 2002). Frequent meetings
with government and union representatives, as well as Czech scholars writing on tripartism, confirm
the assertion that the Klaus government saw tripartism as a threat to its top-down view of econom-
ic policymaking, in which bargaining among organized interests did not play a significant role.
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Domination of the state apparatus and public policy during the early transition cre-
ates the possibility of subsequent long-term increasing returns to scale from power.
Members of the right-wing coalition government which exercised contro! over the Czech
state from the birth of an independent republic in January 1993 until December 1997 un-
derstood this axiom better than their counterparts in other postcommunist countries.'’
Their governing strategy focused on maximizing central control over all important aspects
of economic decision making, while simultaneously erecting barriers to participation for
competing interests. Rapid liquidation in 1993 of the Privatization Commission inherited
from the Czechoslovak federal state, which had previously increased the breadth of opin-
ion taken into consideration when deciding on individual privatization projects in the con-
text of so-calied small privatization [Husak 1997, 134-139], serves as just one example of
this strategy. The Klaus government’s strategic, cynical approach to tripartism serves as
another.

The ODS-led coalition sought not to increase the participation of organized inter-
ests in the policymaking process through collective bargaining but, paradoxically, to limit
it. By 1995 both government and union behavior, as well as government and union per-
ceptions of tripartism, indicated that the goal of the Klaus government to marginalize civ-
il society in the formulation of key economic reform policies - particularly those con-
cerning privatization - had been largely accomplished. By “including” labor in a narrow,
but publicly visible, forum where the most important distributional issues on the reform
agenda were not discussed - the most significant of which was the privatization and con-
trol of state-owned assets - the coalition government effectively excluded the single largest
organized interest in society from taking part in determining “who got what” during the
most critical phase of the construction of Czech capitalism [Terra 2002]. The Klaus gov-
ernment’s public proclamations during 1995 that privatization and the macroeconomic
transition were by-and-large “over”" correspond closely with the effective collapse of cor-
poratist policy bargaining. Viewed from this angle, an ostensibly “failed” institution ap-
pears to have served the key strategic purpose its government custodians intended.

Privatization as a means of building more than markets

Understanding the policy-related goals of ruling parties and reform outcomes in the Czech
Republic requires close examination of the privatization process during the Klaus era
(1992-1997). A wealth of evidence made public through investigative reports in the mass
media, the admissions of key figures, and the loosening of the Czech freedom of informa-
tion law after the interim ToSovsky government assumed power in early 1998, reveals a pat-

1o And the signing of the Opposition Agreement shows that power concerns continue to trump all
others. If a single core value can be said to exist in the Civic Democratic Party (ODS) under the
leadership of Véaclav Klaus, it is that the status of powerless opposition must be avoided at all costs,
and a loss of influence (or, preferably, control} over state institutions is politically calamitous.

W According to Mandovcova, by the summer of 1995 Prime Minister Klaus made it clear to Czech
unions that the most important aspects of the economic transition were “over” and there was little
or no need for regular negotiations. (Interview with Katefina Mandovcova, Prague, 12 September
1995).
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tern in which ruling politicians successfully used privatization as an important means of
obtaining party funding. With numerically weak memberships and poorly developed legal
donor networks, distributing former state assets in return for large donations served as a
logical and effective means for party leaders to strengthen their organizations, and there-
by ensure their future competitiveness in the struggle for political power. ODS and ODA,
in particular, exploited this tactic for several years. Strong evidence exists, for example,
that ODS engineered asset-for-donation quid pro quos during the sale of state shares in the
telecom and steel industries,'* among others. Another significant source of illicit party
contributions came from both Czech firms seeking state protection from market forces,
and foreign firms seeking favorable treatment and access to local consumers.?

Illegal party financing among members of Prime Minister Klaus’s ruling coalition
required a complex system capable of disguising efforts to strengthen partisan organiza-
tions. This included maintaining donor anonymity by dividing large contributions into
smaller sums and attributing each “gift” to numerous, and sometimes fictitious, individu-
als (which had the added benefit of avoiding higher taxation rates), as well as maintaining
foreign bank accounts protected by secrecy laws, from which “loans” were procured when
necessary. ' This strategy of organizational development and institutionalization eventual-
ly caused the collapse of the longest-reigning government in postcommunist Europe in
December 1997, when revelations surfaced which detailed corruption during the privati-
zation of a major steel mill and evidence of a linked Swiss bank account belonging to
ODS." The case made headlines not only for the systematic illegality it revealed, but also
for the comical bungling of ODS officials during attempts at a cover-up, which included
attributing large party donations made by Moravia Steel to a deceased Hungarian and a

2 In an informal conversation in December 1998, the Czech head of the local branch of an Amer-
ican management consulting firm claimed to have seen “smoking gun”, investigation-based evidence
that a large side-payment was made by representatives of the Dutch-Swiss TelSource consortium dur-
ing the privatization of the former fixed-line telephone monopoly SPT Telecom. The case of Moravia
Steel making a large donation to ODS in return for guaranteed financing from a state-controlled
bank and inside information on share auction pricing, which enabled a majority share purchase of
a steel mill, remains the most famous case of illicit party funding (see below).

131 ODA, for example, created a shell company called TMC based in the Virgin Islands which served
as a cover for donations made by companies seeking access and anonymity. According to an inves-
tigation widely quoted in the Czech press, TMC “donated” CZK 6 million (roughly $200,000 at the
contemporaneous exchange rate) which allegedly came from Philip Morris, the First Investment
Fund, and the Vitkovice steel mill. See Respekt (9 Feb 1998, 16 Feb 1998). A former chairman of
ODA, who requested anonymity, verified this in spring 2002.

¥ ]t should be pointed out that during the period 1992-1997 KDU-CSL benefited considerably less
from the abuse of privatization policy and access-for-money schemes than did ODS and ODA. Party
leaders, however, were accused of counting large donations from wealthy sponsors as smaller “mem-
ber contributions” during 1996 as a means of avoiding higher taxation and preserving donor
anonymity. See Respekt (1 December 1997).

B The Czech press covered this scandal widely. See, for example, the issues of the weekly Respekt
from 1 Dec 1997, 8 Dec 1997, 9 Feb 1998, 16 Feb 1998, and 2 April 2001. For broad coverage of
many aspects of the privatization and party financing scandals emerging from “the Klaus era”, see
also the series of articles entitled “Zlata horecka (“The Gold Rush™) published in the weekly maga-
zine Tyden from 9 February until 16 March 1998.
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surprised citizen of Mauritius. Subsequent investigations of the Moravia Steel case result-
ed in a high-profile trial in which the ODS vice chairman was accused of defrauding the
state of CZK 1 million (roughly $35,000) in unpaid taxes from party donations. Both
founders of ODS, including former prime minister Klaus, testified during the trial.
Although the defendant was exonerated in November 2000 due to a lack of evidence, the
justice minister serving at the time claimed that “it’s certain that a criminal act took place,
and we cannot be satisfied that the guilty were not caught” (MFD, 25 May 2001).

Although it appeared that an increasingly effective legal process had undermined a
once-useful means of party financing, in May 2000 Czech MPs prevented the liquidation
of a system which had served them well by voting overwhelmingly to abolish taxation of
party donations. Passage of the law was purposely concealed, and several prominent leg-
islators from left to right denied knowing the real purpose of the bill, or claimed to have
“forgotten” how they voted. The new law effectively shut down investigations into secret
party bank accounts and ended the slow reform process which began after the collapse of
the Klaus government in December 1997 (MFD, 20 April 2001).

Successful efforts to render legal a formerly forbidden (but indulged) practice and
decrease the transparency of party financing contrast sharply with Polish practices.
Although questionable party fundraising and cronyism in government contracts has oc-
curred since the founding of new democratic parties began in Poland in the early 1990s,
Article 11, Paragraph 2 of the Polish Constitution of 1997 emphatically states that “[t]he
financing of political parties shall be open to public inspection”. This constitutional pro-
vision severely complicates construction of a Czech-style system of party financing.
Furthermore, relatively frequent government alternation, as well as a privatization process
which involves a more diverse range of paths and practices than in the Czech Republic,
has decreased opportunities for institutionalizing illicit party financing schemes. These
factors also help explain the relative lack of corruption in party funding in Poland prior to
the adoption of the 1997 Constitution. As a result of this system of effective disincentives,
party machine-building through the distribution of state assets for side-payments has re-
mained relatively unavailable in Poland as a feasible organizational development strategy.
This reality has not, however, contributed to a significantly higher perceived legitimacy of
political parties or the party system in Poland in comparison with the Czech Republic.'

Conclusion

Evidence from postcommunist countries lends mixed support to hypotheses from the lit-
erature on democratic transitions and economic reform. While the relationship between
political institutions and economic reform appears at times to follow clear empirical pat-

16/ According to Eurobarometer, data from October 2001 indicate the level of trust in parties to be
12 percent in the Czech Republic, 14 percent in Poland, and 17 percent in Hungary; the average was
17 percent for EU members states and 13 percent for EU applicant countries. Levels of trust in par-
liament were 26 percent for the Czech Republic, 28 percent for Poland, and 44 percent for Hungary;
the average was 40 percent for EU member states and 30 percent for applicant countries. See Euro-
barometer 2001: Public Opinion in the Countries Applying for European Union Membership (Brussels:
European Commission, March 2002) p. 24.
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terns, it is often subject to variation according to the pretransition regime type. Fragmen-
tation and polarization, for example, generally complicate attempts to reform economies
in any transitional setting. In postcommunist systems, however, parties of both the left and
the right tend to make only marginal adjustments to policies they inherit from outgoing
governments, Reform course diversions are especially unlikely in postcommunist societies
due to pro-reform pressures emanating from the EU and the regional political consensus
in EU applicant countries that eventual membership will bring long-awaited economic, po-
litical, social and cultural benefits.

Policy disputes in postcommunist transitions tend to revolve around the sequencing
or pace of reform, not the fundamental content or direction of reform policies. This con-
trasts markedly with numerous earlier cases of postauthoritarian democratic transition.
Left-wing parties in postcommunist countries may be more aggressively reformist than
their ostensibly pro-market conservative counterparts. Furthermore, because of the rela-
tively weak position of labor in many postcommunist states, corporatist modes of policy
bargaining are unlikely to form a viable long-term option, even when left parties govern.
Where corporatist policy concertation does emerge as a way of promoting consensus-
building on behalf of reform, it is unlikely to become institutionalized and it may be aban-
doned by governments which seek to marginalize labor for strategic reasons.

Postcommunist parties and party systems show marked differences when compared
with parties and party systems that emerged from former authoritarian systems in Latin
America, Southern Europe and East Asia. In addition to unstable voter preferences which
undermine the traditional class basis of party and party system organization, the histori-
cal legacy of communist rule may create ideological divisions which severely limit the
coalition-building options available in a party system and it may encourage unusual and
electorally risky accords such as the Czech Opposition Agreement.

With the exception of a number of organizations with roots in the communist era,
political parties in postcommunist systems have relatively few resources with which to in-
crease organizational strength. Resource deficits in newly competitive political systems
create a temptation for parties which gain power during the early transition period to
siphon off assets from the state as rapidly as possible as a means of survival. Such a strat-
egy of organizational development can adversely affect economic reform, in particular
booty- and patronage-generating privatization, which is likely to become less popular as it
becomes identified with corrupt party practices.” But since politically-motivated resource
diversions are likely to occur before the legal and institutional bases of a market economy

" Public opinion data gathered in February 2002 indicated that 76 percent of Czechs believed that
the economy should be under greater state control; 80 percent believed the state should maintain
majority control of banks; 50 percent believed the state should prop up large enterprises; and 82 per-
cent were dissatisfied with the privatization process. These findings represent a stunning contrast
with the pro-market, pro-privatization euphoria in the Czech half of the Czechoslovak federation dur-
ing the early 1990s. See LN (27 March 2002). Although findings may be biased slightly upward due
to the appearance of divisive electoral campaign rhetoric in the national press by late winter 2002,
we can safely assume this bias to be much less significant than that resulting from a severe political
crisis, as in the case of Poland during the early 1990s. Attention to such factors, although generally
absent in comparative political analysis, is essential if scholars value the actual ability of data and
“evidence” to support their assertions.
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are fully in place, recovery from this state of affairs - which negatively affects public trust
in parties and parliaments, as well as economic performance - can be difficult. This pat-
tern can be clearly observed in, among other countries, the Czech Republic and Russia
[Black et al, 1999].

The stability of political systems during periods of rapid change also appears to cor-
relate strongly with economic growth and progress along a series of economic variables.
Economic progress brings clear advantages to reform projects, insofar as it improves per-
ceptions of regime performance and legitimacy. By providing resources for targeted com-
pensation, economic growth also decreases resentment arising from increasing income dis-
parities among various social groups and professions. This, in turn, broadens the social
base of reginie support and helps institutionalize compromise. Other factors have also con-
tributed to the stabilization of postcommunist systems. Success in achieving the stated
goal of NATO membership, or making significant steps toward future membership, and
progress toward full integration into the EU also reinforce the perception that postcom-
munist regimes have performed well. Further, in an age when democracy and the market
have ascended as the favored development model and authoritarian options have been dis-
credited, few feasible alternatives exist.

The presence of organizationally weak civil societies has also helped preserve sta-
bility in postcommunist systems. In the case where civil society has been most active in or-
ganizing opposition to various aspects of reform, namely in Poland, the broad population
has arguably benefited more than anywhere else from postcommunist development.
Superior growth in this case has acted as a clear counterweight to potential anti-regime
threats, as it has provided the resource base for a generous (but typically inefficient) West
European-style welfare state while increasing class-based support for democracy and the
market among middle- and higher-income groups.” Although some claim that the use of
social compensation as a means of neutralizing opposition to reform has “demobilized”
society and produced a form of exclusionary democracy [Greskovits 1998], the actual
causes of variation in the level of participation across postcommunist countries are prob-
ably more related to pre-transition historical and structural factors than to strategic de-
mobilization. This is particularly true where the inclusion or exclusion of organized labor
is concerned [Terra 2002].

Irrespective of normative judgements concerning democratic outcomes, pessimistic
arguments that predicted poor economic performance and widespread rejection of reform
appear thoroughly discredited. Surprisingly, such arguments have been laid to rest not on-
ly by evidence in cases where progress in economic reform has been the most substantial,
but also by evidence in countries where economic growth and progress have been less im-
pressive. Arguments predicting a flood of regional poverty and subsequent widespread re-

18 Since 1994, economic growth and successful compensation in Poland also helped limit the inten-
sity (and, with the exception of 1999) frequency of strikes. During interviews conducted in Warsaw
in 1998, former prime ministers Jozef Oleksy and Wlodzimierz Cimoszewicz made it clear to me
how various Polish governments have deliberately used policy tools, including targeted compensa-
tion, to placate restive workers so policies could be pursued without the threat of disruption. It is al-
so important to note that while Poland experienced an unusually high number of strikes in the ear-
ly 1990s, and again in 1999, these actions have almost always focused on government policies, not
on the legitimacy of democracy and the free-market system.
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volts against reformist governments severely underestimated the so-called political econo-
my of patience in postcommunist societies. Citizens in postcommunist countries, it seems,
are more optimistic and patient than many scholars of postcommunist systems. Concerns
about consumption, economic performance, and political participation in most of the for-
mer Soviet bloc are presently not much different than in Western Europe. This should be
seen as a sign of success, not failure.

The original American English usage in this article has been preserved at the request of the au-
thor.

JONATHAN A. TERRA received his Ph.D. in political science from Stanford University in 2002.
His doctoral dissertation Influence, Assets and Democracy: Who Got What After the Fall
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cymaking in Poland and the Czech Republic during the 1990s.
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