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PREFACE TO THE ENGLISH EDITION

Britain’s decision to leave the European Union confronts it with a very uncertain future, but is also another strong signal that a period of European history has come to a close. The British plebiscite against the EU confirms the fragility of the neoliberal order that emerged in the 1980s. The first big blow came with the stock market crash of 2008–9 and the subsequent economic crisis. Some countries, like Germany, have recovered from the crisis, but southern Europe and the lower middle classes across large parts of the continent have not.

The political responses to neoliberalism are proving even more explosive than its economic consequences. Populists all over Europe are exploiting the general discontent with high unemployment, insecure and badly paid jobs for the young, and intensifying economic competition due to free trade and labor migrants. As Brexit shows, the old specter of nationalism is back again, and has greater popular appeal than the EU, which has been made the scapegoat for all sorts of social and economic problems. The populists promise to safeguard their ethnically defined nation from the ills of global competition, labor competition at home, rising criminality, foreign terrorists, and the decay of traditional national values. But their more fundamental allure lies in the fact that they have successfully contradicted the Thatcherite slogan “There is no alternative,” once mocked as TINA. This antipolitical mode of argumentation was misused to press through several major economic and social reforms, and unfortunately even European integration and the EU project. The Brexit campaign succeeded because it insisted there is an alternative, even if it is detrimental to large parts of the population and might in fact lead to the dissolution of the United Kingdom.

Though the Brexit vote occurred seven years after the crisis of 2008–9, there is another connection between the two events. In several postcommunist countries, the crisis was so severe that it resulted in unprecedented mass migration. In 2015 Europe was preoccupied with the arrival of more than one million refugees from the Middle East (and blatantly failed to find a common response to this challenge) but, contrary to the popular view, this influx was considerably less than the labor migration triggered by the crisis of 2008–9. Between 2009 and 2011, Romania lost 2.4 million inhabitants, or more than 10 percent of its population; Latvia and Lithuania lost several hundred thousand, mostly through labor migration. These people left their homes not only to escape the deep recession, but also in reaction to the drastic social cuts demanded by the International Monetary Fund and its various “rescue packages.” The United Kingdom was the most important receiving country for labor migrants from Eastern Europe. This immigration helped the UK to recover economically from the crisis, but also increased the job competition for the lower middle class. The right-wing populists of the UK Independence Party (UKIP) built their campaign on popular dissatisfaction with the growing economic pressure, especially on the labor market. Will Denmark, the Netherlands, France, and other countries with strong right-wing populist movements follow the English example? The rise of Donald Trump shows that this is not merely a European problem. Such questions about the future are beyond the ambit of historians. But by analyzing the past, one might better understand the present tendency toward closed societies, as opposed to the open societies once conceptualized by Karl Popper and realized in large parts of Europe after 1989.

Another proponent of closed societies and a major external challenge for the European Union and the West at large is Vladimir Putin. Russian aggression against Ukraine has ended a long phase of peace on the continent, one that had helped to strengthen the postcommunist economies and sustain social spending in Western Europe after the end of the Cold War. The authoritarian turn in Eastern Europe is not confined to Russia; it has infected Hungary and is threatening to grip Poland. New splits have appeared not only between the East and West of Europe, but also between the North and South. Another large country and a founding member of the EU, Italy, has not yet recovered from the crisis. In fact, labor migration from Italy is on the rise, and from Greece even more so. In the long run, these imbalances and the growing economic and social gaps between countries and especially within societies are jeopardizing the achievements of European integration, such as open borders, more than the challenge posed by the refugees from the Middle East and Africa.

The only consolation in this gloomy picture is the fact that at certain moments in recent history the situation was worse. This was true in the early 1990s, when Yugoslavia fell apart in a bloody and protracted civil war, resulting in a refugee crisis even more severe than the present one. The Soviet Union and its most important successor state, the Russian Federation, were plunged into chaos, and the standard Western economic recipes did not seem to work. In fact, even the expert bets on Poland were mixed in those years: unemployment was constantly rising, social protests threatened to derail reforms, the postcommunists won the elections in 1993, and it was not clear whether the economy had already hit bottom. Moreover, the European Union was divided between further integration and enlargement, and it failed miserably to bring order to its own backyard in Yugoslavia or devise a new Marshall Plan for the Eastern neighbors knocking at its doors.

And yet nowadays commentators look back calmly at the turbulent early 1990s, and even idealize the economic reforms enacted then. This tendency shaped the self-affirming debate in the United States about the postcommunist transformation at the twenty-fifth anniversary of 1989. In 2014 a pair of American scholars writing for Foreign Affairs made the bold claim that the postcommunist states had become “normal countries.” These neoliberal success stories glossed over Russia in the 1990s, where the depression was as deep as the one in the United States in the 1930s. And one should not forget that the disintegration of Yugoslavia and of Czechoslovakia was caused in part by conflicts over whether to enact radical or gradual reforms. Even in relatively “successful” countries such as Poland, the economic reforms brought suffering to millions of people in rural and old industrial regions. The hardship experienced by transformation’s losers and disillusionment with neoliberal capitalism have created fertile ground for populist parties, authoritarian tendencies, and even neo-fascist movements. As a result of the crisis, Western Europe is now facing similar challenges.

Hence the “dual transition”—from planned to market economy and from dictatorship to democracy—that many observers in 1989–90 expected to occur did not materialize. There was no universal “end of history” resulting in liberal democracy, because capitalism, as German historian Jürgen Kocka has pointed out, can exist without democracy. This may even be true for the United States, where left- and right-wing populists are on the rise as well. All these current problems have multiple causes, but they certainly include the growing gap between rich and poor, increased pressure on the middle class, the loss of the European equivalent of the “American dream,” and the diminishing capability of states and their governments to alleviate social and economic woes.

It would be simplistic to blame neoliberalism for all these problems. Instead, this book proposes to use it as a neutral, analytical term, and to distinguish between its intellectual history, its implementation (which always depended on the given context), and its social and political consequences. But certainly the main pillars of this ideology—blind belief in the market as an adjudicator in almost all human affairs, irrational reliance on the rationality of market participants, disdain for the state as expressed in the myth of “big government,” and the uniform application of the economic recipes of the Washington Consensus (which was also passed in 1989 and shows the global dimension of this caesura)—have had grave side effects. Therefore, one cannot claim that the shock therapy came first and was followed by growth and prosperity. Such a simple causal correlation cannot be proven. Still, this does not imply that the gradualists were right: countries that tried to avoid reforms in the early 1990s, such as Romania and Ukraine, fared even worse.

The main argument of this book is that the economic performance of the postcommunist countries, including Germany after its 1990 unification, depended above all on their social capital. This also best explains Poland’s unexpected success. Due to the dysfunction of their nation’s planned economy, millions of Poles had learned how to run businesses and survive in a market economy prior to 1989. They took up the many opportunities offered by the new order. To explain this properly requires a social history perspective focusing not only on reform policies, but also on “transformation from below.” Thus, this book adds to the growing historiography on neoliberalism, which so far has concentrated on its intellectual roots and breakthrough up to the 1980s. Here, the main issue is how neoliberalism was implemented in Europe in a first wave after 1989, and in a second wave starting in the late 1990s and ending with the disaster of 2008–9 (the Eastern European bubble which burst then had some commonalities with the American real estate bubble). The impact on various societies, social groups, regions, and cities is another important topic. This impact should not be painted in somber colors only. The new order also created opportunities for certain groups within society; as in the United States, neoliberalism had a popular dimension. The comparative analysis moves from East to West, and not the other way around, as is common in the traditional, occidentalist historiography of Europe. Tony Judt has already stressed the significance of changes in the East on the West in his masterly history of postwar Europe. This book tries to continue his work in terms of time and with a stronger focus on social and economic history.
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Introduction

On the Road to 1989

The origins of this book lie in the golden summer of 1977. It was a bright time in Europe, both politically and meteorologically. The first oil crisis had passed, and a policy of détente prevailed. The Helsinki Accords of 1975 had built confidence; the West German government propagated “change through rapprochement.” The East-West standoff seemed to have calmed. It was in this political climate that my parents decided to take a summer vacation in the “Eastern Bloc.” The phrase was spoken with a note of apprehension, despite the new optimism. “Eastern” meant communist; “bloc” suggested self-imposed seclusion and military threat. Various members of our family had bad personal memories of the Red Army in 1945, and in 1968, when it had crushed the Prague Spring. The itinerary for our vacation, then, was worked out with due caution. The first stop was to be Hungary, for it was known as the “happiest barracks in the communist camp.” Then we would travel to southern Poland, from there to the beautiful Krkonoše Mountains lining the Polish-Czech border and, lastly, to Prague to visit relatives. Our journey started well. There was no iron curtain across the border; the Hungarian guards greeted us cheerfully. We were not fazed by passport and custom controls, as they were still common at Western European borders. Budapest was quite close and the Danube glittered in the evening light. The goulash we ate at a restaurant, namesake of Hungarian communism, was far spicier than anything at home in bland West Germany.

The first incident that hinted at the events to come in 1989 occurred after nightfall at the campsite in Budapest. At the gate, there were two entry booths and two lines of people—one long, one short. The long line, which did not seem to be moving, was made up of Germans. But they spoke an unfamiliar, eastern dialect, and scowled as they stood empty-handed, waiting. Germans also made up the fast-moving, short line next to them. They were dressed more like us and held valuable West German deutschmarks in their hands. It was embarrassing to me, a teenager at my father’s side, to march past others waiting in line. I was told that we were in the line to pay with West German marks and so would be allotted a space immediately, while those in the other line had to wait until the end of the day and take what was left, because they could pay only in East German marks. If no spaces were left, they would have to sleep in their cars. Outraged, I asked my father why the poor East Germans did not benefit from the special friendship between Eastern Bloc countries that was trumpeted by communist propaganda. My father replied that the Eastern Bloc countries suffered from a shortage of foreign exchange and were eager to get their hands on deutschmarks. This was also the reason why Western tourists were required to exchange a certain amount of money, at that time twenty-five West German marks (around twelve US dollars), for every day of their stay. I suggested giving the East Germans in the long line some deutschmarks; exchanging them as we did schillings in Austria. Another discussion followed, continued later with our campsite neighbors from Karl-Marx-Stadt, about why the Eastern Bloc only permitted changing money in a bank and what an official rate of exchange was.

That night at the campsite in Budapest was like a crash course in international finance and economics: Eastern currencies, Western currencies, foreign exchange, export, import, foreign debt, and—touching on “economics from below”—unofficial rates of exchange and the black market. The obvious injustice of the two lines and the scowls of those cooling their heels for hours preyed on my mind. A week later, after a long wait and extensive checks at the Hungarian-Slovak border, and again at the Czech-Polish border, which did not tally at all with the official image of socialist friendship, I gained the opportunity to put my newly acquired financial knowledge to use in Kraków. The Polish friends we had met the previous summer as they were hitchhiking through Germany on their first trip to the West—another journey made possible by the détente—wanted to buy deutschmarks from us. They told us of the rising prices, empty stores, and falling value of the złoty. Clearly, West German marks and US dollars were worth far more than the national currency in Poland. Thus ordinary Polish citizens were already demonstrating the kind of market savvy that later helped their country’s economy to flourish. But back in 1977, nobody imagined that the Eastern Bloc would ever collapse, or that a neoliberal train was being put on track in the United Kingdom and the United States that was set to cross Europe in 1989.

However, the 1977 slump in the black market price of the złoty presaged the massive economic problems that soon confronted the People’s Republic of Poland. As we now know, it marked the beginning of a five-year downward slide for the Polish economy.1 The modernization the country had hoped to achieve by importing Western technology had failed, leaving only foreign debts that it struggled to pay off. For me, as a teenage visitor, Poland’s rising inflation (which the planned economy should theoretically have prevented) was not an acute problem. On the contrary, I received three times as many złotys from our host family for my saved-up pocket money than my father got for the same number of deutschmarks at the bank’s official rate of exchange. For the pile of aluminum coins and bills as paper-thin as play money I could send postcards to all my friends and buy unlimited amounts of ice cream for a week. I was not, however, able to buy ballpoint pens or ink cartridges. Nevertheless, I had unconsciously become a privileged Westerner in Poland. But this good fortune under “real existing socialism”—a step on the way to communist paradise, as the ideologues would have it—was not without alloy. I soon noticed that the local youngsters could not afford to buy any ice cream, or jeans, or sneakers for that matter. Furthermore, although there was no standing in line for campsites in Kraków, as there had been in Budapest, there were long queues for meat, sugar, cream, and other goods that we Westerners took utterly for granted.

In Czechoslovakia, the third stop on our journey, scarcity was not a problem. Our relatives in Prague drove a new Škoda, lived in a modern detached house in an idyllic spot overlooking the Vltava River, and had a delightful weekend home, too. The standard of living of our West German family of six was no higher. But behind closed doors, my great-uncle and his son complained about the political situation. They were dismayed by the so-called normalization (normalizace) instituted after the crushing of the Prague Spring (which every specialist in Eastern European studies should bear in mind before using the word “normal”) and the inefficiency of national industries, with which they, both engineers, were acquainted from personal experience. They could see that their country was falling behind on a technological level, and it hurt their professional and national pride. Even we tourists sensed the leaden atmosphere in the Czech capital: the site of Jan Palach’s self-immolation in January 1969 in protest against the Warsaw Pact invasion (which ended the Prague Spring) and other symbolic places were oppressively monitored.

Not everybody was resigned to the status quo. There were courageous dissidents in the East, and in the West, including my high school’s Prague-born headmaster. When the Polish regime cracked down on the Solidarność (Solidarity) movement in fall 1981, our headmaster organized a food parcel campaign to benefit the needy in Poland. When the Czech dissidents involved in Charta 77 were hit by a wave of arrests, the school sent intellectual sustenance to Czechoslovakia: parcels of books containing banned literature, collected and packed by our class. Contrary to Czech author Milan Kundera’s accusation in his 1983 essay “The Tragedy of Central Europe,” then, the countries beyond the bloc boundary had not been completely forgotten.2 But more important than this Western aid, in a historical perspective, was the fact that the Eastern Bloc societies were shifting ever closer to the West. An increasing number of Poles, Hungarians, and Czechs traveled to Western Europe under the policy of détente, some as tourists, like our friends from Kraków, and others on business.

Although they saw how much richer the West was, the postwar boom had, in fact, already ended. Some countries in the West were wrestling with currency vagaries (the US dollar came under strong pressure in the 1970s; Great Britain needed to be bailed out by an IMF rescue package in 1976), rising unemployment, and spiraling national deficits, which in turn fueled inflation. Economists in the East closely observed the crisis of the West. As the later reform politicians Václav Klaus and Leszek Balcerowicz noted with interest, it prompted an international paradigm shift in economic policy away from Keynesianism, which was considered to have failed, and toward monetarism—steering the economy by means of money supply, controlled by central banks. Following the election victories of Margaret Thatcher and Ronald Reagan, the UK and US governments set about privatizing state enterprises, liberalizing previously regulated sectors (such as banks and the stock exchange), and generally withdrawing from the economy.3 Their actions serve as a rough definition of neoliberalism, which then became a major factor driving European history, first in the United Kingdom, then in the postcommunist East, reaching Western Europe after a slight delay and eventually the Mediterranean South. In the eighties even Social Democrat–ruled countries such as West Germany started discussing cuts in social spending. After two severe recessions, there was a growing sense of crisis in all Western countries.

But the Eastern Bloc’s problems were more obvious and more fundamental. The constant shortfalls in supply, the conspicuous injustices, and the growing economic gulf between East and West were among the factors that confounded communism (the ideology) and state socialism (the practice). But before 1989, neither the experts on Eastern Europe, who will play an important part in this book, nor the acquaintances I made on further trips behind the Iron Curtain predicted that the end was near. As a student, I advanced from investing in ice cream to selling or bartering packets of nylon pantyhose and music cassettes. This enabled me to finance a number of carefree “East-side” vacations spent in interesting conversation. Even in the summer of 1989, almost all Western Sovietologists were convinced of the permanence of the Cold War constellation and the Soviet Union. It is easy to criticize this misjudgment with the wisdom of hindsight. But it is more rewarding to think back to explore the complexities and contingencies of the period. The challenge is to take from these an explanation for the sudden collapse of the old order in 1989–91 and its consequences for Western Europe.

Underneath the surface, political unrest was brewing throughout the Eastern Bloc. It was perceptible even in oppressively controlled Czechoslovakia. During one of my visits, timed to coincide with the May 1 celebrations in 1989, a counterdemonstration suddenly emerged from the official rally on Prague’s Václavské Náměstí (Wenceslas Square) when protesters started shouting antiregime slogans. But before the security forces could intervene, the renegades had merged back into the ranks behind the red flags and banners of Marx, Engels, and Lenin. That evening there was heavy rioting; the police cracked down with brute force on the demonstrators. Nevertheless, the opposition kept up its strategy of nonviolence, and fortunately did so again in the fall. Although the city centers were full of security forces, militia, and secret police, many of whom were recognizable by their leather jackets and alcohol-puffed faces, there were not enough of them to subdue or arrest several hundred thousand demonstrators. That fall more than a quarter of a century ago, the crowd had an irresistible, magnetic force.

Yet in early November the Wenceslas Square protesters and I, their Western guest, could not be certain that all the men in uniform and leather jackets would continue to simply look on. The intense atmosphere of tension bonded complete strangers. In late November, when a happy end was on the horizon, the collective sense of relief and joy was correspondingly huge. The mood in Prague was like that of a school graduation party: we had passed the test; the old authorities had no more to say; the world was our oyster. It seemed as if anything was possible.4

But the exhilaration soon gave way to disillusionment. This was especially noticeable in the winter of 1989–90 in Berlin, which I visited after the revolution in Prague. West Berliners complained about all the newcomers from the East, jamming the streets with their stinking cars and buying up all the supermarket stock. Suddenly the tables were turned—Westerners now had to stand in line themselves. Meanwhile, postcommunist societies faced a different category of problems. In Poland, hyperinflation obliterated the population’s złoty savings and reduced real incomes—the “real” aspect in this case being their value in foreign currencies—to the equivalent of less than fifty dollars a month. With less foreign debt, Czechoslovakia was not immediately compelled to introduce radical reforms. But the cancellation of food subsidies caused 50-percent price rises for dairy products and vegetables, and around 30 percent for bread.5 In East Germany (GDR), hundreds of factories stopped production and dismissed their staff. Yet economic collapse did not lead to the “third way” between capitalism and socialism that some former dissidents had hoped for. In 1990, socialism was too unpopular to win any elections or loans from the West.

By the early nineties, a political and economic movement toward neoliberal economic policy had emerged in almost all postcommunist countries. It was supported by the countries west of the now-perforated Iron Curtain, whose societies were not aware of the far-reaching implications of this paradigm shift. Their governments glossed over the potential pitfalls with grand promises of prosperity for all. A good example was German chancellor Helmut Kohl’s promise of “flourishing landscapes” in East Germany. This slogan helped him to win the first federal elections in 1990, but became the butt of jokes in later years in view of all the difficulties besetting the East, and soon the former West of Germany. As far as Western observers were concerned, the countries in transition were still on the other side of the Iron Curtain, which had perhaps thinned but not yet been raised. Social science scholarship reserved the term “transition” and the more encompassing “transformation” for the eastern half of Europe. Thus Western governments, scholars, and commentators implied that Eastern Europe needed to profoundly change, whereas the West could remain more or less as it was. In the light of earlier revolutionary periods, such as those after 1789, 1848, and 1917, they were effectively pursuing a strategy of containment.

This book narrates and analyzes contemporary European history from a different vantage point. Instead of dealing with Eastern Europe as a territorial container and enclosed system, it shows how the changes after the fall of the Berlin Wall affected and “cotransformed” Western and eventually southern Europe. This has also informed the intinerary by which the reader travels through Europe and its most recent history. This is not an occidentalist history of Europe like a great number of older books, which Norman Davies once mocked as “Euro-history.” It is, rather, a European history narrated from an Eastern angle, from the perspective of the peoples who ended communism, tore down the Wall, and then underwent unprecedented political, social, and economic change. Hence the reader will find more information on the history of Poland and Germany than on, for instance, France. But obviously no history of Europe can cover the entire continent equally and exhaustively.

While the West lived under the illusion that it would remain more or less unchanged by the breakdown of state socialism, the effects of the “shock therapy” in Eastern Europe soon became apparent in Poland. On a visit to my Kraków friends in fall 1991, I found the city with its half a million inhabitants shrouded in an acrid brown haze. The cause was the Nowa Huta steelworks. But people were glad the chimneys were puffing away because the factory was at least a source of employment. There were only three restaurants open in the evening in the city center, as few residents could afford to eat out. Stores were empty, no longer because of a lack of supplies, but because of low demand. Hardly anybody had money to spend. The only thriving segment was the farmers’ markets, offering onions, potatoes, and other basic foodstuffs at low prices. Was this the new order that the proponents of free market economy had promised? Where were the economic reforms supposed to be heading?

Let’s take one last leap in time to the boom years after EU enlargement: Warsaw, Kraków, Prague, and Berlin all have consumer palaces, seas of illuminated advertisements, and a constant hum of background noise from the heavy traffic and music emanating from bars and stores, open until well into the night. Is this still Eastern Europe, or has it blended into the West? The soundscapes are the same; so are the visual stimuli. But driving cross-country between the cities, one sees a different picture. Empty apartment blocks and derelict factories bear witness to earlier attempts to create a socialist modernity. Aging and shrinking village populations give little cause for optimism about the future.

This close juxtaposition of affluence and poverty, urban boom and rural stagnation, is no longer a feature of the former Eastern Bloc alone. Europe is rife with growing regional and social disparities in the West as in the East (as is also true of the United States). Many towns in (West) Germany’s former industrial heart, the Ruhr region, are as gray today as the stereotypical image of communist towns. Is there a connection between the upswing in parts of Eastern Europe and the crisis in regions of the West? This issue is also addressed below: United Germany, Austria, Sweden, and Finland were all directly affected by the post-1989 reforms and resultant economic competition from Eastern Europe. To an extent, these countries were compelled to reinvent themselves. Germany in particular underwent a process of cotransformation that transcended the Cold War boundaries.

The aftershocks were weaker in the countries of southern Europe. At first they seemed largely unaffected by the opening of Europe, riding out the 1990s and the introduction of the euro in 2001. But since the euro crisis that erupted in 2010, developments there have echoed those in Eastern Europe. Many reforms prescribed to Greece, Italy, Spain, and Portugal for privatization, liberalization, and deregulation recall the neoliberal cuts in postcommunist Europe. Will the South become the new East? This question addresses the very recent past, which is usually avoided by historians. But the extent and duration of the great recession after the stock market crash of 2008–9 and its consequences for society are comparable with the situation in Eastern Europe in the nineties. One difference is that rising unemployment and increasing poverty in Southern Europe have so far affected the young much more than the older generations. Exploring such contrasts and analogies has been a motivation to continue this book’s exploration into the recent past.

Since the crisis of 2008–9, neoliberal doctrine has come under widespread criticism. But it should not be forgotten that the economic changes in the former Eastern Bloc created many opportunities, especially in the urban centers. It would be wrong, then, to polemically write off the entire project. Nevertheless, it is undeniable that the situation in rural areas and in the successor states of the Soviet Union took a dramatic downturn. (The Baltic states have undergone a unique development; they must be considered separately and not as part of the post-Soviet world.)

Because of the wide range of regional differences, it is not easy to come to a general conclusion about the neoliberal reforms in Europe. And any contemporary balance sheet would certainly be different from one drawn before the outbreak of the great recession sparked in 2008–9. While postcommunist transformation was regarded as a success some years ago—and a requirement for accession to the European Union in 2004—the economies of countries such as Latvia, Lithuania, Hungary, Romania, and Bulgaria were in deep decline. Yet so was neoliberal doctrine. In the early nineties, Western experts assumed that the development of market economy and democracy were interconnected and interdependent. Now this premise is challenged. Perhaps neoliberal reforms and “shock therapy” could only be implemented in the postcommunist countries precisely because they were not yet full-fledged democracies. These nations encountered little organized protest; if one did arise, it was quickly quashed. Although there was no scenario to compare with Pinochet’s Chile, neoliberalism in Eastern Europe was not entirely democratic. Of course, the new order had its supporters. The younger generation in 1989 had unimagined opportunities for advancement and profited from the newly opened borders in Europe. By contrast, the over-forties, who were tied down by family commitments and less flexible about employment, often struggled to adapt, or were immediately hit by social cuts and layoffs.

Individual experience and exposure are key to forming opinions and a basic requirement for good academic work. Yet it is often hidden behind a façade of objectivity and rarely made explicit in the fields of economics or political science. Contemporary history, in particular, is influenced by the personal experiences and memories of those writing it. Hence the eyewitness is not the historian’s foe, as is sometimes claimed. First-hand experience such as the present author gained can shed a different light on seemingly universal developments and conventional wisdom. I am therefore making my experiences explicit, in the light of ethnological and anthropological writings on “fieldwork.”

A specificity of this form of participating historical observation is the passage of time. Temporal distance brings mixed blessings: on the one hand, memories become increasingly blurred the further the processes and events in question recede into the past. While I remember the black market exchange rate for the Czechoslovakian crown in 1988, I have forgotten the conversion rate for the Polish “ice cream currency” of 1977. But on the other hand, it is much easier to understand and evaluate completed processes. When Tony Judt wrote Postwar, his masterful synthesis of recent European history, it was clear that the Cold War and other central factors defining the period had ended more than a decade earlier. Temporal proximity certainly helped him to conceptualize the book as he did. Writing about an epoch soon after its close is also helpful for conducting oral history interviews. Yet where contemporary events are concerned, the historian acts only as a chronicler. The best practice is probably to combine the analysis of recent and more distant periods of time, or at least to keep “deep” historical knowledge in mind.

What appear to be new and even exciting developments often turn out to be a repetition of previous patterns. Consider this example: Since the crisis of 2008–9, which Europe has not yet overcome, economic cuts and reforms have often been presented to the public as “necessary,” “unavoidable,” and “the only alternative.” The echoes of the Thatcherite slogan “There is no alternative” (parodied with the acronym TINA) will be unmistakable to anyone who lived in England in the eighties, or Poland in the nineties, or Germany in the new millennium. This mode of public debate can be situated within the larger context of neoliberal discourses. They are of course familiar to the West, but were particularly pronounced in postcommunist transition countries, which therefore deserve special attention in this consideration of the most recent period of European history. Neoliberalism has relied on a certain rhetorical toolkit to legitimize radical reforms, social cuts, and other controversial policies. This book devotes much attention to neoliberal discourse, the analysis of which can be more revealing than the assessment of quantitative data. Percentages and growth statistics should always be interpreted with a grain of salt.

The manner in which systems changed from the 1980s on depended to a large degree on the way societies, social groups, and individuals adjusted to enormous challenges. Individual adaptation to the new neoliberal order can also be termed “self-transformation.” The “heroes” of the present book are not the handful of reform politicians, but the millions of individuals who managed to cope with the rapidly changing environment, support their families on monthly incomes of the equivalent of one or two hundred US dollars, and still look ahead with vitality and optimism. Europe today seems almost to have lost this sense of possibility and confidence in the future. Perhaps the Eastern European experiences of the early nineties can be useful for dealing with the present-day economic and social crises. Although these are certainly severe, especially in Greece, other societies can be shown to have overcome similar circumstances in quite recent history.

Postrevolutionary Europe

At what point does a period of time become an epoch in history? When does it leave the present and become historical? Though contemporary history can be defined as the “epoch of the still living,”6 the death of pertinent actors can also be a reference point. Margaret Thatcher and Ronald Reagan, the earlier protagonists of neoliberalism, have died. So has Milton Friedman, the economist who paved the way for their policies. The ranks of 1989’s revolutionaries are thinning out. The prominent civil rights activists Václav Havel, Jiří Dienstbier, Bronisław Geremek, and Tadeusz Mazowiecki have all passed away in recent years. The political leaders who allowed the turnaround to happen are also passing into history. Mikhail Gorbachev is over eighty; many other former reform communists have already died. Younger generations are, of course, also affected by the inexorable passing of time. Those who filled the streets of Warsaw, Budapest, East Berlin, and Prague in fall 1989, and Kyiv (as the Ukrainian capital has been named since the country gained independence) and Moscow in 1991, have now entered middle age. The demonstrations in fall 1989, the rejoicing when the communists stepped down, the excitement at the first free elections—this all seems very distant, not least because so much changed during the nineties, not only in the lives of the over 330 million citizens of postcommunist countries in Europe but ultimately for all Europeans.
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Fig. 1.1.  Fall of the Berlin Wall on November 9, 1989: people celebrating by the Brandenburg Gate. Photo: ullstein bild / imageBROKER / Norbert Michalke.

The gaps left by actors’ passing and memories fading are filled with political interpretations of history. At the 2009 celebrations marking the twentieth anniversary of the revolution, the political elites across Europe paid respect to the courage of the dissidents and demonstrators in 1989 and their achievements of liberty and democracy. In Berlin, a symbolic wall was created out of polystyrene blocks, decorated by artists, that were then knocked down consecutively like falling dominos. In this way, 1989 was staged as a foundational moment for united Germany and a united Europe.7

Some years ago, academic discussion of the events of 1989 and the subsequent reforms entered the realm of historical debate. Twenty years after the Iron Curtain was torn down, scholars began discussing whether the changes thus initiated could be considered a revolution at all. They also asked which approach to reforms had been more successful: “shock therapy” or the gradual reorganization of economy, government, and society. These historical inquiries have gained contemporary relevance because the same repertoire of reforms has been revived by the European Union, the International Monetary Fund (IMF), the World Bank, and local experts for use in crisis-torn Southern Europe. Germany’s cotransformation began as early as 2001, when social-democratic chancellor Gerhard Schröder was in power.

As a university lecturer, I have noticed the topic’s transition into history because of my students’ questions and backgrounds. Almost all of my students in recent years were born after 1989. They do not remember the Berlin Wall, the border lined with spring guns, the hundreds of thousands of secret service spies, or a political system to rival liberal democracy. Although the subsequent neoliberal reforms changed Europeans’ lives in many ways, bringing freedom to travel, open borders, increased—though unequally distributed—affluence, and stronger economic competition in many fields, historical research on the epoch is still in its infancy.

This book starts by tracing the chronological development of neoliberal Europe. The ground was prepared for 1989 by the reform debates of the eighties in Eastern and Western Europe. The book proposes that the combination of these debates, the failure of gradual reforms in the Eastern Bloc, and the end of system rivalry resulted in a hegemony of neoliberalism, first among economic experts, and later in a wider political arena. The Cold War and its end in Europe are explored in a separate section. The revolutions that occurred in 1989–91 are analyzed in the light of their specific qualities and causes (see chapter 3). Next, the focus is placed on the course and results of the subsequent transformation—a term that is usually used in the singular even though the postcommunist countries evolved in quite different ways. This is not surprising in view of their number, their varying precommunist histories, and the differences in the duration and character of communist rule within them. It is more surprising that the area referred to as Eastern Europe or the “Eastern Bloc” during the Cold War is still often treated as a cohesive unit in the social sciences.

The fifth chapter of this book explores the growing differences within the postcommunist countries caused by the new neoliberal order.8 The urban economic growth centers and the rural areas that fell far behind as a result of the reforms are literally worlds apart. This discrepancy is considered in a section titled “Rich Cities, Poor Regions.” Even today, one need only drive fifty miles beyond Berlin, Warsaw, or Budapest into the country to see the differences. But appearances can be misleading. By way of comparison, the book also refers to extensive statistical material, including information from the EU statistical agency Eurostat, the World Bank, the Organisation for Economic Cooperation and Development (OECD), the IMF, and various government agencies and national banks. A list of all the databases consulted would outstretch the book’s scope, but they are referenced in the endnotes, mostly with keywords to facilitate further research on the internet.9 Processing the—sometimes conflicting—information from these databases is complicated by the fact that they are based on different premises, and tend to be constructed along strictly national lines. In any case, statistics do not say much about people’s everyday lives. Hence, they are combined here with archival material (from city administrations, for example), expert opinions, newspaper reports, and other media sources, as well as personal observations by the author.10

Regional divergence has been accompanied by convergence on an international level. This is demonstrated by a comparison of the cities of Warsaw, Prague, Budapest, Berlin, and Vienna. Bratislava (despite its smaller population of around four hundred thousand) and the Ukrainian capital Kyiv are also considered, as post-Soviet examples. West Berlin and Vienna were not part of the Eastern Bloc but are included here nevertheless. More than twenty-five years after the end of the Cold War, the mental mapping it generated should be revised and new spatial perspectives allowed. It is time to jump the wall that divided Europe for many decades.

The city comparison also reveals that the German capital, which believed itself to be fast evolving from “a city to a global city to a metropolis,”11 was outpaced in the East Central European economic stakes by Prague and Warsaw in 2007–8. This is shown by various indicators such as per capita gross domestic product, unemployment rates, and population development.12 Yet the same indicators show that in the early nineties Berlin had been well ahead of the capital cities in Eastern Europe. Why did it fall behind for two decades? What does this tell us about Germany’s Sonderweg, or special path of transformation? Berlin-bashing, a popular sport in unified Germany, is not a concern of the present author. Rather, the aim of this book is to critically examine this transformation. As developments in the various capital cities are analyzed, a picture emerges of very different consequences of neoliberalism from country to country, region to region, and even town to town. It also emerges that the impact of reforms was by no means confined to Eastern Europe, but caused major changes west of the former Iron Curtain as well.

Neoliberalism on the Rise

The origins of neoliberalism lie in the late interwar and early postwar period. In 1947, the liberal economist Friedrich von Hayek gathered together a group of like-minded acquaintances near Mont Pèlerin at Lake Geneva in Switzerland to devise an alternative economic model to Soviet planned economy and the Keynesian welfare state. The enigmatic international circle of thinkers that became the Mont Pèlerin Society agreed on the central goals of promoting free market economy, free competition (it applied the concept of freedom primarily to the economy), and limiting government to its basic functions. It developed its standpoint in reaction to the nascent Cold War—the influential public intellectual Walter Lippmann, who had coined this term, was among the founding members—and the long-term dominance of the Roosevelt New Deal and state interventionism in Western economic policy.13 Initially, the Mont Pèlerin Society was widely viewed as renegade.

Until the 1970s, economics were shaped by Paul Samuelson’s “neoclassical synthesis”—his writings still count among the standard reference works on economics today—which followed on from Keynesian theory.14 But “stagflation” (low economic growth rates in combination with high inflation) after the oil crisis and rising national budget deficits put the Keynesians in the United States and the United Kingdom, and, a little later, in continental Europe, on the defensive. An increasing number of economists challenged the idea of state interventionism and advocated a supply-oriented economic policy and monetarism. Under this system, independent central banks were supposed to steer the economy and combat inflation by controlling the supply of money.

This paradigm shift was largely propelled by the Chicago School following Milton Friedman, a supporter of Hayek and longtime member of the Mont Pèlerin Society. The Chicago School’s theories hinge on belief in the efficiency of the markets and the rationality of market participants. These tenets were inscribed in the Washington Consensus, devised in 1989 as a form of crisis intervention to stabilize the economies of debt-ridden countries by means of strict austerity policies. The architects included the World Bank, the IMF, the US Treasury Department, and senior members of the US Congress. Originally tailored for the economically ailing countries of Latin America, it was later applied dogmatically to the postcommunist countries. It would go beyond the scope of this book to reproduce all ten economic commandments contained in the Washington Consensus (in a Decalogue written by economist John Williamson). In summation, the central goal was the triad of liberalization, deregulation, and privatization. Foreign direct investments and financial capitalism were also important ingredients in its global economic recipe.15 Of course, even in the nineties there were critics of the Washington Consensus and the Chicago School. But they were firmly in the minority—until the New York stock market crash of 2008 and the outbreak of the world economic crisis. Joseph E. Stiglitz has attacked what he branded “market fundamentalism” (the belief in self-regulating and balancing markets) and the overemphasis on private property and faith in the rationality of market participants.16

Yet neoliberalism is a hard concept to define. Having coined the term by means of the prefix “neo,” to indicate a departure from the failed laissez-faire liberalism of the interwar period and the world economic crisis of 1929, its proponents did not identify with it beyond the early postwar period. Even Milton Friedman distanced himself from the term; John Williamson, too, dismissed it as nothing more than a political battle cry.17 Critics of neoliberalism are, then, attacking a slippery fish that contemporary economists and politicians do not like to be associated with. However, neoliberal theory and policies have been advocated by a range of different actors, from professors at small colleges and renowned universities to major think tanks such as the conservative Heritage Foundation in the United States, and powerful politicians. Dieter Plehwe has asserted, “hegemonial neoliberalism must be conceived of in plural terms as a political philosophy and a political practice.”18 It is a moving target that is constantly being changed and adapted, which is precisely why it is so effective.

It would be wrong, then, to portray neoliberalism in a historical perspective as a homogenous, coherent concept. Its chief proponents frequently disagreed on issues such as the role of central banks (which is central to monetarism but hard to reconcile with minimal state intervention) and the implementation of shock therapies. As well as disagreements on theory, deviations in practice had perhaps an even greater impact. Even Thatcherism and Reaganomics showed unintended effects, as did the radical reforms in postcommunist Europe, which had to be followed by a number of corrections and adjustments. Neoliberal theory and rhetoric is one thing, neoliberal practice quite another. Many soapbox speeches were held in postcommunist Europe in order to entice—or pacify—international creditors and investors. But in practice, economies were driven largely by compromise and pragmatism. Nevertheless, all postcommunist countries eventually jumped on the neoliberal bandwagon and introduced radical economic reforms, some earlier, some (such as unified Germany) later.

This neoliberal hegemony can be compared on an abstract level with nationalism, the most successful ideology of the nineteenth century. Nationalism was also ideologically nebulous, advocated by a wide range of actors, and adaptable to completely different setups: to the requirements of stateless national movements as well as to those of large empires; to rural and industrial societies. Yet two ideological goals always remained central: the creation of statehood (or reinforcing the power of the extant state) and the greatest possible congruence between the state and the nation. Neoliberalism’s ideological benchmarks were the primacy of the economy, minimal government intervention in business (one of the motives behind extensive privatization), and a concept of humans as homo oeconomicus. In another parallel, few advocates of these ideologies called themselves nationalists or neoliberals, respectively. These attributes were considered pejorative. But nationalism research, which uses the term in a neutral sense, has made an important contribution to our understanding of the ideology that shaped an epoch of history (the “long” nineteenth century). Like research into neoliberalism, it began contemporaneously, with the first scholarly studies on nationalism appearing in the 1930s. Those early publications are of course now outdated, as one day this book will be. But regardless of what the future brings, historical inquiries and surveys are useful tools for orientation. Without them, it would be difficult to understand contemporary Europe and its most recent history.

Today, the term “neoliberalism” is often used as a catchall for aggressive, right-wing economic policy. Sometimes neoliberalism is confused with neoconservatism, which George W. Bush advocated during his controversial presidency. He stood for the postwar, Anglo-Saxon Protestant ideal of traditional family values and small-town life—a worldview that would have been quite alien to European neoliberals such as Friedrich von Hayek. But neoliberals and neoconservatives such as Francis Fukuyama have one thing in common: the teleological conviction that a democratic order based on Western-style market economy marks the “end of history.”

This book is not a fashionably fundamental critique of neoliberalism but a study of its application and social consequences. The postcommunist countries served as experimentation sites for neoliberal policy. This is not to say that they faithfully swallowed all neoliberal prescriptions.19 The governments of Eastern Europe developed their own neoliberal methods and put them into practice. The history of “transformation” can therefore provide insight into how neoliberalism was implemented and how it eventually changed the actions, values, and everyday lives of the people affected.

Europe in Transformation

In the United States today, it is still more common to refer to postcommunist change as a transition than a transformation. In some respects interchangeable, the two terms nevertheless accentuate different aspects. The term transition is borrowed from the Spanish word “transición” as used by Juan Linz and other political scientists to refer to the establishment of democracy after dictatorship and the demise of the military regimes in post-Franco Spain and South America.20 An academic discipline of transitology has emerged, focusing on democratic consolidation and political value changes in societies formerly ruled by dictators. After the events of 1989, economists David Lipton and Jeffrey Sachs published an article in the magazine Foreign Affairs pleading the case for “dual transition” in Eastern Europe following Poland’s example. By this, they meant establishing market economy, which they regarded as essential for democracy.21 This dual telos of planned economy to market economy (the first dimension of transition) and dictatorship to democracy (the second dimension) reflected the dominant trend in contemporary thought, also represented by Francis Fukuyama’s aforementioned essay.

The changes began to be termed transformation by social scientists, mostly in Europe, who were more skeptical of untrammeled market economy and wanted to draw attention to the social dimensions of the changes. As this book aims to explore the bigger picture, it, too, uses the term transformation. The state of research in the field cannot be given in a nutshell; suffice it to say that its focus has shifted over time. Initially, political system change and the consolidation of democracy were the main objects of investigation. Later, economic reforms and privatization with all its side effects, such as corruption and mass unemployment, began to garner scholarly interest. During the nineties, the processes by which states were rebuilt (the third dimension of the transformation) were more intensively researched. Most recently, the focus has shifted to the fourth dimension: the influence of external actors such as the World Bank, the IMF and the European Union.22

This broad field of research has produced an enormous yield of facts, data, and analyses that are invaluable to historical study. But it should be borne in mind that contemporary writers were at least indirectly influenced by the hegemony of neoliberalism, if not always convinced by it as an ideology. These scholars and theorists were often employed as political and economic advisers and played their part in steering the course of transformation. Publications of the time should therefore be regarded as part of the transformation discourse and as historical sources requiring critical appraisal.

As well as considering neighboring disciplines in the social sciences, this book extends the conventional timescale. The year 1989 is often regarded as a kind of “year zero.” Indeed, it was one of the most important caesuras in modern European history. But successful businessmen and convinced supporters of democracy did not suddenly mushroom in Eastern Europe that year. The dysfunctionality of planned economy, resulting in widespread scarcity, forced growing sections of Eastern Bloc societies to start playing the market some time before 1989. The human capital comprising these actors cannot be measured in the same way as economic data. Yet it was crucial for transformation and helps to explain why, for example, Poland experienced an “economic miracle” and other countries did not. Hence it seems a good idea not to fixate on the caesura of 1989, which was just the start of a revolutionary phase that lasted de facto until 1991. Taking continuities and longer-term influences from the period of state socialism and even the precommunist era into consideration helps us to understand the different paths of development, some far more dynamic than others, of the various countries and regions.

The book will also endeavor to broaden some spatial horizons. Previously, the transformation has been viewed within a territorial container, defined by spatial concepts such as “Eastern Europe.” A few scholars, chiefly political scientists, have compared the political system change in Eastern Europe with developments in South America and other parts of the world. (See, for example, Samuel Huntington’s The Third Wave, a classic work on the three waves of democratization.)23 But by and large, the Cold War boundary dividing Europe into East and West has remained strangely intact in the minds of academics. Only East Germany got out of the box, because it was absorbed into the prosperous West when Germany unified. Yet it is more accurate to regard the Federal Republic of Germany (FRG) as another country in economic transformation, even if neoliberal reform debates reached West Germany only in the late 1990s—around a decade later than in the postcommunist world.

As the reforms progressed and the European Union enlarged, the terms transformation and transition lost some of their earlier allure. Padraic Kenney was the first historian to draw a provisional balance sheet of the transformation era.24 For historians, whose métier is analyzing the changes that occur over time, the term transformation is only useful when applied in a specific sense. In a historical perspective, transformation denotes the especially far-reaching, extensive, and accelerated change of a political system, economy, and society.

As mentioned above, such changes began before the revolutions of 1989. Yet this caesura should not be played down. Charles Tilly, like the sociologist Theda Skocpol, ranks it among the great European revolutions.25 The essential difference between 1989 and 1789, 1848, and 1917 was its predominant lack of violence and willful destruction. Insofar as violence was used in 1989, as in Romania, Soviet Lithuania, and Georgia and, most notoriously, on Tiananmen Square in Beijing, it was used as an instrument of power, wielded by counterrevolutionaries. In some respects, then, the radical changes of 1989–91, which ended with the collapse of the Soviet Union and the independence of its constituent republics, conflicted with the traditional concept of revolution.

The sociologist Zygmunt Bauman has linked the two phases of revolution and transformation by emphasizing the strong drive for political and social nation-building among the revolutionary elites of 1989.26 In this way, he places the transformation in a temporal continuum of sequential action, following on from the preceding revolutions in all their different guises. Hence the transformation can be regarded as a process of postrevolutionary change. Of course, the results of this change differed within the Eastern Bloc, from country to country, and especially within each country. That is the main subject of this book.

Such variance also existed in earlier revolutionary periods, such as the late eighteenth century and after World War I. The American Revolution is an example of a partial change. The founding fathers of the United States created a new state and political system but only slightly altered the social order. Nevertheless, according to Hannah Arendt, among others, there is good cause to regard the War for American Independence as a revolution.27 Despite the considerable distance in time and space, the events of 1776 show a certain similarity with developments in 1989 on the other side of the Atlantic. Both revolutions marked the establishment of constitutional democracies as one of their most important results. Neither ended in orgies of violence or mass terror, as in France after 1789 or Russia after 1917. The price for this was the survival, relatively unharmed, of some sections of the old elites. In some countries they were even able to return to positions of power. But this does not mean that revolution must entail extreme violence to be real. The bloody French and Russian revolutions, for example, produced surprising continuities with regard to imperial, autocratic rule. While such aspects are open to debate, it remains undisputable that the revolutions of 1989–91 and the postrevolutionary transformation are comparable with earlier processes of similar importance.

As in the case of earlier revolutions, it does not make much sense to identify a certain point in time as the zero hour. To understand the American Revolution, one must consider the period before 1776 and the British Empire’s ongoing struggle with political representation and participation in its transatlantic colonies, which were developing economically and socially at a dynamic pace. Alexis de Tocqueville’s and Edmund Burke’s observations on the French Revolution also begin with comprehensive analyses of the preceding regimes.28 Transformation was, then, never exclusively postrevolutionary, but gained a new dynamic with each revolutionary upheaval.

German sociologist Claus Offe has proposed that the synchrony of change in the state, economy, and society is an additional element defining transformation.29 Offe in turn owed a certain debt to Reinhart Koselleck, one of the most distinguished German historians of the postwar era, who dealt intensively with the (a)synchrony and temporality of historical processes. Indeed, a distinctive concept of time prevailed in the transformation epoch—the sense of time racing, and one historic moment following the next. History unfolded at a breathtaking pace between 1989 and 1991, similarly to the years following World War I, when Polish writer Maria Dąbrowska noted a sense of acceleration. In her Warsaw diary of 1918–19, she wrote: “One wakes up and finds oneself in another state, another life.”30

It is striking how often politicians and intellectuals spoke of historic moments, events, missions, and breaks with the past in 1989. The Canadian writer Douglas Coupland parodied what he saw as tediously frequent references to history as “historical overdosing”31 in his novel Generation X, published in 1991. Commentators went into overdrive in an attempt to capture the increasingly transient present. But for most of the postcommunist elites, history was no more than a negative background to contemporary developments. The communist era was demonized in the same way as the ancien régime in France after 1789 and the Habsburg, Romanov, and Ottoman Empires after their falls in 1918.

Equally, the period after 1989 was full of visions of future glory. The general tone of contemporary discourse was that the historic opportunity to usher in a future of liberty and prosperity was there to be seized. Ultimately, this call to historic action served to gloss over the rather gloomy present. Like all revolutionary events, those of 1989 occurred in connection with, and almost inevitably compounded, economic crises. The prevalent concept of time in 1989 and the early nineties is part of the transformation discourse that this book seeks to investigate in the context of neoliberal developments. As well as the course of reforms, growth statistics, and other “hard facts” of transformation, it will consider legitimizing strategies, semantics, and meanings in the sense of New Cultural History.32

This book is the product of years of scholarly interest.33 It builds on my own personal experience of the Velvet Revolution, my many years’ professional activity in the Czech Republic and Poland in the nineties, my extended research visits and trips to Ukraine, Russia, and the Caucasus, and academic cooperation with Eastern European colleagues. It was thanks to the changes of 1989–91 that this wide world was open to me at all. Strangely, no concept of a generation of 1989 has emerged, although many young protesters from that fall and the ensuing months of high hopes and idealism certainly perceived themselves as such. Unlike the generation of 1968 or 1848, they have not been immortalized in print. Any sense of generational community has since been weakened by the rapid pace of change, the divergent experiences of transformation depending on individuals’ gender and social background, and the sobering results of the changes in the early 1990s. It is the task of contemporary history to explore these subjective, individual experiences more closely than does mainstream transformation research, which has dealt primarily with states and economies on a macro level.

What does it mean for a historian to tackle a domain of social science? The more recent the historical period in question, the more sociologists, political scientists, anthropologists and proponents of other branches of the social sciences will be investigating it. This changes the role of historical science, and especially hermeneutics, the methodology of text interpretation. On the premise that reality in the modern world is a construct, the media are an important source. Neoliberalism, which has ideological characteristics but not the coherence of Marxism or other “classic” ideologies, was made and conveyed by the media. A critical examination of neoliberal discourses is therefore essential for any historical survey. Reviewing past research, such as interviews conducted by social scientists thirty or forty years ago, can also be very fruitful. A closer look at everyday life in the 1970s and 1980s shows “real existing socialism” to have been not as gray or stagnant as the politburos of the time but the seedbed of a long period of change.

While some things become clearer as the events recede further into the past, other aspects are clouded. It seems to go without saying that the opinions of today’s historians on neoliberal transformation have no impact on the process itself. But this was not true of earlier social-scientific transformation research, which has now become historical, too. Many economists and sociologists dealing with postcommunist Europe in the nineties acted as political advisers and influenced the course of reforms with their expert opinions. The US economist Jeffrey Sachs was the archetypal analyst-reformer. Active first in Poland, then Russia (officially named the Russian Federation since 1991) and elsewhere as an economic adviser, he was one of the architects of the “shock therapy.” Sachs and the Brygada Marriotta, as the Western experts were ironically dubbed (after the swish Warsaw hotel in which they resided), stood out for their disarming self-confidence. A Harvard professor, Sachs’s absolute faith in the market made his prescription for improving the present and the future irresistible. It was characteristic of the neoliberal epoch that one country after the next adopted very similar economic models and reform packages, as Sachs advised. He and his fellow experts obviously expected the standard formulae to work equally well wherever they were applied.

But the reforms had very different outcomes. For around the last fifteen years, the various resultant economic orders have been analyzed under the banner of “varieties of capitalism.” They are considered here in chapter 4.34 Rather than following the social-science model of investigation, taking a top-down approach to focus on the ideology’s embeddedness in institutions and abstract economic data, the aim here is to provide a historical narrative of transformation from the bottom up. The book sets out to guide the reader through neoliberal Europe, for the most part chronologically, and across various spatial configurations (transnational regions, states, intranational regions, and cities).

Another characteristic of neoliberalism is the aforementioned fixation on private ownership. Considered an essential pillar of market economy,35 it went hand in hand with an aversion to big government, which was regarded as stifling and oppressive—as state socialism had demonstrated on the extreme end of the scale. While privatization became a top political priority in the former GDR and Czechoslovak Socialist Republic (ČSSR), with the former country pursuing restitution rather than the sale of nationalized property wherever possible, it was slowed down in Poland in the mid-nineties. To this day, much of the property nationalized by the communists remains in state hands. But Poland is nevertheless a functioning market economy. The history of the last twenty-five years, then, seems to challenge the dogma of privatization. When addressing questions such as these, contemporary history should resist the temptation to simply invert arguments. Russia is a reminder that this does not always work: here, the purchase and sale of state-owned real estate was delayed until the Land Act of 2003, resulting in the neglect and decline of large stretches of rural Russia.36

The Budapest-based political scientists Dorothee Bohle and Béla Greskovits have identified three distinct types of systems that became established in the new European Union member states as a result of different transformational processes and outcomes: “neoliberal capitalist,” “embedded neoliberal,” and “corporatist.”37 Each type corresponds with a specific geographical area, namely the Baltic states, the Visegrad countries (Poland, Czechoslovakia, and Hungary, which forged an economic and political alliance in the Hungarian town of Visegrad in early 1991), and Slovenia, respectively. If one extends the model to Russia, Ukraine, Belarus, and Moldavia—that is, the European successor states of the Soviet Union—the number of neoliberal-capitalist market economies with at most rudimentary welfare states is even larger. Hence the reforms can be seen to have had a predominantly neoliberal outcome. Russia and Ukraine did not establish stable democracies; their economies are dominated by oligarchs. The “oligarchic-neoliberal” system could, then, be added to the above typology.

Since Bohle and Greskovits identified more or less neoliberal system types in all postcommunist countries, with the exception of Slovenia, the question is raised of how precise the concept is. Does it not overstretch the concept of neoliberalism to apply it to almost the entire former Eastern Bloc and beyond, indeed to the global order since the mid-eighties?38 Have the outcomes of political and economic system change not been too various to be covered by one neoliberal umbrella? The course of reforms and the intentions of the actors involved certainly varied greatly, from country to country and year to year. Yet the basic principles inscribed in the Washington Consensus were applied across the board. Every postcommunist country in Europe attempted liberalization, deregulation, and privatization, often with unexpected consequences and ripple effects. The one common outcome in all countries prior to European Union enlargement was growing inequality on a social and spatial level. As this common ground was so predominant, it is accurate to speak of the establishment of a new, neoliberal order, despite the many differences.

While postcommunist countries and English-language scholarship continued to take a skeptical view of the welfare state, some continental European transitologists began to regard fully functioning government as a precondition for successful system change. In 2007, the most prominent German expert, Wolfgang Merkel, proposed that state continuity, especially with respect to education and social security, facilitated transformation. The Harvard-based political scientist Grzegorz Ekiert considers government reforms, such as the building of local and regional administration, to have been a key factor in Poland’s rise since 1989.39

In this regard, one can differentiate between three groups of countries: those that enjoyed territorial continuity and whose statehood remained largely intact throughout the period 1989–91; those that emerged from collapsed empires and multinational states and had to first consolidate their (mostly weak) new statehood; and a third group struck by ethnic conflicts and violence. The civil wars in the Caucasus and the former Yugoslavia, and the bloodshed they caused among the civilian populations, overshadowed all other transformational experiences.40 But Yugoslavia must nevertheless be included in the history of the transformation era. After all, the collapse of this multinational state was linked to disagreements over reforms. Yugoslavia, like the entire Eastern Bloc, had been in the midst of a deep economic crisis since the mid-eighties. The IMF and international creditors prescribed reforms which only some sections of the political elites accepted. Because the country was federally organized, the reforms could not be implemented. It was in the subsequent dispute over whether to extend federalization or to return to centralization that the battle lines of the future armed conflict were drawn.41 Romania was also on the brink of civil war in 1990. In Bucharest, regime-loyal miners clashed with students and intellectuals in violent riots known as mineriads; interethnic conflicts also helped the postcommunists to stay in power.42 These conflicts should not be missing from any balance sheet of transformation.

A central focus of transitology is how democracy is consolidated and political values change in postdictatorial societies. The state of research on these issues is excellent. This book will therefore concentrate mostly on questions of social history. But it also aims to shed some light on the strikingly divergent developments on the road to democracy. In East Central and Southeastern Europe, and in the Baltic states, the dominant trend was to orientate political change toward the German system of parliamentary democracy. Presidential power was curtailed and parliaments accorded greater authority. Poland, which had been at the vanguard of regime change in 1989, took a leading role again. In the countries of the former Soviet Union, by contrast, presidential systems have come to predominate. In Russia, Vladimir Putin has established an authoritarian regime.43 This discrepancy in the outcomes of political system change shows that Samuel Huntington’s “third wave of democratization” occurred unevenly, giving rise to new forms of governance that had not been anticipated in the early nineties. China and Vietnam are particularly striking examples.44 The establishment of market economy in these countries did not lead to comprehensive democratization. Does this mean that postcommunist capitalism can work without democracy? Russia, in spite of its structural problems and high dependency on oil and gas exports, seems to point in this direction. Authoritarian state capitalism has certainly become a serious rival to the West since the crisis of 2008–9 (see chapters 5 and 10).

Transitologists have approached their core fields of interest—political system change, the adoption of market economy, and the transformation of statehood—almost exclusively from a nation-state perspective. Journals such as the Economist and various think tanks have orchestrated a kind of international competition between nations battling toward democracy and market economy. Points are awarded for the degree to which the respective governments have achieved the targets advocated by the IMF and neoliberal think tanks. In the early nineties, the Czech Republic and Hungary were considered model transformation countries while Poland was criticized for its reliance on agriculture and general backwardness. Hence a country’s level of modernization or perceived lack of sophistication was a second, rarely overtly expressed criterion for evaluation. Ironically, this continued a tendency of state socialism. The communists had made great efforts to catapult Eastern Europe to a Western level of development by forced industrialization, collectivization, and other means.45 After 1989, “catch-up modernization” remained the primary goal, but without the utopian promise of communist paradise. The ideal now was wealth and consumerism.

At the Copenhagen summit of 2002, the European Union candidate countries were commended for having achieved the transition to market economies and democracies. This success, and European Union enlargement in the years 2004–7, posed a problem for transformation studies. It rendered a number of its research objects irrelevant, insofar as it adhered to the old backwardness paradigm. In terms of gross domestic product per capita (which is of course only one of many indicators), the wealthiest postcommunist countries had already overtaken the poorest old EU member states by 2002–3. Taking only capital cities into consideration, the East caught up at an even faster pace. Far less scholarly attention was paid to this upswing than to the previous transformation crises. Perhaps contemporary academia had internalized the journalistic rule of thumb that only bad news is good news.

With the crisis of 2008–9 came the anticipated bad news. Some postcommunist countries went into recessions almost as deep as the economic collapse of 1990 or 1991, with negative growth rates of up to 18 percent. The former Eastern Bloc countries managed to overcome the crisis faster than the Southeastern European countries, albeit at the cost of more radical social cuts. The IMF now exemplifies states like Latvia as crisis-beaters to be imitated by countries such as Greece. Whether neoliberal reforms actually generated any economic growth is a question that runs through this entire book, and is discussed by the example of a number of case studies in various periods. Germany felt the impact of the second wave of neoliberalism not only from without—in economic competition from its easterly neighbor countries—but also in its adjoined Eastern half, the former GDR. Postcommunist reforms here created many new problems for the unified German state and its social security system. Strangely, this cotransformation in Germany and Europe as a whole has been very little researched. Transformation research has by and large remained a field of “area study,” restricted to Eastern Europe. Even if one were to regard postcommunist transformation as completed by certain key years, such as 2004 or 2009, neoliberal reforms and post–welfare state transformation continue to be topical issues, pertinent to Southern Europe and the entire eurozone.

In this book, elements of cotransformation, or East-West transfer (terms such as “influence” and “diffusion” are too simplistic since they suggest the straightforward adoption of foreign models), are discussed predominantly in the context of contemporary German history and three main points of inquiry: political transformation discourses before and during Germany’s pension and labor market reforms of 2001–5; academic and public debate on the concept of “civil society”; and the role of politicians from the former GDR (such as Angela Merkel), whose political identities were formed during German transformation. Transfer history is not only made up of “successful” transfers, in which one culture adopts and adapts elements from another, but also processes of demarcation. They occurred not only in postcommunist states, especially Putin’s Russia, but also in the West.

As mentioned above, transitologists as well as traditional historians of Europe tend to adopt a nation-state perspective. There are certainly plausible arguments for this: Nation-states steer macroeconomic development, adopt reforms, organize social security systems, and are the most important framework for democratic decision-making. But as is shown below, there can be tremendous intrastate divergence—growing gulfs between rich and poor, large cities and rural regions—which has a particular impact on the everyday lives of the populations.46 Research on urban transformation after 1989 has focused on the geographical and social metamorphoses of cities and urban areas.47 This book will further zoom in on the cities, because they bear striking witness to the rapid changes of the past twenty-five years. Literature, information, or source material on individual urban districts, villages, or streets, and the groups, families, and individuals who inhabit them is hard to come by. But social anthropologists and ethnologists have begun to close this gap with studies of factory communities, small social groups, and specific environments, which are of great interest to historians.48 The state of literature on the transformation era is low (with the exception of the aforementioned short book by Padraic Kenney). Tony Judt, Hartmut Kaelble, Harold James, and most recently Konrad Jarausch have discussed the 1990s in the respective last chapters of their major surveys of twentieth century or postwar European history.49 But there is still no book conceptualizing the quarter-century since 1989 as a distinct historical epoch.50 Neoliberalism was the guiding ideology of this epoch, so it deserves to be the center of attention. Knowledge of its history is the precondition for understanding the present, in Europe and beyond.


2

Where the East Meets the West

Crisis and Reform Debates in the 1980s

The Demise of State Socialism

The collapse of communist rule and the Eastern Bloc took the world of international politics and most Western observers completely by surprise. In the United States, especially, socialist countries had been widely regarded as totalitarian states where communists reigned supreme over “atomized,” passive societies. Schoolchildren in the West learned from their atlases that the Soviet empire was all the countries behind the Iron Curtain, swathed in a blanket of foreboding red and juxtaposed against the Western states in their light and airy blue. But the Eastern Bloc under late state socialism was not such a static, homogenous unit. Only a few experts, such as the German political scientist Klaus Segbers and the Swedish economist Anders Åslund, recognized the force of the social dynamics and implications of the economic crisis in the Soviet Union before 1989.1

The protracted demise of state socialism had begun many years previously, in the late 1960s. The brutal suppression of the Prague Spring destroyed any hopes for “socialism with a human face” or reforming the system. True, Poland and Hungary opened economically in the 1970s. But rather than improve the performance of their planned economies, the import of Western technology (for instance, for auto manufacturers “Polski Fiat” and the shipbuilding industry on the Baltic Coast) only resulted in massive foreign debt. The Soviet Union, which appeared so formidable to the outside world, was stagnating economically. All of the Eastern Bloc countries missed the “digital revolution” that not only marked the dawn of new technologies but also increased the importance of productivity gains and international trade.

As the economic gulf between East and West widened, the legitimacy of communist rule was increasingly undermined. In the GDR in 1956, the First Secretary of the Socialist Unity Party (SED), Walter Ulbricht, had famously promised to “overtake, not catch up” (überholen, ohne einzuholen).2 Some decades later, his slogan had a hollow ring. In the GDR as much as in the other Eastern Bloc countries, the communists were unable to fulfill the unofficial contrat social of a better supply of consumer goods in exchange for political compliance.3 Many items were rarely or never available; if at all, they could only be purchased in foreign currencies from special stores: Intershop in the GDR, Tuzex in the ČSSR, Pewex in Poland, and Beriozka in the Soviet Union. Hence the importance of black-market deals, bartering, and currency smuggling as described in the introduction. (My Bohemian grandmother invented a fail-safe solution for the latter: three West German one-hundred-mark notes could be folded to the same size as one rectangular Bahlsen butter cookie. The cookie packet was carefully unglued using steam, the notes inserted, and the packet resealed.) The communists were held responsible for the scarcity because they had a monopoly on political power.

The situation escalated in Poland first. In 1979–80, the Polish government tried to reduce the country’s budget deficit by raising the prices for consumer goods and even basic foodstuffs. The public responded with mass protests and other forms of unrest. This led to the founding of the independent trade union Solidarność (Solidarity), the first mass movement to emerge beyond the party or official state organizations in a communist-ruled country. Mikhail Gorbachev later tried to alleviate the ongoing crisis of the planned economy by instituting glasnost and perestroika, but to no greater avail than the efforts of the reform communists in Hungary and Poland.

Contrary to expectations, communist rule was undermined by the East-West détente and, in particular, the Helsinki Conference on Security and Cooperation in Europe in 1975.4 The leaders of the Eastern Bloc countries initially took the Final Act of the CSCE to be a resounding success. Agreeing to respect the coexistence of the different systems and abide by the principle of nonintervention, the signatory states seemed to confirm the status quo for decades to come. But the communist regimes underestimated the impetus that the conference gave. The opposition in many countries took advantage of the legal provisions of the Helsinki Accords to formulate their demands. One result was Charta 77 in Czechoslovakia, which referred explicitly to the text of the accords and called on the government to respect human rights.

Another result of the détente and the CSCE was the partial opening of the Iron Curtain for individual travelers. The Poles, Hungarians, Czechs, and Slovaks who were permitted to travel could in this way gain firsthand impressions of the rival system. The West—including former “archenemy” West Germany—exuded a magnetic attraction, not only on account of its much more colorful consumer world but also its greater freedoms in most other areas of life. While the majority of GDR citizens were not permitted to cross the Iron Curtain, they were close enough to receive West German television signals and thus get a tantalizing idea of the West. In the second half of the 1980s, my Czech relatives visited West Germany at least once a year in order to purchase durable electronic appliances, water faucets that did not drip, and textiles of all kinds. Tens of thousands of Poles worked as harvest hands in West Germany and Sweden. Poland also sent between ten thousand and thirty thousand contract laborers to the GDR each year. As well as performing their regular tasks, these seasonal laborers and guest workers traded popular Western products and items from other socialist countries as a sideline. Commercial tourism became such a widespread phenomenon among Poles that sociological studies were written on the subject, dubbed turizm zarobkowy. Even diplomats participated in the mass-scale smuggling, much to the annoyance of the GDR border authorities who were obliged to let them pass. Warsaw evolved into a hub of trade, where Western products were illicitly sold and distributed across Eastern Europe, right up to the USSR.5

Communist propaganda suggested that international contact within the Eastern Bloc consolidated the brotherly ties between socialist nations. But often enough, the opposite was true. The cautious increase in commercial opportunities bred rivalry and misunderstandings that seemed to confirm personal prejudices (as, for instance, when Polish “tourists” in Frankfurt an der Oder snapped up the last available frying pan or pair of children’s shoes, as residents of the East German border town recalled with indignation as late as 2004). It also enabled growing sections of the Polish population to acquire capitalist skills.

The same can be said of government functionaries engaged in the economic sphere. In 1989–90, they had the choice of using their skills and contacts to ease their way into capitalism or trying to uphold the old order by force. Many managed to maintain a comfortable lifestyle after their regime’s collapse. Back in the seventies Egon Bahr, the main architect of West Germany’s social-democratic Ostpolitik (policy toward the Eastern Bloc), had trusted in “change through rapprochement” (“Wandel durch Annäherung”). Although the Eastern Bloc changed too little to prove him right, rapprochement between the East and West certainly occurred on a popular level, through trade, travelling, and tourism.

At the same time, the front lines between communist authorities and opposition forces in Eastern Europe began to yield. Over the course of bitter and extended disputes, the regimes and their opponents came to form Janus-like units. In the USSR, Poland, and Hungary in the second half of the eighties, reform communists adopted some of the opposition’s arguments and became increasingly open to change. Even in the reform-averse GDR and ČSSR, the official press started disseminating ideas that had originated with the opposition. The vision of Europe on which Gorbachev’s concept of a “common European home” was based is one example.6 Cold War historians have questioned the seriousness and impact of these visions. In any case, like the ideas of the international peace movement, they testify to trans-bloc thinking.

Meanwhile, the official economic cooperation between East and West gathered its own momentum. In the wake of the oil crises of 1973 and 1979 and the subsequent recessions, the West turned increasingly to the Eastern Bloc as a supplier of raw materials, a trade partner, and even a potential sales market. Despite having inflamed tensions by invading Afghanistan, the Soviet Union was still able to clinch the “deal of the century” with West Germany: they agreed to supply Russian natural gas to the Federal Republic in exchange for steel pipes, compressors (which were subject to export restrictions according to the Coordinating Committee for Multilateral Export Controls, or CoCom), and turbines to transmit the gas. The Austrian company VÖEST constructed an entire steel mill in the East German Eisenhüttenstadt steelworks combine; the banking group Raiffeisenbank founded its first Eastern European subsidiary in Hungary; IKEA and other major Western companies contracted with factories in Poland and the GDR to manufacture their products.7 These transactions were indeed “confidence-building measures,” and they deepened the East’s dependence on the West.

An Alternative Reading of the Cold War

All these changes before 1989 can be woven together into an alternative reading of the Cold War. Mainstream American Cold War historiography explains the end of the East-West conflict in confrontational terms. The doyen of this school of thought, John Lewis Gaddis, basically argues that Ronald Reagan’s arms race brought the Soviet Union to its knees in the eighties.8 The realization that the USSR could not keep pace with military rearmament supposedly convinced Gorbachev to introduce the reforms that ultimately led to the collapse of the Soviet empire. But there are a number of arguments to challenge this view. On a global level, for one, the ongoing confrontation with the West has served to consolidate the communist regimes in North Korea and Cuba until today, and reaffirmed their disapproval of reforms.

The policy of détente, by contrast, contributed significantly to ending the Cold War. This is especially evident when the East-West conflict is seen from a “Eurocentric” perspective.9 As outlined above, the rapprochement on the old continent gave rise to crucial confidence-building measures, dependencies, and entanglements. The problem with this narrative is that it is not based on a clear juxtaposition of good and evil and does not produce any heroes. On the contrary, it shows that the West German government under social-democratic chancellor Helmut Schmidt neglected to support the Solidarność movement in Poland. With the benefit of hindsight, one might ask why the West supplied the GDR and other Eastern Bloc countries with loans of billions for many years. This alternative reading of the end of the Cold War, then, explores a political and moral gray zone of interaction and compromise between East and West and between the regimes and their respective oppositions.

Whatever significance changing perceptions, dependencies, and entanglements had for ending the Cold War, these factors certainly shaped the manner in which regime changes were effected in the years 1989–91. The use of military or physical force had declined since the end of Stalinism. True, the Red Army had marched into Hungary in 1956, Czechoslovakia in 1968, and Afghanistan in 1979. But the Soviet Union had subsequently paid a high political and financial price. Partly for this reason, it tried to avoid repeating the occurrence in Poland in 1980–81. Another, equally important factor was the communists’ relaxation of violence against their own citizens. The thaw in 1956 marked the end both of mass terror in the USSR and the Gulag system, which had never become fully established on the fringes of the Soviet empire anyway. By the 1970s and ’80s, although demonstrations were still violently suppressed and dissidents tortured, political mass murder had been stopped. Paradoxically, this is illustrated by the case of a Polish priest, Jerzy Popiełuszko, who was abducted and murdered by security forces in 1984. The incident provoked such an outcry that the henchmen were subsequently indicted by their own regime. Despite the nominal sentences they received, their indictment signalized to police agents and spies to exercise greater restraint. Overall, the police and security forces in the Eastern Bloc stopped inspiring the intense fear they had in the 1950s and ’60s. The open discussions about the political and economic situation my family engaged in during our summer vacation in Poland in 1977, and conversations I had in the streets, bars, and restaurants in the eighties, testified to this.

Of course, the situation differed from country to country. In Poland, people spoke openly and freely; Czechs looked over their shoulders in cafés and restaurants, checking for unwanted listeners; East German citizens avoided talking about “real existing socialism” or communist party leader Erich Honecker in public. But in general terms, the citizens of Eastern Bloc countries were not as “atomized” as totalitarianism theory—previously a major influence on Cold War studies—has claimed.

The Neoliberal Turn in East and West

Viewing Europe in the latter years of the Cold War as a system of interconnected conduits casts a different light on the reform debates of the 1980s. Some developments occurred almost in parallel in Western and Eastern Europe. Margaret Thatcher responded to the United Kingdom’s economic stagnation in the 1970s by drastically reducing government expenditure, cutting subsidies and social security benefits, and combating inflation. Her reform package included extensive privatization, even of key industries such as the national railways. In this way, Thatcher put an end to the Keynesian policies pursued by her predecessors, which had failed to solve the country’s problems following the oil crisis and ended in spiraling inflation and national debt.

Experts in think tanks, universities, and international financial institutions had prepared this political paradigm shift for some time. An increasing number of economists at British, American, and, eventually, other Western universities held neoliberal views, and they did not confine them to academic discourse. Milton Friedman, one of the best-known proponents of the Chicago School, appeared in his own TV series in 1980 to convey his views to a mass audience. The first episode, entitled “The Power of the Market,” clearly spelled out his message of faith in free, unfettered markets.10 He coupled his economic doctrine with an ideological, libertarian critique of big government and the welfare state, which he demonized as an obstacle to economic activity and the cause of the day’s crisis. A follow-up series was made in 1990 in a slightly different format. This time, prominent politicians and actors including Ronald Reagan, former US Secretary of State George Shultz, and Arnold Schwarzenegger moderated the programs, lending additional weight to the PBS series. Since the Eastern Bloc had recently collapsed, one episode was dedicated to the “Failure of Socialism.”

Initially, neoliberalism and the teachings of the Chicago School resonated less in continental Europe. In France, the Socialists led by François Mitterrand won the 1981 general election and pursued an opposite course, increasing public expenditure and government intervention in an attempt to boost the economy after the second oil crisis. But inflation remained high, debts mounted, the economy stagnated, and the government was under constant pressure to devalue the French franc against the West German mark. Just two years later, Mitterrand was obliged to bow to the international capital markets and introduce a cost-cutting program in order to avert the further devaluation of the franc and an even higher rate of inflation.

Meanwhile, the social-democratic chancellor Helmut Schmidt was brought down by the burgeoning budget deficit and disagreements over how to overcome the deep recession caused by the second oil crisis. The new center-right government distanced itself from the Keynesian policies of the previous government. Christian Democratic chancellor Helmut Kohl announced a new economic policy, “away from more state to more market; away from collective burdens to more personal achievements; away from entrenched structures to more flexibility, individual initiative and competitiveness.”11 Germany’s tradition of proportional representation and coalition governments prevented radical changes akin to those in the United States or Britain with their two party systems. But a pronounced paradigm shift nevertheless took place in German economic think tanks and universities. They now saw the strong state as a burden rather than a solution to the current economic problems. For the first time in postwar history, social expenditure was criticized and cut. When the Berlin Wall came down in 1989 and the course was set for the transformation of East Germany, hardly any Keynesians remained in Germany to support state interventionism or state ownership of industries.

As Geoff Eley has argued in his groundbreaking work on the European Left, the Social Democrats in all European countries adapted to neoliberal economic paradigms over the course of the eighties.12 “The markets,” which Friedman had still referred to in the singular, became a buzzword in the media and politics. Like a supreme, personalized, and yet anonymous authority, “the markets” have judged the economic power and viability of companies and even entire nations ever since. As the stock market crash in 2007 demonstrated, it remains unclear who exactly is passing judgment or who will take responsibility for errors.

The Chicago School wanted society and the economy to be propelled by the “hidden hand” of the market(s) and demonized the visible presence of the state. Friedman and other commentators railed against big government “standing on your shoes,” as Arnold Schwarzenegger put it in the aforementioned TV show. And in some respects, Europe’s new social movements and the up-and-coming “Green” parties voiced similar demands for less government control and more public participation in environmental protection, education, and many other fields. Still, the paradigm shift away from government intervention was less prominent in continental Europe than it was in the United Kingdom and the United States. In broad terms, the West reacted in one of two ways to the economic problems following the two oil crises and recessions of 1973–74 and 1980–81, either attacking the welfare state and its allocative functions (Thatcher and Reagan), or returning to more defensive, conservative politics (continental Western Europe). All of Europe’s moderate political parties, from the Christian Democrats and other center-right parties who now assumed government (as in West Germany) to the left-leaning Social Democrats and Socialists who remained in power (as in France, Sweden, and Austria), tried to preserve the welfare state. In terms of growth rates or, perhaps more importantly, the discourse on economic policy, neoliberalism clearly triumphed over welfarism within the West. European policymakers enviously watched the United States emerging from the recession in the early eighties with greater economic growth than the core states of the European Community.13 In fact, there were many different reasons for this. Reagan’s policy of rearmament had the effect of an economic growth program (something that was theoretically anathema to his economic advisers); the “digital revolution” generated further growth. Great Britain profited from the oil boom in the North Sea, as well as London’s status as a global finance center. The growth figures in the United States and the United Kingdom were also partly the result of statistical adjustment: from the basis of their earlier and deeper crises in the late 1970s, their recoveries appeared more rapid. The extent to which Reaganomics and Thatcherism were responsible for their countries’ economic upturns can, then, be questioned. But they certainly placed increasing pressure on the welfare states of continental Europe to conform. These had been designed during the “trente glorieuses”; in times of rapidly rising unemployment and aging populations, it was becoming impossible to finance them. As a consequence, even confirmed Social Democrats and Socialists, including the later president of the European Commission, Jacques Delors, eventually adopted neoliberal ideas.

The Eastern Bloc, in contrast, seemed virtually immune to all the crises affecting the West in the early eighties. The developments that put an end to Fordism (the labor-intensive mass production of consumer goods) and full employment, along with all the problems this posed for social security systems, seemed to stop at the Iron Curtain.14 The Soviet Union even indirectly profited from the two oil crises. These enabled it to demand higher prices for oil and gas from the West while cushioning the oil-price blow for its allies by supplying them cut-price energy.

But under the surface of apparent stability the problems were mounting. Hungary and Poland were not able to pay back their foreign debts from the 1970s. The GDR accumulated increasing debts in order to maintain its standard of living—the highest in the Eastern Bloc. Bulgaria accrued mounting foreign debt in the late eighties; the Soviet Union suffered from the rapid drop in oil and gas prices after 1982. The economic problems were reflected in the increasing divergence between the official and unofficial rates of exchange for foreign currencies described above.

Poland faced additional problems. The imposition of martial law and the suppression of the Solidarność movement plunged the country further into recession. Almost all basic foodstuffs were rationed; the black market boomed.15 State repression and constant scarcity demotivated the workers. Aware that the People’s Republic of Poland was on the verge of economic and political bankruptcy, the Polish government welcomed perestroika and the opportunity to concede greater freedoms, especially to farmers and smaller firms. In 1986 General Wojciech Jaruzelski announced an amnesty for political prisoners. One year later, the government entered into negotiations with the opposition, mediated by the Church. In 1988 additional economic reforms were introduced that further loosened the restrictions on private entrepreneurs, and the following year the controls on prices for agricultural products were lifted. These measures were groundbreaking for Eastern Europe.

Even further-reaching reforms were introduced in the communist countries of East Asia. As early as 1979, the party leadership in Vietnam had allowed farmers to sell some of their output privately. In 1986, in step with perestroika, it abolished the entire system of compulsory levies and state price regulation in agriculture. This bold move to accommodate the individual profit motive in what was then a key sector of the Vietnamese economy paid off. Agricultural production rose and Vietnam soon became a rice exporter. But the communists protected their positions of power at the same time. The land the farmers cultivated was only ceded to them as usufructuaries; they did not own it. Like China, then, Vietnam introduced market economy without privatization.

By contrast, Poland’s reform program of 1989 focused on privatization. One reason for this was the country’s high foreign debt—the Polish government needed the revenue from the sale of state industries and enterprises. Two groups of actors cooperated to design the reforms: foreign advisers from the IMF and other international institutions, who prescribed Poland a neoliberal austerity program, as they had previously the ailing countries of Latin America; and national experts who had worked their way up the government career ladder and now supported radical reforms. These experts did not look to the Western European model of the welfare state for inspiration, but to the policies of Margaret Thatcher and Ronald Reagan. In late 1988, the Polish weekly Polityka had already commented on the growing influence of “eastern Thatcherites.”16 These were on the rise because of growing discontent with Gorbachev’s perestroika and its Eastern European variants. Hence domestic circumstances paved the way for 1989’s radical reforms.

Similarly to Yugoslavia, Poland lurched toward hyperinflation. The cheap aluminum coins of the seventies were immobilized and ever more zeroes printed on Polish banknotes. International and Polish economic experts agreed that the only way to curb the price rise was to strictly limit government expenditure and money supply. Even wages were not safe. In 1988 industrial workers had successfully taken strike action to have their wages index-linked to the rate of inflation. While this boosted incomes, it also caused inflation to rise even further. As a consequence, wages and salaries were rigorously controlled and de facto reduced after 1989.

Reforms in Hungary were shaped by debates within the Communist Party. The Hungarian private sector was expanded during the eighties, as was the Polish. But Hungary’s private enterprises did not have sufficient influence or scope to propel the economy. In 1987 the party abandoned its guarantee of employment for every adult citizen; the specter of unemployment loomed on the horizon. At the same time, Hungary opened its borders to foreign direct investments.

In the Soviet Union, too, the authorities were forced to admit that they could not simply grind on. Leonid Brezhnev’s successor Yuri Andropov, a former head of the KGB, had been aware of the dismal state of the economy since the early eighties. In 1986, Andropov’s protégé Mikhail Gorbachev proclaimed glasnost and perestroika (literally, “openness” and “restructuring”). He also introduced a different course in foreign policy. Recognizing the hopelessness of the Soviet intervention in Afghanistan, he tried to end the arms race in order to redirect more resources toward the economy.

Gorbachev hoped to save state socialism by reforming it. State enterprises were to retain some of their output to sell on their own initiative; kolkhoz farmers were encouraged to cultivate small plots of farmland independently; productivity was to be improved by raising workers’ morale. These measures were less targeted than the reforms in China and Vietnam, and, thanks to glasnost, discussed more than they were actually implemented. Such a tentative approach to reforms and decentralizing the economy only served to aggravate the Soviet Union’s problems. The individual republics drifted further apart and pursued their own increasingly nationally defined interests. Even glasnost had unintentional side effects. While the opportunity to articulate criticisms and discuss problems initially had a liberating effect, as long as it failed to alleviate the USSR’s economic plight, it ultimately undermined the authority of the party.

In 1989, the disclosure of major crimes committed by the state under Stalinism shook the foundations of the ailing Soviet Union. The Politburo’s admission of the existence of the Molotov-Ribbentrop Pact delegitimized Soviet rule in the Baltic states and gave the oppositions in Lithuania, Latvia, and Estonia a tremendous boost (see fig. 2.1). Civil rights activists started demanding independence for the Baltic republics. They, too, took advantage of contacts with exiles and other actors in the West. In the Caucasus, armed conflicts broke out between Armenians and Azerbaijani, forcing tens of thousands to flee their homes. The pogroms and unrest further undermined the legitimacy of the Soviet empire, which was proving incapable even of maintaining internal peace. In retrospect, the interethnic violence of the late eighties can be seen to have presaged the war in the former Yugoslavia and the Caucasus. Then, as later, conflicts flared up over the issue of whether to preserve the territory of the constituent republics or draw new, ethnic borders. Nationalism, then, was a crucial factor contributing to the breakup of the Soviet Union.17 But it was bred on the ground of economic crisis.

Struggling enough with the economic problems in his own country, Gorbachev ceded the peripheral states of the Soviet Union greater freedoms, and encouraged the other Eastern Bloc countries to introduce reforms. But glasnost and perestroika created new difficulties without remedying the flaws of the existing system. Soviet experts and managers increasingly doubted the viability of—or possibility of reforming—“real existing socialism,” a term that now inevitably carried a mocking overtone.
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Fig. 2.1.  On August 23, 1989, over a million people marked the fiftieth anniversary of the signing of the Molotov-Ribbentrop Pact by forming a human chain that stretched approximately four hundred miles, from Vilnius via Riga to Tallinn. Photo: ullstein bild / Juraitis.

At this point, several of the Eastern Bloc’s later reform politicians finally rejected state socialism and embraced neoliberalism. They included Václav Klaus, Leszek Balcerowicz, and Yegor Gaidar, all three of whom were state-employed experts working in official think tanks. Balcerowicz had even received a government scholarship to study in New York, where he became familiarized with the teachings of Milton Friedman. Having hitherto known only ineffective, spoon-feeding governments, these Eastern European economists were particularly drawn to the antistatism that is characteristic of neoliberalism.18 Thus neoliberalism and the theories of the Chicago School were disseminated via various channels: first, encounters between individuals, especially economists (interpersonal cultural transfers); and second, the reception of various writings (intertextual transfers). Both channels of exchange with the West were, however, more restricted in the Soviet Union than in East Central Europe.

The manifest failure of the reform communists’ efforts in the Soviet Union, Poland, and Hungary had repercussions in the West, too: Western variants of socialism lost their appeal. A number of comments and writings by prominent contemporaries such as US economic historian Robert Heilbroner testify to this. In early 1989, even before the Eastern Bloc crumbled, Heilbroner wrote in the New Yorker that “the contest between capitalism and socialism is over. Capitalism has won.”19 Milton Friedman took this up in the abovementioned TV series of 1990 and produced a sequence with the title “The Failure of Socialism.”20 It is interesting to note the choice of vocabulary: not communism—the United States’ Cold War adversary—but socialism was seen to have failed. By this cipher, Friedman and other confirmed anticommunists conveyed their hostility toward the already much-reduced welfare state and liberal left in their own country. Friedman’s TV program features a bizarre appearance by Ronald Reagan, who confused the Nobel Peace Prize with the Nobel Prize for Economics (the latter of which Friedman had indeed received) in his introduction declaring Friedman the recipient of the “Nobel Peace Prize in Economics.”

While Heilbroner focused primarily on the past, the neoconservative Francis Fukuyama looked to the future. In his controversial theory of the “end of history,” he claimed there was no longer any alternative to democracy and market economy, a view that liberal sociologist Ralf Dahrendorf shared. The Western elites’ entire political and ideological spectrum seemed to be made up of variants of dissociation from socialism. Previously Heilbroner had viewed economic history from a Marxist perspective. Clearly the failure of state socialism had such a deep impact that it changed the nature of the Left in the West, too.

Yet even at this point, some Eastern European civil rights activists continued to propagate a Third Way, linking market economy with the positive achievements of state socialism in their countries. Left-wing Western social democrats such as Egon Bahr supported their views. But the economic collapse of the Eastern Bloc and the de facto bankruptcy of Yugoslavia and its system of self-administration precluded the combination of the two systems. Czechoslovakia was less encumbered with debts and so could afford to postpone drastic reforms (which Friedman explicitly criticized in his TV series). But Yugoslavia, Poland, and other debt-ridden countries had no other choice than to follow the recipes of the Washington Consensus to secure the financial support of the West. As attempts to reform socialism failed before the eyes of the world, its Western, welfare-state variant also lost support and legitimacy. Even Sweden’s Social Democrats, who had run the country for many decades, were soon forced to surrender power. After 1989, then, the traditional Left-Right political framework was fundamentally challenged in Eastern and Western Europe alike.

The proponents of deregulated, free market economy seized the opportunity these changes presented. The Washington Consensus established the hegemony of neoliberalism on a global level. Here, too, it is important to note the subtle use of terminology. Referring to the economic prescriptions it advanced as a “consensus” implied that alternatives were deviant. Thus the ground was prepared in East and West for the revolutions of 1989–91 coming to a neoliberal end. But neither the civil rights activists nor the millions of people out on the streets foresaw this conclusion.


3

The Revolutions of 1989–91

Milestones of the Revolutions

The term “revolution” is commonly used to denote a great change, attended by mass mobilization and exuberance, that leaves a lasting imprint on the course of history. But in the fall of 1989, only a few demonstrators and dissidents dared to spell it out. Doing so would have put them at considerable personal risk and perhaps provoked a violent crackdown by the communist security forces. After decades of obligatory annual celebrations to commemorate the Bolshevik Revolution, the term had become tainted and overused. Indeed, revolution was still associated with mass violence, which conflicted with the opposition’s strategy of nonviolent resistance. Moreover, for a long time, dissidents called for the reform of the existing system, not its abolition. They formulated their demands within the parameters of perestroika and its Eastern European variants. To a degree, then, describing the upheaval of 1989 as a revolution is anachronistic. Contemporaries did not refer to it as such until the communists were already losing their grip on power.1 But then this term endowed the turmoil with meaning, and hope that communism in its gray form of “real existing socialism” was over. It signified that better times were ahead.

In the sense of Charles Tilly, Theda Skocpol, Hannah Arendt, and other older revolution theorists, the years between 1989 and 1991 certainly fit the definition of the term.2 There was a prehistory and a classic causal precondition—the decay of the ancien régime—followed by a revolutionary process and completed by revolutionary results. The main questions in this chapter are then: What kind of revolution occurred at the end of the twentieth century and what impact did it have? Were the opportunities presented by the revolution adequately used? (This question is explored further toward the end of the book.) The young people, especially, out in the streets in the fall and winter of 1989 (among them the author of this book) were united by a sense of excitement and potential. But the period did not spawn a “generation of ’89” similar to those from the historic years 1968 or 1848. So is there a lasting legacy of 1989, and if so, what would define it?

Before exploring these questions concerning the form, impact, and legacy of this most recent wave of revolutions, it seems appropriate to briefly survey the major events.3 The key milestones, in chronological order, were: 1) the establishment of a “round table” in Poland in early 1989 and its resolutions to permit independent trade unions, hold elections in June, and introduce further economic reforms; 2) the Hungarian communists’ reappraisal in the spring of 1989 of the failed revolution of 1956 and decision to allow a multiparty system, freedom of assembly, and other basic democratic rights; 3) the devastating defeat of the communists in Poland at the elections on 4 June 1989, on the same day as Chinese armed forces crushed the protests on Tiananmen Square in a countermodel of violent suppression; 4) the mass exodus of GDR citizens across the Hungarian border that summer, bringing down the Iron Curtain; 5) the popularity of the Monday Demonstrations in Leipzig and other East German cities, corroding the regime of the Socialist Unity Party (SED) and compelling it to open the Berlin Wall on November 9; 6) the breakdown of the communist regime in Bulgaria just one day later and the “Velvet Revolution” in Czechoslovakia in mid-November; 7) Moscow’s confirmation of the existence of the Molotov-Ribbentrop Pact in December 1989, which opened the door to independence for the Baltic republics; and 8) the bloody final act in Romania, with the execution of dictator Nicolae Ceauşescu and his wife on December 25.

Media portrayals of the radical changes are often confined to the year 1989, but in fact there were further crucial developments in 1990 and 1991, including 9) election victories for the distinctly national parties in the constituent republics of Yugoslavia, presaging the final disintegration of the economically bankrupt state; 10) the end of the GDR by economic union with the FRG and the accession of the five East German states (the “Fünf Neue Länder”) to the former West Germany; 11) the outbreak of armed conflict in Yugoslavia in summer 1991; 12) Lithuania, Latvia, and Estonia finally gaining independence following a coup d’état against Gorbachev that August; 13) the end of communism in its last bastion, Albania; and 14) the official breakup of the Soviet Union in December 1991. This staccato sequence of quantum leaps and jumps created a sense of time accelerating. Individual contemporaries could hardly grasp the ramifications of all the changes.

When the communist regimes collapsed, so did Europe’s postwar order. The depth of the changes can only be understood from a long-term historical perspective. In 1991, Russia lost all the territories it had acquired since its imperial expansion westward in the seventeenth and eighteenth centuries: Ukraine on the left bank of the Dnieper (Treaty of Andruszowo, 1667), the Baltic states (Treaty of Nystad, 1721), Ukraine on the right bank of the Dnieper (first partition of Poland, 1772), and further Lithuanian and Polish territories (second and third partitions of Poland, 1793–95). The current conflict over Ukraine stems from Russia’s ambition to at least partially reverse this loss of power and influence.

In a speech to the State Duma in 2005, Vladimir Putin described the disintegration of the Soviet Union as the “largest geopolitical catastrophe of the twentieth century.” He went on to give a foretaste of his neoimperialist foreign policy in 2014 by declaring himself the protector of Russians living in neighboring states.4 Yet one of the major accomplishments of the revolutions of 1989–91 had been Russia’s (temporary) relaxation of efforts to be a rival superpower to the United States. President Boris Yeltsin realized that attempting to rule over neighboring nations and large parts of Europe and Central Asia was too costly for Russia and resulted in imperial overstretch. The Russian Soviet Federative Socialist Republic declared independence, spelling the definitive end of the Soviet Union. For the first time in its history, Moscow broke away from its own empire.

The geopolitical situation in Eastern Europe improved as a result. The region no longer formed a buffer zone between the West and the East, as it had in the interwar years and the first years after the Second World War. The Czech Republic, Poland, and Hungary joined NATO in 1999; Slovakia, Slovenia, Romania, Bulgaria, and the Baltic states—three former Soviet republics—followed in 2004. As the European Union and NATO expanded, most of the East Central and Southeast European states clearly aligned themselves with the West. When Romania and Bulgaria joined the European Union in 2007, it gained two more predominantly Orthodox Christian countries, after Greece. Commentators in Romania were inspired to speak of a “Europe from the Atlantic to the Black Sea.” No other revolution in the history of Europe, other than those of 1789–94, had had such a deep impact on the political geography of the continent.

The collapse of the last European superpower and the multi-ethnic states Yugoslavia and Czechoslovakia heralded a new phase of nation-state building in Europe, the “third wave” following Italian unification and the Congress of Berlin in the nineteenth century (1859–78) and the period of reorganization after the end of the First World War. As previously, it triggered violence and even wars. The former Yugoslavia was engulfed by violence as Slobodan Milošević and the leaders of the Serbian minorities in Croatia and Bosnia tried to construct an ethnically defined Greater Serbia and refused to accept the preexisting borders of the constituent republics. In contrast, the former Soviet Union, with the exception of the Caucasus and small conflict zones such as Transnistria and the Fergana Valley in Central Asia, remained mostly peaceful—perhaps because Yugoslavia served as a warning example. Czechoslovakia, the last explicitly multinational state in Europe, also disintegrated without bloodshed. Nationalism was not the only reason for these states’ collapse. Rifts appeared in Yugoslavia and Czechoslovakia over the course transformation should take, with proponents of gradual reforms fiercely opposing the supporters of radical changes.

The model of the monoethnic nation-state was more stringently followed in 1989 than after the First World War. Yet few borders were redrawn, unlike after 1918. The existing federal units of multinational states were largely retained. In the 1990s, some observers extrapolated that the success of transformation was linked closely to levels of national homogeneity. According to Milada Vachudová and Timothy Snyder, this was the reason why the largely monoethnic countries Poland, the Czech Republic, and Hungary were pioneers of reforms.5 Certainly, the Romanian and Serbian (post)communists exploited ethnic dividing lines to their political advantage. But the later development of Slovakia and Romania—countries with large Hungarian minorities—disprove the thesis. It is one of the negative aspects of transformation that the situation of the Roma people, however, remains desperate throughout Eastern Europe.
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Map 1.  The new Europe.

The “new Europe” consists predominantly of small or very small states. There is a rough balance of ten or twelve countries with populations of up to two million inhabitants (some not even as large as Connecticut or New Hampshire), between two and five million, and between five and ten million. Only eight countries have populations of over twenty million: Germany, France, Italy, Great Britain, Spain, Poland, Ukraine, and Russia. Jan Zielonka, a political scientist at Oxford, has proposed that the enlarged European Union is like a “neomedieval empire” with a federal structure held together by a weak central power, similar to the Holy Roman Empire, dissolved in 1806, or the Polish-Lithuanian Commonwealth, which ceased to exist in 1795.6 Not only the extent, then, but also the quality of statehood in Europe has changed. Brussels has gained considerably more power by its active involvement in the transformation.

Causes of the Revolutions

Is it possible to view all the turbulent events of the years 1989–91 in the same context and to explain them in one master narrative? Has enough time passed for the staccato sequence of radical changes listed above to be reassessed and evaluated? More than twenty-five years after a new order was established in Europe, contemporary historians should at least give it a try. Below, some existing explanations will be considered, and the proposed main temporal, spatial, and human factors analyzed. The question of “how” is just as important as that of “why.” It is truly remarkable that the European revolutions of 1989 occurred largely without violence, by a process of negotiation. But despite the lack of bloodshed, the changes are not undisputed. The economic and social outcomes of the revolutionary changes, which eventually also affected Western Europe, remain politically contentious.

The simplest and most media-compatible explanation for the revolution was presented in 2009 at the events’ twentieth-anniversary celebrations under the Brandenburg Gate, in the heart of united Germany. Artists had been commissioned to create a Berlin Wall of polystyrene blocks, which were knocked down in a chain reaction at the climax of the celebrations. This action symbolized the domino theory that one small revolutionary stone caused the next to topple and so on until the entire structure collapsed, leaving a (wall-)free, united Germany and Europe. It is true that the revolutions of 1989 interacted. Dissidents and civil rights activists across Eastern Europe were in contact with each other throughout the eighties. The state and party leaders of the individual Eastern Bloc countries were, of course, also in close contact. The fact that Europe’s communist regimes collapsed in quick succession seems to confirm the domino theory. The sudden precipitation of events prevented the people in power from anticipating, and halting, their own fall and the end of the old order.

But there are drawbacks to the domino theory. For one thing, it blurs the differences between the power shifts in individual countries and local protest movements. In Hungary, change occurred relatively gradually, modulated by debates within the Hungarian Socialist Party, or MSZP, whose reformist wing came to predominate. In Poland, as mentioned above, direct negotiations took place between the government and the opposition. In Czechoslovakia and the GDR, the communists obstructed reforms for so long, even in defiance of Gorbachev, that by 1989 they had forfeited all room to maneuver.7 In Romania, Bulgaria, and the successor states of the Soviet Union, communism ended under still different circumstances. The opposition in each of these countries was distinctively composed, took different action, and had varying levels of support within society. Another problem with the domino theory is that it suggests a linear sequence. But where in this line is the place for the largest, central “stone”—that is, the Soviet Union in the years 1989–91? The domino theory also paints a simplified picture of interplay between the revolutions. Unlike 1789–94 or 1848–49, there were no itinerant revolutionaries in 1989, moving from one hot spot to the next. But there were transnational electronic media. The protesters in Prague in November 1989, for example, knew from Radio Free Europe and other information channels that they faced the last hardliner regime in the region. This knowledge emboldened them and demoralized the security forces.

The domino theory does have a narrative advantage thanks to its strong, vivid imagery. In his book We the People, Oxford-based contemporary historian Timothy Garton Ash acts as narrator and observer, dashing from Warsaw to Budapest, Prague, and Berlin.8 The reader experiences the end of each country’s regime and the opposition’s takeover as if watching the plot of a thriller unfolding on the big screen. Former Hungarian dissident György Dalos takes the same approach, dealing with each country in sequence, in his excellent analysis of the year 1989.9

Garton Ash’s reportage-style account emphasizes the significance of mass mobilization. During the anniversary year 2009, when argument over the nature of the events reignited, he defended his view that the peoples of Eastern Europe made the revolution. Garton Ash is not alone in this opinion; Padraic Kenney also underlines the role of the opposition in A Carnival of Revolution.10 Both historians attribute the peaceful revolution to the civil society formed by courageous dissidents in East Central Europe before the radical changes of 1989. Highlighting the role of the opposition in this way, there is a danger of heroizing dissidents such as Václav Havel and Lech Wałęsa. But unlike all good works of fiction, these books offer no villains. The old rulers barely feature in Garton Ash’s narrative. On the rare occasions that the communists are mentioned, they appear as gray figures, paralyzed with indecision.

US historian Stephen Kotkin responded to Garton Ash’s interpretation with a powerful polemic.11 Arguing that “the opposition” was poorly rooted in society, Kotkin questioned whether it was appropriate to use the term at all, or whether it would be more apt to speak of isolated dissidents. According to him, the general public had been so disengaged in these countries that they formed “uncivil societies,” making nonsense of the term revolution.12 Poland (dealt with by Kotkin’s coauthor, Jan Gross) was the only exception. Kotkin attributes the changeover primarily to Gorbachev’s reform policy and its unintended effects. His explanation, then, falls within the tradition of Sovietology, focusing on Moscow and the Kremlin.

More recent historical research provides evidence to challenge Kotkin’s thesis. Canadian historian James Krapfl has shown that social mobilization in Czechoslovakia encompassed the entire country. Large demonstrations were held in even the small district capitals, and did not stop until the leading figures of the old regime stepped down.13 Demonstrations in the GDR were by no means confined to Leipzig and Berlin: they also took place in provincial towns such as Plauen. In the Baltic republics, virtually the entire non-Russian populace took part in protests from 1988 on. However, the Russian postwar immigrants, and the Polish minority in Lithuania, were ambivalent about the Estonians’, Latvians’, and Lithuanians’ demands for autonomy and, later, independence. Hence, they tended to stay away from the demonstrations, which somewhat reduces the myth of the Poles’ indomitable will for freedom. Mobilization was weaker in Gdańsk, Warsaw, Poznań, and other centers of Solidarność, especially in comparison to 1980–81. This was partly due to the fact that the opposition was now able to negotiate directly with the government. The Solidarność leaders took their demands straight to the Round Table, rendering public protests superfluous.

The Romanian secret service, Securitate, managed to suppress all mass demonstrations until December 1989. But the regime was crumbling on the periphery. In Timişoara the planned relocation of the dissident priest László Tőkés brought 100,000 students and workers out into the streets in protest. Unlike the leaders of other Eastern European regimes, Ceauşescu gave his forces a shoot-to-kill directive that claimed the lives of twenty-six people in Timişoara alone. The bloodshed fanned the flames of unrest. Within a few days the spark of revolution had reached Bucharest. The second and third ranks of the party assumed power and ordered the shooting of Nicolae and Elena Ceauşescu following a hasty trial before a military tribunal. The Romanian revolution can therefore also be considered an intraparty putsch.14

Mass mobilization was strongest in Yugoslavia. Demonstrations had been taking place since the mid-eighties, mostly for social and economic causes or the demands of individual factories. In 1989 Slobodan Milošević harnessed this tendency to kindle nationalist aspirations among Serbian society with a mass rally on the mythical Kosovo Polje. Beginning in 1991 he purposely incited violence against other nationalities and Serbian opponents. By provoking a nationalist escalation, Milošević engineered the demobilization of society.15 When the War of Yugoslav Succession began, Serbian demands for more reforms and a change of government died away. The Serbian Socialist Party was able to stay in power longer than any other postcommunist party—until 2000, when the first “color revolution” took place in Eastern Europe; a term that should not be used uncritically.

A fourth and very important explanation can be found for Yugoslavia’s collapse: the economic failure of state socialism.16 As mentioned above, the two oil crises of 1973–74 and 1979–80 were more harmful for the West than for the Eastern Bloc. The Soviet Union actually benefited from the rising oil price. Exports of oil helped it to increase its foreign exchange revenue. In the West, the dual price shock and rising employment costs led to a boom in investment and technical innovation. The Eastern Bloc failed to keep pace and fell behind the West in terms of economic performance.17 From 1983 on, moreover, the price of crude oil dropped as sharply as it had previously risen (from $66 to $20 per barrel). The Soviet Union struggled to raise the money to pay for its grain imports and staple goods. Ironically, by 1989, it was the center of the Red Empire that was in the worst shape: as Gerald Easter has shown, at over 10 percent of the GDP, the Soviet Union’s budget deficit was higher than that of any other Eastern Bloc country. Inflation rose as it had previously in Poland and Yugoslavia. The USSR could no longer maintain the population’s already low standard of living.18 The most obvious symptom of the weakness of these planned economies was low productivity. In the late eighties, Eastern Bloc industries needed roughly five times as long as factories in Western Europe did to manufacture lower-quality refrigerators or cars (see fig. 3.1). Gorbachev and other reform communists recognized these problems and launched the politics of perestroika in response. But as Kotkin has convincingly shown, they had unprecedented and unexpected effects.

Findings of social and economic history can be fruitfully combined with inquiry into the history of everyday life. The communist countries’ growing investment in mass consumption improved local living standards until the seventies. But it also raised expectations to a level that ultimately could not be sustained. The reality was constant scarcity and daily standing in line, which undermined the contrat social of the postwar era. The volatility of the situation was tangible in the protests in Poland of 1970, 1976, and 1980. Each of these demonstrations was triggered by government moves to raise the prices of basic foodstuffs. This made economic sense: subsidies overburdened the national budget; supply and demand were wildly disparate and compounded by low state purchase prices, which in turn fostered the black market. But industrial workers came out in protest because the price rises injured their “moral economy.” They were under the impression that party members enjoyed vast (often overestimated) privileges. Partly in the light of events in Poland, East Germany did not attempt any comparable cuts but, like Bulgaria, opted to take on more foreign debt. The only party leader in Eastern Europe to force frugality upon his citizens was Nicolae Ceauşescu. To some extent, it was the Romanian dictator’s rationing of heating fuel, electricity, and basic foodstuffs in the 1980s that earned him the hatred of his citizens. Eventually, he paid for his tyranny with his life.
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Fig. 3.1.  An East German Trabant and a West German Opel Kadett coupé parked in front of an Intershop on one of the transit highways to West Berlin, 1984. Photo: ullstein bild / Günter Schneider.

An explanation based on economic and social history can also be useful for drawing comparisons between Eastern and Western Europe and countries within the Eastern Bloc.19 System rivalry, among other things, spurred countries on both sides of the Iron Curtain to increase their social expenditure. This is especially true of West Germany, Austria, and Sweden, which had probably the highest welfare spending worldwide. Eventually, this caused similar problems of growing budget deficits and rising taxes in both the East and the West. By 1989, Thatcherism and Reaganomics had placed Western European countries under distinct pressure to reduce their welfare states. As a result, their appeal and model function diminished. The postcommunist countries, which could not have afforded such lavish welfare states in 1989 anyway, opted to take the neoliberal path.

The détente made it possible for citizens of the Eastern Bloc to compare their standard of living with that in Western countries. Thus they could see for themselves that the communist propaganda about the imperialist-capitalist West ruthlessly exploiting the downtrodden working classes was false. As the gulf between rich and poor grew in their own countries, Eastern Europeans increasingly looked to Western Europe for orientation. The state socialist regimes responded with propagandist campaigns promoting the values that they stood for, such as full employment, social security, and solidarity. As the revolutions of 1989 show, the public gave the communists little or no credit for their social policy achievements. Yet in the nineties, when demonstrations and strikes were called in protest against reforms, it was precisely these endangered values that the protesters invoked.

The complex field of mutual and retrospective perceptions touches on the influence of the media on the revolutions of 1989. Images of mass demonstrations, the Round Table in Poland and other oppositional successes inspired the populations in neighboring countries. Communication channels within the Eastern Bloc had already played a role during earlier crises of communism. The residents of Ľviv in western Ukraine, for example, had received information about the Prague Spring and the Red Army’s invasion of Czechoslovakia via Polish broadcasting.20 Polish television and radio was an important factor contributing to western Ukraine’s development into a stronghold of civic resistance in the Soviet Union. The town of Ľviv even evolved its own hippie culture. In Poland, the cities along the Baltic coast were hubs of opposition, not least because they were the first to receive information from the West. The opposition was able to disseminate its views among the population using printing presses and typewriters smuggled from Sweden.

The media played an important role in other Eastern Bloc countries, too. Many journalists, newspapers, and radio broadcasters remained loyal to their regimes for several years, but swiftly changed sides in 1989. More than by sheer opportunism, they were motivated by a sense of professional ethics, which they retained despite all communist governments’ demand, since Lenin’s time, for partiynost (partisanship). Despite the ideological controls, Eastern European journalists aspired to inform their publics. Crude propaganda, such as appeared on the infamous Black Channel (Der schwarze Kanal) TV show broadcast in the GDR, was respected neither by journalists nor by the populace. As the reality of “real existing socialism” diverged ever more from its propagandist image, it became increasingly difficult to reconcile journalistic standards with the party line. Consequently, subversive resistance began to form long before any radical changes occurred. Cracks in the censorship first appeared due to glasnost and perestroika, then widened in 1989, until the dam of suppression finally burst during the revolutions.

The media in the GDR and the ČSSR contributed significantly to toppling their countries’ regimes. Illegally filmed images of the Monday Demonstration in Leipzig on October 9 were smuggled to West Berlin. Subsequently broadcast by West German television, they exposed the scale of the protests and challenged the GDR regime in a decisive phase.21 Following the quashing of a demonstration in Prague on November 17, there were radio reports claiming that security forces had killed a student. The news provoked outrage and fueled the protests against the government. Later it transpired that the information had been no more than a rumor, but it was too late to contain the public’s anger. Sometimes journalists played right into the opposition’s hands, as when a Polish TV team filmed the violent suppression of workers’ protests in Gdynia and Gdańsk in 1970 and 1981. Polish director Andrzej Wajda later incorporated these images into his film Man of Iron (Człowiek z żelaza), which was seen by a mass audience. These examples illustrate how the media not only relayed events but also shaped them.

Nationalism was a sixth factor, one that can be regarded as inherent in the system. The Eastern Bloc consisted of socialist nation-states, or federal states with nationally defined constituent republics. They were forced into line during the Stalinist era, but persisted in striving for autonomy from Moscow. The constellation in the Soviet Union was similar in some respects and different in others. Taking a longue durée perspective and following the model developed by Czech historian Miroslav Hroch, one can distinguish between three phases of nation-building here: In the 1920s, the Soviets sought to consolidate their legitimacy by a policy of “rooting” (korenizacija) that fostered nationally defined cultures, especially in Ukraine.22 Stalin ended this first phase with the “Great Terror” of the thirties, targeting nationalist-minded cadres with repression and persecution. After his death, the various Soviet republics and their party apparatuses regained a degree of freedom.

Nationalist discourse continued to be censored, but positions in state administrations and industries were increasingly assigned to native cadres.23 A creeping process of nationalization occurred that was barely registered by Western Sovietologists (phase 2). During glasnost, the various republics and nationalities openly voiced their often-cited “national interests.” The intelligentsia in each group played a leading role in mobilizing the masses, mostly by invoking historical arguments (phase 3). As in the late years of the Tsarist Empire, nationally motivated debate and unrest did not reach the Russian heartland and Moscow until somewhat later. But when it did, it had a resounding impact.

The phase model can, of course, be extended to take further spatial and chronological coordinates into account. The first mass national protests were launched in the Baltic republics; mobilization was greater in western Ukraine than eastern Ukraine, where the predominantly rural population and industrial workers did not relate as strongly to a strictly national identity.24 Nationalism did not, then, have an overwhelming, blanket appeal. But as in the nineteenth century, the ideology proved highly adaptable and transferable. Each Soviet state’s nationalism reinforced that of the others, even on the margins of the Soviet empire. The Baltic states and Ukraine were emboldened by the former satellite states’ achievement of complete sovereignty and the Red Army’s retreat from Eastern Europe.25 Their demands for independence, which had seemed completely unrealistic in the late eighties and were not supported by the West out of deference to Gorbachev, now gained real prospects of success.

The breakup of Yugoslavia is traditionally attributed to ethnic nationalism. But whether the ideological impetus came from a few influential politicians such as Slobodan Milošević, or was rooted in the population, continues to be debated.26 The fact that it was difficult to recruit fighters at the start of the war in summer 1991 (especially in Serbia) seems to indicate popular detachment. But most commentators agree that the demise of the Yugoslav communist party left a political vacuum that was filled by nationalist politics. Elections in Slovenia, Croatia, and Bosnia and Herzegovina in 1991 resulted in victories for explicitly national parties. The constituent republics had drifted apart economically, politically, and culturally since Yugoslavia’s federalization in 1974. Nationalism (in the constructivist sense of Benedict Anderson or Ernest Gellner) was therefore both a long- and a short-term factor contributing to the radical changes of 1989.

Problematically, these attempts to find explanations switch between places and periods, despite a dominant focus on the year 1989, and between structural factors and individual actors. Moreover, almost all of them view the events from the point of their conclusion—the collapse of the Eastern Bloc and state socialism. It is important to note that the oppositions in Eastern European countries in the eighties thought and operated within the parameters of their respective regimes. This was even the case in Poland. Here, the two sides met at the Round Table in spring 1989 to discuss reforms to state socialism and a division of power, not a regime change (see fig. 3.2). The opposition was represented once more by Solidarność, continuing a tradition started in 1980–81, when the trade union movement had rallied the support of some ten million activists. This was the largest twentieth-century mass movement in Europe, in relation to the country’s total population. The sequence of events in Poland between two revolutions is loosely comparable to the Russian revolutions of 1905 and 1917.
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Fig. 3.2.  On February 6, 1989, representatives of the government, the opposition, and other interest groups began Round Table talks in Warsaw. Photo: picture alliance / ZB / Jens Wolf.

Placing the focus on socioeconomic factors, a wider temporal horizon comes into view. It had been obvious that the planned economies were floundering since the late seventies, when Hungary and Poland had tried in vain to modernize by infusing them with Western capital and technology. Other countries’ more or less drastic attempts at reforms, sometimes in combination with measures to decentralize the planned economy, sometimes as part of recentralizing policies, were no more effective. The economic crises became insurmountable when it came to paying off loans from the West. The Soviet Union, moreover, was badly hit by the drop in oil and gas prices. In view of this, the temporal horizon of any explanation should be extended well into the 1980s.

The “refrigerator theory”—arguing that the communists had merely frozen the nationalist conflicts, which began to “thaw” forty-five years after the Second World War—circulated for many years. This explanatory model, which informed the West’s treatment of the crumbling Yugoslavia with disastrous consequences, does not stand up to scientific analysis. First, it overstates communism’s ability to supplant other ideologies; second, it obscures the fact that renationalizing tendencies emerged long before 1989.

Czechoslovakia was federalized in 1969—the most fundamental change made in response to the Prague Spring in terms of domestic policy. Yugoslavia gained a new federal constitution in 1974, which sowed the seed of its later dissolution. Nationally motivated violence erupted in the Soviet Union in the late eighties; Armenians and Azerbaijani persecuted each other in their respective constituent republics, and conflicts also broke out in Central Asia. In Bulgaria, the government under Todor Shivkov repressed the Turkish minority; in consequence, some 320,000 of its members fled to Turkey. In some respects, this served as a blueprint for Slobodan Milošević. He counted on the West remaining similarly passive when confronted with the Albanians’ persecution in Kosovo and, later, the conflicts in Croatia and Bosnia and Herzegovina. The fall of the Berlin Wall and the promise of German unification gave additional momentum to nationalist arguments. When the protesters in Leipzig and Berlin chanted “We are one people” (Wir sind ein Volk), it marked the first call for a change of state borders in Eastern Europe. German unification set an example for all other nations hoping to detach from Moscow or Belgrade.

Lastly, as Mary Elise Sarotte has suggested, an additional factor in every revolution was contingency and, in the case of the GDR, luck.27 A fatal shot fired during a mass demonstration, an attack on a Red Army barracks, an earlier putsch in Moscow or other spontaneous action might have triggered a very different, more violent chain of events. Contingencies have always played an important role in the history of European revolutions. The same applies to the course of postrevolutionary transformation, which would certainly have been quite different if it had happened ten years earlier, when the economic mainstream was still influenced by Keynesian theory.

In summary, analysis shows that the 1980s was a key period with respect to all six causal factors of the revolution (the domino theory, mutual triggers, mass mobilization, economic decline, the media, nationalism). Though perhaps unsurprising, this assertion challenges the frequent portrayals of communism and state socialism as flawed systems that were destined to fail from the start, or were forced upon countries from without. Neither the former nor the latter is true. But as in previous revolutions, the weakness of the ancien régimes—in this case, most party leaders were literally very old—enabled the oppositions to consolidate their positions and create the “revolutionary situation” that has been stressed by Charles Tilly and other revolution theorists.28 This situation arose, in turn, because most actors did not anticipate the approaching collapse of state socialism. If they had, the regimes would certainly have (re)acted differently.

Centers and Agents of Revolution

All historic revolutions had a geographical center, from Paris in 1789 to St. Petersburg in 1917. Where did the revolutions of 1989–91 begin and who were the agents driving them? In a longer-term perspective, Gdańsk stands out as a significant hub. This is where the trade union movement Solidarność (Solidarity) was founded; it spread across Poland within a few months. Unlike in previous revolutions, then, resistance did not originate in the capital but in the provinces. The same was true in 1989 of the GDR (Leipzig), Romania (Timişoara) and, later, Ukraine (Ľviv).

Earlier mass protests against communism had also taken place in regional centers: in Plzeň in 1953, in Poznań in 1956, in Gdynia in 1970, and in Gdańsk in 1980–81. In the second half of the eighties, Gorbachev gave the reformist governments in Hungary and Poland free rein to implement perestroika. At the same time, the communist party leaders of the GDR and the ČSSR, Erich Honecker and Gustav Husák, and other hardliners openly resisted reforms, deviating from Moscow in an opposite direction. In view of this long-term power shift from the center to the periphery, Moscow can hardly be regarded as the epicenter of the revolutions of 1989–91.

Nevertheless, Cold War history and literature on the collapse of communism and the Eastern Bloc tend to portray the Kremlin and Gorbachev as the originators of the changes. Despite the strong academic focus on Gorbachev, the last general secretary of the Communist Party of the Soviet Union (CPSU), information about his role remains limited.29 More has been written about prominent opposition activists, especially Václav Havel, who was a noted dramatist and political philosopher.30 Little is known about the mid-ranking party officials and second-string opposition who were not in the public gaze—the managers, industrial and agricultural workers, and other oppositional groups within society—or local centers of the revolution. James Krapfl is the only author to convey an impression of the broad mass of protesters in 1989, their ideals, and their rapid disappointment. His Revolution with a Human Face also marks the transition from “why” questions, or causal explanations for the revolutions of 1989–91, to “how” questions, inspired by considerations of cultural history. Krapfl’s book inquires into the representations and interpretations of the revolution that shaped the further course of transformation.

The hermeneutic dilemma inherent in all the existing analyses is that their explanations are based largely on preexisting fields of inquiry. Anyone who focuses on Moscow—as most experts on Eastern Europe do, if only for linguistic reasons—will no doubt find the reasons for communism’s collapse there. But shifting the focus to the smaller nations of Eastern Europe exclusively would be just as counterproductive. This is where the potential weakness of Timothy Garton Ash’s explanatory model lies. His argument that civil society spurred the changes is tenable with respect to Warsaw, Prague, and East Berlin but less so with respect to Moscow. The same in reverse is true of Kotkin’s thesis.

The two lines of research can be combined by stressing the communicative links between Poland and the western parts of the Soviet Union. As recent studies on opposition networks around the Baltic Sea have shown, Baltic dissidents were well informed of the activities of Solidarność.31 Polish underground publications reported on the mass demonstrations in Tallinn, Riga, and neighboring Vilnius. A number of GDR civil rights activists took Poland as their model, and Polish and Czech opposition members met in Krkonoše, the mountain range along their nations’ shared border. These contacts broadened the horizons of civil rights activists. Moreover, the knowledge that they were not alone in their struggle had an important psychological effect.

The communication between the various opposition movements qualitatively changed their characters. This can be inferred from the images of history that were circulating in Eastern Europe in the late eighties. The dissidents (including a disproportionately high number of historians) had a common goal: to revise the official image of history, and especially to expose the truth about the Molotov-Ribbentrop Pact and Soviet terror against Poles, Baltic peoples, Ukrainians, and members of other nations. Thanks to their cross-border discussions, some of history’s “blind corners,” such as Katyn (where Stalin ordered the shooting of over 4,400 Polish officers), the gulags, the deportations to Siberia, and the Yalta Agreement, were researched and remembered in a broader, international context. United in their outrage at Stalinism and the major crimes committed in its name, the opposition activists initially neglected other conflictual issues, such as Polish-Lithuanian relations in the interwar period, the Polish-Ukrainian civil war of 1943–46, and the persecution of Jews by their compatriots. But by setting aside thorny bilateral issues, which the communists had actively misused in their propaganda, they prepared the ground for friendly relations among the Visegrad group, between Poland and Ukraine, and in a unified Germany, as well as for the revival of Jewish life. This contradicts the hitherto predominant image in historiography of a stereotypically nationalist Eastern Europe during the transformation era. This verdict only really holds for Yugoslavia, where the legacy of past conflicts, especially the persecution and mass killing of Serbs in 1941–44, was harnessed to fuel the war beginning in 1991. Remarkably, again, the impetus to reappraise Eastern Europe’s history often came from provincial towns far from the capital cities, where there was less surveillance. This is a further indication that the revolutions of 1989–91 had multiple centers, and cannot be attributed to just a few “big men of history.”

It is also worth looking beyond the borders of the Soviet empire. In the spring of 1989, tens of thousands of people were taking part in demonstrations in the center of the other communist superpower, China. While on June 4 the Poles were invited to freely elect a section of their parliament for the first time since 1947—resulting in a crushing defeat for the Polish United Workers’ Party (Polska Zjednoczona Partia Robotnicza, PZPR)—the Chinese party leadership was using tanks and gunfire to clear Tiananmen Square of demonstrators.

The violent suppression of the protests in Beijing marked a victory for the hardliners over the reformers in the Chinese politburo. The military crackdown was also a reaction to the authorities’ loss of control in the Soviet Union, which the Chinese leadership had closely observed. In spring 1989, there was growing unrest in the Baltic states, the Caucasus, and neighboring Central Asia. From a Chinese perspective, glasnost (openness) seemed the primary threat to stability. The Tiananmen Square massacre, then, is as much a part of the global history of the year 1989 as was the Washington Consensus.32 The repercussions were perceptible in Europe: the party leaderships of the GDR and the ČSSR discussed the possibility of a “Chinese solution.”33 In the end, only Ceauşescu risked an escalation in December 1989, with disastrous consequences for himself and his wife.

The above events illustrate the internal dynamics of the revolutionary and postrevolutionary periods. With the wisdom of hindsight, the aging Eastern Bloc regimes seem predestined to fall. But the reform communists, especially, still believed that they could save state socialism. When Gorbachev introduced glasnost and perestroika, he did not foresee the consequences. Despite their conciliatory intentions, neither Gorbachev nor the reform communists in Poland and Hungary should be idealized. Poland’s last communist government, under Mieczysław Rakowski, entered into negotiations with Solidarność on a political gamble. Rakowski, the former editor-in-chief of the weekly newspaper Polityka, presumed that once power had been divided, the public would blame the opposition for the country’s economic plight. This is exactly what happened, and in 1990 the trade union that had become the ruling party was struggling to contain its internal disagreements. While Solidarność tried to implement reforms that were not in the interests of its own clientele, the reform communists in the opposition had a chance to regenerate and develop a new program and economic policy.

In the GDR and the ČSSR, the dynamics of the revolution cut the period of power-sharing short. The East German Socialist Unity Party (SED) and the Communist Party of Czechoslovakia (KPČ) had blocked reforms for so long that their legitimacy was rapidly waning. The mass protests in Leipzig, East Berlin, Prague, Bratislava, and many provincial towns marked a psychological watershed. The demonstrations showed that the public had lost its fear of the police and security forces. This dynamic was repeated in Romania, the Baltic states, and Georgia, and, following the attempted putsch of 1991, in Moscow. The tendency of revolutions to gather momentum has often been observed and incorporated into various revolution theories.34 Yet it has been disputed whether the radical changes of 1989–91 can be included in the long tradition of modern revolutions—paradoxically because of the predominant lack of violence. The time is right, then, to update the established revolution theories in the light of the events of more than twenty-five years ago.

The “Negotiated” Revolution

In Europe, the 1989 revolutions are often referred to as “peaceful.” This attribute suggests a contrast with the bloody revolution of 1917. But the divisions and transfers of power of 1989–90 did not take place completely without violence. On October 3, the People’s Police in Dresden attacked hundreds of protesters demanding the freedom to travel for all GDR citizens as trains carrying the embassy refugees from Prague passed the city.35 In Leipzig and East Berlin, the police initially used water cannons, tear gas, and batons to control crowds of protesters. In Prague, police tried to suppress the protests by force until the evening of November 17. In Tbilisi, twenty protesters died when paratroopers were deployed against the Georgian opposition in April 1989. The attempted storming of the TV tower in Vilnius by task forces from the interior ministry claimed fourteen lives in January 1991. It is not known whether Gorbachev personally backed these violent measures. The orders were probably given by hardliners within the military and the KGB, who stood behind the putsch of August 1991. Their coup failed not least because the security forces refused to open fire on protesters outside the “White House” in Moscow, who had gathered to act as human shields around the Supreme Soviet of the RSFSR, the later Russian parliament.36

In summer 1991 parts of Yugoslavia were already in the grip of terrible violence. In Krajina and other Serbian minority settlement areas in Croatia, radical nationalists shot and killed Yugoslav citizens who defended the ideal of peaceful coexistence. They also attacked Croatian elites, and soon targeted civilians in order to stifle a guerrilla war. By late September the eastern Croatian town of Vukovar had been reduced to rubble. The term “ethnic cleansing” entered into common usage in international diplomatic circles. Yet despite the escalation in the former Yugoslavia, the over one thousand dead of December 1989 in Romania, and the flashpoints of fighting in the Soviet Union, the violence of 1989–91 remained minimal in comparison to the French and Russian Revolutions. There was no stormed Bastille, no Vendée (where tens of thousands of antirevolutionaries and nonparticipant farmers lost their lives in 1793–95), and no guillotine symbolizing a reign of revolutionary terror.

For the opposition, nonviolence was a way of contesting the superior power of the communist security services. For the regime, much had changed since Stalin’s death. The end of Stalinism marked the end of mass terror and the gulag system. Of course, state repression did not stop in 1956—as the Warsaw Pact countries’ invasion of Czechoslovakia, the violent suppression of the protests in Poland in 1970 and 1981, the killings of East German refugees at the Berlin Wall, and the persecution and exile of dissidents show. But violence was used selectively, in certain circumstances only. The history of state socialism, then, confirms the general trend toward less state violence in the twentieth century.37

The lack of bloodshed in the year 1989 was ultimately thanks to a rational choice made by governments. Had they given the order to crush the demonstrations in Leipzig, Prague, or Sofia by military force, they might have provoked civil war. In November 1989 the ČSSR, especially, was on the verge of disaster. The secretary of the municipal party committee in Prague, Miroslav Štěpán, was a ruthless hardliner and called for the deployment of armed forces. But his comrades in the Czech Communist Party politburo held him back for fear of the unpredictable outcome, and because the defense minister was not convinced that low-ranking soldiers would obey the order to shoot. The government’s attempts to mobilize police units in rural areas for deployment in Prague were hindered by many of them breaking ranks—some buses headed for Prague simply turned back.38 Similarly, the East German army (Nationale Volksarmee) and police (Volksmiliz) had considerable difficulties mobilizing additional security forces in October 1989.39

No doubt biographical factors also contributed to the general hesitance to use violence. The politburos in Prague and other Eastern Bloc capitals were dominated by old men who were less aggressive than their younger comrades, such as Štěpán, who was only forty-four at the time. Some members of the older generations had experienced Stalinist terror firsthand. In the light of these memories, and without backing from Moscow, they were reluctant to deploy armed forces and tanks.

Taking up negotiations and waiting for rifts within the opposition seemed the safer option. Some of the old elites, especially in the economic sector, hoped to be able to retain their positions in a more capitalist system. Such hopes contributed to the regimes’ hesitance and, consequently, the largely peaceful handover of power. The exceptions were, as mentioned above, China, Serbia, and Romania. Here the old elites clung to power by force; in Romania the second string of communists around Ion Iliescu rose to do the same. Thus the violence factor in these revolutions had a reverse significance: in 1989, it did not propel the revolutions but worked against them.

Precisely because of this lack of bloodshed, the convention of referring to the turmoil of 1989 as “revolution” has been challenged. This is reflected in the vernaculars of Eastern Europe. East Germans tend to refer to the events as the “turnaround” (Wende), though the term was coined back in fall 1989 by SED party leader Egon Krenz in a bid to make any further changes seem unnecessary. In various Slavic languages the events are referred to as the “changeover” (zmiany in Polish, or alternatively przełom); in Czech and Slovakian they are also known as the “turnaround” (převrat and prevrat, respectively).

Following Charles Tilly’s thesis, all three constitutive elements of a revolution—revolutionary situation, process, and outcome—were manifest in 1989–91.40 According to Tilly, a revolutionary situation occurs when the old regime is weakened and disunited. The revolutionary process causes it to lose control incrementally and triggers the internal dynamic mentioned above. Revolutionary outcomes can affect various spheres and range from political regime-changes to social and economic transformations. With respect to the role of violence, however, Tilly remains equivocal. While identifying it as constitutive of revolutions, he offers no convincing explanation for the exception of 1989–91.

Regardless of how one defines revolutions, the general absence of violence is one of the abiding legacies of the years 1989–91. Both the opposition movements and, to a certain extent, the ruling communists relied largely on peaceful means. The opposition took the lead by opting for a strategy of nonviolence during its mass demonstrations. And the ancien régimes in Eastern Europe complied for want of convincing alternatives.

Nevertheless, the term “nonviolence” should not be used without question. If an event is nonviolent, the actors involved eschew a certain political instrument and confine themselves to peaceful means. This implies a passivity that was not the case. The participants in Round Table talks risked their reputations, overcame mental hurdles, and achieved important compromises, such as the power-sharing agreement “your president, our premier” (wasz president—nasz premier) in Poland. In this deal, the Polish opposition accepted General Jaruzelski, who had imposed martial law in 1981, as president on condition that one of its own leaders, Tadeusz Mazowiecki, was appointed prime minister. The sea change in Europe of 1989–91 is therefore best described as a “negotiated revolution,” since it was based on a mutual willingness to negotiate. Polish sociologist Jadwiga Staniszkis anticipated this when she spoke of a “self-limiting revolution” in her 1982 study on Solidarność.41 The self-limiting factors in 1989 included the willingness to share power and conduct talks to this end at a Round Table. In the GDR, the ČSSR, and Bulgaria, the exit criteria were different insofar as the opposition did not have as broad public support as in Poland. But these countries still had Round Tables, where free elections, the first economic reforms, and the change of system were negotiated.

Among earlier revolution theories, Hannah Arendt’s concept of “constitutional revolution” is a useful reference point.42 The revolutionaries of 1989 were concerned primarily with changing the political system to achieve democracy, freedom of opinion, and the rule of law. Similarly to the American revolutionaries of 1776, they did not strive to change society radically or impose a new social order. After the transition had been negotiated, then, the new political elites had no further need for revolutionary mass mobilization, and the phase of fraternization, celebration, and euphoria ended quite abruptly in winter 1990. (See also chapter 10 on the opportunities taken and missed in 1989.)

Negotiated solutions always involve compromise, which comes at a social and political cost. Around 1989, the nonviolent transfer of power made it easier for the old elites to retain their positions in the economy and society. Some communist functionaries participated in the formation of postcommunist parties. In Poland and Hungary, especially, many observers were angered that the old cadres had not been removed and condemned the Round Table talks. Populist right-wing parties such as the Hungarian Civic Alliance (Fidesz), led by Viktor Orbán, and the Kaczynski twins’ Law and Justice Party (Prawo i Sprawiedliwość, or PiS) in Poland propagated the view that the events of 1989 were not even a disruption, let alone a revolution.43 According to them, the negotiated solutions merely enabled the communists to prevail under new circumstances.

Even former civil rights activists began to dismiss the revolution as their influence dwindled after 1990. Western intellectuals criticized the right-wing, neoliberal outcomes of the revolutions. Veterans of the protests of 1968, in particular, expressed deep disappointment. Jürgen Habermas complained of a complete absence of innovative and forward-looking ideas in 1990. Jacques Rupnik, a renowned French expert on Eastern Europe, described 1989 as a negation of the awakening of 1968, which he in turn idealized.44 Indeed, the outcomes of the revolution—cuts, growing social inequality, and, above all, greater disadvantages for women, who as a group were among the movement’s losers—did not correspond with the goals of the left-wing or left-liberal activists of 1968. Neither did they answer the demands of the protesters on Prague’s Wenceslas Square (Václavské Náměstí) or Berlin’s Alexander Square (Alexanderplatz) in fall 1989. These protesters had presumed that the accomplishments of socialism, in which the large majority believed, would be retained when a democratic order was established.45 Initially, socialism was discussed in positive terms, too, most notably by 1968 veteran Alexander Dubček in Prague. Though such opinions soon disappeared from public debate, they demonstrate that the radical reforms—though later embraced—were not a foregone conclusion. Other revolutionary concerns, such as humanity (lidskost, or l’udskost in Slovakian) and liberty, were timeless values (and are therefore discussed in greater depth in the final chapter). The shallow dismissal of the revolutions and the ideals behind them by some German and French commentators reveals less about the revolutionary values than about their reception in the West.

To historians, meanwhile, the debates surrounding 1989 and criticisms of the revolution are of particular interest, as they contradict the one-sided success story. Berlin and Brussels may try to create a national and European identity on the basis of the myth of “peaceful revolution,” but scholarly inquiry must go further. It has to consider the steep cuts in social expenditures, immense demographic problems, and other side effects of the radical changes. It must also ask whether these outcomes were the result of the actual revolutionary process or of the subsequent, top-down transformation. This question is addressed in the next chapter, on the first wave of neoliberalism in the early 1990s.


4

Getting on the Neoliberal Bandwagon

Milestones of the Transformation

In his reflections on the year 1989 and the concept of revolution, Polish-born sociologist Zygmunt Bauman stressed how different the dissidents and civil rights activists were from earlier revolutionaries.1 He argued that the actors who came to power that year strove to build a new order with concrete visions in mind. In this way they differed from the Bolsheviks and the Jacobins, whose main motivation had been to eradicate their respective ancien régimes. What was the reason for this? Why were the new power elites and the protesters behind them so constructive? Was the latest wave of revolutions in modern European history less destructive because individual and collective experiences of late state socialism were less humiliating and traumatic than those of French absolutism or Russian Tsarism had been? Even those civil rights activists who had personally suffered before 1989 rarely condemned communist ideology or “real existing socialism” outright.

The constructive mood among the revolutionaries of 1989–91 was due, perhaps, to their social backgrounds. Václav Havel hailed from Prague’s bourgeoisie; Marianne Birthler, like many East German dissidents, came from a middle-class background; Bronisław Geremek and Adam Michnik were members of the traditional intelligentsia; Lech Wałęsa came from the upper strata of the socialist working class. The goal these middle-class revolutionaries pursued was not wanton destruction but a civil society.

To place historical processes in discrete time frames, one needs to identify the end as well as the start of the historical period in question. Neither is clearly determinable in the case of postsocialist transformation; in fact, the changes to the political systems and the former planned economies continue to this day. Although democratic structures have been installed in most Eastern European countries (and dismantled again in Russia), the privatization of state enterprises, the restitution of private property, and other measures considered to be key elements of the economic reforms are far from complete. West Germany forms the only exception; here the Trust Fund privatization agency (Treuhandgesellschaft) was closed in 1994, and its last relic, the real estate company TLG-Immobilien GmbH, sold to US and German investors in 2012.

A number of earlier milestones could perhaps be regarded as endpoints of the transformation, or the period of accelerated political, economic, and social change. At the Copenhagen Summit in 2002, the European Union declared that the eight East Central European countries, Estonia, Lithuania, Latvia, Poland, Slovakia, Slovenia, the Czech Republic, and Hungary, had successfully completed, or were well on the way to completing, the transition to democracy and market economy. In 2004 the European Union was enlarged as planned; in 2007 Romania and Bulgaria acceded. But though each of these events marked a milestone, none of them can be regarded as the end of transformation.

The global crisis of 2008–9, by contrast, was a watershed. It has weakened the global hegemony of neoliberalism and particularly shaken Eastern Europe. Since then, academics and politicians in the East and West have begun to challenge welfare cutbacks, deregulation, privatization, and growing social inequality. The critics of neoliberalism and the Washington Consensus have also attacked the manner in which neoliberal policies were communicated.2 Variants of Margaret Thatcher’s slogan “There is no alternative” (abbreviated and parodied as TINA) had characterized the political discourse in Eastern Europe and Germany since the 1990s. Most recently, austerity programs in Southern and Eastern Europe were also presented to the public as necessary, unavoidable, and the only alternative. The equivalent German attribute, alternativlos, was used so often and obtrusively in reference to the German labor market reforms between 2001 and 2005 that the German Language Society (Gesellschaft für deutsche Sprache) declared it the ugliest word of the year in 2010.3 While the linguistic term can be rejected, the convictions and power structures behind it are not as easily dismissed. Reforms are still prescribed by politicians and experts who operate from the safety of their desks and permanent work contracts. The elites are hardly affected by liberalization, the sale of state enterprises, or social cuts. These apolitical and essentially antipolitical arguments are among the distinctive features of neoliberalism.

The Russian intervention in Crimea and Eastern Ukraine in 2014 could be regarded as a political endpoint of the transformation period. By annexing the Crimean Peninsula in blatant violation of international law, Vladimir Putin broke with a major consensus of the transformation period: to respect the postwar European borders and those of the former Soviet republics and successor states. The purposeful destabilization of Ukraine undermined one of the basic preconditions of transformation—that every country could shape its future in peace and largely autonomously. Russian neoimperialism has repercussions far beyond Ukraine. It jeopardizes the peace dividends from the end of the Cold War that helped the former Eastern Bloc countries to evolve economically and politically. If one heeds Putin’s repeated pledge since 2005 (since shortly after European Union expansion) to “protect” Russian minorities in neighboring countries, the Baltic states, especially, have cause to be concerned about their security. Few international observers noticed when, in 2011, Russia confronted Poland and Germany with the threat of stationing nuclear missiles in the exclave Kaliningrad. Russia’s geopolitical ambitions—geopolitics is a central concept in Putin’s foreign policy—have ended the period of peaceful transformation that began in 1989.

The Bumpy Road of Reforms in Eastern Europe

Dividing history into discrete eras always carries the risk of overlooking disruptions within these periods. The road of reforms in Eastern Europe was not straight and smooth, but curvy and bumpy, especially in the mid-nineties. Rather than arising from the revolutionary changes, these bumps and interruptions were the unintended results of neoliberal policies. Poland, which had been one of the first countries to end state socialism, led the way again. High unemployment, widespread poverty, and frustration at the outcome of reforms convinced the majority of Polish voters to support the postcommunists (Sojusz Lewicy Demokratycznej, or Democratic Left Alliance) at the parliamentary elections in 1993.4 The SLD formed the government, together with the Peasant Party (Polskie Stronnictwo Ludowe, or PSL), which had already existed prior to 1989 as a “bloc party.” Hence the former comrades returned to power—in the heartland of anticommunist resistance, of all places. The Western media and governments were surprised and shocked about this caesura; our family friends in Kraków and Gdańsk were aghast. What had happened?

One reason for the reformers’ defeat lay precisely in the neoliberal buzzword “shock therapy.” Leszek Balcerowicz had avoided this term when propagating his plan to reform the Polish economy in 1989. But Western media promoted it as a neat formula to sum up the radical reform policies.5 The Balcerowicz plan was basically to cause a big bang: If the pointless subsidies for foodstuffs, coal, rents, and many utility items were scrapped, the prices for all products decontrolled, the unprofitable large-scale enterprises privatized, and the borders opened to foreign businesses, after a short, painful period of adjustment, the Polish economy would reach an “equilibrium” and start to grow again. The equilibrium theory—the assumption that the markets will autonomously create a balance between supply and demand without state intervention—is one of the basic tenets of neoclassical economic theory. The Chicago School also relied on the rationality of market players. The concept of the “hidden hand” (which stemmed from Scottish Enlightenment thinker Adam Smith, one of the founders of modern liberalism) added a metaphysical dimension; the market was regarded as a last judgment over all goods that can be exchanged.

Unfortunately, the architects of the reforms misjudged the extent of the economic downturn when applying the recipes of the Washington Consensus.6 In Poland, the first country to introduce shock therapy, Finance Minister Leszek Balcerowicz expected the economy to shrink by around 5 percent and unemployment to rise moderately. In fact, the gross national product fell by 18 percent in the years 1990 and 1991, and industrial production dropped by almost a third. Inflation was not as easy to control as had been hoped, and capped wages (also intended to fight inflation) additionally dampened demand. Moreover, legions became unemployed: in 1992, 2.3 million Poles, or 13.5 percent of the adult working population, were without a job.7
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Strangely, these disastrous figures did not move the new political elites to seriously doubt the recipes for reform. The entire former leadership of the Solidarność movement, including the former left-wing dissident Jacek Kuroń, the more liberal Adam Michnik, and the right-wing Gdańsk liberals, right up to Józef Tischner (a prominent priest and philosopher influenced by Catholic social teaching), continued to support Balcerowicz’s ten-point plan. The reason is probably to be found in human psychology. The reforms were like a pool of cold water that everybody jumped into without knowing how to swim. Because gradualism had failed with perestroika, the “Third Way” had been discredited by Yugoslavia’s disintegration, and the Western European welfare model was too expensive, the only life buoy floating in the pool was neoliberalism. The reformers saw no other choice than to cling to it.

Perhaps another reason why former Eastern Bloc countries embraced the reforms was that, in some respects, they echoed the communist rhetoric of the postwar period. In the early nineties, as previously under state socialism, people were told that sacrifices now would make way for a better future. The faith in progress and the effectiveness of the reforms from above were reminiscent of the communist era. Karol Modzelewski, one of the few intellectual Solidarność leaders to speak out against the radical reforms, remarked with some irony that the only thing that had changed in 1989 was the slogan—from “building socialism” to “building capitalism.”8 Even the two doctrines’ position on the state is more similar than one might presume. Orthodox Marxists believed that during a transitional period to create a classless society the state was necessary but that it would become superfluous once communism was established. The neoliberals needed a strong central bank and other state institutions to implement reforms before the hidden hand of the market would start to regulate all aspects of the economy and society and the state could be reduced to a minimum.

Two years after adopting the Balcerowicz Plan, Poland’s economy actually did begin to show signs of recovery. But the upswing came too late to convince the voters. A growing number among Polish society did not want any more shocks or therapy. Many supporters of Solidarność stayed at home during the parliamentary elections of 1993. The postcommunists, who could rely on old party structures and supporters, emerged as the victors. Following this bombshell in Poland, there were parliamentary elections in Hungary. Here the socialists gained an outright majority of parliamentary mandates in 1994. In East Germany the PDS (Partei des demokratischen Sozialismus, Party of Democratic Socialism), the successor party to the SED, gained four Berlin constituencies at the parliamentary elections and became established as a regional East German party. In 1995 the former communist youth functionary Aleksander Kwaśniewski consolidated the SLD’s lead in Poland, defeating the former labor leader Lech Wałęsa at the presidential elections.

This postcommunist turnaround, which the term far more aptly describes than the upheavals of 1989, coincided with a shift in the constellation of international actors. While the IMF and the World Bank had initially been the predominant agents of reforms (the Balcerowicz Plan hinged on the approval of the former), the influence of the European Union now grew. This was due not least to the 1991 treaty of association binding the Visegrad group, and subsequently all Eastern European countries, to Brussels. The European Union focused on the “third dimension” of transformation—rebuilding state structures and strengthening the judiciary—as well as consolidating constitutional democracy and maintaining at least minimal social benefits. With the postcommunists in power, the welfare state was no longer considered obsolete, and the impoverishment of large sections of the population was more critically observed. The new Polish and Hungarian governments slowed down the privatization of major industrial combines and made job preservation a top priority.

Despite this attenuation of the neoliberal hegemony in Eastern Europe in the mid-nineties, the postcommunists did not attempt to turn the clock back. They held on to the principle of reforms and persisted with their political practice. There were internal and external issues behind this continuity. For one, the postcommunist governments could not afford to radically change course. Debt-ridden Hungary and Poland, especially, were dependent on the goodwill of Western financial institutions and investors. Second, the Polish and Hungarian postcommunists were left-wing in the same vein as New Labour in the United Kingdom. They knew how often state intervention had failed before 1989 and therefore tended to act with “the market” in mind. The party leaders in each country—veteran reform communists such as Gyula Horn and the former youth affairs functionary Kwaśniewski—had experienced the demise of state socialism and the dysfunctional nature of planned economies firsthand. They hoped for a return to power and full coffers for themselves, but without a reversion to the situation before 1989.

The postcommunists were also aware that they faced mistrust at home and abroad. To compensate, they tended to overconform to contemporary neoliberalism. Beards and turtleneck sweaters—the trademarks of opposition members who came to power in 1989—were banished to history. With his permanent solarium tan and gleaming white smile, Aleksander Kwaśniewski embodied Eastern European aspirations to westernize on a visual as well as a political level. Thus the Polish and Hungarian postcommunists contented themselves with moderating the force of neoliberalism and changing only the sequence of reforms, stabilizing state institutions and state industry before embarking on privatization.9 The electorates’ rejection of neoliberal reforms in most East Central European countries (with the temporary exception of the Czech Republic, where Václav Klaus remained in office until 1998, when he stepped down in the wake of the bank crisis) reveals much about the relationship between democracy and market economy, which was regarded as symbiotic in the West. It was only possible to introduce such radical reforms because these countries’ democratic structures were still inchoate. The postcommunist societies were too busy mastering the everyday challenges of transformation to put up much resistance to radical reforms. In Poland, moreover, some leading advocates of the government’s polices openly stated that democratic resistance could and should be disregarded. Adam Michnik put it bluntly in several editorials for the daily Gazeta Wyborza (the most successful quality newspaper of all postcommunist countries, which he had founded) when he wrote that the broad masses had little understanding of economic policy and that rapid and irreversible reforms were therefore the best recipe.10 Many intellectuals from Solidarność circles shared Michnik’s opinion. The tragedy of the trade union movement was that its brightest minds entered into government, where they cooperated on a program that could hardly be reconciled with the interests of their own clientele.11

In Russia in 1993, the Congress of People’s Deputies refused to back the reforms, prompting President Boris Yeltsin to resort to alternative methods. He dissolved parliament and, when his opponents refused to yield, had armed forces open fire on the building. The outcome was 187 fatalities and permanent damage to Russia’s fledgling democracy. In broad terms, then, the neoliberal reforms in Eastern Europe were pushed through on the basis of deficient democracy—a scenario that in some respects was repeated in technocrat-ruled Greece and Italy during the initial phase of the euro crisis. The governments under Loukas Papadimos and Mario Monti were not elected but appointed in the wake of the crisis. These two former bankers tried to implement austerity measures and reforms without a democratic mandate. But they were both defeated by internal resistance—and Monti, finally, at the next parliamentary elections.

The former East Germany did not go through a political transformation crisis as did Poland, Hungary, and, somewhat later, the Czech Republic and Slovakia. Despite the election victories of the PDS, the West German elites and Chancellor Helmut Kohl had a firm grip on power. But the economic transformation crisis in the region was all the more dramatic on account of the measures introduced in 1990. Without any major declarations or ideological justifications—neither Kohl nor his finance minister Theo Waigel were Thatcherites or advocates of the Chicago School—the economy of the GDR was exposed to the most radical shock therapy in postcommunist Europe.12

The first shock was the “economic union” of July 1990. Its extent can be better gauged by looking a little further back in economic history. In the 1980s, the GDR was only able to export at drastically reduced prices. The (strictly confidential) rate of exchange for one West German mark used for internal clearing by the Bank for Foreign Trade deteriorated from 2.50 East German marks in 1980 to 4.40 in 1988.13 The black market rate was even worse, having leveled off at around 7:1 after the fall of the Iron Curtain but occasionally dipping considerably lower (see fig. 4.1).
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Fig. 4.1.  A currency exchange office at Berlin’s Zoo station on November 10, 1989. Photo: ullstein bild / Ritter.

Other East Central European currencies depreciated as well. The Czechoslovak crown fell below its previous black market price of fifteen koruny to one German mark. Whereas Václav Klaus let the currency float, Helmut Kohl decided on a political exchange rate. In spite of warnings by the West German Central Bank, which argued for an exchange rate of two East German marks to one West German mark, the currency union was enacted in summer 1990 at an exchange rate of 1:1 (the only exceptions being large savings deposits and company debts, where a rate of 1:2 or 1:3 applied). The upward revaluation meant that all wages, salaries, rents, and other cost factors were converted evenly.14 Thus products from the GDR became four times more expensive than they had been in 1988.

The imbalance is even more staggering in relation to Czechoslovakia, which was about as wealthy and developed as the GDR. As mentioned above, the Czechoslovak crown was devalued to around one-third of the previous official exchange rate. Against the depreciated Czechoslovak currency, East German currency appreciation made goods from the former GDR around twelve times more expensive. It is no wonder that this imbalance caused huge economic problems for East German industry. In the rush to accomplish German unification, nobody looked beyond the borders of Germany; the currency union was administered and communicated like an internal affair.15

Why did Helmut Kohl opt for a currency union and reform under these conditions? Besides the pressure from East Germany, he was probably concerned about his success in the first nationwide elections in the fall of 1990. He also seems to have believed optimistically that East Germany could be westernized quickly. In his election campaign, Kohl promised a flourishing future of green pastures (“blühender Landschaften”) which soon became a laughingstock. In the spring and summer of 1990, a third argument gained urgency: if incomes in the former GDR remained too low, ever more East Germans would leave for the West. Indeed, a saying went: “if the deutschmark comes, we’ll stay; if it doesn’t, we’ll go away” (“kommt die DM bleiben wir, kommt sie nicht, geh’n wir zu ihr!”16). East Germans soon found that the mark came, but the jobs were gone.

The second shock for the GDR economy was German unification in October 1990, by which it also entered the European Community. The economy of the former GDR had no customs, tariffs, or other defenses against competition from the West. Unification brought it the most radical liberalization in the former Eastern Bloc. In spite of all the neoliberal rhetoric, neighboring Czechoslovakia proceeded with greater caution. Finance minister Václav Klaus took a gradual approach to decontrolling the prices for consumer goods, and liberalized foreign trade in several stages. This gave Czech companies the opportunity to adjust to European and global competition. Klaus also took care to accommodate the public. The property market remained strongly regulated, with capped rents and protection against eviction for long-term tenants. As rents remained relatively low, individuals could more easily weather a job loss or change of workplace or other negative outcome of the reforms.

The third peculiarity of East German transformation was its unusually fast and radical process of privatization. First, all large companies were transferred to the Treuhand (literally, trust fund) privatization agency. This colossus held over thirteen thousand companies, where more than four million people were employed.17 The second step was the sale of these companies to domestic or foreign investors. But the oversupply of companies thus created was bound to cause a drastic drop in prices. When Treuhand proudly announced in 1994 that it had completed its task, it had incurred a loss of more than 250 billion marks rather than making the expected six hundred billion profits on privatization.18 Neighboring Poland and Czechoslovakia again proceeded more carefully and kept some companies under state or mixed ownership and management for many years.

The threefold shock therapy in the former GDR caused industrial production to drop within a few years to a mere 27 percent of the rate in 1988.19 No other country in Europe, aside from war-torn Bosnia and Herzegovina, experienced such a dramatic decline. Amid this historically unprecedented depression, newly founded businesses had difficulty getting off the ground, too. Unemployment rose in some regions to over 30 percent. Such disastrous economic conditions would have provoked mass protests and revolts in any other postcommunist country. But the GDR had ceased to exist, and within the enlarged Federal Republic, political stability was ensured. Moreover, the German government compensated the losers of transformation with early pension schemes and generous unemployment benefits. These payments have often blurred the fact that the transformation was originally designed along neoliberal lines. The economist Hans-Werner Sinn criticized the government’s economic policy in the former GDR as tantamount to “insolvency with special social benefits” (“Konkursverwaltung mit Sozialplan”).20

The East Germans responded once again by voting with their feet. In the first four years after unification alone, some 1.4 million East Germans migrated to the former West Germany. After this initial exodus, labor migration abated, only to increase again in the late nineties, reaching a new climax in 2001 when 230,000 East Germans migrated west.21 The statistics on company formations, which are considered in greater depth below in the comparative chapter on Central and Eastern European cities, give an indication of how badly these people were missed. The number of migrants from East to West Germany between 1989 and 1993 roughly corresponded with the number of new enterprises founded in Czechoslovakia in the same period. Germany’s economic policy after 1990 has often been justified with the claim that it was the only way to stop further migration from the GDR.22 But this goal was evidently not achieved. The former GDR was drained.

For several years, the German government pursued policies that effected comprehensive changes in the East while causing minimal disruption in the former West Germany. Nevertheless, transfer payments to the former GDR (including pension, health, and unemployment benefits) knocked the national budget and social security system off-balance. The result was tax increases and a nationwide economic crisis. Complaints about the “reform gridlock” (Reformstau) under the last Kohl government (1994–98) signaled the arrival of semantic ripples from the postcommunist economic reforms in western Germany. The term was coined to criticize the fact that more and more reforms were becoming necessary, even in the former West Germany. After some initial hesitation, Kohl’s successor, Gerhard Schröder (the self-proclaimed “reform chancellor”), took advantage of this drive for change to carry out some drastic social and labor market reforms between 2001 and 2005 (see chapter 9 on cotransformation).

Despite the neoliberal hegemony, the political practice of reform in Eastern Europe always diverged from the pure theory. This was due in part to the compromises that the reform politicians were forced to make. In Poland, no government could afford to ignore the concerns of trade union workers in the industrial region of Upper Silesia or the shipyard workers along the Baltic coast. The Polish government’s policy on the national shipbuilding industry is a good example of pragmatism in practice. When it became clear in 1992 that the large shipyards along the Baltic coast could not survive independently, the state helped out by deferring social security contributions, cancelling tax debts, and arranging bank loans. In this way it hoped to make businesses fit for privatization rather than immediate sale or closing. The German Trust Fund privatization agency proceeded in a similar way in the former GDR. Such measures actually conflicted with the Balcerowicz Plan of 1989 but proved in retrospect to be useful and stabilizing. In view of this, in 1991 political scientist Adam Przeworski proposed that an optimal economic policy is, by necessity, inconsistent.23

The Polish postcommunists won the election of 1993 not least because they promised to take a careful approach to privatizing major businesses. By this time, the process of “small privatization” in craft and trade, the catering sector, and other consumer services had been largely accomplished in all countries of the Visegrad group (though it had proved more difficult in the former GDR in the face of West German competition). Where large businesses were concerned, the government assumed safeguards for investors and in many cases engineered privatization by giving banks company shares in place of loan repayments.24 In this way, the state increasingly resumed an employer function. Privatization was not cancelled, just postponed to a time when a better price could be obtained.

Czech Prime Minister Václav Klaus also deviated from his neoliberal concepts, although he continued to defend them vigorously to the outside world. Czech national banks were required to shore up major industry so that unemployment remained low. However, many companies could not service the debts, and by 1996 several major Czech banks were on the verge of bankruptcy.25 Czech journalists coined the term tunelování (literally, “tunneling”) to describe the cause of their country’s bank crisis. It evoked comical images of the managers of loss-making combines digging tunnels to the bank vaults to help themselves to the loot. In fact, the crisis was caused mainly by bankers giving loans without sufficient security, or on the basis of old-boy networks, thereby undermining their own institutions.

Privatization went hand in hand with corruption. Bribes and deceptions were employed when it came to rating businesses and selling business shares, and in everyday management. The most highly publicized case was that of Viktor Kožený, who purchased over a million privatization vouchers through his company “Harvard Capital & Consulting Investment a.s.” (Its only tenuous link with Harvard was Kožený’s bachelor’s degree from the university.) Eventually, he absconded to the Bahamas with a fortune of some 200 million dollars. There he was safe from all the requests for extradition from the United States (due to further scandals involving privatization in Azerbaijan) and the Czech Republic. In a sense, Kožený is a postmodern equivalent of the famous English train robber Ronald Biggs. But his loot was worth several times more, and allowed him to indulge in a high-octane, luxury lifestyle.

The bank crisis in a country that was thought to be a paragon of market-based reforms highlights two endemic problems of transformation: protracted bankruptcies and corruption. To the bankers’ and industrial managers’ credit, the loans given to large-scale Czech industries secured tens of thousands of jobs that would have been lost if their audits had been more stringent. Thus the Czech Republic was spared the kind of mass unemployment that the former GDR and Poland suffered in the 1990s. However, as in the global crisis of 2008–9, the Czech banking and economic crisis of 1996 very soon turned into a national budget crisis, followed by a recession that affected the entire economy. Only a devaluation of the Czech crown and state guarantees for the banks eventually brought about a recovery. Foreign banks were the ones to benefit, as they acquired Czech banks at cut-rate prices.

In contrast to the Visegrad countries and the former GDR, Romania and Bulgaria hesitated to privatize major state enterprises. But they did not find a “third way” between capitalism and socialism, or any other coherent program. In both Romania and Bulgaria, the postcommunists won the first free elections in 1990. Unlike the SLD in Poland or the Hungarian socialists, then, they did not have any time in opposition to regenerate, develop new programs, or acquire expertise in the field of economic policy. Initially, the Bulgarian and Romanian postcommunists tried to keep domestic industries afloat with state subsidies. When the burden on the state budget became too great, they privatized the industries, mostly by means of so-called manager buyouts. This entailed farming out or auctioning off businesses to their own executives. The practice created warped incentives by making it worthwhile to intentionally mismanage or break up state enterprises in order to buy them cheaply. The bidding process, moreover, was frequently distorted by nepotism and bribery. In the end, the state attained much smaller revenues from privatization than projected, and industrial production dropped, causing tax revenues to fall again. Romania and Bulgaria responded by printing more money. By the late nineties, they were suffering another period of crippling inflation.

In Ukraine and Russia, too, transformation was attended by deep crises. At first the Russian government approached economic reform by a process of “voucher privatization”—that is, a broad dispersion of vouchers, or company shares, among the population (following the model developed by Václav Klaus). By neoliberal logic, this would create a society of shareholders and proprietors. But the postcommunist public viewed equity culture and stock exchange trading with skepticism. Indeed, many shares turned out to be worthless, and voucher privatization failed to catch on in Russia. So the government tried to sell large companies by auction but did so in the worst possible way: it handed the role of auctioneer to Russian banks. This privatization of the very process of privatization (officially via a program in which the state received loans for its company shares) marked a moment of glory for the oligarchs. In cooperation with the banks they owned, they intentionally depressed the prices of the companies earmarked for sale. Corruption was an essential prerequisite for participating in the privatization of major state enterprises in Russia.

One infamous example of how the state was cheated was the sale of the Yukos oil and gas group to the oligarch Mikhail Khodorkovsky. Having accumulated seed capital in the late eighties by importing Western products, he was appointed deputy minister for fuel and energy under Yeltsin. In this position, he acquired insider knowledge. Unsurprisingly, Yukos was eventually sold by a bank that Khodorkovsky controlled. The price at auction in 1995 for the company and all its oil and gas fields was approximately 350 million dollars. Two years later, its stock market value had risen to nine billion dollars.26

If the oligarchs had reinvested these huge profits in Russia, the damage to the state, society, and the national economy could have been contained. But they transferred much of their profit abroad. They did so for the kind of rational reasons that neoclassical economists and especially the Chicago School would certainly endorse. The oligarchs tended to control a certain market sector (thus there were nickel oligarchs, copper oligarchs, and the like as well as oil and gas oligarchs). Consequently, it was not necessarily profitable for them to invest further in Russia. Their trust in the Russian economy was limited—after all, they knew best how it was manipulated. By transferring capital to the West, they dispersed their assets and their risks, as any economic adviser would recommend. The semilegal and illegal practices of the oligarchs cannot, then, be solely attributed to post-Soviet cultural peculiarities.

There were other reasons why reforms did not work as planned in postcommunist Russia and Ukraine.27 The oligarchs simply seized the opportunities that the economic reforms offered; they were pioneers of capitalism who successfully accumulated capital. These “new Russians” flaunted their recently acquired wealth at home and abroad, becoming conspicuous consumers of luxury goods in Paris, Vienna, Berlin, and London, and even buying prominent football clubs such as London’s Chelsea FC. Supervisory bodies in the host countries could have investigated the origins of the invested funds, but none did. After all, the free movement of capital is one of the basic principles of neoliberalism. London, especially, and to a lesser extent, Vienna, thereby became accomplices to the oligarchs.

The main victim of this “raider capitalism” (рейдерство or reiderstvo) was the Russian state, which received only a fraction of the privatized companies’ worth after their sale. As in southeastern Europe, the outcome was a drop in industrial production, gross domestic product (which was approximately 35 percent in Russia in the 1990s28), and tax revenues, forcing the state to increase its debt. Again, the banks “solved” this problem by throwing high-interest government bonds onto the market. The debt burden, growing budget deficit, and flight of capital eventually led to the ruble crisis of 1998. Russian and foreign investors unloaded their state bonds in a panic; the Russian Federation was pushed to the brink of economic collapse and national breakdown.

In comparison to Russia, Ukraine appeared relatively stable. As a former Central Committee member of the Ukrainian Communist Party and director of a mechanical engineering and missile factory, President Leonid Kuchma, elected in 1994, stood for continuity with the Soviet Union. But Ukraine was no better able to ensure basic provisions for the populace than was Russia. Many industrial enterprises went bankrupt; the subsequent shortfall in tax revenue rendered the state unable to pay regular salaries, wages, or pensions. People still went to work, though, because despite rationed gas and electricity, their offices and workplaces were at least heated. It was precisely during this depression period that I visited Ukraine for professional reasons. The place to see was the beautiful West Ukrainian town Ľviv, which used to look a little like the black-and-white images of Prague that lured thousands of Americans to the “Wild East” in the early and mid-nineties. But while Prague blossomed, Ľviv was forced to limit household electricity and running water to only a few hours in the morning and again in the evening. The decrepit waterworks system, which dated back to the Habsburg era but had been poorly maintained by the communists, could cope with no more.

Population statistics on Ľviv show the demographic consequences of Ukraine’s economic demise. The town’s population shrank from 786,900 in 1989 to 639,000 in 2001, a reduction of almost one-fifth.29 Some people returned to the villages they had come from in the postwar era. (The same trend has been observed in Greece over the last few years.) Since the late nineties, ever more Ukrainians have migrated to Italy, Spain, and Portugal, typically to try their luck in either the construction business or home health care, depending on their gender. Several million Ukrainians have sought work in Russia since the economy began to pick up there in 2000. But the trauma of the 1990s, a period of demise and adversity in Russia, is not forgotten. In 2002, Swedish economist Anders Åslund compared the Russian transformation crisis with the global economic crisis in the 1930s. He found that the drop in economic strength and standard of living was more drastic in Russia in the nineties than in the United States after 1929.30

Neoliberalism’s Inherent Problems

Why was the path to market economy—to use a buzzword of the nineties—so rough? Most transitology attributes the crises of the 1990s to insufficient, abortive, or half-hearted attempts at reforms—in a sense, then, to a lack of neoliberalism.31 It is true that the drawn-out reforms in Romania, Bulgaria, and Ukraine had worse results than the shock therapy in the GDR and Poland, or its milder variants in the Czech Republic, Slovakia, and Hungary. But the other extreme—weakening and self-disempowering the state, as occurred in Russia under Boris Yeltsin—was equally fatal.

Even if privatization, the key element of reforms, had worked as the experts had intended, one inherent, systemic problem would have remained: an excess of state companies for sale. Even if there had been more Western investors, the oversupply was bound to cause a sudden drop in prices (here, one might even justifiably say “there was no alternative”), and the closure of tens of thousands of companies. Because there was a glut of state enterprises on offer, many were sold at dumping prices or with massive subsidies from the state. Western investors were able to cherry-pick state socialist assets. The mass-scale, rapid privatization of half a continent’s state industries depressed “the market.” It was no auspicious start for the fledgling market economies.

The excess of companies earmarked for privatization had a second, unintended result, which can be illustrated by the example of the automotive industry. Western groups such as Volkswagen and Renault took the opportunity to acquire companies like Škoda in the Czech Republic or Dacia in Romania. But one such takeover was enough to break into the postcommunist automobile market and export to Western Europe. With so many state companies on offer, a number of them, including FSO in Poland (where the Polonez was produced), ARO in Romania (an off-road vehicle manufacturer), and VAZ in Russia (Lada), failed to sell. These enterprises or parts of them were eventually privatized with great difficulty, but many other companies and works remained unsold. This could be regarded as a form of market adjustment, which the architects of privatization had taken into account and even welcomed. A less welcome side effect was that the millions of newly unemployed consumed far less. The impoverishment of large sections of society caused a downward spiral that also hampered many of the new businesses founded in the early nineties. A third problem of privatization was that Western investors were also concerned with eliminating potential rivals in order to dominate the market. For this reason, some of the companies which did not find international partners fared better than those which were sold right away, disproving all the prognoses of the early nineties. One example is the Polish shipbuilding industry in Gdynia, which experienced a positive boom in the late nineties and even expanded into the old EU countries. It was hit by bankruptcy in 2007, however, when the competition from China and South Korea grew too strong and the European Union refused the Polish government any further assistance.

China and Vietnam proceeded differently with their state industries. Both these countries kept existing combines under state control but left new industries to the private sector. Only an in-depth comparison of countries, branches, and companies could show which approach to transformation was more successful in the long term. The Polish shipyards were driven out of the market partly because the Chinese currency (yuan, officially renminbi) remained undervalued while the fully convertible Polish złoty appreciated against the dollar. Moreover, Polish workers demanded higher wages than their counterparts in China. Hence, other factors than gradualism versus shock therapy need to be taken into account. Nevertheless the early and radical liberalization in Poland had severe side effects and triggered a process of deindustrialization, which the West had been going through since the 1970s.

The historical comparison of different paths of transformation points to another factor: timing. This was a variable that was given little consideration in the Washington Consensus or by the individual national reform strategies. Whether Western investors could be found for postcommunist companies depended to a large degree on when reforms and privatization were concluded.

The countries of East Central Europe, where regime changes first took place, had a head start of two years on the former Soviet Union and its successor states. Southeastern Europe, where the postcommunists remained in power after the first free elections, also experienced economic reforms later. These countries were, moreover, disadvantaged by their fewer contacts with the West prior to 1989. Consequently, Western corporations which had already invested in Hungary, the Czech Republic, or Poland—geographic proximity to the European Union was another significant factor—had fewer incentives to take over or found additional factories in the Baltic states, Southeastern Europe, or the former Soviet Union. In general terms, this shows that neoliberal reforms could never be the ideal way for every postcommunist country, even if stringently implemented. Contingencies, which have been shown to affect every historical process, played an important part.

Paradoxically, timing disadvantages, and the emulation of the “reform pioneers,” triggered a new dynamic toward a neoliberal order in the late nineties. The governments of the Baltic states, Slovakia, Romania, and other countries were sorely aware that the first window for entering the global markets had closed. These latecomers became all the more determined to jump on the neoliberal bandwagon, in order to claim their share of international investments. They attracted Western companies with even more radical reforms, and lower social security contributions and tax rates. The result was a second wave of neoliberalism. In turn, this competition (Mitchell Orenstein describes it as “competitive signaling”)32 put additional pressure on the pioneers and ultimately on the entire European Union. Some countries reacted by partially turning away from the neoliberal model, albeit on more political grounds. Examples are the special case of Belarus and in some respects the Russian Federation since President Vladimir Putin’s second term in office.

A fourth problem inherent in the neoliberal order was the liberalization of foreign trade. Milton Friedman and a number of Eastern European experts argued that the domestic and foreign competition would drive state enterprise to modernize. But the formerly state-run industries were simply not able to compete, especially in consumer goods manufacturing, where there was much pent-up demand in the nineties and thus great potential for growth. When the import market was opened, the citizens of the former Eastern Bloc were keen to buy Western products. They had had enough of scratchy toilet paper, dreary suits, and unreliable washing machines and cars. Domestic industries would probably have been able to manufacture the desired products themselves in a few years, but the colorful consumer world of the West was initially far more attractive. In the former GDR, a pioneer of liberalization, this problem was especially pronounced. Eastern products were hard to sell in the early nineties. They did not gain greater consumer appeal until “ostalgie” (nostalgia for East Germany) evolved, endowing them with symbolic value. Again, Russia was an extreme case. Liberalization and the complete neglect of domestic agriculture and food manufacturing had absurd results. In the mid-nineties, the supermarkets of St. Petersburg and Moscow stocked almost exclusively imported foodstuffs. This placed a strain on the trade balance and further hampered the domestic consumer goods industry and agriculture.

A fifth problem was the routine approach to economic recipes. When introducing reforms, policymakers paid too little regard to the fact that each postcommunist country presented a different set of economic, social, and cultural circumstances (which are analyzed in greater depth in the section on human capital). However, in the course of the transformation crises, neoliberalism proved adaptable. Even convinced neoliberals such as Leszek Balcerowicz and Václav Klaus ultimately acted with pragmatism.

This raises the question of whether neoliberalism is a consistent ideology at all.33 As discussed above, the neoliberal practice of the 1990s entailed a number of deviations and compromises, but the core remained the same throughout: privatization (especially, but not only, in the economic sphere) and faith in the efficiency and rationality of the market. Flexibility is one of the major strengths of the neoliberal order. Despite the transformation crises, market economies developed in all postcommunist countries—even in Belarus to a degree.

Contrary to the neoliberal condemnation of big government, the success of new market economies depended primarily on the conditions provided by the state and administrative reforms. Liberalization and deregulation, on the other hand, proved counterproductive time after time. This is illustrated by a historical comparison with the postwar era in Western Europe (or the Western-oriented countries of the Far East, such as Japan, South Korea, and Taiwan). The socioeconomic context in the Federal Republic of Germany and other Western European countries was more conducive to developing new industries and export markets. In relation to the countries’ purchasing power, the deutschmark, French franc, Italian lira, and other currencies remained undervalued for many years; foreign trade was liberalized in stages. Thus market players could concentrate on the domestic market before starting to export.

Moreover, the currencies’ exchange rates were fixed by the Bretton Woods system, and flows of international capital remained regulated. A flight of capital as occurred from post-Soviet Russia could not happen under these conditions. Had they prevailed in Russia, they would have forced the oligarchs to reinvest more of their profits at home.

But the postwar Western economic system had ceased to exist in 1973 (when the oil crisis broke out, by which time the Bretton Woods system had already collapsed). Two decades later, it could have provided retrospective inspiration at best. Since the failure of gradual reforms to socialism prior to 1989, there was no approved or even broadly debated countermodel on a global level. True, the reforms in Eastern Europe were moderated in the mid-nineties in response to the acute crises and problems. But the postcommunists and the Left in the West lacked the power and intellectual resources to develop a convincing alternative to the Washington Consensus.

China, where the economy remained much more tightly regulated, might have provided a countermodel. Here, market-based reforms were tried out on certain economic sectors or special zones (such as Shenzhen) before being applied to the entire country. In the nineties, however, the viability of the Chinese economic model was yet to be proven. Furthermore, China’s gradual reform program was devised on the premise that the communists maintained their power monopoly. That would have been unacceptable in Europe, though Putin’s advisors began to contemplate the Chinese model toward the end of his first term. They suggested that the Chinese combination of capitalism with an authoritarian regime might be better suited to Russia than attempting to apply neoliberal reforms.34

Although some policymakers in the nineties had fundamental misgivings about the neoliberal order, they rarely expressed them. Openly denouncing market failures or criticizing capitalism would have seemed iconoclastic then. On the contrary, key players such as Leszek Balcerowicz vigorously defended the shock therapy, albeit for surprisingly disparate reasons. While in 1989–90 Balcerowicz pleaded mainly economic reasons (that there had been no alternative), in his 1995 review of transformation he cited mainly political arguments. Above all, he argued that it was necessary to present the reform-averse populace with a fait accompli in order to implement the reforms.35 In addition, shock therapy served to remove the “red barons” and weaken postcommunist networks. Perhaps Balcerowicz’s inconsistencies were overlooked because the reforms were starting to take effect. Poland took the lead again, achieving economic growth in 1992, and slowly raising wages and salaries in the following years. Hungary and the Czech Republic also experienced recoveries, and the Baltic states began to prosper. (See fig. 4.2. For the sake of visual clarity, this shows a selection of, rather than all, postcommunist countries.)
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Fig. 4.2.  Transformation crises and economic growth, 1992–2000. Source: WIIW Report 2012 (Table I/15).

Inviting prospects were painted, then, on a global level (by the IMF, the World Bank, the OECD, and other international organizations) and within the former Eastern Bloc. This dynamic explains the fact that all postcommunist countries in Europe applied similar economic recipes over the course of the 1990s, regardless of the sometimes-devastating transformation crises that arose. While variations were possible, from voucher privatization to manager buyouts and bidding processes, each had the same goal of privatization. Some countries hesitated initially to open their markets to Western imports, but eventually foreign trade was liberalized in all of them. Deregulation followed either from above, by reform legislation, or as the indirect consequence of weakened government.

A Typology of Reform Outcomes

Although the triad of liberalization, deregulation, and privatization was universally applied, the outcomes in the 1990s varied greatly. Social sciences discuss this development under the topos “varieties of capitalism.” While the term “capitalism” carries a critical undertone, the reference to its varieties suggests that no other order was considered viable, just different shadings of the same. This, too, was an indirect outcome of the global neoliberal hegemony established in 1989–90. Radical alternatives were supported at most by the politically marginalized, hidebound former communists in the Czech Republic, Ukraine, and Russia. In some respects, the “varieties of capitalism” research paradigm parallels the “multiple modernities” concept developed by sociologist Shmuel Eisenstadt in the 1960s. Interestingly, Eisenstadt rejuvenated his thesis almost four decades later, eliciting a strong response from the academic world.36 In both periods of economic history, it was widely held that the contemporary economic and social changes could be controlled. In the sixties, the telos was modernity; in the nineties, capitalism. Looking at the postcommunist countries ten years after the first neoliberal reforms were introduced, it seems the changes were, in fact, rampant.

Research into the “varieties of capitalism” has increased so exponentially in recent years that it would be impossible to give a comprehensive overview of the existing literature. In general terms, it focuses on the relationship between the economy and the state, economic structures, and especially entrepreneurship. Occasionally the school of thought is criticized for underestimating the impact of political system change and noneconomic power relations on economic development. These criticisms will not be considered in depth here. In a historical perspective, it is remarkable that the “varieties of capitalism” paradigm conceives of the economic sphere in such autonomous terms. Yet it provides some good reference points for developing an economic-historical typology of transformation.

One useful example is a 2002 article by political scientist Lawrence King, contrasting Russia’s patrimonial capitalism with Poland’s liberal capitalism.37 King points out that market economy in Russia is organized along strictly hierarchical lines and rests predominantly on the exploitation and export of natural resources. At the time of writing, the oligarchs were at the height of their power. Although Vladimir Putin took steps against them a short time later, it did little to change the economy’s hierarchical structure. Entrepreneurship in Poland, King argues, is much more varied and profits most from the export of semifinished goods such as machine parts and consumer items, many of which are finished in Germany to earn the “made in Germany” label. King also observes that the Polish economy is more open and shaped by foreign investors. This binary typology can, to a large extent, be applied to contrast all the countries of East Central Europe (including the Baltic states) with the post-Soviet countries.

In 2005, King and his coauthor Iván Szelényi extended this model to consider the differences between capitalism “from without” (as in East Central Europe), “from above” (as in the former Soviet Union), and “from below” (giving China as an example).38 This second typology is based on considerations of management structure, the role of foreign capital, and power relations between the state and the economy. King and Szelényi, along with other social science scholars, investigated the strengths and weaknesses, and prospects for development, of each variant of capitalism. As denationalization is a central element and the ideologeme of neoliberalism, historians find the relationship between the state and the economy of primary interest. The economic reforms in all postcommunist countries aimed to reduce the state. Hence all sectors of the economy and eventually the social security system—core responsibilities of the state—were to be privatized.

The nature of the transformation of post-Soviet states depended, above all, on the relative weakness of the state and its bureaucracy. Russia, where privatization was privatized, is an extreme example. By 1995–96, the Russian oligarchs had become so powerful that they were able to plunder the state almost unchecked. Ailing President Yeltsin appeared to be a mere puppet of big business. The problem with oligarchic capitalism was that the “new Russians” generated very little growth or prosperity. Eventually the political system came to mirror the economic order; Russian democracy turned into an oligarchy. Developments in Southeastern Europe show certain similarities with those in Russia and Ukraine. But Romania and Bulgaria were encouraged to establish more constitutional structures to prepare for accession to the EU. The latter prospect, combined with the low cost of labor in those countries, attracted foreign investors.

Capitalism was more firmly rooted in East Central European society than in the former Soviet Union and southeastern Europe. This was due not only to the success of “small privatization” but also to the greater entrepreneurial activity of the newly emerged elites as well as the established middle class that had existed throughout state socialism. Here, then, a form of middle-class capitalism, or “capitalism from below,” became established. This is illustrated by the fact that at least four million companies were formed in the Visegrad countries and the Baltic states between 1988 and 1993. These, in turn, generated further economic momentum.39 In the nineties, this participation in capitalism was rarely discussed, despite its relevance to the popular contemporary maxim that democracies equaled markets.

The economies of East Central Europe were also propelled by foreign direct investments (FDI), as King and Szelényi have stressed. These could take the form of purely financial investments such as share-buying, or involvement as a dormant partner, or active influence on management. The more closely an investor is involved, the longer the FDI’s lifespan tends to be. While a government bond or company share can be immediately unloaded and serve purely speculative purposes, the takeover of a company, construction of a new plant, or other costly measure usually indicates long-term interests. Iván Berend has further differentiated between “market oriented investments,” which aim primarily to tap into new sales markets in the target countries, and “labor seeking investments,” which are concerned mostly with exploiting cheap labor to manufacture products for export to Western Europe. Generally the type of foreign investment depends on the size of the country. While it serves the domestic market in larger economies such as Poland’s, in smaller countries such as Slovakia the stress is usually on exports.

In the immediate aftermath of communism’s collapse, Western players hesitated to invest in former Eastern Bloc countries, doubting that they would be able to simultaneously build up their economies, political systems, and governments. But with time, their confidence grew. From the mid-nineties on, a constant stream of foreign capital flowed from the old EU countries. In total, FDI in the period 1989–2004 in the Visegrad countries amounted to 146.5 billion US dollars (see figs. 4.3a and 4.3b).40

In relation to population numbers, the Czech Republic gained the largest volume of investments. Here, over $4,000 was invested per capita in contrast to around $1,500 in Poland. Millions of dollars in foreign direct investments also went to Russia. However, these consisted mostly of oligarchs’ money that had previously been laundered in the West. From 2004 on, the new EU member states also received transfer payments from Brussels. As these were not technically FDIs, their analysis will be saved for a later chapter.

[image: images]

Fig. 4.3a.  Direct investments (inflow) in the transformation states, 1990–2010. Source: WIIW Report 2012 (Table I/2.8).
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Fig. 4.3b.  Direct investments (stock) in the transformation states, 1990–2010. Source: WIIW Report 2012 (Table I/2.9).

The statehood of Poland, the Czech Republic, Slovakia, and Hungary was consolidated over the course of transformation.41 These countries, unlike Russia or Ukraine, had the advantage of not being the breakdown products of an empire. Moreover, their middle-class capitalism served to stabilize the political order. The new managers and small- and medium-sized entrepreneurs had an active interest in strengthening democracy. Oligarchs played a lesser role, although some emerged and have recently gained political influence, especially in the Czech Republic and Slovakia. These countries’ new governments and political systems stood the test of the transformation crises. While the ruble crisis brought Russia to the brink of collapse, the Czech government reacted swiftly and effectively to the bank crisis of 1996. Far from being a Czech peculiarity, the state’s function as a savior in times of acute financial and speculative crisis is a permanent component of the neoliberal order.

Finally, to close this chapter, the significance of two main categories of history must be underlined: space and time. As discussed in chapter 2, the Visegrad group gained an early advantage by forging contacts with the West and familiarizing themselves with market economy during the period of détente. Consequently, its leading reform politicians had expert knowledge at their fingertips, which even the most ardent opponents of Leszek Balcerowicz and Václav Klaus do not dispute. Proximity to the West was another major advantage in the nineties: in a political respect, for export trade, and, not least, in the competition to win international investors.

The temporal factor—timing—was crucial in this competition. The East Central European pioneers of transformation attracted a great deal more foreign direct investments (per capita) than did the countries of Southeastern Europe and the former Soviet Union. Moreover, the foreign capital injected into East Central Europe was invested predominantly in long-term industrial projects (see chapter 7). The duration of communist rule is another important temporal factor. In a large part of the Soviet Union (but not the Baltic states or the Western territories annexed in 1945, including western Ukraine), communists had ruled for over three generations. The former intellectual elite, along with the executive and merchant classes and independent farmers, had been virtually annihilated during the Russian civil war and under Stalinist terror. Post-Soviet societies, then, had fewer surviving links with earlier free enterprise. By contrast, for East Germans, Czechs, Poles, Hungarians, residents of the Baltic nations, and western Ukrainians—people from all the areas that were annexed by the Soviet Union in 1945—entrepreneurial traditions were still within living memory, and business initiative remained a cultural value in their societies. Poland and Hungary, especially, had introduced reforms in the 1980s that opened up many more opportunities to evolve economically. Romanian society, meanwhile, had suffered such oppression under the neo-Stalinist Ceauşescu regime that its subsequent recovery from collective trauma left little strength and few resources to build market economy. These differences in duration and types of state socialist rule and the timing of reforms had a crucial influence on Eastern Europe’s new economic and social orders.

Lastly, the time factor can be viewed in terms of the longue durée of economic and social structures. The forerunners among the postcommunist states had had well-developed economies before 1939. Saxony, Bohemia, and parts of Silesia were centers of industrialization in the nineteenth century.42 Slovenia was the wealthiest constituent republic of Yugoslavia by far, with a gross national product just slightly lower than those of the southern EU countries Portugal or Greece. The more westerly countries of the former Eastern Bloc had generally better infrastructure, from road networks to hospitals and schools. This proved a considerable advantage for transformation and generating new wealth. In social sciences and history, the term “path dependence” is used to explain the endurance of political, economic, and social structures. In the nineties, historical paths of development in Eastern Europe and the former Russian Empire, which had converged under Soviet hegemony, came to diverge again, perhaps more than ever before.

However, national predispositions and path dependence should not be overstated. Large parts of Poland, for example, had been about as prosperous and developed as Soviet Ukraine or Lithuania in the 1980s. Poland’s boom, in relation to its initial circumstances, was a positive surprise of the transformation period that demands closer investigation. This chapter has outlined mainly reform policies, viewing developments “from above.” The following two chapters, which compare regions and cities, will take a more “bottom up” perspective and consider everyday life and experiences in postcommunist societies.

It is difficult to gauge the long-term effects of abiding structures and mentalities on political system change. Among the more westerly Eastern Bloc states, only Czechoslovakia had any enduring history of democracy. All its neighboring countries had become authoritarian states or dictatorships in the interwar period. But their lack of democratic traditions was compensated for by the creativity of their dissidents and reform elites. Polish historians and intellectuals constructed a democratic past for their country up to the early modern Noble Republic (which was indeed built on the political participation of a sizable nobility) or recalled the republic of the interwar period. The experience of democracy gained through the Solidarność movement, however, had a more profound influence on the political changes in Poland after 1989. In conclusion, it emerges that the postcommunist world was determined by a number of temporal vectors. Some stretched back to the nineteenth century and the age of continental empires (or even to early modern times and the feudal order). But the most important criteria were formed during late state socialism.

These reflections on temporal dimensions bring us back to the starting point of this chapter—periodization—and, by extension, the continuities and disruptions within transformation history. In specialist literature and, above all, in the world of politics, 1989 is often regarded as a kind of zero hour, and the transformation that followed as a continuum. But even the immediate aftermath in the 1990s was rife with changes and transformation crises. These cannot be precisely dated, as they were of varying intensity and duration. They occurred in the middle of the decade, affecting predominantly countries that had already introduced drastic reforms, and were one of the causes of the “postcommunist turnaround.”

Poland was the only country of Eastern Europe to be spared a renewed economic slump in the nineties. Jeffrey Sachs has attributed this to the shock therapy and the policies of Leszek Balcerowicz.43 But it could also be explained by the decision to moderate reforms and the (largely continuous) economic policy of the postcommunist government that came to power in 1993.

Moreover, Poland managed to avoid some of the mistakes its neighboring countries made. As the example of the shipyards in Szczecin and Gdynia shows, Polish management operated quite successfully under the direction of the state. Deferring privatization proved an advantage, especially in comparison to the former GDR. Here, privatization was such an imperative that the Treuhand agency was forced to throw all state enterprises onto the market or liquidate them before its closure in 1994. Adherence to the principle of returning communist-seized property rather than providing compensation (“Rückgabe vor Entschädigung”) was symptomatic of Germany’s passion for privatization. It prompted thousands of court cases and deterred many entrepreneurs from investing in land, real estate, or industrial plants because their future seemed too unpredictable. The Kohl government was at pains to help those who had suffered damages through communism, the majority of whom belonged to the pre–Iron Curtain, East German ruling class. But it was not concerned to the same degree with promoting future elites in the five new Länder.

The government of the Czech Republic took out cheap bank loans to cover state subsidies for large enterprises. The problem was, it had little control over the quasi-privatized businesses or the losses they incurred. Still, the Czech Republic managed to maintain relative stability and its middle-class structure. Hungary, however, was thrown severely off balance. While the West granted Poland a respite and even remitted a large part of its foreign debt in view of its strategic importance, Hungary had to continue paying interest on its loans. When the burden became too great, it devised the “Bokros package”—a neoliberal series of austerity measures named after then–Minister of Finance Lajos Bokros, appointed by the postcommunists. These measures had the effect of dragging approximately 30 percent of the Hungarian population under the official poverty line. Transfer payments from the West prevented the former East Germany from suffering the same turbulence as Poland or Hungary but could not kick-start its economy.

Yet the social problems in East Central Europe were slight in comparison to those in the former Soviet Union. In Russia and Ukraine, the economic crisis precipitated by the collapse of the old system was followed almost seamlessly by a transformation crisis after the first attempts at reforms. Russia’s economy finally showed signs of minimal growth in 1997. But one year later, the ruble crisis caused a renewed crash. Many Russians lost their hard-earned savings as one bank after the next became insolvent. In 1991–94 Romania’s rate of inflation rose to three figures, and in 1997 it was struck by another period of high inflation with over 150 percent currency devaluation; Bulgaria, meanwhile, went through a period of hyperinflation, with over 1,000 percent currency devaluation.44 These developments in Southeastern Europe suggest that trying to avoid reforms was the worst alternative. But does this imply that radical reforms were the better—or only—way ahead? This question is hotly debated among economists and will be considered in the next chapter.

The transformation crises revealed how susceptible even the comparatively well-positioned postcommunist economies were to economic upheaval. Their fundamental weakness was acutely apparent again during the crisis of 2008–9.45 The favorable global economic situation helped these countries to make relatively rapid recoveries from the crises of the nineties. With the economy booming in the United States and running steadily in Western Europe, businesses were seeking new export markets. In addition, domestic consumer demand began to pick up. Western European corporations discovered the advantages of Eastern European countries as manufacturing bases—namely, cheap labor and low prices—and the FDIs started rolling in. As shown in the section “Rich Cities, Poor Regions,” only a fraction of these countries’ population profited from the early upswing. But it allowed advocates to claim that the austerity measures were beginning to work, and that the situation would be far worse without radical reforms. This had profound consequences for those countries that had not yet jumped on the neoliberal bandwagon. The communicative dimension of neoliberalism came into effect. The negative repercussions of the reforms on society and the need for pragmatic adjustments were, to a large extent, glossed over. Policymakers focused entirely on growth statistics and a few macroeconomic indicators. Despite the enormous difficulties with which these countries put neoliberal doctrine into practice, the advantages outweighed the disadvantages in the international public’s perception.


5

Second-Wave Neoliberalism

Neoliberalism at Full Speed

One decade after the breakdown of state socialism, the triad of privatization, liberalization, and deregulation had been implemented throughout Eastern Europe and in the post-Soviet states and was starting to affect Western Europe. Since neoliberalism was adopted and changed for the specific purposes of each country, the term “diffusion” is too simplistic. It is more useful to view this period in terms of “cultural transfers,” and focus on the receiving more than the sending cultures. As in the years around 1989, the second surge of neoliberalism was propelled by the interaction of global and local players.

Among the former were institutions created in the early postwar years, such as the International Monetary Fund and the World Bank, which were still connected, at least indirectly, with national governments. Since the 1970s, economic policies had been influenced increasingly by a second group of global actors: private think tanks, consulting agencies, and media conglomerates. In the 1990s they invented a plethora of indices, the names of which speak volumes about the political and economic priorities of the time. In 1994, the British magazine the Economist came up with the “emerging markets index.” The very title of this weekly column is remarkable, because it equates countries and their populaces with markets. The countries listed in it were not yet regarded as fully fledged market economies, but as “emerging” from obscurity into the light of Western modernity—the hidden telos of history. (The Western industrialized countries were listed and rated in a separate index.) In 1995 the conservative Heritage Foundation and the Wall Street Journal created the “Open Market Index.” This was soon followed by the “Global Competitiveness Index,” the “International Property Rights Index,” and the “Ease of Doing Business Index.” Karl Marx, whose legacy was virtually deleted in the 1990s—I remember how some of my fellow graduate students in Washington, D.C. protested against using Robert Tucker’s The Marx-Engels Reader in 1992 because they regarded Marxism as failed—might have summed up all these statistics in one “Exploitation of the Working Class Index.”

The thrust of these indices went beyond the Washington Consensus. This is especially visible in the field of privatization. In 1989 and the early nineties, privatization was still limited to state-owned enterprises; in the West it affected mainly the railways, postal service, and telephone companies. In the late nineties, discourse on privatization broadened to include key competences of the welfare state, such as pensions, health care, and education. Another recurrent focus of the indices and their guiding institutions was taxation and the introduction of flat tax systems. The general assumption was that lower taxes would generate growth and that the money spent by the rich would “trickle down” to the poor.

This chapter puts forward a different, sociohistorical explanation of how the postcommunist countries recovered from the deep recessions of the early nineties. It analyzes human capital and compares the resources of various postcommunist societies for coping with the daily challenges of transformation. One of the major results of the second wave of neoliberalism was growing social and regional divergence. But at least in East Central Europe, social inequality remained lower than in the United States—in contrast to the former Soviet Union. This was due to another international player, the European Union, which increasingly shaped transformation. Brussels’ agenda was not strictly neoliberal, but focused on the reform of the state and the institutions that would guide transformation. Its transfer payments since EU enlargement were not entirely in line with neoliberalism and even alleviated some of its side effects. This thesis is supported by another guiding theme of this book: the deviations from and disruptions to neoliberalism, as well as its rise.

The aforementioned indices created the competitive atmosphere of a major international sports tournament. There were winners and losers, but everybody wanted to stand on the rostrum. Immediately after the fall of the Wall, Hungary and Czechoslovakia (and, after the latter’s division, the Czech Republic) were applauded by various neoliberal indices, Western financial newspapers, and international investment agencies. In spite of its pioneering role in 1989, Poland was initially regarded with skepticism, mainly because of the power of the labor unions, its high proportion of agricultural workers (though the statistics were bloated due to the government’s creation of a number of incentives for citizens to register officially as farmers), and the election victory of the postcommunists. But by the time Finance Minister Balcerowicz entered his second term in office, following the 1997 election victory of the post-Solidarność party AWS, Poland had also become a favorite of Western analysts. Slovakia under populist leader Vladimír Mečiar was the Cinderella of East Central Europe, but shed its dusty image and joined the other Visegrad countries once Mečiar was voted out of office. In the mid-nineties, the Baltic countries and especially Estonia started to climb the international rankings. The more open (that is, deregulated and liberalized) a country’s market, the smaller its government and more advanced the privatization process, the further ahead the nation and its economy were considered to be. The mere act of listing these countries had a dynamic effect. Many Wall Street stockbrokers and hedge fund managers might otherwise not have known that Slovakia and Slovenia were two different countries, or where in the world Latvia and Lithuania were. It was not self-evident for financiers to turn their attentions to these countries. Global corporations such as Microsoft achieved a higher turnover in 2004 than their annual gross domestic products combined.1 New York and London are more populous than all the Baltic republics put together. Their nomination on the emerging markets index signaled to international investors that they were potential targets. At the same time, an increasing number of specialized funds made it possible to invest in macroregions such as Eastern Europe as well as in individual countries.

Local stock markets were also evolving. In Warsaw, trading began at the reopened stock exchange (an outcome of the Round Table talks) in April 1991 with five joint-stock companies and a daily turnover of the equivalent of $2,000. Twenty years later, the Warsaw stock exchange listed 426 companies, ran fifteen classified indices, and achieved an annual turnover of almost €85 million.2 This exponential increase in the volume of sales affirmed the positive prognoses for Poland’s economy. With its market of 38.6 million consumers—every citizen is a consumer under neoliberalism—Poland promised good business to investors.

Like shares in major companies, Eastern Europe had to be presented in a suitable light to make it attractive to investors. The reform countries did their best to convince the world of their neoliberal credentials. Leszek Balcerowicz’s “shock therapy” and Václav Klaus’ “market economy without attributes” were not only the products of personal convictions but also crafted to appeal to the international arena. Deviations from the standards set by the IMF and the World Bank—the Czechs’ strict protection of tenants springs to mind—were glossed over.

About a decade after the end of state socialism, the countries of East Central Europe and the Baltic states were able to chalk up a number of key reform successes. Most of their large enterprises had been privatized, and their currencies were fully convertible. Capital moved freely; customs and trade barriers had been largely removed. In the late nineties, Western investors rewarded this “progress”—another recurrent term in contemporary media coverage and business journalism—by pouring more foreign capital into Eastern Europe each year. The region continued to entice investors with low labor costs and a “favorable economic climate.” Indeed, in view of the dearth of domestic capital stock and still-large gap in productivity, it depended on an influx of foreign capital for its economic development.

Flat Tax Systems and Populism

After the turn of the millennium, the race to win international investors and the debate on neoliberal reform led to a transnational discussion of flat tax rates. The Baltic states were the first to introduce an identical tax rate on all incomes, private and corporate. Initially this was set at between 25 and 33 percent, varying from country to country. This was not far below the average level of taxation in the Western European welfare states.3 The goal was a simplified tax system without scope for deductions or exemptions, to make it easier to collect tax. Other countries soon adopted, and radicalized, the flat tax arrangement. Russia, Ukraine, and Serbia set their rates of taxation at 13 or 14 percent, albeit with some exceptions.4 Cultural factors were an additional motivation for these countries’ policymakers. They had no illusions about the tax ethics of their citizens, especially the nouveau riche. But they hoped that if they set tax rates low, they might at least accept and pay them. In 2004, Slovakia followed suit with a flat tax rate of 19 percent for private and corporate income tax and value-added tax. Slovakia’s tax reform caused a particular sensation as it coincided with the expansion of the European Union. Neoliberalism was no longer on the horizon; it had arrived in the EU.

The trend toward flat tax rates evolved in parallel with the aforementioned radicalization of privatization. In the early nineties, governments had privatized retail trade, the catering sector, and craft industries in the relatively quick and successful process of “small privatization.” The sale of large enterprises proved far more difficult and resulted in losses, but it also progressed. By the mid-nineties, governments were selling companies responsible for public services and utilities such as postal and telephone services, power, and housing. A few years later, this trend reached Germany and eventually all of the core EU countries.

Around the turn of the millennium, privatization entered into a third stage, targeting key state responsibilities such as old-age pensions and health care. Again, the Baltic states blazed a trail. Hungary, Poland, Slovakia, and—somewhat half-heartedly—the now Social Democrat–ruled Czech Republic followed. While each country’s welfare reforms differed in detail, the debates attending them were similar. Commentators criticized state pension and health care systems as antiquated, inefficient, and not viable in the long term, and commended the private sector alternatives as advanced, rational, and sustainable. This discourse was conducted in parallel to, and fuelled, the privatization process. Private pension funds and health-insurance schemes were promoted as a customized way of providing for one’s old age, rather than paying into an anonymous social security system or ailing national budget. Private insurance schemes promised greater fairness by taking individual contributors’ payments and risks into account when setting fees, rather than charging progressively, according to income. The fact that this was bound to cause redistribution from the bottom up ruffled few feathers. Some political parties—such as the German Christian Democrats in Leipzig in 2003, considered in chapter 9—even used it as an argument in favor of further welfare reforms. From a historian’s viewpoint, this third stage of privatization is the most problematic. Indeed, it had unintended effects, and was reversed in most postcommunist countries after the crisis of 2008.

The redistributive effect was particularly pronounced, and welcomed, in countries that had adopted flat tax systems. Governments made good the losses incurred by tax increases—euphemistically referred to as fiscal simplification—in other areas. Slovakia, for instance, raised its value-added tax on foodstuffs and other staple goods to 19 percent, in line with income tax. The result: price increases of 5 percent and more and drastically reduced social benefits. The proportion of welfare spending in the gross domestic product dropped from 19.5 to 16 percent, almost the same level as in the Baltic states.5 This hit the country’s many Roma especially badly. In early 2004, they rioted for some days in eastern Slovakia, looting stores and attacking government institutions. But the protests were soon quashed. The Roma alone were held responsible for their problems.

Did these neoliberal measures have a macroeconomic effect? Foreign investment in Slovakia and the Baltic states increased markedly. Today Slovakia produces more cars per capita—in new factories—than any other country in the world. In Russia and Ukraine, by contrast, the flat tax system did not sustainably boost the economy or attract more investment. Countries that eschewed such tax reforms, such as Poland, experienced just as dynamic growth as Slovakia while developments in flat tax countries—Estonia and Lithuania, for example—diverged. Neither the results of these measures nor those of the shock therapy, then, point to a clear causal connection between certain fiscal and social policies and economic development.

The flat tax systems certainly had one effect: they raised international experts’ and investors’ awareness of these countries. Consequently, Estonia, Latvia, and Slovakia, to name a few, climbed the international rankings, and were even referred to as European “tiger economies” (together with the “Celtic tiger” on the Western fringe of the continent). With their high growth rates and low taxes and wages, the “Baltic tigers,” “Slovak tiger,” and “Slovenian tiger” (although Slovenia pursued a different macroeconomic policy) caused quite a stir.6 Associating them with the growth economies of the Far East (the “East Asian tigers”) was a promotional coup. Small Eastern European countries now appeared in the financial world’s indices alongside South Korea and Taiwan, countries with far larger economies and populations.

Behind these positive headlines, social tensions were rising massively in all postcommunist countries. From the mid or late nineties, the rate of combines going bankrupt or laying off staff accelerated. Millions of people lost their jobs as one factory after the next closed down. The unemployed had few financial reserves to draw on; their savings had been largely devalued by high rates of inflation in 1989–90 or later. (The timing and rates of inflation varied from country to country; the former GDR and the Czech Republic were less severely affected.) Legions of pensioners were in need of assistance. There were very many potential recipients of social benefits—a factor only insufficiently considered by the architects of the shock therapy—but few potential contributors.

The imbalance was most pronounced in the Baltic countries, which had afforded minimal state pensions and social benefits from the outset. The ruling elites refused to raise welfare spending even when the economy had recovered, partly on account of the large national minorities in the region. Many losers of the reforms were resident Russians (some of whom were in fact Ukrainian or Belarus). The Baltic governments objected to supporting their countries’ former occupiers with social benefits. After voting out the postcommunists in the mid-nineties, Romania and Bulgaria also introduced neoliberal reforms.

A side effect of these reforms was very low election turnouts in the postcommunist countries. In the early nineties and during the second wave of neoliberalism, many citizens evidently felt they had so little influence on politics that there was no point in voting. Deficient democracy and neoliberal reform policies were, then, mutually dependent.7

Under these conditions, a new political trend emerged: populism. The populists’ simple strategy was to focus entirely on the nation, disregard the opinions of international investors, and, above all, promise the ethnically defined electorate protection against the rigors of transformation. They pledged to safeguard the populace from financial competition and criminality, and to protect their jobs and national values. Their allure tended to fade, however, once they were voted into government, and found themselves cooperating on unpopular reforms and forced to communicate with external actors. Due to the unpopularity of neoliberal reforms, governments were often voted out after just one term. The same has occurred in recent years to the reformers in Southern Europe. Despite vacillating voters, who caused the complete downfall of some ruling parties (one extreme example is the Akcja Wyborcza Solidarność, which emerged the clear victor in 1997 but failed to win any seats four years later), and the success of populist parties, the new EU member states are generally regarded as “consolidated democracies.” (Hungary is a special case, considered below.)8

German transformation expert Wolfgang Merkel has stressed the contribution of longer-term factors, such as the stability of governmental structures and the high level of education among the population, to the success of reforms in postcommunist countries. His conclusion conflicts with the Chicago School’s rejection of big government and the contempt for all legacies of state socialism that prevailed in the early nineties. After the fall of the Iron Curtain, virtually all forms of state interventionism were condemned as outdated. Yet some government investments turned out to be vital. One example is the postwar expansion of public education that had started earlier, and was more sweeping, in Eastern than in Western Europe.9 Thus the state-socialist countries had accumulated a major resource that was useful for transformation: human capital.

Human Capital

In this chapter, “human capital” denotes the individual and collective resources and abilities used to cope with the challenges presented by transformation.10 These resources and abilities did not develop overnight or in 1989 but during, or even prior to, the era of state socialism. Human capital cannot be measured in the same way as the capital stock of a given country. Individual and collective education, expert knowledge, and qualifications cannot be converted into economic performance indicators. But cheap labor certainly attracted foreign investors. In the postcommunist countries, labor costs were only 7 percent of the EU average at the 1990 exchange rate (with the major exception of the GDR after economic union with the FRG).11 News of a third factor, Eastern Europeans’ work ethos, quickly got around investor circles.

Consider this “participating observation” of the early transformation years: Five years after the Volkswagen group took over the Czech automobile company Škoda, a group of German undergraduates and doctoral students linked to the social democratic Friedrich Ebert Foundation visited the company plant in Mladá Boleslav. The German visitors, along with the present author as their guide, expected the staff committees they had arranged to meet to complain about their low pay and bad working conditions. Indeed, Škoda then paid its skilled workers less than a third of the German wage (the equivalent of about $750 a month) and demanded longer hours without any extra pay. But contrary to the visitors’ expectations, the apparently contented trade unionists did not want to bemoan their wages or exploitation but to present Škoda’s latest model, a midrange car developed in part by their own engineers. They lovingly stroked the sample car’s fender, proudly highlighting its merits and finally pointing out that their factory produced fewer rejects and maintained better discipline than the Volkswagen parent plant in Wolfsburg. (The Octavia model went on to become a bestseller as hoped.) With their presentation, the Škoda staff not only exemplified the popular myth of Czech inženirství (a nation of technicians and tinkerers) but also vindicated the new owners’ clever concession of allowing the Czech plant to retain staff committees and strong trade unions.

Relations between Western investors and local employees were rarely as harmonious as they were at Škoda. But apparently here, at least, the workers and their representatives had adapted to the new system with ease. Under state socialism, factories such as Škoda had been notorious for producing goods of uneven quality and a high rate of rejects. Logistical problems arising from the planned economy were partly to blame. Manufacturers were often forced to improvise because certain parts were unavailable or deficient.12 Work practices in state socialist enterprises were, moreover, rather loosely organized. It was normal procedure to take impromptu breaks (on top of the forced breaks while waiting for supplies or for material problems to be solved) and run a few errands during the working day. Yet within just five years, all trace of these habits had been erased.

Another example of human capital is the millions of self-employed who set up their own businesses. In Hungary and Poland, as mentioned above, this was possible years before the fall of the Iron Curtain. In Poland, communist party leader Edward Gierek gave the go-ahead in 1979 for the special Polonia enterprises, designed to attract investment from expat Poles or other Western shareholders and export to the West. Partners in these joint ventures enjoyed privileges such as permission to hold foreign currency accounts, and were subject to laxer import and export regulations. Looking back, these new entrepreneurs often stress the restrictions under which they worked, but their businesses were cradles of capitalism.13 In 1988, the Polonia enterprises employed over eighty thousand people. They organized Poland’s komputerizacja, the import of more than one hundred thousand computers from the West, which were used to modernize the Polish economy from below.14 The main difficulty was importing the devices, as memory chips were on the CoCom list of armament-relevant goods and their export to the Eastern Bloc was prohibited. To get around this problem, the computers were taken apart before being transported (for the most part, legally) across the borders, then reassembled in Poland. Polish traders also sold many products to consumers farther east. In 1986 the Soviet authorities registered eight hundred thousand visitors from Poland, most of whom were no doubt “commercial tourists.” In 1989 the number of incoming travelers rose by 100 percent; the number of transit visas, which played an important role in long-distance trading, increased by 200 percent.15

As the Soviet Union collapsed, entrepreneurs such as Mikhail Khodorkovsky and Ukraine’s future Prime Minister Yulia Timoshenko made fortunes dealing in computers and entertainment electronics. Trade in scarce products such as jeans, nylon pantyhose, Western cigarettes—the brands Marlboro and Kent were virtually currencies in their own right, ideal for mollifying customs officers and other state functionaries—whiskey, and cognac was equally lucrative. Oligarchs built their careers on a combination of business sense (knowing which products would reap the highest profits), contacts (how to get goods through customs and around police controls), insider knowledge (when to acquire companies earmarked for privatization with one’s accumulated capital), and ruthlessness (when to bribe whom, or to offer other favors instead of cash bribes). The oligarchs’ mostly semilegally or illegally acquired wealth was, then, also based on human capital. Neither this concept nor the abilities individuals acquired under state socialism should be viewed through rose-tinted spectacles. Even so, human capital is an important factor for explaining the fortunes of individuals, peer groups, and entire countries.

Poland, beginning in the postwar period, provides a good example. It was modernized in a far more piecemeal manner than were its socialist neighbors. Collectivization was aborted in 1956 in the face of resistance from the farming population; its agriculture remained compartmentalized and underproductive. Industrialization progressed more slowly than in the GDR, ČSSR, and Soviet Union. In contrast to its neighbors, Poland remained without a nuclear power plant, perhaps fortunately in view of the Chernobyl disaster. Neither did it build any substantial stretch of highway (the Autobahn in Silesia dated from the Nazi era), nor a single mile of subway track. The lack of economic modernization was one of the reasons why Poland remained distinctly poorer than the GDR and even comparably agrarian Slovakia, until 1989. But the resistance offered by farmers, workers, and intellectuals had also kept more market niches and entrepreneurial practices alive. As a consequence, Polish society was better prepared for the second, postindustrial wave of modernization. Within the Eastern Bloc, Poles were famous (or notorious, as will be seen in chapter 6) for their keen business acumen. Polish entrepreneurs displayed a sixth sense for gaps in the market.

An interesting illustration is provided by the Warsaw-based Eris cosmetic company. Just as Western shampoo or shower gel was de rigueur in prestigious communist households, today no sophisticated Polish bathroom is without a tub of Eris face cream. The company was founded at an inauspicious time, shortly after martial law was declared in 1981. Poland was deep in economic crisis. Even basic foodstuffs like sugar and flour were rationed; meat was rarely available.16 But company founder Irena Eris sensed a demand for a little luxury amid all the hardship and misery. In 1983 she began producing semirich face and hand cream in an abandoned bakery near Warsaw. Gradually the business expanded. In 1989–90 the company set up its own distribution arm (the key to its continued success) and in 1995 extended its range to include exclusive, high-end cosmetics. Today the company employs some five hundred people and commands great respect.17

Scholars disagree over the extent to which the small-business owners of the eighties profited from the changed circumstances of the nineties. Many entrepreneurs were not able to withstand the competition they suddenly faced from the West (a problem that was especially severe in the former GDR, where the economy had been far more strictly controlled prior to 1989). And yet, the Forbes list of the hundred wealthiest Poles includes a number of former Polonia business-owners. With their greater freedoms and business experience, millions of Poles (including all the “commercial tourists,” shopkeepers, tradesmen, and official Polonia entrepreneurs) were better prepared to deal with transformation than the average East German or Russian.

Due to the semilegal or illegal nature of many businesses, the contribution of private enterprise to the economic output of socialist Poland (or Hungary or any other Eastern Bloc country) is difficult to gauge. The Polish capital Warsaw, especially, spawned a class of self-employed in the late eighties, who emerged through the loopholes of the planned economy. These so-called prywaciarze (persons of independent means) made their money in the service sector, underground economy, and black market (see fig. 5.1).18 Known in Polish and Russian by an almost identical, pejorative Anglicism, biznesmeni, they acquired their business skills some time before 1989.19

The same is true of the many executives of state industries who profited from manager buyouts during privatization. According to some estimates, at least half the new economic elite in Poland had held top positions in state industry prior to 1989.20 In East Germany and the Czech Republic, many department heads (the buzzword “manager” and the hype surrounding them were characteristic features of the nineties) were able to retain their positions despite the radical break with the previous regime.21 If they did not already have the necessary business skills, they rapidly acquired them after 1989. In the nineties, however, this continuity in the economy was hushed up. Governments and finance focused firmly on the new departures and, of course, the magic word: “reform.”

Being ranked in the “emerging markets index” and referred to as “reform countries” by Western commentators considerably improved the postcommunist countries’ external image. At home, too, neoliberal reform discourses boosted the confidence of many young people who profited from the new opportunities, found well-paid jobs with Western companies, worked their way up the domestic economy, or ventured into self-employment.

The spirit of capitalism was particularly vigorous in the Czech Republic, the postcommunist country with the highest proportion of self-employed people among the workforce in the early nineties. Two individual cases can help to illustrate the opportunities that arose through the new, neoliberal order. One friend of mine broke off his studies at the Prague conservatory due to the meager prospects of earning money by playing jazz, and to devote more time to selling musical instruments, his main source of income. In 1995 he established his own business, “Atelier Paganini,” the Czech Republic’s largest specialist dealer in old violins, cellos, and double basses. His primary customers now come from South Korea and China; the business started importing Far Eastern replicas of old instruments some years ago. Happy to show his newfound wealth, he drives to work in a top-range Audi. The second example is the son of my aforementioned great-uncle. With his family’s financial and intellectual assets—his father had also been an engineer and an entrepreneur until the communist February Putsch of 1948—he set himself up in business. His company specialized in ventilation engineering and profited from the recent construction boom in Prague and its suburbs. But to outward appearances, this scion of an entrepreneurial family has remained as unassuming as ever. His interests do not lie in fast cars or expensive clothing. Though differing in their individuality, then, small entrepreneurs such as these became the backbone of the relatively successful East Central European economies.
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Fig. 5.1.  Polish prywaciarze at a market at Berlin’s Reichpietschufer, February 22, 1989. Photo: DPA/Landov.

In Southeastern Europe and the former Soviet Union, the element of nascent capitalism was much weaker. Only half as many, or even fewer, of these small-to-medium-sized business were established in Romania, Bulgaria, Russia, and Ukraine. Moreover, as long as these countries were unstable and had no prospect of joining the European Union, foreign investors had little confidence in them or their economies. They were left to their own devices, with meager social and cultural resources on which to draw. Once again, Poland provides a counterexample: despite its shaky economic foundations, it experienced a boom verging on an economic miracle, thanks to native entrepreneurship and massive external support. While the border between Germany and Poland still marked a prosperity divide in the nineties, two decades later the difference is barely perceptible. This was due not only to the Schengen Agreement enabling passport-free movement between many EU countries and the economic reforms introduced from above, but also to Polish society’s human capital and the process of transformation from below.

New Wealth

The result of this upswing was new wealth, generated under the steam of pent-up demand. Once postcommunist societies had overcome the poverty of the early transformation era, they eagerly indulged in any newly available products, from foodstuffs (every Pole over age forty remembers food stamps and the desperate hunt for meat in the eighties) to household appliances. Possession of a fully automatic washing machine, a telephone, and—the ultimate status symbol—a private automobile was a novelty for many. International investors calculated how many of these consumer items they would be able to sell in the former Eastern Bloc countries and invested accordingly. Export to Western Europe was also factored into investments in manufacturing, particularly in East Central Europe.

When European Union expansion was announced, the volume of investments shot up. In 2005, FDIs in the new member countries totaled seventy-seven billion dollars; by 2006 they had risen to 112 billion. Over these two years, almost twenty-nine billion dollars was invested in Poland—more than half the amount invested over the previous fifteen years.22 In 2006 and 2007 Poland achieved an increase in gross domestic product of over 6 percent each year; unemployment dropped considerably. Overall, Poland’s GDP and per capita purchasing power parity tripled in the twenty years from 1989 to 2009.23 It would be no exaggeration, then, to speak of a Polish economic miracle, comparable to Germany’s in the 1950s and ’60s (qualified only by the facts that the boom in industry was much smaller and well-paid jobs are still hard to find). Having never plummeted to the same economic depths as other Eastern European countries, Hungary and the Czech and Slovak Republics did not see such dynamic growth. But in Slovakia the economy started to develop from 2001, peaking at over 10 percent in 2007. The populations of all the countries of East Central Europe got their shares of the growing cake; real incomes rose by 40 to 50 percent between 1999 and 2005.24

After the turn of the millennium, the Southeastern European and post-Soviet countries began to catch up. Foreign direct investments in Romania increased fourfold to over five billion euros from 2002 to 2004, and continued to rise in 2006 and 2008. The Baltic states recorded even greater increments; the volume of FDIs in Latvia increased sixfold between 2003 and 2007; ninefold in Lithuania. More foreign capital also flowed to Ukraine, though far less per capita than to Romania or other new EU member states. FDIs fueled Eastern European economies; Iván Berend has proposed that they were the principal growth engine. From 2001, the Baltic states’ GDP grew annually by at least 6 percent; in 2006 they touched the 10 percent mark. Romania and Bulgaria had an upturn of between 4.2 and 7.5 percent. Russia achieved a record growth rate of 10 percent in 2000; Ukraine even reached 12.1 percent in 2004.25

When evaluating growth rates, it is important to take the poor initial state of the economy in the Baltic states, Southeastern Europe, and the former Soviet Union into account. After the long transformation crises of the nineties, these countries had plenty of catching up to do. The effect of FDIs should be interpreted with similar caution. For a while, as long as international investors followed their herd instincts, they fueled economic growth. Nobody wanted to miss out on getting a stake in Eastern Europe. In this respect, the conclusion that Andrei Shleifer and Daniel Treisman drew in their 2014 article for Foreign Affairs, that the postcommunist nations had caught up and developed into “normal” countries, would perhaps have been justified some ten years previously.26 In 2005 and 2006, the prospects for the entire postcommunist world seemed bright, and were reflected in the local and global stock markets, which bounded from peak to peak.

Behind the scenes of rapid westernization, there were a number of important structural differences between various regions and countries of postcommunist Europe. In the reform-pioneering Visegrad countries, FDIs flowed predominantly into manufacturing. Foreign capital was used to upgrade existing factories or establish new firms to serve the domestic market and export to the EU. In the Baltic states, Croatia, Romania, Bulgaria, and Ukraine, the FDI were channeled primarily into the finance sector and from there to the real-estate industry.27 These foreign direct investments did not necessarily signify actual economic activity; some were purely asset investments. Takeovers of privatized state enterprises also fell into two categories: nominal values in the account books, and actual investment in companies. The availability of venture capital and cheap loans caused demand, and prices, to rise. But incomes and securities for the loans did not keep pace, presaging the “Eastern Europe bubble,” considered in chapter 7.

In general terms, countries with an advanced production capacity were at an advantage. Steelworks, modern car factories, and refineries require high investment and cannot be transferred easily to cheaper sites. Light industry, in contrast, can be relocated at any time, and is exposed to tighter international competition. A number of new light industry sites were established in the Baltic states and parts of Southeastern Europe. Nokia is a case in point. To reduce labor costs, in 2008 the company relocated its cellular phone production from the original site in Bochum, Germany, to a newly built factory in Romania. A few years later, it moved its production to Southeast Asia, as Romania not only proved to have difficulties with the logistics but had also become too expensive.

This case shows that economic growth in postcommunist countries hinged, to a large extent, on the supply of cheap labor. As soon as the skilled workers in Eastern Europe started demanding higher wages, investors lost the primary motive for manufacturing there. At the same time, budget dependence on FDIs gave the (mostly foreign) corporations more power than in Western Europe. Volkswagen Slovakia’s announcement in January 2014 of a 4-percent wage cut fits this pattern.28 When the Romanian government revealed plans in late 2013 to reorganize the tax system and raise corporate taxes, the Foreign Investors Council (an association of locally operating foreign corporations) threatened to leave the country.29 The trade associations in the old EU countries would have exercised more diplomacy in the public eye. In nearby Austria, where average net incomes are triple those in Slovakia, the prospect of wage cuts would have unleashed storms of protest. But outside the Slovak capital Bratislava, unemployment is notoriously high. As in Poland, it only dipped below 10 percent at the end of the extended boom in 2008. Following the crisis, the unemployment rate in Slovakia rose again to over 14 percent; youth unemployment went up to 34 percent in 2012 (see figs. 5.2a and 5.2b).

Even after the wage cuts, automobile workers in Bratislava remain relatively privileged, earning about double the average monthly net wage of 600 euros.30 Unlike Germany, Slovak industry did not conclude any nationwide collective wage agreements. The result is a huge disparity of incomes in western and eastern Slovakia. In the latter, average wages are estimated at about a third of those in the metropolitan region of Bratislava.31
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Fig. 5.2a.  Unemployment in the transformation countries, 1992–2010. Source: WIIW Report 2012 (Table I/1.16).

Regional divides exist in all the new EU member states. The western parts of Poland, the Czech Republic, Hungary, Romania, and Bulgaria are far more affluent than the eastern parts. A huge gulf also emerged between the cities and the rural areas. This is not immediately visible, as new roads have been built with EU funding, and enormous shopping malls, containing the same Western supermarkets, DIY markets, and home electronics stores, have emerged on the outskirts of every medium-sized town. But while the goods in the stores cost more or less the same as they do in the West, wages in the retail industry are a pittance. Most local residents cannot afford the goods on offer, or can buy only on credit. (See the section below on foreign currency loans.) The ostensibly greater prosperity is, then, a mere illusion.
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Fig. 5.2b.  Unemployment in Poland, 2000–2012: Warsaw and selected voivodeships compared. Source: Eurostat regional statistics (table lfst_r_lfu3rt); Eurostat metropolitan statistics (Table met_lfu3rt).

In the face of such competition, starting a business or becoming self-employed is much harder today than it was in the nineties. The shopping malls at the city limits make ghost towns of the centers. While all Western countries are familiar with this problem, postcommunist countries are especially vulnerable. Beyond a few core growth areas (mostly the capital cities plus two or three regional centers), the kind of middle class has not been able to form that would patronize small boutiques, florists, health-food stores, art galleries, or other niche suppliers, or have the capital to start new businesses. Rapid westernization has eroded the social basis of capitalism and, indirectly, of democracy. There is new wealth in Eastern Europe, but it is unevenly distributed and distinctly fragile, as the crisis of 2008–9 showed.

Rich Cities, Poor Regions

Eastern European backwardness is a stereotype that is still used by Western media and has formed the basis of academic inquiry for many years. How underdeveloped or poor is the former Eastern Bloc really, more than twenty-five years after the revolutions of 1989–91? The assumption of backwardness was a key point of departure for the communists’ economic and social policy. Stalinist regimes aimed to catapult the predominantly agrarian societies into the modern age by swift industrialization.32 At the same time, they hoped to produce politically loyal working classes by mass employment in large state industries. Steelworks were built in Eisenhüttenstadt (GDR), Nowa Huta (Poland), Košice (Slovakia), and Miskolc (Hungary), as were various mechanical engineering and chemical combines and other industrial sites. As a result of communist modernization, living standards in Eastern Europe rose. Planned economies, moreover, meant that wages, salaries, and the prices of consumer goods were fixed. Although the communists were not able to cancel out all regional differences, they succeeded in creating largely egalitarian societies.33

1989 brought about a quick—and lasting—change. The capital cities Prague, Warsaw, and Bratislava strove toward the imagined Western ideal. A few years after joining the EU, their economies had reached the average size within the Union. The western parts of Poland, the Czech and Slovak Republics, and Hungary also profited from the upswing. Numerous industrial plants were set up around Wrocław and Poznań in western Poland, Plzeň and Mlada Boleslav in Bohemia, the greater Bratislava area in Slovakia, and Győr and Sopron in Hungary. Unemployment in these places is relatively low on the EU scale; incomes are distinctly higher than the nationwide average.

The situation in the eastern parts of these countries is quite different. The regional GDP statistics compiled by Eurostat since 1995 show just how poor these predominantly agricultural regions are. In the rolling hills of the former Galicia and the even poorer regions on Poland’s eastern periphery (such as Przemyśl in the southeast and Ełk in the northeast) the per capita GDP (adjusted to purchasing power parity) was only about 2,000 euros in 1995. It doubled before Poland joined the European Union and continued to rise robustly thereafter. Yet compared to Warsaw, the poor regions in the southeast and northeast of Poland stagnated; their GDP was only about a fifth of that in the capital in 2004.34 As fig. 5.3 shows, regional disparity in Slovakia and Hungary was almost as large.35

Of course, statistics on GDP convey only a limited idea of a population’s actual living standards. But other indicators confirm the findings they yield. Around 2005, unemployment in the eastern rural areas was up to five times higher than in the capital cities.36 The quality of schools, libraries, medical care, and roads is still much lower than the respective nationwide averages.

East of the EU border, in Ukraine, the situation is even worse. The data collected by the state statistical office of Ukraine on the Carpathians and the former Galicia paint a bleak picture.37 Transcarpathia, a region on the southern side of the Carpathian Mountains, was part of Czechoslovakia before 1945 and part of Hungary before 1920. According to the official government statistics provided by Ukrstat, in 2000 the residents of the Transcarpathian oblast (region or province) obtained a per capita GDP of the equivalent of 1,276 euros, or some 100 euros per month. The officially poorest oblast of Ukraine, Ternopil in Galicia, obtained only 1,216 euros. (All data on Ukraine are adjusted to purchasing power parity for this book; if they were not, they would be even lower.38) Glancing at just half the regional GDP in eastern Slovakia and southeastern Poland, this is striking evidence of how far behind its western neighbors Ukraine had fallen in its first decade of independence.

With incomes so low, emigration rates in western Ukraine are among the highest in all European regions, echoing the situation under Habsburg rule in the late nineteenth century. In some respects the region profits from its high rate of labor migration; many handsome family homes were built with money earned by Ukrainians working in the European Union or Russia. (Almost half Ukraine’s migrant laborers work in Russia; most others in Italy, the Czech Republic, and Poland.) In 2011, such remittances amounted to seven billion dollars, or 4.3 percent of Ukraine’s GDP, according to the Ukrainian National Bank. The total sum remitted is certainly greater and especially large in regions such as Transcarpathia and Ternopil.39 It was hardly helpful, then, to present Ukraine with the choice between integration in the European Union or in Putin’s Eurasian customs union in late 2013. The populace and the economy are dependent on money from both.
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Fig. 5.3.  Regional divergence within the transformation countries, 1995–2007. Source: OECD Statistics (Regional Accounts TL3).

The wealth earned outside the region comes at a high personal cost. Many families have been split by the permanent absence of a parent working abroad. Unlike Poles and Slovaks, Ukrainian migrant laborers cannot easily travel home. Visas are required for EU countries; most Ukrainians are not employed as official guest workers (apart from the approximately 120,000 Ukrainians working in the Czech Republic) but earn their money clandestinely. The number of Ukrainian moonlighters in Poland alone is estimated to be 250,000 to 500,000.40 Many are overqualified for the work they perform abroad: the women are mostly cleaners, chambermaids, or caregivers, even if they are university graduates; most men work in construction. Hourly wages of two to three euros are attractive enough compared to those at home.

In 2000, Ukraine began to recover from the depression of the nineties, as the regional statistics collated since then show. The GDP in the poorest regions had doubled by 2005 and continued to rise until the crisis struck in 2008–9. It is doubtful, however, whether this upswing reached the Galician villages and Carpathian valleys. Even today, most farmers own two or three cows, cultivate vegetables by subsistence farming, and forage for mushrooms and berries in the forests. Some wash their laundry in the nearest stream, offering the kind of pastoral scene one might find in a romantic nineteenth-century painting. There is hardly any traffic; the potholes prevent the few cars on the roads from driving any faster than about twenty miles per hour. But daily life for the rural population is far from romantic; their incomes are on a par with those in third-world countries, even if they live only 350 miles from Vienna.

Comparing Ukraine to developing countries, as Polish economist and entrepreneur Stanisław Szczepanowski did back in the late nineteenth century in his acclaimed study on “Galician misery” (nędza galicyjska41), is not such a far-fetched suggestion. Consider India’s per capita GDP in 2005, adjusted to purchasing power parity, of 1,800 euros (at the exchange rate then amounting to around 2,220 US dollars). This is not that much lower than the 2,300 euros in Ternopil oblast. Morocco was better off, with an average of about 2,800 euros. In Turkey, which is commonly classified as an emerging country, the per capita GDP is about four times higher than in the poorest regions of western Ukraine and twice as high as the Ukrainian average.42

Scenes in the unspoiled Ukrainian Carpathians would fill any organic food enthusiast or hiking tourist with joy. But local farmers perform arduous, backbreaking work. Few are able to sell their products in the nearest town because of the poor state of the roads. Almost all the dairies and mills have closed. The residents of the Carpathians are in a similar situation to the Alpine farmers before the construction of the railroad. They have just enough to survive; some areas attract a little tourism. The main symbols of modernity are electricity—in between blackouts—TV sets, and the knowledge that more money can be earned abroad than at home. However, again similarly to India, other parts of Ukraine have relatively thriving IT and software industries.

The prosperity divide between the capital and rural regions is a problem in general in Eastern Europe. But regional disparities are particularly pronounced in Ukraine. Between 2000 and 2005, now considered a golden era in that country, the gap between Kyiv and the poorer regions widened to more than 6:1. The business elite in Kyiv, who learned to speak English, have mockingly dubbed the Carpathians “crapathians.” The Russian nickname for poor peasants, “muzhik” (мужик), is even more contemptuous and recalls the social divisions a hundred years ago in Tsarist times. A zone of poverty has emerged stretching 250 miles from the north to the south, from the former Galicia to the northern periphery of the Danube plain, including the Carpathian Mountains, and more than seven hundred miles from the west to the southeast in Romania.

Poverty zones extending across several states are not confined to the east of Europe; they are on Berlin’s doorstep. Broad areas on both sides of the Oder and Neisse rivers, which mark the border between Poland and Germany, are struggling with high unemployment and a lack of prospects. The endurance of feudal structures during communism is partly to blame. After World War II, the large Prussian estates were turned into agricultural cooperatives (LPG in German; PGR in Polish). Despite their intensified use of machinery and artificial fertilizers, they operated inefficiently. In the early nineties cooperatives on both sides of the German-Polish border declared bankruptcy by the score. The situation finally improved after the European Union enlarged; the GDP in the voivodeships (provinces) east of the Oder and Neisse grew by almost 50 percent between 2005 and 2008; unemployment fell, wages rose. Thus the westernmost regions of Poland leveled up with the easternmost German states, Brandenburg and Saxony. For some years now, real estate in the Szczecin and Gorzów areas, close to the border with Germany, has cost more than on the German side, where depopulation continues to be a problem.

This cross-border convergence is attended by a divergence between deprived and affluent regions in the former GDR. The greater Dresden area produces a roughly 50 percent higher GDP than the districts along the Oder and Neisse rivers. It has, then, reached the level of the old rust belt cities in the Ruhr valley of West Germany. Some districts in the Erzgebirge, the mountains separating East Germany from the Czech Republic, are also poor, though they are less than an hour’s drive from Dresden or Leipzig.43 At least these conurbations are relatively easy to reach. Commuting from eastern Poland to Warsaw or from eastern Slovakia to Bratislava every day is virtually impossible due to the long distances and bad state of the roads. To some extent, the regional differences in Poland, Slovakia, and Hungary have been absorbed into the nations’ identities. No longer questioned, they shape internal perceptions and familiar stereotypes, such as the concept of “Polska B” to denote the underdeveloped eastern half of the country.

The question remains why the populations in the disadvantaged regions did not protest against such inequality. Perhaps it pales into insignificance in relation to other social divides that have emerged since the nineties, such as the gulf between the generations or between certain professional groups. Probably regional disparities have been overridden by more pressing concerns, such as the specter of unemployment, and the daily challenges of transformation. A third, laconic explanation might be that Galicia, eastern Slovakia, and Transcarpathia oblast are accustomed to deprivation. Having been extremely poor in the past, they possess knowledge, handed down over generations, of how to cope with poverty. The basic strategies are subsistence farming at home while the younger generation migrates long distances to work. To cite one example, according to a study by the Slovakian Academy of Sciences, sixteen thousand Slovak women worked in Austria as caregivers in 2009. The home care system in Vienna would collapse without this influx from the neighboring country.44 These caregivers do not come from the nearby regions of western Slovakia—a short drive away—but from the remote east of the country.

Labor migration means that the more capable and mobile sections of society leave the country. The advantage of bolstered incomes is cancelled out, then, by the drain of human resources from the deprived regions. Traditional family values take on increased importance in this situation. In Poland, Slovakia, Hungary, and western Ukraine, it is common for more affluent family members to support close relatives. Younger relatives supplement the older generation’s meager pensions; grandparents make sacrifices for their children and grandchildren. Consider the example of my longstanding research assistant in Frankfurt (Oder), who hails from one of Poland’s poorest areas, and helped finance his younger sister’s studies and contributed to the rent on his mother’s apartment. Long-range labor migration and redistribution within families help to compensate for regional disparities. (The latter is also common in southern Europe—more on this in chapter 8.)

But many children grow up as semi-orphans, or are raised by their grandparents, because their parents work far away in the West and can come home only on weekends, or even less frequently. In Poland, a telling term has been coined for these children: eurosieroty (literally, “euro orphans”). The exodus of the working generation compounds the drop in the birthrate, placing the rural regions of the new EU member states in another predicament. For the first time since the population explosion in the nineteenth century, there are too few young people. The long-term impact of the twofold demographic decline—caused by labor migration and the falling birth rate—remains to be seen. It is clear, however, that it will be difficult to achieve economic growth with a declining population. This will inevitably affect investments and prospects for the future.

At first glance, the disparity between urban and rural areas seems reminiscent of earlier growth periods, such as industrialization in the nineteenth century. As early as the 1950s, future Nobel Prize winner Simon Kuznets showed that phases of intense development, such as industrialization, cause social inequality that generally abates when wealth increases.45 But a number of factors peculiar to the neoliberal order of the transformation period continued to foster inequality. The demise of old industries that were built up under state socialism or prior to World War II impoverished many regions and, above all, medium- and small-sized towns with only one or two factories. The neglect of agriculture had even more severe consequences. Hundreds of counties and thousands of villages fell into deep decline. This was linked to the anticommunist revolutions. The “red barons” (the communist-appointed LPG chairpeople) held strong positions in many places. Breaking up the agricultural cooperatives and assigning the land to private owners was a way of bringing the revolution to rural areas. But the postcommunist administrations failed to provide the governance and investment necessary to help recover from a deep structural change of this kind. The simultaneous opening of the market to Western imports plunged local farmers and the dairies, slaughterhouses, grain mills, and sugar refineries that processed their products into ruin on a huge scale.46 As a consequence, the still-operating farms had trouble finding purchasers.

The outcomes of this decline were already clearly visible in 1991. The former GDR and Poland were dotted with uncultivated fields; disused tractors and combine harvesters stood abandoned in machine halls. Many unwanted pieces of equipment were sold off at Warsaw’s main bazaar at Dziesięciolecia Stadium, the Polish market in Berlin, or the Mexikoplatz flea market in Vienna. Iván Berend takes the agricultural crisis as cause for a fundamental critique of the denationalization of the early nineties, stating: “Most of the major mistakes were the consequence of the ideologically based, one-sided de-etatization, which fatally weakened state governance when it was badly needed in the difficult time of transformation. The blind belief—also ideologically based—in the automatism of market forces in countries where a full-fledged market was not yet in existence had similarly devastating consequences.”47

Berend’s criticism may seem harsh but there is evidence to support it. In late 1991, a full two years after the Balcerowicz Plan was launched, the Polish government founded a state agency for agricultural property (Agencja Właśności Rolnej Skarbu Państwa) to coordinate the sale of land and farms. Inherent problems made privatization in agriculture even less destined for success than that in industry. Land prices crashed as cooperatives went bankrupt; any businesspeople with sufficient capital to invest had certainly not stayed in the country. The situation in the Czech Republic and Hungary was more stable, as most agricultural cooperatives were kept alive. But here, too, harvests and livestock dwindled.

Russia, meanwhile, proved that avoiding or delaying privatization was a no more viable solution, at least not if the borders were concurrently opened to import trade. The government waited until 2003 to regulate the ownership, sale, and resale of farmland. The beneficiaries were predominantly corporations, some of which cultivate several hundred thousand hectares today. But local farmers and rural workers continued to suffer from the reforms. They did not have the necessary capital, knowhow, or entrepreneurial spirit—hardly surprising, after centuries of serfdom and its continuation in the guise of the kolkhoz collective farms. Agriculture in Ukraine was at rock bottom, too; at one point, the former breadbasket of Europe imported more food than it exported.

With respect to the farming crisis, comparison with Vietnam is instructive. In terms of size and national homogeneity, Vietnam is comparable to Poland. A former close ally of the Soviet Union, Vietnam allowed its farmers to sell a proportion of their output privately in 1981. By 1986, under the Vietnamese variant of perestroika (Đổi mới) they no longer had to give any of their harvest to the government but could sell rice directly to consumers at the market price. However, the market freedoms here, as in China (where the pace and nature of reforms were similar), apply only to agricultural products, not the land, which is still formally owned by the state.48 Neither did Vietnam (or China) link this gradual marketization with external trade liberalization. The state protected local producers against imports until the country was able to sell on the world markets. Today, agricultural exports contribute considerably to the nation’s prosperity. The same policy could not have been applied in East Central Europe or the Soviet Union, because wheat cultivation and animal husbandry do not require the same conditions as the labor-intensive practice of rice farming, with two or three harvests annually. Nevertheless, comparison between Eastern Europe and the communist states of the Far East shows that agricultural decline was not inevitable. It resulted from a certain sequence of reforms.

Another factor contributing to the downturn of “Polska B” and similar regions was the breakdown of industry established under socialism. The collapse of the CMEA (Council for Mutual Economic Assistance, Eastern Europe’s answer to the European Community) and the East’s sales markets caused tremendous difficulties to all the countries of the former Eastern Bloc. Not only that, trade liberalization meant that they were suddenly confronted with competition from the West, unlike Western Europe in the postwar period or Vietnam and China in later years. Many industries went bankrupt; in the late nineties and at the start of the new millennium in particular, large combines that had not been able to make a profit or attract investors were forced to close. This wave of deindustrialization exacerbated the regional imbalance. In Poland and Slovakia it caused unemployment to rise to around 20 percent.49

Opening markets to import trade and investors is one of the key steps toward a neoliberal order. It invites foreign direct investments—another significant, though more positive factor contributing to regional disparities. Western corporations saw a potential sales market in the Eastern Bloc as early as the 1970s. On account of the low pay rates, German companies, in particular, also began manufacturing in the Eastern Bloc for export to the West.

When the Iron Curtain fell, many more opportunities for investment opened up. The postcommunist countries needed foreign capital, had a great deal of pent-up consumer demand, and promised low labor costs. Because they were competing with each other and on a global level for foreign capital, they did not impose any off-putting regulations on where to invest. Consequently, most FDIs were allocated to the capital cities or manufacturing bases close to what was then the eastern border of the EU, or the westernmost parts of the respective countries. The concentration of investments in a few locations was also an indirect result of enduring centralization, which stemmed from prewar times. Poland, Hungary, and other Eastern European countries had been more centralized than Germany or Austria even before World War II and continued to be so after 1989. The former GDR was an exception; it was pushed to the economic periphery by unification with West Germany. East Berlin, once the proud “capital of the GDR,” lost its status as a political and economic center for East Germany. Local factors, considered in the next chapter, detracted further from Berlin’s appeal as a business location in relation to Dresden, Leipzig, or Jena.

While villages sank into poverty, the international companies setting up in the large cities brought new opportunities for advancement and earning money. Western companies paid considerably higher wages than domestic enterprises; working for the state was the least lucrative option. This upset the social hierarchy in a way that echoed the situation under late state socialism, when taxi drivers, tourist guides, car mechanics, and other service providers who received payment or tips in Western currencies were often better off than doctors and professors. In the early nineties a similar scenario evolved: secretaries for Western firms could earn three to four times as much as the senior staff of domestic companies, and far more than public sector employees. The pay gaps encouraged corruption, which had already been on the rise in late state socialism. (On my many trips to Prague, I did not pay a single legal fine for speeding—the matter could always be resolved by inserting a small deutschmark note into one’s passport before showing it to the police. Quite soon after the EU enlargement, this kind of petty corruption stopped.) The glamorous biznesmeni became a characteristic element of postcommunist society. Over the course of the nineties, the menadżer, as the top executive were now known in Polish, rose to the pinnacle of the social hierarchy.

These new professional fields and opportunities for advancement hardly existed in rural areas. Here, unemployment remained much higher than in the capital cities, making badly paid government jobs more attractive. There was no ambitious elite to stimulate consumption by patronizing new stores, eating out, or investing in new businesses. Shortly before the EU accession of Poland, Slovakia, and Hungary, driving out of Warsaw, Bratislava, or Budapest was like entering another world. In the GDR, too, unemployment in rural areas was especially high. Here, the number of people employed in agriculture fell within five years after the revolution from 850,000 to fewer than 165,000.50 Belarusian writer Svetlana Alexeyevich, winner of the 2015 Nobel Prize, noted for her novels and short stories about postcommunism, interviewed a number of local residents for her book about life in the former Soviet Union. One interviewee in Russia put the situation here in a nutshell: “They should drive fifty kilometers out of Moscow … look at the houses, see how the people live there, how they get drunk on holidays … in the country there are hardly any men anymore. They’ve died out. Minds like horned cattle—drinking themselves to death. Till they drop.”51

Another new term coined in Poland, “Polska dwóch prędkości” (literally, “Poland of two speeds”), describes the country in terms of the two predominant types of car driver. As the present author also observed from the comfort of a Swedish car’s passenger seat in the nineties, one group of drivers sit in their Maluchs, the Polish-produced Fiat 126p, trundling along bumpy roads at a maximum of fifty-five miles an hour, the other in their Western sedans, cruising over the cracks at twice that speed.

It would be too short-sighted to regard the civil rights activists expelled to the opposition benches or the progressively disempowered industrial workers as the main losers of the revolutions of 1989–91. The worst-off were the rural populations, and especially agricultural workers. In view of these intranational divergences, how useful is it to view the postcommunist countries in terms of national units? Without wishing to call the concept of national economy into question, do not regional units of investigation say just as much about the course, and particularly the outcomes, of transformation as do the long rows of national statistics to be found in the specialist literature and various indices? One thing is certain: the term “Eastern Europe” can no longer be used to denote a relatively uniform area.

The EU’s Marshall Plan for the East

From the 1970s on, the European Community worked toward reducing regional imbalance. Regional policy gained further relevance when the EC enlarged southward in the eighties. Portugal, Greece, and parts of Spain were as economically underdeveloped, in comparison to the Benelux countries and Germany, as the new EU member states twenty years later. Thus the EC followed a two-track policy of investment in the peripheral regions of the South, providing its increasingly controversial agricultural subsidies on the one hand, and direct funding for infrastructure projects on the other. With a decades-long tradition of combating economic disparity, then, it is not surprising that Brussels was attuned to the problem of urban-rural divergence in Eastern Europe from an early stage. Eurostat, the Brussels statistical agency, began collating data on the regional development of postcommunist states associated with the European Union in 1995. They highlighted the growing divides within these countries, which the European Union consequently set out to target.

The first major aid program for Eastern Europe, PHARE (Poland and Hungary Aid for Economic Restructuring) was launched in 1989 and later extended to include Czechoslovakia and all other EU membership aspirants. At first, the program was primarily aimed at supporting administrative reforms and establishing the rule of law—much in this field still remains to be done in the former Soviet Union. PHARE was initially allocated an extremely modest budget of 8.9 billion euros for ten countries over a period of eight years (1990–98). In any event, not quite two-thirds of the funds were actually transferred. The frequent discrepancy between the amount approved and the amount actually spent continues to be a problem of EU funding, caused in part by the many bureaucratic obstacles imposed by Brussels.52 In terms of volume, the aid program was far removed from a second Marshall Plan, contrary to claims to this effect by George Soros in 1989 and Jeffrey Sachs in 1992, perhaps in a bid to refute the theory that neoliberals were heartless. (For more than ten years since then, Sachs has turned his attention to fighting poverty around the globe.) A program of such dimensions would have cost some ten to fifteen billion dollars per year.

But after 1998, the European Union successively stepped up its aid. Brussels initiated a number of special programs: for rural development, transportation and infrastructure projects, adult education, and corporate loans. The stickers that appeared all over Poland bearing the motto “Finansowana przez Unię Europejską” (“financed by the European Union”), and twelve little stars against a blue background, inspired jokes about echoes of another gift-giving union, lost in 1991. But they were signs of Brussels’ commitment, which in turn encouraged international corporations to allocate foreign direct investments.

Thrifty at first, the European Union spent abundantly later. Its budget for the first three years after enlargement (2004–6) included structural funds of 15.5 billion euros for the new member countries; more than half that amount was allocated to Poland, the largest and most populous new member. In addition, the European Union introduced subsidies for agriculture. Although only a quarter of the level in the old EU countries (more on this unequal treatment in chapter 10), they made a considerable difference in “Polska B” and comparable regions. Even higher transfer payments were paid out in the seven-year budget for the period 2007–13. Poland was allocated an additional 67 billion euros; by 2013 it had also received around 90 percent of the previously agreed funding.53

In concrete terms, Brussels spent at least €40 billion on Poland alone. Meanwhile, the influx of private capital amounted to about fifty billion euros between 2007 and 2013. But FDIs can be purely nominal values in a company’s accounts, and not necessarily flow into the local economy at all.54 Hence the EU’s transfer payments appear all the more impressive, especially in relation to local prices and incomes. Divided by the population number, they totaled 1,000 euros per resident. Much can be achieved, especially in rural areas, with such amounts.

In contrast to the FDIs, a large proportion of the EU funding—two-thirds of which is earmarked for improving infrastructure and agriculture—flowed into less prosperous regions. The roads to eastern Poland have been improved (although, unfortunately, a large number of trees lining the avenues were felled collaterally); the market squares of most small towns have been renovated. Obvious signs of poverty have disappeared. The upturn in the rural regions has had a ripple effect on the entire economy. The EU commission estimates that “cohesion policies” boosted growth in Poland by 5.5 percent in the period 2007–13, and by as much as 8.5 percent in the Czech Republic and the Baltic states.55

In the meantime, the transfer payments made since EU enlargement have exceeded the volume of the Marshall Plan, by absolute numbers and in relation to the gross domestic product of the recipient countries. Overall, European integration and its attendant programs were a tremendous success. This is true even from the perspective of net contributors such as Germany, which was able to export more to the new member countries than it imports from them.56 Despite the neoliberal rhetoric that characterized the acquis communautaire (the conditions fixed in 1993 for accession to the EU) and the Lisbon Agenda of the year 2000, the European Union served as an equalizing factor. Regions that achieve less than 75 percent of the EU average qualify for funding. Compared to the yardsticks applied for social benefits in Western welfare states, or official poverty thresholds, this seems quite egalitarian. The OECD defines individual poverty as an income of less than 50 percent of the average per capita income; most national statistics set the threshold at 60 percent. Since about 2005, EU investments in deprived regions have helped close the gulf between growth centers and regions such as “Polska B.”

The upsurge in the eastern regions of the European Union is even more striking in comparison to the situation in Russia or Ukraine. Here, the villages still resemble those in the early nineties in Poland. Most are hard to reach because of the terrible state of the roads; there are no businesses where local products can be processed. Career prospects for young people are meager. The greater the contrast with Belarus, western Ukraine, and Russia, the more the residents of EU member countries feel they are living on the right side of the border. Many of the native nurses, chambermaids, and mechanics who left eastern Poland, Slovakia, or Hungary to work in the West have been replaced by workers from the neighboring non-EU countries. Funding from Brussels for agriculture and road improvement, as well as various smaller cultural projects (including heritage conservation and European cities of culture programs), helped the eastern regions of the new EU member states keep pace. The post-Soviet states, by contrast, seem to be out of bounds for the European Union (although that might change in Ukraine). Here, the difference between the cities and the rural areas remains striking.

The only postcommunist countries without stark urban-rural and east-west divides, even before the European Union started channeling aid into the region, were the Czech Republic and Slovenia. Some parts of the former have structural problems, such as the industrial regions in northern Bohemia and northern Moravia. Nevertheless, by the Gini coefficient (used to measure international income disparity by calculating the difference between various strata of society—that is, the rich and poor), the Czech Republic and Slovenia are as equitable as Sweden. The reason lies in privatization strategies as well as historical structures. In the nineties, the Czech Republic hesitated to sell its major enterprises to international investors, opting to distribute vouchers, or company share certificates, among the population first. Most of these were subsequently bought up by local banks and investment funds. Slovenia went one step further, allotting company shares to staff members, pension funds, and bankruptcy compensation funds in addition to distributing vouchers. This regionally and socially balanced approach was made possible by the fact that domestic investors financed economic restructuring. Economic growth or intense modernization, then, does not necessarily go hand in hand with increased social inequality. True, this occurred during industrialization in the nineteenth century and, as discussed above, in most postcommunist countries. But the outcome hinges on where the capital comes from and how it is channeled. Trade unions, which remained strong in both Slovenia and the Czech Republic, are also important for maintaining egalitarian societies.

One drawback of these national privatization and investment strategies was their susceptibility to insider deals and corruption. In the Czech Republic, an accumulation of nonperforming loans to large enterprises, often given as personal favors, caused the banking crisis of 1996. The government ultimately solved the problem by selling the banks, giving indemnity for their losses, and devaluing the Czech crown. Slovenia’s problems after the crisis of 2008–9 are comparable. After independence, the government followed a predominantly national privatization strategy, prioritizing Slovenian investors. But the strategy was financed largely by cheap loans, and by the government giving bank guarantees in excess of its financial resources. As a result, many of these loans went bad, precipitating a severe banking and budgetary crisis. In contrast to the Czech Republic in the nineties, Slovenia, a member of the eurozone, was not able to devalue its currency, which prolonged the crisis. Besides these homemade difficulties arising from national privatization strategies, problems were caused by unfulfilled expectations and the herd instinct that continues to drive the world of international finance. Having been vaunted for years as a model transformation country, the flow of foreign capital to Slovenia virtually stopped after the crisis of 2008–9.

The geographical cluster of countries with more egalitarian societies (see fig. 5.4b)—the Czech Republic, Slovakia, Hungary, Slovenia, and neighboring Austria—points to a longue durée explanation rooted in the history of the region. The Austro-Hungarian Empire built a dense infrastructure of good roads and railways, public schools, and hospitals, and established a progressive social security system.57 Thus the preconditions for development were better than in most of Poland (the former Russian partition) and Romania (with the exception of Transylvania). It is difficult to gauge the extent to which generations of welfare security have shaped contemporary attitudes, but the kind of deep social inequality that prevails in Russia and Ukraine would certainly be alien to Slovenian and Czech society. The same is true of Hungary and Slovakia, though these two countries are only equitable by the Gini coefficient, not in terms of regional wealth dispersion.

The above considerations negate one of the initial hypotheses on which this book was based—that the egalitarian social order in post-Habsburg Europe might be due to the relatively small size of these countries, especially compared to Poland. Looking at the Baltic states, however, it emerges that social equality is not a problem of scale: Estonia, Latvia, and Lithuania are characterized by even higher regional and social inequality than Poland (see fig. 5.4a).58

EU enlargement clamped the growing social and regional gaps. Until 2005, the Gini coefficient rose in all new EU states as a consequence of reform policies. Neoliberal reform packages such as Russia’s in 1992–93, the Slovak flat tax rate, or the German labor market reforms during the second wave of neoliberalism, led to growing social inequality. In Russia, the Gini coefficient climbed from 23.8 in 1988 (approximately equivalent to Sweden’s) to 37.1 in 1992, 46.2 in 1993, and 48.3 in 1998 (approaching the situation in Argentina).59 A deep social divide also emerged in the Baltic states (almost on a par with the United States); Poland followed with a Gini coefficient of 35.6 in 2005. In Germany, too, social inequality increased: here, the Gini coefficient rose from 25 in 2001 to 30.4 in 2007. Although such changes are never monocausal, there is a clear connection with the Hartz social and labor market reforms (named after the Social Democrat and Volkswagen manager Peter Hartz) of the same period.
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Fig. 5.4a.  Social inequality in the transformation states, 1987–2013. Source: In the absence of a continuous database for the entire period, this diagram is a composite of two sources, the World Bank Data Catalog (until 2004) and Eurostat data (from 2004).

The case of Ukraine, however, shows that the Gini coefficient must be viewed with caution. In international statistics, Ukraine ranks as a relatively equitable country. But in fact, the wealthy elite is so small and the broad mass of the population so poor that the social divide is simply not captured by the quintile measurement commonly used for the Gini coefficient, which calculates an average by certain threshold values and progresses in stages of 20 percent.
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Fig. 5.4b.  Social inequality in the transformation states, 2009. Source: United Nations Human Development Report 2009 (pp. 195–96).

Without setting too great store by the Gini coefficient, then, it is useful for discerning broad trends. It highlights the stagnation of, or decrease in, social inequality in all countries about two or three years after European Union accession.60 The crisis of 2008–9 temporarily interrupted this trend in some of these countries. Nevertheless, the EU transfer payments acted as a corrective antidote to the second wave of neoliberalism.

In the successor states of the Soviet Union, transformation had diametrically opposed results. The post-Soviet societies (with the exception of Belarus) are deeply divided. Largely impoverished populations face small elites of oligarchs, and in Russia, the so-called “new Russians” (новые русские). Long-term historical path dependencies are perhaps partly to blame. There were small upper classes and impoverished masses in today’s Ukraine and Russia under the Tsarist Empire. But the main cause lay in the sequence of reforms. Under the influence of Western advisors, Russia began privatization before an institutional and constitutional framework was in place. As a result, the state was plundered, and a small class of oligarchs formed. Deindustrialization, wiping out countless workplaces, also had disastrous effects. Due to the lack of legal security and opportunity for export to the EU market, there was hardly any inflow of foreign capital other than the oligarchs’ laundered money. As in the late nineteenth century, a small middle class formed in the big cities only; in rural areas, grinding poverty and, in some places, abject misery still prevails today.

The social divide is reflected in life expectancies. In the five-year period 1989–94, the average lifespan dropped in Russia by three years and remained low even after the country’s economic recovery at the start of the new millennium. It increased slowly to reach an average of sixty-seven (almost twelve years less than in Germany and the United States) in 2006—the same level as in the late Soviet Union. Life expectancy in Russia is lower than that in Latin America and North Africa, and higher only than in South Asia and sub-Saharan Africa. It is no exaggeration, then, to say that the Russian and Ukrainian rural populations live in conditions akin to developing countries. Life expectancy in Poland, the Czech Republic, Hungary, and Estonia, by contrast, rose in the period 1989–2009 by five years or more; in Slovakia, by four, in Latvia, by three, and in Lithuania, by two (see fig. 5.5).61 Because life expectancy reflects the quality of health systems from obstetrics to geriatrics, and of education from preschool to university, as well as labor market prospects, levels of social cohesion, and environmental factors, it is a broadly encompassing indicator.

Life expectancy in Ukraine did not nosedive in the nineties in the same way as in Russia. But here, too, the welfare state exists only on paper. Kyiv set up pension and unemployment insurance systems following the European model. (Neither of these existed in the Soviet Union or other communist countries, where the state was supposed to take care of the sick and elderly; the lack of a universal social insurance system poses a major challenge to the Chinese government today.) However, the benefits they afford are just sufficient for the bare necessities—bread, potatoes, onions, and dairy products. Public hospitals still exist, but patients have to supply their own medication and syringes, and pay several hundred dollars for more complex treatments and surgery. Patients who cannot produce the money are only treated in emergencies. They depend entirely on the good natures of the doctors and the hopelessly underpaid nurses. While the poor in Ukraine are barely able to fend for themselves, eight Ukrainian oligarchs appeared on the Forbes World’s Billionaires list in 2012.
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Fig. 5.5.  Life expectancy in the transformation states, 1984–2009. Source: World Bank, Data Catalog (“Life Expectancy at Birth”).

How did they become so wealthy? Consider the example of one of Ukraine’s most infamous oligarchs, Dmytro Firtash. He made his fortune, estimated in 2008 at five billion dollars,62 with a strikingly simple business model: he positioned his company RosUkrEnergo as an intermediary between Russia’s Gazprom and the Ukrainian gas monopolist Naftogaz, selling cut-price, state-subsidized Russian gas, directly or via subsidiaries, to industry and households in Ukraine. Firtash’s business thrived—at the expense of the Ukrainian taxpayers. As in the case of prominent Russian oligarchs’ dealings, the West became a party to these business practices: the company office was registered in Switzerland; the opulent headquarters of Firtash’s holding company, DF Group, are in Vienna, Austria. No lesser institution than Cambridge University gratefully accepted the oligarch’s support to launch a Ukrainian Studies program, complete with film festival and exhibitions. In Ukraine, Firtash channeled millions into cultural institutions (including the newly restored theaters in Chernivtsi and Kherson) and many festivals. As a result, he could be sure of being received in the West as a philanthropist rather than a tycoon of questionable repute—a biznesmen. In 2014, however, his fortunes suddenly turned. He was arrested by Austrian police at the request of the FBI on suspicion of bribery and leading a criminal organization. But so far he has seemed untouchable. The American extradition warrant was turned down by a Viennese court, and Firtash is still a political power broker in Kyiv.

How could transformation in the former Soviet Union and Ukraine lead to outcomes of this kind? From a neoliberal viewpoint, it was due to the lack of functioning markets, and could be remedied by pursuing deregulation and liberalization. The actual problem, however, was the weak state, which was and still is abused on all administrative levels. Top-level corruption has been mentioned above; consider the following example from the picturesque Carpathians (which look a lot like the Blue Ridge Mountains) in the southwest Ukraine. In the best hotel in the village of Slavs’ke, once among the Soviet Union’s most prestigious ski resorts, a Ukrainian colleague of mine held international summer schools for historians from the post-Soviet states in the years 2011–13. Armed security guards, wearing the uniform of a Ministry of the Interior special unit, patrolled in front of the hotel. They checked every guest and visitor, presumably to prevent thefts from the hotel rooms or the fleet of SUVs, and to convey a sense of security to the hotel guests (mostly the oligarchs’ senior staff members; the oligarchs themselves prefer to vacation along the Mediterranean). It was unclear whether the guards were still paid by the Ministry of the Interior or by the privatized hotel (which changed hands via a manager buyout). In either case, something was wrong.

Or take another example from the resort Slavs’ke: Prior to the 2012 European Soccer Championship, cohosted by Poland and Ukraine, a new soccer field was built on public land in the middle of the village in hopes that one of the national teams participating in the tournament would use it as a training base. The owners privatized the field and enclosed it with a fence. In keeping with the principles of “real existing capitalism,” they charge to play on the well-kept pitch. As a result, it is usually abandoned, and has to be protected by “private” security guards. In this and the previous case, the root of the problem lies in the entanglement of state and private structures, and privatization at the public’s expense. Despite obvious injustices such as these, there has been little public discussion of the economic reforms and privatization in Ukraine. A neoliberal order became established with minimal public debate about the course of the transformation.

The shock therapies in East Central Europe, in contrast, shook the public, provoked debate, and shaped election campaigns. Democratization led to gradualist modifications. Thanks to the consensus about maintaining at least a minimum of state welfare, social security systems were set up following the example of the old EU states, despite the second wave of neoliberalism after the turn of the new millennium, and despite the free-market speech acts by politicians such as Václav Klaus. Although welfare spending in East Central European countries is well below the average in the old EU states—in 2006, social security payments here made up 25.9 percent of the GDP; in the new member states, it was only 16.2 percent63—they at least afford some basic provisions and benefits. East Central Europe’s social security systems would not have been set up without democratic mechanisms of control and correction. The successor states of the Soviet Union did not have these. Russia gained economic scope after the turn of the millennium thanks to higher oil and gas prices. But it was primarily the elites and the large cities that profited, whereas the rural population and the truly needy continue to live on the breadline. The lack of political participation is partly to blame. Since 2003, Putin has either brought Russia’s oligarchs under state control or disempowered them. Mikhail Khodorkovsky’s arrest marked a crucial turning point—he had been on the verge of floating his oil corporation Yukos on the New York Stock Exchange when the Russian government immobilized him. However, this partial retreat from neoliberal practices has done nothing to reduce either regional or social inequality. According to data collated in 2009, the Russian Gini coefficient remains over 40, primarily because of the huge gulf between the oligarchs and the new middle class in the big cities and the economic lowest fifth of society, especially the rural population.64

The oligarchic order is consistent with the neoliberal ideal insofar as it shapes the economy and the political system. But it conflicts with it by allowing politics to strongly influence the economy. Putin, moreover, halted deregulation and liberalization. But the privatization launched in the nineties was extended rather than reversed. The Russian blend of state capitalism, then, is a hybrid variant of neoliberalism within the framework of an authoritarian system.

Comparing transformation in East Central Europe and the post-Soviet states sheds light on the role of external agents. The successor states of the Soviet Union struggled to find their feet without any aid from Brussels, whereas the reforms in East Central Europe were supported by the EU’s cooperation program. The prospect of accession stimulated domestic efforts to establish the rule of law as well as foreign investments; both tendencies increased from 2004. While FDIs created and compounded social and spatial disparity, the European Union helped compensate for social inequality in its new member countries. The question remains why Brussels did not pursue the same policy in crisis-torn Southern Europe after 2008.

Whatever the role of the EU, or the repercussions of the FDIs, the political elites retained their pre-1989 goal of catch-up modernization. Nevertheless, the continuities should not be overstressed. Stalinist modernization was based on the principle of autarchy and endogenous resources. After 1989, the IMF, the World Bank, and foreign corporations and the European Union stepped in. In Poland and Hungary, the transition from endogenous to exogenous modernization dated back to the period of détente, when they first opened to Western capital and technologies. The most problematic aspect of endogenous modernization is that it can lead societies’ internal resources to become badly overstretched in pursuit of vague promises of future prosperity. The drawback of exogenous modernization is the economic dependency it creates. It can also activate cultural defense mechanisms, which can be articulated in quite harmless ways, such as revivals of traditional music (“Disco Polo,” a blend of folksy songs, pounding rhythms, and Western disco music was one manifestation in Poland), or in more aggressive ways.65

There have also been strong political counterreactions. An amalgam of social inequality, badly paid and insecure jobs, the socialist heritage of collectivist thinking, and revamped nationalism creates a breeding ground for authoritarian right-wing parties. Viktor Orbán, Hungarian prime minister and Fidesz president, and Jarosław Kaczyński, Polish Law and Justice Party chairman and former prime minister (whose twin brother, then-President Lech Kaczyński, died in an airplane crash on his way to visiting the site of the Katyn massacres in 2010), each operate on a political platform that combines social and nationalist populism with anti-European propaganda. Their parties’ programs resemble a combination of right-wing US Republicanism and the collectivist heritage of state socialism. In the United States this strange blend would probably not threaten democracy, but in Eastern Europe it does. Both Orbán and Kaczyński have shown strong authoritarian tendencies and have cracked down on critical journalists and media. They have also made inroads into the independent judiciary. Such developments can also occur in established democracies—Silvio Berlusconi’s monopolization of electronic media in Italy is one example. But the checks and balances of established democracy, and eventually electoral defeat, forced him to step down. It is uncertain whether political leaders such as Viktor Orbán or Jarosław Kaczyński would renounce power because of a negative ballot. Both did so after their first terms in office, but then turned out to be bad losers. Unable to admit to mistakes or accept democracy’s right to change governments, they wove a fabric of conspiracy theories, criticized the West (often echoing Vladimir Putin), and attacked their adversaries in every possible way.

Since reelection, Orbán and Kaczyński have turned out to be even worse winners than losers. In recent years, Orbán has subordinated the constitutional court, infringed on the freedom of the press, and openly argued for an “illiberal” democracy. His government still suffers from rampant corruption, which the European Union and the United States have tried to counteract. But Orbán only responds to criticism from outside with even more nationalist propaganda. It is tragic indeed that Hungary, the country that opened the Iron Curtain, has evolved in this direction. In Poland, Kaczyński’s PiS party has openly expressed admiration for Orbán, and tried to emulate his policies since its double election victory in 2015. The crisis of 2008–9 left a question mark behind the transformation economies; recent political tendencies have shown the 1989-created democracies to be precarious, too.

In view of this highly ambivalent picture more than twenty-five years after the revolutions of 1989, can a bottom line be drawn under the transformation period as a whole? As discussed above, it would be difficult to do so for East Central Europe alone, not to mention the rest of Eastern Europe. There are not only problems of scale to consider; that is, the nations’ varying sizes. The inclusion in transformation surveys and emerging markets indices of small states such as Slovenia and Estonia alongside the two largest European territorial states, Russia and Ukraine, is due more to the legacy of the Cold War than to structural commonalities. Each of these countries had distinctive historical traditions before the communists seized power, and evolved along different paths under state socialism. In view of history, then, it is not surprising that the outcomes of transformation have been highly divergent.66 In retrospect, the more pressing question seems to be why the West expected all of these countries to become market economies and democracies.

Within the former Eastern Bloc, the contrast between the Visegrad countries and the successor states of the Soviet Union is most striking. A comparison of these two macroregions shows that the countries that cushioned society against the hardships of transformation rapidly returned to their 1989 levels of economic strength and prosperity. As early as 2001, the economists Michael Keane and Edward Prasad concluded from the example of Poland that an efficient (but not too costly) welfare state facilitated structural changes in the business sector and other market-oriented reforms.67 Wherever a deep social divide emerged, it tended to hamper the economy. The reason is that a growing middle class propels the economy more significantly than do the small elites that exist in post-Soviet countries (oligarchs plus a small middle class dependent on them and the state apparatus). The Russian path also refutes the neoliberal trickle-down myth, which played a central role in legitimizing Reaganomics. In fact, the new wealth created by the Russian tycoons of capitalism trickled away, as did the wellsprings of economic recovery.

The history of the transformation period also disproves one of the central neoliberal theories: that higher social security spending curbs economic development. Although in comparison to the Baltic states, Southeastern Europe, and the former Soviet Union, the East Central European states and Slovenia expended relatively large sums on pensioners, the unemployed, and other people in need—according to Dieter Segert, the proportion of welfare spending in the 2006 GDPs of East Central Europe was between 18.1 percent (Poland) and 22.3 percent (Hungary)—they achieved high growth and greater prosperity in the twenty years following 1989.68

Until 2009, the Baltic states were often cited as evidence that an unfettered market economy generates even higher growth. (The proportion of social security spending in the GDP here was between 11 and 14.3 percent in 2006.) It should be noted, however, that the original motive for reducing the welfare state was political rather than financial—these governments did not want to support the déclassé resident Russians. This would explain why Lithuania, with its far smaller Russian minority, did not take as strictly neoliberal a course as Estonia and Latvia. Second, the payoff was high emigration and demographic decline, which will be discussed in more detail in chapter 7. Third, the deceptively high growth rates after the turn of the millennium were largely based on venture capital, which disappeared in a flash in 2008–9.

At first glance, the example of Slovakia appears to better support the theory that less welfare (state) stimulates growth. But developments here since the 2006 election victory of the Left seem to point in another direction. The Slovak Social Democrats reversed some previous reforms (such as the comprehensive privatization of the healthcare and pension systems and part of the flat tax system) and moderated others. Like the postcommunist turnaround in Poland in the mid-nineties, these readjustments did not have any serious economic consequences. Slovakia’s main problem is that its automotive industry is virtually a monoculture, and production continues to hinge on low wages. Yet Keane and Prasad’s indirect warning should not be ignored: if social security spending becomes too costly, it can knock a country’s budget and entire economy off balance, as the case of Hungary shows.

Societies can only be cushioned against the harsher effects of reforms and engender socially mobile middle classes where there is a functioning (constitutional) government. The European Union played a crucial role in establishing the rule of law in former Eastern Bloc countries. In the mid-nineties, it became the most important external transformative actor. Following EU enlargement, Brussels contributed significantly to preventing the social and regional divides in the new member states from widening further. One of the EU’s often-cited founding principles was to promote peace after the devastation of two world wars. This mission was acknowledged with the Nobel Peace Prize in 2014. In the new member states, the European Union also carried out a prosperity mission to remedy some of the negative effects of neoliberalism. It would be wrong, however, to attribute the new member states’ upsurge exclusively to external factors. As shown in this book’s section on human capital, the crucial ingredients were social resources and “transformation from below.” They are further investigated in the next chapter on metropolitan comparisons.


6

Capital Cities Compared

Chalk and Cheese? Or Why We Should Compare

Grayness was one of the main Western stereotypes of the Eastern Bloc. Indeed, the gerontocratic party leaders seemed to match the grayness of their countries. Smoke from factories, soot from coal ovens, exhaust from antiquated cars, and other environmental hazards rendered Eastern European cities gloomy and gray. In the fall and winter, Berlin (West along with East), Prague, Warsaw, and virtually every large communist city fell beneath a blanket of stifling smog. There were scant possibilities to brighten up the cities or even individual houses. Planned economy resulted in permanent scarcity. Building supplies and brightly colored paints were hard to come by, and there was not enough money to renovate the old apartment blocks anyway. The East also seemed gray because of its lack of consumer trappings. As supply was regulated by planned economy, there was no need for eye-catching window displays or flashing neon signs. The East German songwriter Wolf Biermann was exiled from the GDR in 1976 because of his critical lyrics and went to live in West Germany. Just after the fall of the Wall, he took up the stereotype of Eastern grayness and parodied it in his song “Berliner Liedchen”: “The West is better / The West is brighter / And nicer and cuter / And richer and free … The East is grimmer / The East is grayer / Prospects are bleak / With more hardship ahead.”1

On the “good side” of the Iron Curtain, West Berlin and the old Habsburg capital Vienna were also perceived as gray. Of course, comparisons always depend on the viewpoint of the observer. Architecturally, Vienna resembled Prague and Budapest in many ways, and like Berlin, it still suffered from the aftereffects of the two world wars. The collapse of the Austro-Hungarian Empire caused the population of the Austrian capital to shrink from two million in 1913 to 1.5 million in the late 1980s. Berlin’s population was reduced from 4.3 million in 1938 to 3.1 million in 1985 (almost 1.9 million in West Berlin and 1.2 million in East Berlin). A disproportionately large number of residents were elderly, as were the buildings. Because of World War II bomb damage and inner-city decay, many East Berliners moved to industrialized suburban developments, leaving large stretches of the traditional core empty and desolate. Ambitious new housing estates were built in West Berlin and Vienna, too; old stucco buildings and narrow lanes were not considered as desirable as they are today. In view of the cities’ declining populations, their location near the Iron Curtain, and the loss of large parts of their former hinterlands, it did not seem worth investing in older districts. Apart from a few tourist areas, such as West Berlin’s Kurfürstendamm and Vienna’s old town, many streets were left unrenovated and appeared correspondingly gloomy.

Although “grayness” may inspire songwriters, it is not a suitable parameter for historical comparison. How could shades of gray be measured, and by means of which indicators?2 The following comparison is chiefly concerned with the economic transformation of the cities examined. It will ask to what extent each city took advantage of the opportunities that arose when communism collapsed and Europe opened up. Zooming in on the capital cities can also help to shed light on the social effects of reforms, and how they affected the everyday lives and attitudes of the urban populations. Some of the aforementioned indicators will serve again as reference points, including gross domestic products, unemployment rates, average incomes, and home sizes. The main focus is on the transformation from below, which took place in the cities compared here in different ways. The sociohistorical analysis will be supplemented by observations in the field of cultural history and on changes to urban landscapes and topographies.

Before embarking on any scientific comparison, the question of whether the subjects are comparable at all must be addressed, or whether they are like the proverbial chalk and cheese. All the cities considered here were national capitals with over a million inhabitants. In Berlin’s case, this status had a brief interruption: East Berlin had been the capital of the GDR, but it was not until June 1991 that the reunified city was made the capital of Germany, instead of the former West German capital Bonn, and once again played in the same league as Prague, Warsaw, Budapest, and Vienna—also Kyiv from 1991, and Bratislava from 1993.

The decades of separation by the Wall and West Berlin’s special status may seem to challenge Berlin’s suitability for comparison. Indeed, West Berlin did not experience any major changes to its political order or social elites, and retained its currency, the deutschmark. But the economic changes that occurred after 1990 in East and West Berlin showed a number of parallels. Industry in both parts of the city was rendered uncompetitive overnight: in East Berlin due to monetary union, in West Berlin because its subsidies were cut. A dual transformation took place, then, which is comparable to the economic development of the other Eastern European capitals.

This book is not intended as a study exclusively of the former Eastern Bloc. That would imply viewing recent European history through the lens of the Cold War, more than twenty-five years after it ended. To broaden the perspective, Vienna is included. Like Berlin, the former Habsburg capital was initially divided into four zones of occupation, which were abolished in the Austrian Independence Treaty of 1955. But Vienna remained locked in by communist states on two sides and could not evolve economically as it had in the past. However, serving as a western outpost had its advantages. Vienna and West Berlin continued to enjoy special attention and became hubs of East-West exchange.

The Situation before 1989

Despite the aforementioned inhibiting factors—planned economy in the East and the peripheral location of Vienna and West Berlin on the edge of the Western world, lacking their traditional hinterlands—all the cities compared here were privileged. Planned economies were centrally organized; the countries’ notoriously scarce resources were allocated from the capitals—Warsaw, Prague, Budapest, and East Berlin. Austria, like Germany, is federally organized. But Vienna, often mocked within Austria as the “bloated city” (“Wasserkopf Wien”), profited from Austrian neutrality and its status as the capital and a federal state in its own right. In the postwar years, the United Nations and affiliated organizations such as the International Atomic Energy Agency (IAEA) and OPEC set up headquarters in Vienna. That was not possible in West Berlin because of the Cold War, but the western outpost was kept afloat by massive government subsidies, and thus got its share of West Germany’s economic miracle.

East Berlin was given a modern face to show that the communists were keeping pace with the West. Special attention was paid to the buildings close to the Wall that were visible from West Berlin. They were freshly painted and renovated, though just one block behind them, the plaster was crumbling from the houses. The city center also bore the stamp of system rivalry. The Centrum Warenhaus department store on Alexanderplatz was designed as a counterpart to West Berlin’s KaDeWe and offered a wider range of consumer goods than any other socialist store.

Other Eastern Bloc capitals also received preferential treatment, partly because many functionaries lived there. In Prague, oranges were available at Christmastime in the late eighties (at the black market rate, they were far cheaper than in Germany); East Berlin was a magnet for commercial tourists from all socialist “brother nations”; shelves in Warsaw stores were not as empty as they were in the Polish provinces. Moreover, at special stores in the capitals and large cities (Intershop in the GDR; Pewex and Baltona in Poland; Tuzex in the ČSSR; Beriozka in the USSR), Western products could be bought for foreign currencies. Shopping trips to the capital became a firm part of socialist consumer culture, as did trips from the capital to deliver provisions to the provinces. Financially, however, the capitals’ inhabitants were not privileged. Wages and salaries were standardized and fixed nationwide; rents and prices for food and consumer items were regulated by the state. The result, to the bewilderment of tourists from the West, was prices such as 1.13 marks for a beer or 5.67 marks for a schnitzel in East Berlin.

The communists promised a classless society, and indeed, a leveling tendency arose from the rubble of World War II. The heavy bombing of Berlin, and the almost complete destruction of Warsaw, reduced or destroyed the property of industries, tradesmen, and homeowners. With Jews forced to emigrate or murdered, a large part of the urban elites were lost. In their efforts to create classless societies, communists allocated housing to laborers and members of the lower classes first, often expressly in middle-class districts. Similarly, Vienna’s subsidized-housing program changed the city’s social structure, building homes for blue-collar workers even in upper-class districts. Although the Wall placed West Berlin in an exceptional situation, here, too, there were no longer traditional working-class quarters or exclusive uptown areas. Furthermore, with the exception of West Berlin and, to some extent, Vienna, all the major cities attracted large-scale migration from rural areas. When economic reforms were introduced in 1989, the capital cities were therefore more homogenous than ever before in their histories.

The social cuts of 1989–90 hit postcommunist city dwellers harder than rural populations at first. Subsidies for staple goods were canceled and food prices decontrolled, resulting in sharply rising prices. Poland and Yugoslavia experienced hyperinflation with three-figure price increases; the situation in Bulgaria and the Soviet Union was only slightly better. In comparative terms, the inhabitants of Prague were best off, but even they faced price increases of over 50 percent for basic foodstuffs such as sugar.3 In East Berlin, too, real incomes dwindled over the fall and winter of 1989. One indicator was the drop in the black market value of the East German mark—by early 1990 it had almost halved.

The advocates of the Washington Consensus had a standard recipe against high inflation, which the Americans and British also got to know in the early Reagan and Thatcher years: the central bank was to limit the amount of money while the government imposed austerity measures. A third element was added in the postcommunist countries: wages and salaries were frozen, or de facto lowered. In late 1989, as part of the Balcerowicz Plan, the Polish government introduced penalty taxes for “exaggerated” pay raises; Czechoslovakia followed suit in 1990. In addition, Poland, like Yugoslavia, stopped index-linking wages and other incomes to the rate of inflation.4 In real terms, these two measures reduced the already low wages in Poland by almost half; in more affluent Czechoslovakia, by a sixth.5 In other words, inflation was fought largely at the expense of workers and public servants. The GDR was an exception. Incomes there appreciated considerably in value due to currency union with the FRG in summer 1990.

One immediate consequence of the cutbacks was a drop in consumption. The storefront lines of waiting customers disappeared—few could afford to buy the goods on display. Official statistics show how dramatically incomes dropped in 1990. In the greater Warsaw area, the average monthly wage was 587,000 złotys. This sum would have been a small fortune a few years previously, but inflation had reduced the value to the equivalent of only sixty dollars by that point. Statistics for the Warsaw voivodeship (province) show that the population spent nearly half their per capita income on food. The residents of Warsaw, then, lived literally from hand to mouth.6 Shampoo, detergent, cosmetics, clothing, and other basic consumer items became luxuries; the majority of the population could only dream of eating out or traveling on vacation. Citizens of Budapest and Prague were not exposed to such extreme vagaries, as inflation in Hungary and Czechoslovakia did not accelerate as rapidly as in Poland. But here, too, the equivalent of $100 ranked as a reasonable monthly wage. Unsurprisingly, then, Poles, Czechs, Slovaks, and Hungarians looked on with envy as GDR citizens collected their gift of 100 deutschmarks “welcome money” (Begrüßungsgeld) dished out by the West German government after the fall of the Wall.

In spring 1990, stores everywhere began to fill with previously scarce items. But now, particularly in Poland, the customers were missing. The new service sector, which had been supposed to propel the postcommunist economy, was struggling with low demand. The only thriving sector was the farmers’ markets and open-air bazaars selling cheap homegrown produce, and kiosks offering a wide range of consumer goods within tiny spaces. In addition to food items, real ground coffee (not the adulterated, pre-1989 kind) and the type of Western products that had previously been sold at the state-run foreign currency stores—myriad cosmetics, shower gels, and shampoos—were available to be taken away in brightly colored plastic bags. The sanitary products were so much in demand and so costly that their proud owners displayed them conspicuously in their bathrooms. In Prague, the population had more fundamental needs: here, restaurants locked and chained their rolls of toilet paper to the holders to prevent guests from taking them.

For the first two or three years, the grayness of state socialism more or less persisted. The inhabitants of the capital cities grew initially poorer, not richer. Having a “big brother” in the West placed Berlin and the former GDR at a considerable advantage, while the other former Eastern Bloc countries were initially left to fend for themselves. Moreover, the political future of countries such as Poland remained uncertain for longer. The last soldiers of the defunct Red Army did not leave their East Central European headquarters in Lower Silesia until 1993. The Polish capital Warsaw had additional disadvantages to contend with. For one, infrastructure was weak; the city did not even have a subway. The hyperinflation of 1989–90 had obliterated nearly all monetary assets. However, Warsaw had a huge resource of human capital, including a rising class of self-employed craftsmen, service providers, and entrepreneurs, who had built up livelihoods under state socialism back in the 1980s.

Transformation from Below

Two places symbolized the dawn of a new, capitalist era in postcommunist cities in the early nineties: kiosks and bazaars. Kiosks had existed under state socialism, selling the same range of products as newsagents: newspapers, magazines, drinks, cigarettes, candy, tram tickets, and a few items of stationery. Following liberalization in 1988, more diversified kiosks emerged in Warsaw and other Polish cities—some for cakes and pastries, others for fruit and vegetables, cosmetics and sanitary products, or pantyhose and underwear. Some sold all the above at once. How the proprietors, many of them women, stored all their goods within a few square feet remains a mystery, yet in this way they made an independent living.

Open-air bazaars followed the reverse spatial principle of commercial sprawl. The Różycki bazaar, a well-known black market hub in Warsaw’s Praga district on the eastern side of the Vistula River, spilled out over an ever-growing area. Similarly, the bazaar on Mexikoplatz in the central 2nd district of Vienna and the “Polish market” on Reichpietschufer in Berlin soon proliferated. Traveling traders set up stalls around Warsaw’s Dziesięciolecia stadium, which had stood mostly empty since its construction for the communist International Youth Festival in 1955. During the nineties, an increasing number of anthropologists, ethnologists, sociologists and economists were drawn to study the vast bazaar at the stadium,7 fascinated by the emergence of this site of burgeoning supply, as well as semilegal and illegal activities, including occasional shootings.

Initially, however, the largest bazaar in central Europe was not in Warsaw but at the aforementioned Reichpietschufer in Berlin, close to Potsdamer Platz and the western side of the Berlin Wall. Polish citizens, who made up the majority of the traders, could travel to West Berlin or Vienna without a visa. Here they purchased Western products of all kinds for resale at home at a high profit. As Polish historian Jerzy Kochanowski has shown, Warsaw thus evolved into a distribution center for the entire Eastern Bloc, or a “stronghold of speculation,” as communist officialese labeled it.8 Soviet customers played their part by paying for scarce goods such as jeans, nylon pantyhose, or Western electronic devices with barter objects such as gold, furs, or other valuables. GDR customs and border officers attempted to contain the export trade from West Berlin to Warsaw, frisking Polish travelers as stringently as the class enemy from the West. But when the Wall came down, their zeal dwindled and cross-border trade became easier. According to official estimates, some eight thousand traders and many more customers attended Berlin’s “Polish market” in winter 1989–90 (see fig. 6.1).9 The Polish traders hoped to escape poverty in Poland; the Berliners came out of curiosity and to find a bargain, not least smuggled cigarettes.10
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Fig. 6.1.  Polish traders at Berlin’s “Polish market” on Reichpietschufer, February 1989. Photo: ullstein bild / Günter Peters.

The label “Polish market” (Polenmarkt) signalized an operation of dubious repute. Old prejudices against Poles, vigorously propagated by the Nazis, still circulated in both parts of Berlin. The GDR regime had revived them in response to the emergence of Solidarność and “commercial tourists.”11 “Polish economy” became a dirty word again. Tasteless jokes were common, along the lines of “once it’s plundered, it’s in Poland …” (“Kaum gestohlen, schon in Polen…”). The presence of so many Poles in the city and the goings-on at the bazaar made Berlin’s senators decidedly uneasy. The city government dispatched dozens of police officers, food hygiene inspectors, and customs investigators to crack down on the trade. A “Polish market work group” was set up, cooperating across several senate administrations, to organize checks on the bazaar at Reichpietschufer and the seizure of contraband. But no matter how closely the authorities monitored the traders, the latter were almost always one step ahead. Unauthorized stalls could be folded up and carried away in the blink of an eye. At the still existent intra-German border, the smugglers organized so-called “ant trade.” The “ants” were a chain of contacts going back and forth across the border, carrying the largest permissible amount of cigarettes, liquor, and other customs-taxable goods each way. After a few fruitless attempts to contain the Polish market, it was banished to the less-central district of Wedding in 1993, and eventually closed down. The traders took their business to the border towns along the Oder and Neisse rivers, primarily Słubice, Gubin, and Zgorzelec. According to one estimate, this “small border trade” achieved a turnover of seven billion marks in 1996.12 Just a fraction of that amount would certainly have helped Berlin’s ailing economy.

While Berlin closed its Polish market, the Jarmark Europa bazaar at the Dziesięciolecia stadium flourished (see fig. 6.2). From 1990, and before EU enlargement, Warsaw had the locational advantage that neither Western Europeans nor their eastern neighbors, Russians, Ukrainians, and Belarusians, required visas to visit. The Polish capital was therefore an ideal meeting point between East and West. The stallholders at the stadium quickly converted their market stands into permanent, covered structures, creating a kind of strip mall. Jarmark Europa was essentially a vast, open-air shopping center. Unfortunately the fields surrounding the stadium became trampled and strewn with cigarette butts and garbage, creating a layer of brown sludge that spread inexorably over visitors’ shoes and trouser legs.
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Fig. 6.2.  The Jarmark Europa market in Warsaw in September 2007. Photo: Masti.

The bazaar offered counterfeit brand-name clothing, with and without the little crocodile, outerwear and underwear to fit all requirements, shoes, CDs and music cassettes (mostly pirated copies), cosmetics, over-the-counter drugs, water faucets, showerheads, tools, scrap iron (often sourced from the bankrupt agricultural cooperatives, no doubt), and contraband cigarettes—and, under the counter, firearms and other illegal items. Cheap clothes and shoes made up around a third of the market’s turnover.13 Occasionally, the police carried out raids and hounded rogue traders through the narrow galleries, but for the most part the city council seemed to have accepted the impossibility of controlling the bazaar.

Soon Jarmark Europa’s trade, which reached a climax in 1996–97, extended across the entire country. Over half its turnover was achieved by supplying goods wholesale to smaller markets in Poland and the “Polish markets” along the German-Polish border. In 1997, some 8,500 people worked in Jarmark Europa; its external suppliers employed around 24,500. Around a quarter of a million jobs are estimated to have been created by the sixteen largest Polish open-air markets. But when the first modern shopping malls opened in the late nineties, the markets began to attract fewer shoppers and employ fewer people. Poles were growing more affluent and had less demand for cheap textiles. The ruble crisis in 1998 inhibited patrons from farther east. After the turn of the millennium, the Jarmark Europa bazaar never regained its former glory. It was finally closed to make way for the stadium’s refurbishment in preparation for the 2012 European Soccer Championship. Nevertheless, Warsaw economist Marcin Peterlik has concluded that “the markets … were an important element in the evolution of private business and thus of the establishment of market economy.”14

The markets in Vienna were never as large as Jarmark Europa, and usually open only on Saturdays. The largest was located on Mexikoplatz, stretching for a time to the adjacent Handelskai on the right bank of the Danube, where tourist coaches habitually parked. The street traders on Mexikoplatz (and at other Viennese flea markets, such as Naschmarkt) sold anything that might be converted into cash: dilapidated antiques and picture frames, crockery and glassware, battered musical instruments, discarded tools and scrap metal, huge piles of musty-smelling clothes from any era, and in some corners, agricultural produce direct from the farmers. The revenue from sales enabled the traders from Poland (who were the most numerous), Hungary, Slovakia, Romania, and the disintegrating state of Yugoslavia to finance their journeys and purchase Western products for sale at home, which was a way of escaping hyperinflation. At Mexikoplatz, too, not all transactions were entirely legal. The most lucrative scam was the sale of contraband cigarettes and liquor. In spring 1990, when the bazaar was at its zenith, the police arrested two hundred black-market traders during a major raid.15 In one instance, Austrian customs officers, acting on a tip, uncoupled and searched a carriage of the express train from Warsaw. Hidden behind the carriage’s side and ceiling panels they found not only fur caps, silver fox wraps, binoculars, cameras, household devices, and sports equipment, but also 360 cartons of cigarettes. (The customs officers reported 72,650 cigarettes to emphasize the enormity of the haul.) Goods weighing 4.2 tons were confiscated; the smugglers were forced to pay a thirty-thousand-schilling fine. The tabloid press devoted much coverage to such raids. Right-wing populist politician Jörg Haider seized on their allegations of criminal tendencies among Eastern Europeans to support his xenophobic 1990 election campaign. The Austrian government caved in to the pressure thus created and cancelled visa-free travel for Poles and Romanians in September that year.

The city of Vienna reacted with greater tolerance and laissez-faire, merely dispatching cleaning squads at the end of the day and collecting stallholder fees. In any case, beginning in the early nineties, the bazaar on Mexikoplatz steadily dwindled. The Polish tax on spirits had been raised, making liquor more expensive than in the West; prices for cigarettes leveled; supplies from Russia (presumably the source of the aforementioned furs) dried up; the demand for Eastern Bloc products and cheap paraphernalia was largely exhausted.

Due to the nature of the trade, the exact volume of sales achieved at Mexikoplatz is not known, but Vienna certainly profited from it. The traders often used their earnings to buy goods to export back home; some of them returned to the city later in other capacities. Retail trade in Vienna actively courted customers from the Eastern Bloc. In the shopping street Mariahilfer Strasse (popularly known at the time as Magyarhilfer Strasse in reference to the many Hungarians among the customers, taking advantage of the travel freedoms introduced in 1988), clockmakers, jewelers, and other stores displayed advertisements in Eastern European languages and Cyrillic script in their windows. Austrian banks offered anonymous accounts—a good hiding place for illicit earnings.

Though particularly visible, kiosks and bazaars were just one element of the transformation from below.16 Small construction companies, handicraft firms, and services mushroomed in postcommunist cities, creating more new jobs than even the bazaars and far more than the state sector. But the open-air bazaars provide fascinating evidence of the diverging responses to the opportunities presented by transformation and, especially, borders opening. While Warsaw made the most of new economic activity, even at the expense of forfeiting bureaucratic control, reunified Berlin deemed itself above such trade.

These observations on the course of transformation from below can be supported by quantitative data. In Poland, 128,000 firms were established in the first five months of 1989 alone; in the ensuing four years, the number rose to 1.8 million.17 Warsaw was at the epicenter of the boom. In 1991, over 40,000 “national economic units” (podmioty gospodarki narodowej) were registered here; in 1992, 65,000; in 1993, 132,000; in 1996, 205,000. Not all of them were companies within the meaning of most Western trade-and-industry laws, but certainly the large majority.18 Figure 6.3 clearly shows the dynamic development of free enterprise in Warsaw.
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Fig. 6.3.  New business boom in Warsaw and Berlin, 1991–2011. Source: Rocznik Statystyczny Warszawy (Warsaw Statistical Yearbook); Amt für Statistik Berlin-Brandenburg.

The powerful boom left its mark on the popular culture of the transformation era. In 1993, the weekly newspaper Polityka invited readers to submit literary texts on the subject of privatization. It received such an enthusiastic response that it was able to fill several pages with “privatization poetry.” The compiled sonnets, rhymes, and limericks read like a satirical revue of the reforms and their social consequences.19 Most of the poems are so context-specific that they defy translation, but at least one example must be given here: “A girl filled with desperation / resorted to privatization / But to her it was all the same / When it turned into a one-woman game” (“Jedna dziewczyna w wielkiej desperacji / Chciała się oddać prywatizacji / A że nie była to tęga głowa / Wyszła jej spólka jednoosobowa”).20 Indeed, many residents of Warsaw, Budapest, and Prague were not acting entirely voluntarily when they ventured into self-employment. The high number of newly founded businesses was linked to rising unemployment and dwindling incomes. Several participants in the Polityka poetry competition channeled criticisms of the economic and social changes into satirical, sometimes cynical texts. But most of the poems conveyed a sense of light-hearted, ultimately affirmative irony.

A similar upsurge started in Czechoslovakia in 1990. By summer 1992, 1.2 million private enterprises had been founded—even more, in relation to the total population of fifteen million, than in Poland. Hungary had seen the first signs of a business boom in the latter years of state socialism, and it continued at a steadier pace after 1989. A few years later, the Baltic states experienced an equally dynamic development. In Ukraine, small businesses began to emerge in the western regions, which had not become Soviet territories until 1944, and in the capital, Kyiv, but the rest of the country continued to languish for many years. This boom—at least four million new enterprises were founded by the mid-nineties in the Visegrad countries alone—provides evidence of the middle-class capitalism considered in the typology of reform outcomes below.

In comparison to Warsaw, Berlin fell distinctly behind. According to information from the regional statistical agency, 108,000 companies subject to turnover tax were registered in both parts of the city in 1994, dropping slightly by 1996. If one includes microenterprises that were not liable to pay turnover tax (as in the statistics on Warsaw), the numbers are slightly higher. Still, the trend was clear: after a short upswing in the years 1991 and 1992, the number of trade and business registrations stagnated at about forty thousand per year, while an increasing number of self-employed businesses closed down. Beginning in the mid-nineties a “phase of weakness” set in, as the Berlin Investment Bank (Investitionsbank Berlin) put it, during which there were almost as many cancellations as registrations.21 At the same time, Warsaw’s boom went from strength to strength; the number of companies in relation to the population was three or four times larger than that in Berlin.

In postcommunist Germany, many small-business owners who risked self-employment in the early nineties were among the losers of transformation.22 The German government had opened up a new market for West German companies without sufficiently supporting the transformation from below. As a consequence, new small enterprises could not withstand the competition from the larger, established businesses from the West. In turn, the lack of entrepreneurial activity gave rise to the stereotype of the “Jammerossi,” the apathetic, complaining East German. The nineties business boom in Berlin and East Germany, then, was weaker than in Poland, Czechoslovakia, Hungary, or the economically active Baltic states. Southeastern Europe and the successor states of the Soviet Union also saw fewer business-formings. In Bulgaria, for example, only 180,000 businesses were formed between 1989 and 1993. That number pales in comparison to the 1.8 million businesses formed in Poland (with a population nearly four times larger).23

The New Business Boom

The transformation from below and the gradual influx of foreign direct investments launched a sustained upswing in all the capitals compared here, except Berlin. In 1995, Warsaw obtained a gross domestic product of 8,200 euros (converted on the basis of Eurostat and WIIW data) per capita, adjusted to purchasing power parity.24 At 24,000 euros, Berlin’s GDP was almost triple that amount. The difference in average incomes was even larger. According to the Warsaw statistical agency, the average wage in the Polish capital was a mere $160 per month in 1995 (converted from złotys at the contemporary exchange rate).25 But this, at least, was two and a half times more than the average in 1991. Moreover, the official statistics do not include incomes generated by the gray economy, which played a substantial role in this period.

The upswing was tangible in everyday life. Privately run supermarkets opened on the main streets. There were more places to go in the evening than just the state restaurants and cafés, which closed at ten or eleven o’clock. Elegant boutiques appeared on Krakowskie Przedmieście, the boulevard connecting Warsaw’s old town and the stock exchange. Two nightclubs that stayed open until well after midnight were launched close to the university. However, few Poles could afford to become patrons. A light meal and one or two drinks consumed the daily wage of a teacher or university lecturer. The proximity of enticing but costly new opportunities created powerful incentives to get started in business. Income trends in Prague were similar. Here, residents earned on average seven thousand euros per year in 1995; in Budapest, six thousand euros (each adjusted to purchasing power parity). The figures contradict the Hungarian elites’ long-held belief that the country’s “goulash communism” and early introduction of economic reforms placed it, or at least its capital, at the forefront of developments in Central Europe. But variations of one or two thousand euros were not particularly significant in the long run. More importantly, all three postcommunist capitals experienced upward trends.

Berlin had a huge head start on Warsaw and Prague, but began to suffer the effects of homegrown problems in the early nineties. Unemployment rose between 1989 and 1995 by more than two-thirds to 13.6 percent.26 Despite the generous provision of early retirement, retraining, and job creation schemes, one in six adults was unemployed at the turn of the millennium. This problem was not specific to Berlin. Unemployment was a negative side effect of transformation that affected all of East Germany. Although the inhabitants of Warsaw, Prague, and Budapest obtained a smaller GDP than the average Berliner, and earned distinctly less, their job security was higher and their livelihoods less under threat (see fig. 6.4).
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Fig. 6.4.  Unemployment rates in East Central European cities, 1999–2012. Source: Eurostat Metropolstatitistik (Tabelle met_lfu3rt).

Vienna, the other Western metropolis next to the Iron Curtain, did not suffer such “shocks without therapy,” as the later Polish Finance Minister Grzegorz Kołodko put it.27 Market vagaries caused a slight rise in unemployment in Austria in the first half of the 1990s, after which it lingered at a low rate of 5 to 7 percent. Prague and Budapest boasted full employment, though not all reasons for this were positive. In all Eastern Bloc capitals except Berlin, housing was expensive and scarce. Few people from rural or old industrial regions could afford to move to the capital in search of better prospects. The rent for a two-room apartment on the free market in Warsaw or Prague consumed an average worker’s monthly income.

While plenty of cheap housing was available in Berlin, the ailing economy deterred potential jobseekers. At the same time, few Berliners moved to the affluent south or west of Germany, as hundreds of thousands from Leipzig, Chemnitz, and Magdeburg had done—not even when unemployment reached 19 percent in 2005. Perhaps they were confident of Berlin’s imminent recovery. Indeed, symbolic reunification projects such as the redevelopment of Potsdamer Platz, begun in 1993, nourished hopes of better times ahead.

But glimmers of light only appeared on the horizons of other capitals. Between 1995 and 2000, Warsaw’s GDP, adjusted to purchasing power parity, rose from 8,200 to 13,800 euros—an increase of 68 percent. Prague’s economic strength also grew robustly, from 7,000 to 11,900 euros (a gain of 70 percent); Budapest’s per capita GDP increased from 6,000 to 10,000 euros (up by 67 percent). Of course, rising GDPs do not necessarily signify parallel improvements in living standards; these are better measured by the Human Development Index/HDI, but this is not recorded in the local or regional archives on the period in question. From 1995, wages and salaries actually increased more rapidly than the GDP—from an average equivalent of 160 dollars to 600 dollars per month in Warsaw.

However, averages are only meaningful to a limited degree. Teachers, most civil servants, and my university associates still earned no more than the equivalent of $200 to $350 in the mid-nineties. By contrast, any young person with an economics-related university degree and one or two foreign languages could take his or her pick of the best jobs and make three times as much. There were also many opportunities for those prepared to venture into self-employment. A culture of second and third jobs evolved. Many residents of Warsaw, Prague, and Budapest supplemented their incomes by moonlighting. But by the late nineties, the generation of 1989 had occupied the best positions and self-employment niches, and it became harder to find well-paid jobs.

Moreover, with the exception of Poland, there were serious economic upheavals in all postcommunist countries. In the Czech Republic, the bank crisis of 1996 brought the upswing to an abrupt end. However, the tourist boom in the capital, Prague, compensated for the crisis, and prompted the authorities to commission the large-scale renovation of the old town, creating many jobs. Hungary, in contrast, continued to struggle with its high foreign debt. In 1995, under pressure from the IMF and the World Bank, the postcommunist government adopted the aforementioned “Bokros package,” an extensive austerity program that cut civil servants’—hardly extravagant—real income by over 5 percent. Economic growth dropped to 1.1 percent in 1996;28 about 30 percent of the population fell below the poverty line. Although mostly rural and old industrial areas were affected, homeless beggars began to appear at store entrances in Budapest, too—a new and shocking phenomenon to postcommunist societies. Warsaw was spared an economic slump of the kind that Prague and Budapest suffered, but had higher unemployment (8.8 percent in 2000)29 as the baby-boom generation born in the early eighties crowded the job market. This was a late repercussion of the curfew and the scarcity of contraception during the period of martial law in 1981–83.

Despite the general and specific problems besetting each of the former Eastern Bloc capitals, they all spawned urban middle classes over the nineties, whose living standards came close to those in the West. The wealthiest 20 percent of the population of Prague, for example, had an average annual income equivalent to 12,600 euros. With rents strictly regulated and food still much cheaper than in the West, this sum went a long way. The second-wealthiest fifth of the population, with annual incomes ranging between 8,500 and 12,600 euros, were also relatively comfortable.30 But financial difficulties could arise if a major household appliance or car broke down. Hence the improvisational talent developed under socialism remained useful. Gasoline was very expensive; filling a car tank cost as much as several days’ pay. For this reason, most vacations were spent in family cottages in the country, or camping, rather than in hotels abroad. A fifth of Prague’s population (no comparable data are available on Warsaw) had to make do with the equivalent of 300 euros per month. As prices for food and other staple goods were rising, they had just enough to survive from day to day.

Although the citizens of the former GDR and especially East Berlin were financially advantaged, rapidly rising unemployment made them deeply insecure. The proximity of affluent West Germans, who had been appointed to many senior positions in the East in order to westernize the former GDR, bred envy and inferiority complexes. The conflicts among Germans with different backgrounds found expression in stereotypical notions of “Wessis” (presumptuous colonizers from the West) and “Ossis” (whiners from the East). Interestingly, there was less antagonism within reunified Berlin, perhaps because West Berliners were only slightly better off than East Berliners. Weathering economic crisis together seemed to foster social cohesion.

Though local balladeers continued to extol Vienna’s tumbledown charm, in fact the city experienced a robust upswing. Between 1995 and 2005 the per capita GDP rose by almost 2 percent per year, in absolute numbers from 33,200 euros to 40,000 euros. What, then, sustained Vienna’s blossoming? Economic historian Dieter Stiefel has calculated that the opening of the Eastern Bloc and trade with the postcommunist countries boosted Austria’s economic growth by at least 0.5 percent annually from 1989.31 And due to Vienna’s geographical location and function as a center of trade and services, the city certainly profited more from the opening up of Europe than did the rest of Austria. As a result, banks, insurance companies, construction companies, retail trade, and tourism thrived. Austrian companies expanded, usually in two stages: first into former Habsburg territories, then into more remote Eastern European countries.

The former capital of the Austro-Hungarian Empire utilized Europe’s opening in another way. According to the Viennese economic chamber, some three hundred Western companies chose Vienna as the location for their Central Eastern European offices.32 At the same time, Eastern Europeans came to the city to purchase goods, open businesses, or settle permanently. Polish, Ukrainian, Russian, Hungarian, Romanian, and various South Slavic languages are often spoken on the streets; some (though still too few) state schools provide classes in the above languages to native-speaker children. The influx of foreigners, including 35,000 Germans, caused the population to swell by 200,000 between 1998 and 2014 (from 1,541,000 to 1,741,000 inhabitants). These figures put a different complexion on the GDP figures. In the years of rapid population growth between 2000 and 2006, Vienna absorbed almost twenty thousand new residents annually while the per capita incomes continued to improve.33 Vienna is poised to reach the same population density as it had in the late Habsburg Empire.

This business boom at the transition from the twentieth to the twenty-first century washed away Vienna’s grayness, or displaced it to the poorer suburbs. The inner-city areas between the Ring Road and the Gürtel have been largely renovated, with mixed consequences. As in Prague and the fashionable districts of East Berlin, rents have risen, causing a separation of the urban rich and poor, both socially and geographically. But complaints about blanket gentrification seem exaggerated in view of Vienna’s strict protection of tenants and the dispersion of subsidized housing in all districts of the city. Vienna’s renaissance as a multinational service capital defies simplistic explanations claiming that radical reforms are the only key to economic success. Comparison with Berlin suggests that the reverse might be true, because Vienna resisted privatizing or deregulating its huge public sector.

The populations of Warsaw and Prague grew less rapidly; that of Budapest actually shrank, primarily on account of the difficult housing market and a delayed process of suburbanization. Many former residents of the capital moved out to the surrounding areas, where land was cheap, to build their dream homes in the country. The dream often ended in a nightmare of endless traffic jams for the commuter-belt residents. But the construction boom thus generated propelled economic growth in the postcommunist capitals to even greater heights per capita than Vienna’s. As figure 6.5 shows, Warsaw’s per capita GDP (all figures are adjusted to purchasing power parity and converted into euros) rose in the years 2000–2005 from 13,800 to 19,100—an increase of 38.4 percent. Prague recorded a 72 percent increase and Budapest a mighty 88 percent.34 The Ukrainian capital Kyiv experienced similar growth rates, though the upswing began some five years later. Here, the per capita GDP almost tripled.35
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Fig. 6.5.  Economic performance of compared capital cities, 1995–2008. Source: Eurostat Regional Statistics (table nama_r_e3gdp).

Factors such as low starting points and the effect of foreign direct investments on relatively small and centralist-governed “emerging markets” must be taken into account when interpreting statistics on growth. Purchasing power adjustments must also be approached with caution, as they are calculated on the basis of national data, regardless of regional differences (between rural areas, small, large, and capital cities), which can be substantial. In a global perspective, it might even seem doubtful whether this boom was anything out of the ordinary. Metropolitan growth is a worldwide phenomenon. Viewed in this light, Warsaw, Prague, Budapest, Kyiv, and Vienna are just following a general trend.36 Still, the fact remains that just two or three years after the revolution, a business boom started in Eastern European capitals that lasted until 2009 and even beyond.

Poor Berlin

For many years, Berlin was the only city that failed to boom—a state of affairs that demands explanation. Its economy stagnated between 1995 and 2005. According to Eurostat data, Berlin’s gross domestic product decreased in this decade from 24,000 to 23,200 euros per capita (see fig. 6.6).37 Between 2001 and 2004, it even experienced negative growth of between 1 and 2 percent per year. Unemployment soared, despite extensive job creation schemes and early retirement programs, to 19.2 percent.38 The effects of the seemingly endless transformation crisis could be felt on a number of levels. There was less rush-hour traffic; the newly built inner-city shopping malls were crowded during regular working hours and not at the end of the day; neo-Nazi attacks increased. The population figures reflected the economic trend, stagnating at around 3.4 million—in a city that had dreamt of growing to 5 million during its moment of hubris on becoming the capital of reunified Germany.

What were the reasons for Berlin’s enduring crisis? The first and most important factor lay beyond the city’s control. The double shock therapy—Germany’s unique path of transformation—rendered industry in East Germany, and hence in East Berlin, uncompetitive overnight. Not one of East Berlin’s large combines survived; West Berlin at least held on to its Siemens, BMW, and Schering works. The subsidies for the walled-in West of the city had not been as abruptly withdrawn as those for industry in East Berlin. West Berlin obviously had a stronger lobby in the German government than did the former capital of the GDR. The service sector fared a little better as real wages in East Germany appreciated in value following the currency union in 1990. This prevented consumption from tumbling in the same way as in Warsaw.
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Fig. 6.6.  Poor Berlin 1992–2008. Source: Eurostat Regional Statistics (data for 2013): Amt für Statistik Berlin-Brandenburg.

However, the “transformation from below” in Berlin was far weaker than in the Polish, Czech, and Hungarian capitals. Taking the neoliberal view, this can be attributed in part to the generous social benefits afforded to compensate for the bulldozing of the former GDR’s economy. Living on state unemployment support was possible in Berlin in the nineties, but not by any stretch in Warsaw, and difficult in Prague and Budapest. Some observers accused the citizens of the former GDR of lying back in the state’s “safety hammock”—if such a thing ever existed anywhere in the world. But migration statistics tell a different story: around 1.4 million people left the former GDR for West Germany in the first four years after reunification alone.39 This number of labor migrants corresponds almost exactly with the number of self-employed businesses founded in Czechoslovakia in the same period. (The latter country had a population of 15 million in 1990, only slightly smaller than the former GDR). One reason for the high rate of migration was that East Germans—unlike other former Eastern Bloc citizens—enjoyed unlimited freedom of settlement within the European Union including, of course, old West Germany, thanks to German unification.

In this way, the society of the former GDR was deprived of its most commercially active members. The outflow from East to West Germany abated a little in the mid-nineties, but peaked at a record 230,000 in 2001. East Berliners tended to commute to work in West Berlin rather than migrate to West Germany. Unemployment in the districts of the former East Berlin was soon lower than in the western districts. In summary, it seems that West Berliners had greater difficulty adapting to the new economic and social situation than did East Berliners.

The political constellation in reunified Berlin was similar to that in the Federal Republic of Germany as a whole. On local and national levels, Western elites ruled over the East. The grand coalition (between the conservative Christian Democrats and the Social Democrats) in power until 2001 failed to promote Berlin as a business location. Just one major company, Deutsche Bahn (the German railroads), transferred its headquarters to Berlin during the transformation period, and even this state enterprise threatened at one point to relocate to Hamburg due to various conflicts with the Berlin senate. No other large enterprise became established in the city. Schering AG, the only Berlin-based company quoted on DAX, the German stock index, disappeared after it was swallowed by a competitor. The Eastern European offices of international firms relocated to other places, such as Vienna and, more recently, Warsaw.40

Rather than making Berlin more attractive, the state-run regional bank Berliner Landesbank tried to play for much higher stakes. It speculated wildly with real estate, including tens of thousands of communist-built apartment blocks in East Germany. Its misdirected investments and inflated guarantees to investors resulted in multibillion-euro losses and toppled the grand coalition (which was run by exclusively West Berlin players) in 2001. Banking scandals and government bailouts at the taxpayers’ expense were regular features of the postcommunist economy as much as of neoliberalism. The tragedy in the case of Berlin was that, in contrast to the “tunneling” that caused the Czech bank crisis, the squandered money did not flow into industry and thus help indirectly to save jobs. The astronomical sums lost by the Berliner Landesbank, estimated at up to 21.5 billion euros (or €6,000 per inhabitant), including all indemnities and guarantees, was channeled exclusively into speculative ventures.41

It was Berlin’s citizens, especially those employed in the public sector, who bore the brunt. Berlin broke away from the German public sector employers’ association and reduced its employees’ and civil servants’ salaries by up to 10 percent. In 2002, the financial situation was so dismal that the Berlin senate ordered several of the city’s fountains and thousands of its streetlamps to be turned off and the sewers and street drains to be cleaned less regularly. On hot summer days, especially, the stench in some streets was a malodorous sign of the austerity measures. It was not the smell of a healthy investment climate.

There were cultural reasons, too, for the political failure to promote Berlin as a business location. Becoming the German capital went to the local government’s head. Senators often spoke of being a “cosmopolitan city” (Weltstadt), “metropolis” (Metropole), and even “global city” (Weltmetropole)42 during the city parliament’s debates in the nineties. Exhibitions and marketing campaigns likened Berlin to Moscow, Paris, and New York. While commentators remarked on the rise of East German nostalgia (Ostalgie) and warned against idealizing the GDR, policymakers harked back eagerly to Berlin’s Gründerzeit era of the late nineteenth century and 1920s modernism when it came to urban planning. Many new buildings in the old center, east of the Brandenburg Gate, quoted the aesthetic of these historical periods either in their proportions or their façades. The architectural legacy of the GDR, in contrast, was largely deleted in the government district.

A second local (and pan-German) problem was the public’s negative perception of Eastern Europe. It resonated not only in the abbreviated history of Berlin’s Polish market but also in attitudes to the largest group of immigrants arriving in the nineties: ethnic Germans, Russian Jews, and ethnic Russians from the former Soviet Union. True, a section of Berlin’s elite was proud of the city’s multicultural revival, as the active commemoration of the Russian exile culture of the twenties and the acclaim received by Russian migrant author Vladimir Kaminer show. But the prevalent view of Russian economic activity in Berlin was highly skeptical. The composite term Russenmafia put the prejudices in a nutshell.

Berliners showed a striking reluctance to accept migrants from the former Soviet Union as potential investors. It is, then, hardly surprising that Russians in Berlin, though hailing from a range of social backgrounds, tended to stick together in western Charlottenburg and the more affluent neighboring area, Grunewald. In contrast, the founders of the “Polish Losers Club” (Club der polnischen Versager) took premises in the central district of Mitte, using self-irony to promote it. The strategy worked so well that the club was soon being hyped in a wide range of blogs and among partygoers. Evidently foreigners were more favorably received if they acted like social and cultural underdogs.

Although there was no Vladimir Kaminer among them, Russians in Vienna were more easily accepted into the cultural and social life of the city. One distinctive feature of Viennese culture is the many balls that take place in the winter season in prestigious locations such as Hofburg Palace, the Musikverein concert hall, and the State Opera. Viennese Russians even have their own russki bal, which has been a firm fixture of the season for some years. Popular Russian singers and dancers are flown in from Moscow and St. Petersburg for the occasion, which is broadcast live on Russian television. In turn, Moscow started hosting an annual venski bal in 2003. A Vienna-based event agency now organizes Russian balls in cities across Europe, from Baden Baden to Biarritz—another example of economic opportunity arising from Eastern Europe’s opening.

Berlin and Germany were reluctant to seize such opportunities, as shown in the alleged Ukrainian visa scandal. This was caused by the disclosure that, after the 1998 change of government, the German embassy in Kyiv had openhandedly issued visas to Ukrainians—as many as 300,000 in 2001. The German media used the news to inflate stories of immigration problems and other threats emanating from the East; the tabloid press ran hunts for Ukrainian “criminals” and illegal workers. But in terms of passengers, the number amounted to about two airplanes full, the night train from Kyiv and a few coaches, spread over a 365-day period. Nevertheless, the media campaign made waves. The scandal contributed to toppling the Social Democratic–Green government in 2005, after which the visa quota for Ukraine was reduced to around one hundred thousand per year. Other cities welcomed the extra trade with tourists from the East: Warsaw with its markets; Prague, which was especially popular with Russians and Ukrainians; and Vienna’s retail stores on Mariahilfer and Kärntner Strasses. In the pre-Christmas period, especially, buses arrived in Vienna by the dozen from the former Soviet Union. Crucially, the Viennese had come to perceive Ukrainians and other Eastern European visitors as customers rather than intruders.

It is hard to estimate the amount of revenue this cost Berlin. It was certainly a lost opportunity and echoed the city’s response to the bazaars of the nineties. To be sure, small-scale retail trade could not have brought about economic recovery. But it could have helped to alleviate Berlin’s transformation crisis, which lasted from 1995 to 2005. When Mayor Klaus Wowereit famously declared that the city was “poor but sexy,”43 he conveyed a sense that Berliners had resigned themselves to their economic plight.

Looking at Berlin in the lost decade between 1995 and 2005, it is clear that state-sponsored showcase projects, such as the reconstruction of the government district and Potsdamer Platz, did not generate enough growth or wealth to benefit the population at large. Becoming the capital of a major European nation-state brought some advantages, including transfer payments worth tens of billions, but no lasting economic upswing. Vienna, on the other hand, whose importance as a site of East-West mediation diminished with the end of the Cold War, benefited from its status as an international center of the service sector and its tradition as the capital of a multinational empire.

Despite the political and cultural factors that were peculiar to Berlin, the transformation crisis here followed the general pattern in East Germany. Most large industrial enterprises were forced to close; unemployment soared; the transformation from below was less dynamic than in the neighboring countries of East Central Europe. At first, the German government blamed the GDR and the legacy of state socialism for the economic problems. But the further the GDR slipped back into history, the less convincing this accusation seemed. In a historical perspective, the transformation crisis (which, despite some overlap, is distinguishable from the crisis following the collapse of state socialism) was caused by a contradictory combination of neoliberalism with a welfare state, or ordoliberalism. This socioeconomic program, named after the postwar journal ORDO, was practiced in the young FRG, and combined promarket liberalism with a regulatory welfare state. In Germany, this system is known as soziale Marktwirtschaft; that is, social market economy.

The rapid and ruthless opening of the GDR’s economy as it joined the Federal Republic of Germany and the European Commission was, in effect, a particularly radical process of liberalization. Privatization, too, was carried out faster and more relentlessly in the GDR than in any other postcommunist country. As shown by the “return before compensate” (Rückgabe vor Entschädigung) principle applied to communist-expropriated property, private ownership came to be viewed as the apotheosis of the social order—this also tallied with the Washington Consensus and the doctrine of the Chicago School.

However, the economy of the former GDR was not deregulated but “reregulated.” The five new German states were required to adopt the federal, West German administrative order, its complex social security system, employers’ and employees’ associations, collective wage agreements, extensive protection against unfair dismissal, and various other regulations. This extension of West Germany stabilized East Germany in many respects, especially politically. But the fact that West Germany was itself suffering a crisis was fatally overlooked. A number of problems that had loomed on the horizon since the 1980s were now coming to a head: the conundrum of financing the welfare state; the challenge of maintaining the pension system for an aging society; tackling, and not just administrating, unemployment; avoiding standstill caused by corporatist structures; and sustaining Germany’s high rates of pay, relative to the rest of Europe. While wages were lower in the former GDR than in West Germany, they were still many times higher than in the neighboring Czech Republic or Poland. For this reason, East Germany had far less appeal as a business location than the other countries of East Central Europe.

In the 1990s, some political players suggested mitigating the path of rapid adjustment to West German systems by treating the former GDR, or certain regions of East Germany, as a special economic zone. But the proposal was rejected to avoid complications for the old federal states and with EU law. German politics did not want to encourage any intra-German system rivalry, which would have challenged the status quo in West Germany. Gradually, policymakers became convinced that comprehensive reforms were required not only in East Germany but in the entire country. These are considered in greater depth in the chapter on cotransformation.44

It remains to reiterate that the conservative-liberal coalition government led by Helmut Kohl tried to resolve the transformation crisis primarily with money. Around one trillion euros was pumped into East Germany by 2003, far more than the Marshall Plan had cost. By 2013, this amount had risen to between 1.6 and two trillion euros (varying according to the method of calculation applied).45 Some of it was invested in new roads, railroad tracks, telephone lines, and businesses to be privatized, but about two-thirds was spent on social benefits. It would be an oversimplification to define German transformation in the nineties as purely neoliberal, although its origins and key elements were rooted in the ideology. Its social repercussions also deviated from the neoliberal reform pattern. Compared to Poland or the Czech Republic, the losers of transformation were compensated with generous social benefits.

But this strategy of social pacification did not coincide with a sufficient impetus to stimulate social and economic development. The self-employed, who contributed significantly to the upswing in Poland, the Czech Republic, Slovakia, and Hungary, were far more likely to suffer income losses, bankruptcy, and downward social mobility in East Germany. They were up against the West German firms that capitalized most on German reunification. Many of the younger and more enterprising East Germans migrated to the West to escape the depression at home. “Poor Berlin,” then, was an indicator of problems affecting all of reunified Germany.

Boomtown Warsaw

Contemporary Warsaw is a fascinating sight from afar. A high-rise landscape of eighteen skyscrapers over 330 feet high has been built around the city’s central station and the Stalinist Palace of Culture. Over a dozen more high-rise buildings are due to be built or currently under construction. Such distinguished architects as Daniel Libeskind, Zaha Hadid, Helmut Jahn, and Norman Foster are among the designers of contemporary Warsaw. One of the most striking creations is the shopping mall known as Złote Tarasy (Golden Terraces), a commercial and entertainment complex with a spectacular glass roof resembling an Alpine ski slope with its various bumps and dips. The very name Golden Terraces sums up the gold-digging mood among international investors and eager consumerism in Poland before the crisis of 2008–9. Immediately adjacent to the horizontally staggered terraces is the vertically thrusting skyscraper known as the Żagiel (Sail), the façade of which is punctuated by Libeskind’s characteristic angular forms and jagged-edged surfaces. This skyscraper was conceived primarily as an apartment building. In late 2013 the purchase price per square meter was 65,000 złotys; the equivalent of about $17,000 for eleven square feet. Close by, the Hotel Intercontinental with its triangular recess behind a fifteen-story-high leg is another symbol of postmodern architecture (and its dysfunctionality).

The skyscrapers surround Warsaw’s Palace of Culture and Science (Pałac Kultury i Nauki), a “gift” from the Soviet Union in the gingerbread style of the 1950s. After the regime change, the new authorities were uncertain what to do with this 613-foot symbol of Soviet hegemony. Some actors wanted it demolished or at least scaled down, but in the end, the Warsaw city council found a more creative solution. They put a preservation order on the Palace and, in parallel, invited international investors to erect high-rise buildings all around the Płac Defilad, Europe’s largest urban square, to overshadow it. The same solution of architectural relativization could have been applied to the GDR parliament building (Palast der Republik) in Berlin. But here, the federal government and the city chose to eradicate all remains of the previous regime.

Despite the many skyscrapers, Warsaw’s city center does not feel like a US downtown where the lights go out after happy hour. The high-rise district around the Palace of Culture is a meeting place for a cross-section of the population, and buzzes with activity until well into the night. A number of arts venues are located here: the theaters Teatr Studio and Teatr Dramatyczny are housed in the Palace of Culture; the city’s best known jazz club, Akwarium, can be found inside the Złote Tarasy. (The demolition of the jazz club’s original premises, built in the elegant modernist idiom of the 1970s, was one of the biggest urban planning mistakes of the transformation era.) The remains of the bazaar economy can also be found here, represented by a few hundred kiosks clustered around the Palace of Culture, in defiance of the nearby shopping malls. Those who find the postcommunist, postmodern ambience of Płac Defilad not to their taste can amble along the traditional shopping street Krakowskie Przedmieście, rebuilt after the war, or stroll about the old town. The royal castle, reerected in 1974, is occasionally (and delusively) cited as a precedent for reconstructing the Berlin City Palace.

The construction boom has transformed not only Warsaw’s city center but also the suburbs and the urban periphery.46 Socialist housing was particularly cramped, and the city had great pent-up demand for improved accommodations. In the metropolitan comparison, Berliners live most comfortably, each with an average living space of 130 square feet as of 2012. The disparity in living space per person in East and West Berlin that existed in 1990 has since leveled. There are more single-person than family households in both East and West Berlin, and average households in both parts are two-person. Warsaw residents continue to live more modestly, with only 91 square feet per person, despite the construction boom that started in the mid-nineties.

Nevertheless, it is a huge leap from the situation under state socialism, when the people of Warsaw had to make do with fifty-five feet of living space per person.47 The average number of occupants has changed, too. In the early nineties, an average household comprised more than three people sharing fewer than three rooms. Apartment sizes were standardized so that residents of middle-class districts lived in almost as cramped conditions as those in working-class areas. In all social strata, then, Warsaw residents were literally treading on each other’s toes. In this situation, family life was a dominant factor, and the legendary matka polska, the Polish mother, consolidated her mythical importance. To escape the confinement and the constant contact, it was necessary to leave the house—a habit that has persisted to this day, and is one reason why central Warsaw streets are so lively at night.

Demand for living space has naturally risen. In the twenty years between 1992 and 2012, over 250,000 new apartments were built, almost exclusively privately financed and not state-subsidized. A divide has emerged between rich and poor that did not exist before 1989. While the poorer classes remain in their old homes, unable to afford newer or larger apartments, a considerable number of Warsaw’s wealthier residents choose to live in gated communities. These have proliferated in the city: an author of the Chasing Warsaw anthology counted over 400 such estates,48 with guards and porters to inspire a sense of security among residents. Demand for protected living environments arose in response to the rapid rise in criminality in the early nineties. The frequent burglaries left their mark on everyday life, even if one was not personally affected. High-sensitivity car alarms howled incessantly at night; residents barricaded themselves behind armored doors and elaborate locking systems, as many did in Prague and Budapest, too. In fact, crime in Warsaw has been decreasing for a number of years. But gated communities also fulfill a desire for social distinction and exclusivity, which the advertisements play on. Society’s reception of them differs in each of the capital cities compared here. While plans for the first estate of this kind in the Friedrichshain district of Berlin unleashed a storm of outrage, the public in Warsaw registered the phenomenon with indifference, or at most discussed the merits and demerits of its aesthetics.

Signaling pockets of exclusivity, gated communities aggravate social tensions. In Warsaw, especially, rich and poor live close together. Warsaw has passed over the intermediary stages by which Western cities have become gentrified. The changes that have occurred in the Berlin districts of Mitte, Prenzlauer Berg, and Friedrichshain followed the pattern set by SoHo and Chelsea in New York City and large stretches of London, from Notting Hill to the East End: squatters move into derelict buildings and a semilegal club scene is established; the first galleries, small shops, and bars open; more upmarket restaurants, boutiques, and health food stores follow; finally, luxury refurbishments are carried out. In the fashionable districts of Warsaw, this process took place at high speed. In the formerly ill-reputed district of Praga, turf of the underclass and petty gangsters, alternative stores and bars have opened in parallel with expensive residential estates, next door to dilapidated buildings where the losers of transformation live.

The social divide is symbolized in consumer habits. The new middle class throngs the shopping malls, which boomed even more than private housing construction. According to city planner Magdalena Staniszkis, shopping malls covering a total surface area of one million square yards have sprung up since the nineties. By contrast, the lower classes, who cannot afford brand-name clothing or 3D movies, make their purchases at bazaars or kiosks or in Biedronka discount supermarkets. Offering competitively low prices, these are similar to the supermarkets that have been proliferating for some years across southern Europe. (Biedronka belongs to a Portuguese supermarket chain.)

The construction boom that produced a glut of new shopping malls and apartment buildings helped fuel Warsaw’s economy (see fig. 6.7). The per capita GDP rose between 2005 and the pre-crisis year 2008 by 47.6 percent to the equivalent of $28,200 (adjusted to purchasing power parity). The city achieved the proverbial Chinese growth rate of almost 12 percent annually. The rise in incomes was even more impressive: in 2005, the average monthly gross income per capita in Warsaw was the equivalent of $1,080, in 2008, $2,116.49
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Fig. 6.7.  Boomtown Warsaw: economic and income development. Source: Eurostat Regional Statistics (GDP); Rocznik Statystyczny Warszawy (Warsaw Statistical Yearbook) (Income).

Comparison with China is apt not least in view of the road traffic, which has reached Chinese dimensions. The jams on Warsaw’s main thoroughfares and arterial highways started to appear in the mid-nineties due to a simple equation: From 1989 to 2008, the number of privately owned cars increased by over 100 percent (1989: 408,000; 2000: 604,000; 2005: 737,000; 2008: 943,000). With 551 cars per thousand inhabitants, the ratio in Warsaw is now the same or even higher than in many Western European cities. (Vienna, for instance, counted some 400 cars per 1,000 inhabitants in 2013.50) Add to these the many trucks, which multiplied even more between 1995 and 2005 than the new car registrations.51 The amount of light trucks, especially, reached record levels, signifying the importance of small traders and producers for the postcommunist economy (and its traffic jams). The people of Warsaw respond to the constant congestion with calm resignation, no doubt in part because heavy traffic is considered an iconic element of modern city life. Berlin’s “poor but sexy” slogan reflects the same tendency to identify with the less-agreeable aspects of urban life: if dark sides cannot be avoided, one might as well take pride in them.

Warsaw’s traffic snarl is an inherent problem of the lack of urban planning and investment in infrastructure. It is symptomatic of the pitfalls of the neoliberal order that come to the fore in areas that defy privatization, such as local transport and traffic. The history of Warsaw’s metro was due to begin in 1982, when it was resolved by the Polish council of ministers. The Soviet Union offered its assistance, which was certainly more welcome than Stalin’s gift of the Palace of Culture. But not one foot of subway was ever built in the People’s Republic of Poland. Though the first Russian metro carriages were delivered as promised, the country did not have sufficient funds to build subway lines. The story continued in a similar vein after 1989. Intermittent progress announcements were followed by extended delays. Finally, a few stations and a short subsection along the North-South route were opened in 1998. In 2001, the city announced an ambitious plan to complete at least two metro lines within two years.52 But the goal of finishing in time for the European soccer championship in 2012 remained elusive; there was still no East-West route to take some of the load off the notoriously congested bridges over the Vistula.

Other areas of public infrastructure were also neglected. The number of child daycare centers almost halved over the course of the nineties while the number of children in daycare remained more or less constant. In short, there was a reduction in both the quantity and the quality of daycare.53 Warsaw’s public parks and open spaces became easy prey. Socialist Warsaw was designed to be a green city with expansive parks and swathes of undeveloped land leading to the center like verdant aisles, transmitting fresh air. It was badly needed: in fall and winter the exhaust fumes from the coal-run power station rested on the city like a gray-brown shroud. The air quality would have been worse still without all the green spaces. Today, what is left of them provides a valuable antidote to the burgeoning road traffic, now the city’s severest environmental problem. Since 2000, Warsaw’s parkland has shrunk by about 272 acres, and over 345 acres of open space has been developed.54 In terms of surface area, that is the equivalent of the entire first district of Vienna. A number of shopping malls and gated communities have been built on former open spaces and marketed as greenfield developments. In the final analysis, the general public pays for this level of laissez faire, which adheres to the neoliberal logic of deregulation, liberalization, and privatization.

As well as revealing darker sides of transformation, a comparison of Berlin and Warsaw sheds light on the opportunities missed in the former city. While Warsaw gained a new face after 1989, the Berlin senate adopted a traditionalist, historicist policy. Guidelines for “critical reconstruction,” designed to revitalize historical street layouts, stipulated a maximum height of seventy-two feet for façades, and building materials such as brick or concrete. It marked a nostalgic approach to urban development, based on the architecture of the late imperial period and the 1920s. Its chief proponent was the city’s building commissioner, Hans Stimmann, who had led the acclaimed redevelopment of the old town of Lübeck (certainly one of North Germany’s prettier towns). Stimmann was appointed building commissioner in Berlin in 1991 and later promoted to state secretary, unaffected by the change of government. His career is an illustration of the bon mot that bureaucrats rather than the elected representatives govern Germany. Because Stimmann disliked high-rise architecture, it was confined to the plans for Potsdamer Platz and Alexanderplatz, for which investors are still being sought.55

While Alexanderplatz looks much like it did in the GDR but with shinier facades, almost all traces of socialism’s architectural legacy have been removed from the government district. Symbolic sites such as the Palace of the Republic and the State Council Building have vanished. The space left by the demolition of the Palace of the Republic in 2006–8 is currently being filled by a reconstruction of the city palace of the Hohenzollern dynasty, the postwar remains of which were razed by the communists under orders from leader Walter Ulbricht. Neither the act of getting even with the GDR nor the historicist style of architecture conveys any sense of new departure. The cityscape is again dominated by stone façades and head-high bossage that makes the individual appear as small as the political players of imperial Berlin intended. Though overpowered by its history, Berlin has become a magnet for young people from all over Europe.56 They do not flock to the old city center at night but tend to gather in trendy districts such as Friedrichshain and Kreuzberg. In Warsaw, the reverse is the case. There, the city center is the main attraction.

Berlin’s historicism not only characterizes its façades but also its residents’ personal attitudes. The members of the educated classes—the predominant middle class group, as the city’s business community is small—aspire to reside in large turn-of-the-twentieth-century apartments in peaceful neighborhoods. Senior positions in public administration or at state universities still have high social prestige attached. Warsaw, in contrast, is characterized by biznesmeni and tradesmen. In 2010 the number of national economic units (most of them companies) reached a new peak of 344,000. It subsequently dropped again for the first time since the late 1980s—perhaps an indication that the long boom is coming to an end. Warsaw residents aspire to own newly built, modestly sized apartments of less than two hundred square feet, which many finance by taking second and even third jobs. Holding down multiple positions is also the norm for many people in Prague, Budapest, Moscow, and Kyiv. There is, then, no reason to idealize the new business boom in the two decades after 1989. The upswing was propelled by hard, restless toil, bordering on self-exploitation. But the niches for small businesses and enterprising individuals that existed in the nineties are now disappearing. The retail and restaurant chains, franchises, and other forms of big capital concentration make it extremely difficult to establish independent companies.

The multiple-job culture contributes to Warsaw’s high GDP and consolidates its position as the beating heart of Poland. The drawback is that Warsaw has to pay over 80 percent of its tax revenue to the central government. That is bad for the local economy and especially for the state of the metro, but good for the city’s self-image. While Berlin is dependent on equalization payments from the more prosperous federal German states and the government, boomtown Warsaw helps the entire country progress.

Metropolitan Convergence, or Why the East Looks like the West

Although the various capital cities took different paths of development, these have been leading in a common direction since 1989. Their convergence is due on the one hand to the sustained rapid growth of Warsaw, Prague, and Budapest (and Kyiv, with some delay), and to the transformation crisis in Berlin on the other hand, which the city overcame after 2005. Following EU enlargement, the economic boom in Warsaw and Prague accelerated further. Figure 6.8 gives a statistical overview of the period prior to the crisis of 2008–9.

Kyiv’s development can be variously interpreted. In the national currency hryvnia, the economic performance of the Ukrainian capital doubled between 2005 and 2008 (having tripled in the period 2000–2005). But this increase in Kyiv’s per capita GDP, adjusted to purchasing power parity (which is always calculated on a national basis, disregarding local price differences) was just 25 percent, similar to Budapest’s.57 Berlin’s per capita GDP grew in the same period from 23,400 to 25,700 euros, or by 10.8 percent. Although this marked a recovery from the long transformation crisis, the German capital was outpaced by Prague and Warsaw in terms of per capita GDP by 2007.

Does this mean that the inhabitants of Warsaw and Prague are now more affluent than the hypothetical average Berliner? Statistics cannot, of course, be left to speak for themselves. The figures on GDP presented here (adjusted to purchasing power parity and converted into euros) reveal nothing about the specific administrative and business environments in which they were collated. Economic strength is far more concentrated in all former Eastern Bloc countries than in Germany or Austria. Most Polish, Czech, Hungarian, and Baltic company headquarters are in their respective capitals, where the profits boost the local GDP. Many German companies are based in Munich, Hamburg, or other regional centers. GDP is therefore more evenly distributed and mostly generated outside Berlin. The same is true of Austria, where a number of large companies are based outside Vienna.
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Fig. 6.8.  Economic development of East Central European cities, 2000–2008. Source: Eurostat Regional Statistics; Статистичний збірник “Регіони України” (Statistical Anthology “Regions of Ukraine”).

Second, the figures on gross domestic product cannot be equated with actual incomes or living standards. In 2008, the average per capita household income in the metropolitan Prague region was 11,800 euros; in Berlin, by contrast, it was 18,000. Incomes in Warsaw were similar to Prague’s; Budapest’s were somewhat lower.58 Hence, Berliners had almost 50 percent more disposable income than the average Prague or Warsaw household, despite the city’s long transformation crisis. Unlike the figures on GDP, however, these statistics do not take purchasing power into account. Food and other staple goods were still cheaper in Warsaw and Prague than in Berlin in 2008; taxi journeys and metro tickets cost less than half. Privately leased apartments, on the other hand, were scarce and expensive. But Poles, Czechs, and Hungarians still pay similar rents, as they tend to live in smaller apartments. Overall, a convergence can be observed, which is astounding considering the disparity among these cities in 1989–90.

Even assuming that the inhabitants of Warsaw or Prague were somewhat poorer, or lived in more modest conditions, in some ways they were more privileged than Berliners. Prague had only 3.7 percent unemployment in 2009; unemployment in Warsaw dropped in the period 2005–9 from 11.1 to 4.3 percent. There was de facto full employment in both cities. Job prospects for young people, especially, were far better than in Berlin (or southern Europe).59 In summary, Berliners had a higher standard of living (at least on average) but far fewer job opportunities.

High unemployment caused more Berliners to drift into poverty. By OECD criteria, which place the poverty threshold at half the average per capita income, 435,000 Berliners were classified as poor in 2002.60 The recession of 2001–4 aggravated the situation. According to the benchmark usually applied in Germany—60 percent of the average income—almost one in five Berliners lived below the poverty line in 2005. The subsequent recovery reduced unemployment by a third but did not dent poverty levels. The “Hartz” reforms to the labor market had chiefly created more low-paid job opportunities (small grants for one-person firms, one-euro jobs, top-up benefits for the working poor).61 The Warsaw statistical agency does not compile data on poverty rates (which is itself a political statement). But a survey of the wages paid in various Warsaw industries shows that employees in simple service occupations, especially, do not earn any disposable income.62 Many compensate by moonlighting.

It is difficult to find a reasonable sideline in Berlin. However, in 2013, the Berlin state office for statistics announced proudly that the city had become one of the fastest growing locations in Germany, surpassing even Hamburg and Munich.63 Indeed, Berlin has begun to see a business boom in recent years. This delayed upswing has reduced unemployment by almost half; the population has grown since 2011 by 40,000 annually.64 Behind these statistics lies Berlin’s peculiar situation. After years of recession (2001–4) and over a decade of stagnation, its economy was at a low point from which it was better poised to grow. Tourism, Berlin’s most successful sector by far, boomed partly as a consequence of the long transformation crisis. This depressed property prices and rents in Berlin, offering ideal conditions for new hotels and restaurants and the city’s famous club scene, and attracting gallery owners, artists, and players from other creative industries. All this contributed to Berlin’s image as a cultural hub.

In 2005, the Social Democratic–Green government’s labor market reforms launched a wave of business-forming that continues to this day.65 But many self-employed owners of small businesses, prompted more by desperation than inspiration, were not included in the statistics on turnover-tax-paying businesses, and did not engender the kind of boomtime spirit of optimism that prevailed in Warsaw or Prague in the nineties. Since 2009, Berlin has profited from the euro crisis along with the rest of Germany. International and German investors looking for a safe haven for their money, out of the tax authorities’ reach, have channeled huge sums into Berlin’s property market. These property owners seem to be confident in the German capital’s prospects. Positive predictions were also an important factor in the upswings in Warsaw, Prague, Budapest, and Vienna during the business boom of the late twentieth and early twenty-first centuries. The drawback for Berlin residents is rent increases—a trend that has already forced a number of gallery owners and club managers to close down.

A problem specifically affecting Berlin and Vienna is the large ratio of resident immigrants. In the districts of Berlin with a particularly high proportion of former “guest workers” (Wedding, Moabit, Neukölln, parts of Kreuzberg—all in West Berlin), unemployment and the number of welfare recipients are twice as high as the city average. Seen in this light, the actual losers of transformation are not East Berliners but the second and third-generation immigrants in West Berlin. All the capital cities, then, have a distinct but comparable underclass of transformation losers.

Vienna’s far larger immigrant population—almost triple the size of Berlin’s—is more socially mobile. According to official statistics, 49 percent of Viennese come from an immigrant background, and around a third were born abroad.66 They are better-integrated into the majority society and the job market, partly on account of their numbers. A group this size cannot remain on the margins. Another factor is the city’s low unemployment (which, however, has gone up in recent years) relative to Berlin. The better labor market enables even less-qualified immigrants to find a regular occupation and achieve upward social mobility. Moreover, the city’s social democratic government has hitherto rejected most neoliberal reforms. As a result, there is no low-pay sector or significant group of working poor, as in London or New York.

Bratislava is smaller than the cities compared so far. Yet the Slovak capital experienced even more dynamic growth than Prague or Warsaw—per capita GDP tripled from 8,900 to 28,300 euros between 2000 and 2009.67 According to a recent Eurostat survey on regional GDP in the European Union, the Bratislava area ranks fifth, after inner London, Luxemburg, Brussels, and Hamburg. With a GDP that is 186 percent higher than the EU average, it surpasses Paris, Stockholm, Groningen, Prague, Upper Bavaria, and Vienna.68 The statistics are certainly somewhat distorted; for instance, centers such as Munich and Frankfurt are not considered in isolation but with larger regions, despite being more populous than Bratislava. Purchasing power is calculated according to national averages, not taking the higher prices in centers of growth into account. And the statistics do not say anything about urban household incomes. Bratislava would rank far lower in a rating of these, as much of its turnover is generated by foreign companies registered there; their profits boost the local GDP but end up in the company headquarters abroad. Nevertheless, the city undeniably profits from the presence of foreign business.

Vienna, less than forty miles from Bratislava, participates indirectly in the new prosperity in its neighborhood. In economic terms, the two cities are perfectly complementary: one is an international center for services and trade; the other, an attractive production site with many new factories, especially for vehicle construction. Berlin lacks a “hinterland” of this kind. Poznań and Wrocław, the two closest growth centers to the East, are both around 185 miles away. Admittedly, they have become much easier to reach since the expansion of the Schengen zone, and are closer to Berlin’s Schönefeld airport than to Warsaw. Perhaps they can help Berlin evolve into a regional center. Moreover, Berlin can capitalize on its cultural appeal. Its nightlife is, after all, particularly popular among young Poles. But the urban-rural divide and the long distances between the three cities are continuing disadvantages. Despite the upturn since EU expansion, the western border regions of Poland and eastern Brandenburg, the state surrounding Berlin, remain poor and economically underdeveloped. Even if the European Union maintains its generous regional funding, it will take a long time to fill the empty spaces between the centers. Economist Paul Krugman has previously identified regional disparity as a fundamental hindrance to economic development.69

Budapest and Hungary face problems of a very specific nature. During the boom of 2000–2005, Budapest’s economy grew faster than that of any other East Central European capital. At the same time, the Hungarian trade and budget deficit reached new peaks. In other words, the boom was financed largely on credit. For a few years, it was glossed over by the high level of foreign direct investments in Hungary. The banks issued substantial construction loans in the hope of high returns, and agreed to foreign currency loans in Swiss francs and other Western currencies, despite the exchange rate risks. Increasingly, Hungary’s FDIs were channeled not into mid- or long-term projects such as building infrastructure or production sites but financing consumer loans. A housing construction boom resulted and the demand for consumer goods rose. But when the foreign capital stopped flowing in 2008, the credit-financed growth came to an abrupt halt. The Hungarian government was forced to introduce austerity measures (which the public had voted against in a referendum a short time previously). As a consequence, the recession during the crisis of 2008–9 was especially deep, unemployment spiraled, and the forint was devalued. Some other factors originating from the early transformation period also dampened Budapest’s development in the last decade. To prevent long-term tenants from being ousted and protect residential areas from industrial exploitation, the first postcommunist government allowed tenants to buy their formerly subsidized apartments at low prices. In this way, the government led by József Antall (in power from 1990 to 1993) aimed to create a nation of homeowners in agreement with both neoliberal principles and the conservative Hungarian Democratic Forum. However, the new owners did not have the capital to pay for the eventual renovation of the stuccoed old buildings. For this reason, a number of streets in Budapest today look as gray and crumbling as so many did before 1989. The much-maligned socialist housing blocks made of precast concrete slabs are usually in better condition. They benefit particularly from the installation of more efficient heating systems, allowing residents to save on energy costs. Similarly, Prague’s Panelaky (as these blocks are called, in reference to the concrete panels) do not have a bad reputation. Almost all the suburbs built during state socialism have been extended since 1990. In the meantime, Prague’s city center—again similarly to Budapest and Warsaw—has transformed into a purely tourist and office area.

As the city centers have become increasingly commercialized, the suburbs have grown. The trend toward suburbanization that has shaped (and damaged) many Western cities was contained in the Eastern Bloc. In Berlin, the Wall prevented the city from proliferating; in Vienna, the long period of decline after the collapse of the Austro-Hungarian Empire inhibited urban sprawl. Today the smaller suburbs mean a higher quality of life. But a process of belated suburbanization has set in, as people realize their dreams of a family home with a garden. Following their Western counterparts, Eastern European cities are also displaying a tendency to separate the industrial from the residential. Many factories that were built near the central districts of East Berlin, Prague, Warsaw, and Budapest, often adjacent to residential buildings, have been closed. If investors can be found, the sites are redeveloped as housing estates or shopping centers. The speedy pace of urban development has resulted in new residential and commercial centers being built in the same neighborhoods as tumbledown tenements; upper- and lower-class districts are separated by only a few streets.

The new middle- and underclasses, especially in Warsaw, meet in supermarket parking lots. While the former load their cars with their purchases, the latter are glad to pick up the abandoned shopping carts or empty returnable bottles to claim the deposit. Social contrasts are even more striking in Kyiv, where some suburbs and inner-city areas with modern apartment buildings are hardly distinguishable from Western streets. A few blocks along and around a number of metro stations, however, the streets are populated by shabbily dressed street traders and down-at-heel grandmothers. The very goods on offer speak of poverty—anyone trying to sell a few bunches of spring onions or hand-picked flowers (a common sight in Warsaw’s city center in the early nineties and later at Jarmark Europa) will make a few dollars a day at most.

Global statistics show that only a fifth of the populations of postcommunist countries profited from the economic reforms introduced since 1989, while around two-fifths grew poorer.70 In the East Central European capitals compared here, the ratios are reversed. The upswings in Prague, Warsaw, Budapest, and Bratislava have led to the emergence of broad urban middle classes. Around half of these urban populations have achieved the same standard of living as the Western European middle classes. Whether this applies to Kyiv is questionable. The population of the Ukrainian capital has grown by around 200,000 since 2000. A large proportion of the influx is made up of immigrants from rural areas in search of better prospects; their poverty is obvious even in the capital. In East Central Europe, by contrast, the new affluence dominates the urban landscape. Indicators are the proliferation of private cars (which in the Czech Republic and Poland are not significantly smaller or older than those in the West), upmarket household appliances, Western retail chains, and lifestyle diseases such as obesity.

Behind this convergence, however, lie divergent developments. In 1989, Warsaw’s unprecedented rise did not seem any more probable than reunified Berlin’s ten-year stagnation and recession. The convergence was not planned—economic reforms in East Germany were designed to bring the region up to West German standards as swiftly as possible—but caused by Berlin’s unintended downward adjustment. Vienna, Prague, Bratislava, and Warsaw experienced new-business booms, which continue to the present. The same finally began in Berlin some years ago. It is harder to draw conclusions about Budapest, where the impact of the crisis of 2008–9 has caused outcomes that can not yet be gauged. The new sheen of all these cities has banished the gray of the eighties, with which this comparison began, to their niches and peripheries. But as the saying goes, all that glitters is not gold. The gulf between rich and poor not only divides urban and rural populations but is also a very real factor in the social life of the capitals.
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The Great Recession

2008–9 and Its Consequences

The End of Economic Convergence?

With rich and poor so closely juxtaposed, and different developments occurring in each European country and region, it is not easy to take stock of the outcome of neoliberal reforms. Any conclusions about transformation would depend upon the investigator’s vantage point: the view from the panorama terrace of a newly built Warsaw skyscraper tells a very different story from the scene in the Carpathian Mountains, where the poverty of the peasants contrasts oddly with the natural beauty of the landscape. In addition to this urban-rural divide (which is also growing in Western Europe and the United States), distinct results of transformation can be observed in each country. Czechs or Slovaks have probably less cause to complain than Romanians or Ukrainians. But subjective perceptions do not necessarily correspond with the supposedly objective truth told by facts and figures.

The crisis of 2008–9 was not confined to Eastern Europe but gripped—and continues to grip—the southern EU states, too. La crisi is still omnipresent in Italy’s public and political discourse, and indeed the great recession is far from over. Greece is suffering from an even worse depression, comparable to that in the United States in the 1930s. The German government, in contrast, is proud to have overcome the crisis at home very quickly, and has gained additional political clout as a result. The various causes, characteristics, and phases of the financial, budget, and economic crisis in the different countries are explored in greater depth below. For now, the imprecise term “crisis” will serve as an all-encompassing cipher.

As well as the spatial context, the point in time is highly relevant for any balance sheet of transformation. Until 2008, when the shock waves of the Wall Street crash reached Europe, all the postcommunist states had been booming. In the second transformation decade, the upturn was especially vigorous in the countries and regions that had been struggling to find their feet in the nineties. In 2004–5, several successor states of the Soviet Union achieved double-figure growth rates, including Estonia and Ukraine.1 Romania and Bulgaria seemed to be echoing the developments in East Central Europe. Even the underdeveloped regions of eastern Poland and the other new EU member states profited from the boom. A stock-taking of economic transformation in early 2008, then, would have looked as rosy as Jeffrey Sachs’s resumé of the shock therapy.

Before the crisis, economic forecasts were also optimistic—in fact, overoptimistic, in view of the floods of foreign capital that deluged most countries in Eastern Europe. Current account deficits grew as a result—for example, to over 22 percent of the GDP in Latvia in 2007 and 2008. In other words, within the space of two years, the country imported and consumed almost 50 percent more than it produced in terms of manufacturing and services. This huge imbalance could only be counterbalanced by a huge inflow of foreign capital. The volume of FDI tripled between 2005 and 2007, flowing primarily into the financial and real estate sectors. At this level, return expectations could never have been fulfilled, not even by a supposed “tiger” like Latvia. An Eastern European bubble emerged that was bound to burst, even without the global financial crisis in 2008.

A comparable situation arose in southern Europe, where the economies of Greece and Spain were in no condition to justify the loose approach to loan granting they took after the introduction of the euro. In both parts of Europe, vast amounts of money were pumped into consumption and real estate. Although the framework conditions were neoliberal, the result was a kind of “privatized Keynesianism,” facilitated by cheap loans. The Czech Republic, Poland, and Slovakia—the countries that political scientists Béla Greskovits and Dorothee Bohle identified as “embedded neoliberal systems”—exercised greater caution. Here, borrowing was somewhat curbed, and FDI inflows were used primarily in commerce and industry, not in finance.

Thanks to the buoyancy of their economies, FDI inflows, and transfer payments from Brussels, the new EU member states continued to catch up with the old EU countries (see fig. 7.1a). In the year before the crisis, the GDP (adjusted for purchasing power) of Slovenia and the Czech Republic was almost on a par with the EU average: the former’s economic output reached 91 percent of this in 2008; the latter’s, 81 percent. These two countries even overtook East Germany in 2006, casting a negative light on German transformation. Slovakia followed at a distance in 2008, achieving 73 percent of the average per capita GDP in the European Union; the Baltic states notched up 69 and 59 percent; Hungary, 64, and Poland, 56 percent. Romania and Bulgaria were the laggards, with economic outputs of 47 percent and 44 percent, respectively, but they, too, quickly caught up.2
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Fig. 7.1a.  Catch-up processes of postcommunist countries, 2001–2012. Source: Eurostat, ongoing releases.
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Fig. 7.1b.  Catch-up processes of postcommunist countries with southern European Union countries, 1996–2011. Source: WIIW Report 2012 (Table I/1.5).

The countries in transition were soon hot on the heels of the southern EU countries (see fig. 7.1b). As early as 2002–3, Slovenia achieved the same per capita GDP (adjusted for purchasing power) as Portugal, the poorest old EU member country. The Czech Republic caught up with Portugal and East Germany in 2006, as mentioned above, and Greece in 2011.3 However, the field was leveling for different reasons than before the crisis. Greece, like Berlin in relation to the other cities of East Central Europe (see chapter 6), was meeting upcoming nations—Slovenia and the Czech Republic were the economic trailblazers among the postcommunist countries—on its way down. The readjustment was perhaps unsurprising, considering that the historical kingdom of Bohemia had been as economically advanced as its Western neighbors from the nineteenth century.4 Moreover, the Czech Republic and Slovenia border on old EU countries, making them obvious choices in every respect for Western corporate investments.

Poland’s advance, however, cannot be explained by historical traditions or an ideal geographical situation. Only its westernmost regions, such as Silesia and the area around Poznań, were close to Western markets. Yet this largest and most populous new EU member closed the gap between its GDP and the EU average by 10 percent in the first five years after EU expansion, achieving 61 percent of the EU economic output in 2009 (as opposed to 51 percent in 2004). By 2013, Poland’s GDP had grown to two-thirds the EU average.5 If the economies of the southerly EU countries continue to stagnate or shrink, and the Polish economy continues to grow apace, it is only a matter of time before Poland, too, catches up with the poorer EU member countries, and even closes in on Italy.6 But historians usually refrain from making predictions, and rightly so, because there is always the possibility of political disruptions or other unforeseen problems. More important than statistics are the real prospects for the younger generation. Young Poles who have good qualifications, speak one or two foreign languages, and don’t live in the wrong part of the country (Polska B) have good chances of finding a better-paid job than their contemporaries in Spain and Italy. (See the figures in chapter 8.) On the negative side, the tendency to work with “trash contracts” (śmieciówki)—that is, short-term employment arrangements—even in government, is growing in Poland, too.

The benchmark for prosperity in central Europe is Germany. Until 2004, the River Oder marked a distinct rich-poor divide. It ran along regions of Poland that bore the legacy of defunct agricultural cooperatives: high unemployment and weak infrastructure. But after EU expansion, conditions in Poland began to converge with those in the former GDR. As in the case of the “Polish economic miracle,” this was caused by mistakes made during East Germany’s transformation. The statistics on economic convergence in East and West Germany attest to this. Despite all its economic problems, in the first years after reunification East Germany caught up with the West. But in the mid-nineties, its economy began to lag behind. In 1996, the five new German states (of the former GDR) achieved 62 percent of the West German GDP per capita, and lingered at that level until 2002. In later years, the East German GDP improved somewhat to reach 66 percent of West Germany’s (see fig. 7.1c).

These ostensibly positive statistics leave a bitter aftertaste. They hint that East Germany has little chance of catching up with West Germany in the foreseeable future. Moreover, economic development in the new German states, as in all postcommunist countries, is regionally uneven. While growth centers such as Dresden, Leipzig, and Jena, and Berlin in recent years, are flourishing, rural regions and old industrial centers such as Lusatia have still not recovered from the shock therapy in the early nineties. Neither have the huge transfer payments to the former GDR helped these regions find their feet; they seem to challenge the entire premise of economic reform from above. The far speedier recoveries of the Czech and Slovak Republics and Poland point to the importance of transformation from below, from within society, which was obviously neglected in the former GDR.
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Fig. 7.1c.  New German states against old German states by percentage. Source: OECD Statistics (Regional Accounts TL3).

Wide sections of the Polish population embraced self-employment, and this propelled the country’s boom. According to UN statistics, in 1991 the annual German per capita GDP was the equivalent of $22,321 while the Polish GDP was $2,188—a difference of ten to one.7 By 2009, Poland’s GDP had grown to 50 percent of Germany’s (see fig. 7.2).8 Considering the economic gulf that existed twenty years previously, the Polish glass is more than half full.
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Fig. 7.2.  Poland’s economic catch-up process with Germany, 1995–2011. Source: WIIW Report 2012 (Table I/1.5).

The psychological effect of this economic convergence cannot be overstated. As affluence increases, ever more citizens of the new EU countries can afford to travel abroad, as the statistics on tourism show. Poles travelling to Germany today are not necessarily seasonal workers, cleaners, or bazaar traders, as many were in the early nineties, but increasingly tourists. Especially for the younger generation, the proverbial “return to Europe” is no mere empty phrase. Sharing in European prosperity has retrospectively legitimized the reforms since 1989 and EU accession in 2004.

The global finance, budget, and economic crisis brought the boom to an abrupt end. Double-figure growth rates were replaced by equally dramatic negative growth in 2009. The Baltic states, the staunchest followers of neoliberalism in the region, suffered the worst slump. Latvia had the most dramatic crash with a decrease of 17.7 percent, followed by Lithuania (−14.8) Ukraine (−14.8), Estonia (−14.1), Slovenia (−7.8), the Russian Federation (−7.8), Hungary (−6.8), and Romania (−6.6). Excepting Poland (and to some extent the Czech and Slovak Republics), all the former Eastern Bloc countries experienced deeper recessions than Germany and Austria (see fig. 7.3).9

While the German and Austrian economies soon recovered, even the new EU countries that chalked up high growth rates after the crisis (Estonia was the European frontrunner in 2011 with a GDP increase of 8.3 percent) did not return to 2008’s levels for many years.10 Slovenia and the Czech Republic, the erstwhile trailblazers among the new EU member states, fell into a second, prolonged recession in 2012.

The trend toward convergence has turned. Slovenia is once again as far removed from the average European Union GDP as it was in 2003; the Czech Republic has ceased to catch up. Intra-German convergence has also stopped since 2010 as the new German states take longer to recover from the crisis than old West Germany.11 Only Poland and Slovakia, and recently Romania, have been able to defy the downward trend and propel growth rates beyond those before 2008. But even Poland has not been able to close the gap on Germany and Austria any further since 2010. Not only that, but the national debt of Eastern European countries has risen so sharply that doubts about the sustainability of the economic miracle are beginning to grow, even in Warsaw.

[image: images]

Fig. 7.3.  Recession in the transformation countries 2007–2011. Source: WIIW Report 2012 (Table I/1.6).

Variations of Crises

Why did the crisis hit almost all the new EU member countries and the successor states of the Soviet Union harder than Germany or Austria? Has the time come for a negative appraisal of the transformation and the neoliberal economic model?12 To answer these questions, it will be useful to briefly review the effects of the global crisis of 2008–9. It began, as is well known, on Wall Street in 2007, when the US real-estate bubble burst, and reached an initial climax with Lehman Brothers’ bankruptcy in September 2008. In this first phase it was still a financial or stock market crisis. The shock waves rapidly reached the new EU member countries as Western investors withdrew capital to cover their losses at home. By late 2007, the Baltic countries had been thrust into the aforementioned recessions. (Already in 2008 Estonia had negative growth of 4.2 percent and Latvia of 3.3 percent.13) Hungary, Romania, Ukraine, and all the other countries that depended on foreign capital felt the immediate effects of the crisis. As tax revenues dropped and governments channeled funds into bailout programs for banks, the crash turned into a budget crisis. This second phase hit the postcommunist countries first and especially hard. In 2008 the International Monetary Fund and the European Union extended loans of tens of billions to avert an economic breakdown in the Baltic states, Hungary, and Ukraine, and in Romania in 2009.

In 2010 the shock waves reached the countries of Southern Europe, although except for Spain, these did not have property bubbles. Neither had southern European banks participated in US subprime speculation, unlike German financial institutions. But the Mediterranean EU countries were exceedingly vulnerable to crisis because they were deeply in debt. Meanwhile, the great recession further reduced national tax revenues and increased budget deficits across Europe. Investors withdrew from countries such as Greece and Italy, lacking the confidence that they would ever pay off their debts. The debt problem spiraled into the so-called euro crisis, which, however, did not have a direct impact on most postcommunist countries, since they had retained their national currencies. But they struggled with the problem of foreign currency loans, more on which below.

In a third phase, the budgetary crisis turned into an economic crisis. In 2009, all the old EU countries went through their deepest recessions of the entire postwar period. Some postcommunist countries suffered slumps almost as dramatic as in 1990 or 1991. Indeed, the decline deepened on a West-East scale, with the new EU member countries far harder hit than those in the old European Union, Poland and the often overlooked Albania being the only exceptions. But Germany, too, was badly affected because of its reliance on exports. The entire financial, budget, and economic crisis of 2008–9 approached the dimensions of a great depression—but the political and economic elites were eager to avoid any associations with the crash of 1929. In fact, the GDP of some countries in the world, especially China, was still growing. In a global-historical perspective, then, the familiar eastern European pattern was repeated: the crisis hit those countries worst that had curtailed government intervention, liberalized markets, and given banks free rein to extend loans. Nonetheless, it is too simple to blame neoliberalism. A range of coinciding factors determined the course and duration of the great recession in postcommunist and southern Europe.

As Bohle and Greskovits have shown, the type of Foreign Direct Investments in the years preceding 2008 had a crucial influence on the course and consequences of the crisis. Wherever FDI flowed primarily into the financial and real estate sectors rather than manufacturing, international capital sources dried up or were withdrawn. This occurred in the Baltic states, Romania, Bulgaria, and Croatia. Their balance of payments was poor even before the crisis—that is, they imported and consumed far more goods and services from abroad than they exported. FDI in the Visegrad countries, in contrast, flowed predominantly into industry. They were able to increase their exports and stabilize their balance of payments, and were less dependent on international capital as a consequence.14

Hungary was the exception in this regional pattern. Similarly to the Czech Republic and Poland, its FDI inflow was favorably structured. But its high national debt made it nonetheless dependent on the influx of foreign capital, which stopped abruptly in 2008. In addition, it was the only country in the region to extend loans liberally in foreign currencies. This practice is considered in detail below as an illustration of the pitfalls of the neoliberal order. Slovenia, meanwhile, had its own specific set of problems. Privatization here was financed primarily by manager buyouts and generous loans from Slovenian banks. As in the Czech Republic before 1996, this investment strategy led to an accumulation of bad loans. With the onset of the crisis, the likelihood of their being paid off became utterly illusory. A banking crisis resulted, one with which Slovenia is still grappling. The problems in Russia and Ukraine were slightly different again. Russia suffered primarily from the drop in commodity prices, caused by international stock market speculation. Ukraine’s import-export imbalance had been worsening since 2005. Like the Baltic states, its economic growth was financed on credit.

FDI inflow into Poland, the Czech Republic, and Slovakia was more favorably structured, and the governments here had tried to limit private consumer borrowing even before the crisis. These countries were affected worst by the unprecedented slump in exports and their dependence on the German economy. Germany, in turn, relied on the export markets that were now faltering. But major German banks had also actively gambled away hundreds of billions on the US property and subprime markets. The postcommunist world, where the credit sector was dominated by foreign banks, was largely innocent of this. Few of the new EU member countries had to pass “rescue packages” for banks as Germany and the United Kingdom did. However, this was small comfort in the heat of the crisis, when international investors were withdrawing as much capital as they could or refusing to lend any more to debt-ridden countries.

The only exception in this gloomy scenario was Poland. Although the Polish export market slumped, like the Czech and Slovak markets, Poland managed to compensate for its foreign trade losses by increasing government expenditure, devaluing the national currency (which is not possible in the eurozone), and using its human capital, analyzed in chapter 5. The severe recession in the United Kingdom and Ireland prompted at least three hundred thousand of the two million migrant workers who had left Poland since the nineties to return home with their savings.15 This wave of remigration increased the population of Poland by at least 0.7 percent. The returnees invested their earnings in new livelihoods. In this way, they helped Poland achieve economic growth of 1.6 percent even in the crisis year 2009, compared to −5.1 percent in Germany. In the midst of the crisis, then, Poland caught up economically with the West more rapidly than in all the previous twenty years. At the same time, the individual countries of East Central Europe diverged more than ever.

Expert analyses of the crisis must have sounded like gibberish to the citizens of postcommunist countries. In general, the language of crisis has fallen into two categories. While remaining firmly abstract when referring to the world of finance—consider the key phrase “systemically important” (often paraphrased in the United States as “too big to fail”)—it becomes idiomatic when nations and societies are under discussion. The Baltic states and Greece were said to have “lived beyond their means” and would consequently have to “tighten their belts” (both favorite terms of the German chancellor Angela Merkel), as if it were a matter of losing a few surplus pounds. Staying with the body weight metaphor, the speculative capital that flowed into Europe until 2009 was like a bad diet. The financial equivalent of fast food, it provided instant satisfaction but generated a craving for foreign capital, which left states and economies with the long-term problem of high debts. The private consumers who succumbed to the credit frenzy and incurred debts to buy property or consumer goods are now feeling the effects.

Predatory Lending in Central and Eastern Europe

One of the most difficult legacies of the pre-crisis period has been the many billions of foreign currency loans. Since these loans were highly speculative and given to borrowers with weak financial records, Joseph Stiglitz’s term “predatory lending” seems just as appropriate for Eastern Europe as it is for the United States.16 International banks and their national subsidiaries in the new EU member countries were keen to beef up the amount of lending. They did so by arranging loans for prospective homeowners and private consumers not in their national Eastern European currencies, but in euros, Swiss francs, or other foreign currencies. In this way, the debtors were told, they could take advantage of the lower interest rates in Western countries. But as the Hungarians, Poles, Latvians, or Ukrainians did not earn euros or Swiss francs, they paid off their loans in their respective national currencies. The benefit of low interest, then, was counterbalanced by the risk of currency fluctuation. Overall, foreign currency loans were more attractive for banks than for their clients: on top of the usual fees, the banks earned money on converting the currencies and could also add a substantial markup to the comparatively low interest rates in Switzerland, Germany, or wherever the bank was based.

If they had looked back to 1989–91, the citizens of the former Eastern Bloc might have remembered that exchange rates can fluctuate and even tumble. But since the turn of the century, Poles, Czechs, and Hungarians—and since the mid 2000s, Romanians, Bulgarians (who had experienced triple-figure inflation rates in the late nineties), and even Ukrainians—had known only stable or revaluated national currencies. The dollar, once the under-the-mattress reserve of the Eastern Bloc, was weakened. Between 2000 and 2008, it steadily lost value against the Polish złoty, Czech crown, and Hungarian forint. This state of affairs made foreign currency loans attractive in the first place—unlike in the nineties when the currencies of postcommunist countries were constantly depreciated in order to bolster exports and entice Western investors. At that time, purchasing power had been high in the former Eastern Bloc. Western tourists had been able to dine out for two or three dollars in the Czech and Slovak Republics (one of the reasons why thousands of young Americans went to live there, particularly in Prague). German and Austrian car drivers swarmed across the border to fill their tanks; the Viennese flocked to the coffeehouses of Bratislava, the Berliners to the Polish markets along the River Oder at the German-Polish border. Few local residents, however, could afford to travel abroad or buy Western products. But at least it was possible to get by on a monthly salary the equivalent of just a few hundred dollars.

From the year 2000, the situation reversed. Exchange rates changed in favor of the Eastern European currencies: wages and salaries rose, buoyed by these countries’ continuing high purchasing power, and, crucially, they possessed the asset most treasured by the international stock markets: positive forecasts. EU accession was in the cards; by 2002 the treaties had been concluded, awaiting only ratification, and the postcommunist economies were expected to grow robustly. After accession, the optimism bubbled over into excitement, and some of the new EU members were vaunted as “tiger economies.” The values of their currencies seemed to rise and rise, with only the Hungarian forint weakening for a spell in 2006, presaging the coming crisis. Banks granted ever more loans in foreign currencies,17 running aggressive advertising campaigns to sell their new product. The Hungarian Raiffeisen Bank (a subsidiary of Austria’s Raiffeisen Bank International) produced a particularly attention-grabbing TV commercial. In it, a Hungarian family is being advised about a loan at a bank. The father tries to report how much they earn a month but is repeatedly interrupted by the advisor, who says the amount is unimportant, puts her hands over her ears, and blurts “babababa” to drown him out. Finally, a sonorous, off-screen male voice assures the viewer that the property being purchased on credit is security enough.18 The press occasionally ran cautionary articles, warning of the risks linked to exchange rate fluctuations. But hidden deep in the business sections or supplements, they had about as much impact as the small print in a sales contract.19 The exchange rates and growth figures continued their upward trend; the entire transformation seemed to be a wonderful success story.

In fall 2008, the Eastern European bubble suddenly burst. The crisis, or to be precise, the drying-up and reversion of international capital flows, caused a dramatic drop in the values of Eastern European currencies. Within six months, a euro no longer cost 3.20 Polish złotys, but 4.90; the exchange rate for the Hungarian forint dropped from 1:230 to 1:300.20 These currencies fared even worse against the Swiss franc, which benefited from its reputation as a safe haven as the euro crisis loomed. The value of the Swiss franc rose from around two złotys in summer 2008 to three in winter 2009; from 143 forints to 200 forints. Unfortunately, the majority of foreign currency loans—over 90 percent in Hungary—had been arranged in Swiss francs. In bread-and-butter terms, this meant that a Polish or Hungarian family who had borrowed 100,000 francs to buy a home suddenly faced a debt mountain one-and-a-half times as high as they had bargained for—in this case, 300,000 złotys rather than 200,000, or 200 million forints instead of 140 million (which would have grown to 240–50 million forints by 2011 as the franc continued to rise).

This problem was not confined to the new EU member states. Austrian banks had also offered loans in francs (and Japanese yen) on the domestic market. In 2010 there were an estimated 250,000 foreign currency debtors in Austria, with combined debts worth 35 billion euros,21 or around 140,000 euros per debtor. Hungary and other postcommunist countries had their very own legacies of the neoliberal epoch to shoulder. According to the government in Budapest, around one million Hungarians had taken out loans in foreign currencies before the crisis.22 In Romania and Ukraine, too, loans in foreign currencies had made up over 50 percent of total bank loans.23 But Latvia, where Swedish banks had been particularly active, topped the charts. These countries’ economies suffered the worst slumps, while countries that had attempted to partially regulate lending markets (including Poland and the Czech Republic) were less badly hit. The specific effects of crisis in any given country were not only linked to types of foreign direct investment, as Bohle and Greskovits found, but also to another (closely related) factor—the volume of foreign currency loans allocated.

Ideally, banks would have refused to conduct such predatory lending or at least warned their clients of the currency risks. But there was method behind the madness. Transformation discourse had led to an idolization of private property and inflated demand for it in the postcommunist markets. Banks addressed the demand by borrowing money from their countries’ central banks, or on the international markets, to extend to their clients, adding on substantial markups. The postcommunist countries tend not to be tenants’ markets, as in Germany and Austria, but owner markets. City rents were often higher there than in Berlin or Vienna, and property prices relatively low. One exception was the former GDR, where the major exodus of around two million people to West Germany by 2000 left plenty of accommodation available, even in Berlin for many years.

The revaluation of loans was catastrophic for borrowers, who faced paying higher rates for longer or losing their recently acquired property. The foreign currency loan fiasco had repercussions for Eastern European politics. Hungarian right-wing populist Viktor Orbán curried favor by pledging to tackle the electorate’s unmanageable debts and put the international banks in their place. In September 2011 the Hungarian parliament enacted legislation providing for a sort of compulsory exchange: the foreign currency loans were to be converted into forints at an exchange rate determined by the government if the debtors paid off their loans.24 Around a third managed to do so, logically enough, the better-off borrowers. The banks that stood to lose out were mainly Austrian; they responded with protests and lawsuits, but eventually caved in and wrote off part of the loans. Orbán was to some extent vindicated when the European Systemic Risk Board (EBRD) and the Austrian Financial Market Authority (FMA) expressed serious concerns about the foreign currency loans, with the latter declaring in late 2010 that they were “not suitable to be a mass product.”25 It was too late for the many debtors, who struggled for years to pay off their foreign currency loans. But their fate did not warrant any headlines, unlike the Greek and Italian national debt crises.

The belated attempts to regulate borrowing on a national and European level brought the phase of foreign currency loans for private consumers to an end. This episode illustrates how the boom in the postcommunist economies was fueled and inflated, creating bubbles that eventually burst. Once again, these countries were serving as sites of experimentation, no longer with government reform policies (as in the nineties) but with private investors’ new business models. Riding the second wave of neoliberalism, international banks took advantage of the possibilities created by the deregulation of the international financial markets to devise and exploit a new product, foreign currency loans.

Reregulation took place in different spirits. While Western European governments and banking authorities confined themselves to issuing “recommendations” against foreign currency loans and largely echoed the language of finance, Hungarian prime minister Viktor Orbán, especially, fashioned himself the champion of the ordinary folk and debtors. His ostensibly left-wing policies demonstrate how far the left-to-right political axis has dissolved: his nationalist rhetoric and political courting of the middle classes have more in common with the traditional mode of right-wing parties. By pointing the finger squarely at the foreign banks, he demonstrated an obvious bias; after all, the borrowers had accepted the risks in order to profit from lower interest rates. This shows that neoliberalism did not only cater to the business and finance sectors but, as in the United States, also had a popular dimension.

The neoliberal order was accepted from below, by society. After years of vague promises for the future by reform politicians and communists alike, Eastern Europeans seized the opportunity to fulfill their immediate wishes.

The swing of the pendulum from communism to consumerism changed popular perceptions of time. The focus shifted from working toward a better future for one’s children, or waiting for reform promises to come true, to raising standards of living in the here and now. In broad terms, the younger generation has fewer children (in Poland, around half as many as in the early eighties), is more consumer-oriented, and lives more for the moment. Warsaw’s high-rise landscape offers ample space for billboards. The constant exposure to advertising stimulates desire for things that not everybody can afford, if they are realistic about their income. The statistics on car registrations illustrate this. Many residents of Warsaw bought cars on credit. When the crisis hit in 2009, the number of cars registered in the city fell by over thirty thousand. Evidently cars were quickly offloaded in anticipation of the crisis,26 which in fact did not hit Poland as badly as other countries. Another spontaneous reaction to the crisis (considered below) was labor migration.

Political Reactions: Between Neoliberalism and Authoritarianism

The world of politics, in Eastern as in Western Europe, was initially taken up with responding in the short term to the various challenges of the great recession. In 2008–9, the postcommunist states had their hands full preventing the further decline of their currencies and economies (and, in some cases, national bankruptcy), and restoring the “markets’ confidence.” In a foretaste of things to come in Southern Europe, the IMF and the European Union helped Latvia, Hungary, Romania, and Ukraine with bailout programs. But these were subject to strict conditions, the social and economic consequences of which will be considered below. This neoliberal variant of crisis management was only one of many ways that countries dealt with economic turbulence. Which one they chose depended to a large degree on the course of transformation they had previously taken. Historians and social scientists speak of “path dependencies.” But the deviations from the paths taken before 2008–9 are perhaps the more interesting phenomenon.

Bohle and Greskovits have traced three different transformation outcomes that shaped the crisis in each individual postcommunist country: first, a neoliberal order cushioned by welfare state provisions (“embedded neoliberal regimes”—in the Visegrad countries); second, unambiguously neoliberal regimes (in the Baltic states, Romania and Bulgaria); and third, a neocorporatist model (in Slovenia). The list can be extended by the addition of oligarchic-neoliberal systems (to be observed in the post-Soviet states, in a slightly different form in each). This typology is useful for explaining the different paths of transformation (see also “A Typology of Reform Outcomes” in chapter 4) and the trajectories of crisis in 2008–9. But it does not extend to the western neighbor states of the former Eastern Bloc or the European Union in general. Comparison with Germany, especially, is illuminating as it reveals a number of parallels with the Visegrad countries in terms of crisis development and government responses. Similarly, Slovenia does not stand alone with its neocorporatist order. Austria also has a distinctly corporatist character: membership in the chamber of commerce (Wirtschaftskammer) is more or less compulsory for all enterprises; trade unions and the chamber of labor (Arbeiterkammer) are strong as well, and there is a general tendency to seek political consensus.

Germany, Austria, Poland, and Slovakia tried to cushion the effect of recession on society by increasing government expenditure. The German public spending program raised eyebrows and made headlines worldwide for schemes such as the car-scrapping premium (devised by the German government to encourage car owners to trade in their old models for new). But Poland pursued the most distinctly Keynesian policy. At a time when tax revenue was rapidly dwindling, the Polish government hazarded a budget deficit of over 7 percent to increase public spending. Slovakia left the neoliberal path it had started on ten years previously, abolishing the flat tax in 2012. The Czech Republic wavered between austerity measures and active crisis management, and fell back into recession in 2012. Logically enough, only relatively affluent countries with comparatively low debts could afford to introduce Keynesian countermeasures. Slovenia, with its neocorporatist model of government, responded to the crisis with no more effective measures than desperate attempts to shrug off international assistance and to overcome the banking crisis alone.

Alternatively, countries embraced neoliberalism even closer. The Baltic states, Romania, and Bulgaria resorted to drastic austerity measures to deal with the crisis. These involved slashing the salaries of government employees and their—already low—expenditure on basic social services. In this way, they passed along the cost of the crisis to the general public. But Romania and Latvia, certainly, had no other choice. Like Poland in 1989–90, they depended on Western loans, for which they had to fulfill the IMF’s strict criteria. As a result of the austerity measures, unemployment soared (in Latvia, for instance, it more than tripled between 2007 and 2010 from 6.0 to 18.7 percent), masses were plunged into poverty, and many moved away, depleting the population. Latvia lost almost two hundred thousand inhabitants between 2009 and 2011, or 9 percent of its population;27 Lithuania lost three hundred thousand; Romania, 2.4 million.28 Population shrinkage is not attributable solely to migration. It can also be caused by rising mortality rates and other factors; the incidence of illness and suicide rose dramatically in the wake of the crisis. But at least two-thirds of those who disappeared from the population statistics were migrants. The crisis compounded the downward demographic trend that had begun in the nineties. Latvia has lost six hundred thousand of its previous 2.6 million inhabitants since independence; Romania, 4.2 million of 23.2 million. An analogous development can be observed in the Republic of Ireland, which also responded to the crisis with a draconian austerity program. Its rate of migration has tripled since 2004 to between 80,000 and 90,000 migrants annually. Unlike in Romania and Latvia, however, its population losses were to some extent compensated by immigration (partly from Romania).29

Shrinking populations find it harder to achieve even nominal economic growth. This in turn has repercussions on forecasts, stock markets, capital flows, and investments. Thousands of places have become ghost towns, with a few hundred residents where once a few thousand lived. The decline in populations is a longer-term process that cannot be attributed to one single factor or economic policy. Nonetheless, the sudden rise in migration in the years 2009–11 in precisely those countries that had pursued neoliberal policies before and after the crisis points to a direct link with the economic and social recipes prescribed by the IMF and the European Union.

A third mode of response to the crisis was basically muddling through without a clear concept. This applies to Ukraine, which was “rescued” from national bankruptcy with an IMF emergency program in 2009. This, like others, was motivated in part by the Fund’s need to prevent losses for the Western banks and financial institutions that had invested large sums in the country; the combined western FDI in Ukraine amounted to over 36 billion euros in 2009, the bulk of which would have been lost if Ukraine had declared state bankruptcy.30 As controversial as the rescue package was, it gave Ukraine a chance to weather the crisis. However, Ukrainian president Viktor Yushchenko’s successor Viktor Yanukovych redirected the international aid into the pockets of his family members and allied oligarchs. Consequently, Ukraine’s economic demise continued and the huge gulf between rich and poor widened. This was the deeper-rooted reason for the revolution against Ukraine’s kleptocratic regime in winter 2013–14.

A fourth mode of response was making a rhetorical repudiation of the West while still trying to implement key elements of the neoliberal order. Russian president Vladimir Putin has taken this line since the start of his second term in office. In 2006 Putin set about ousting international corporations from Russia, including Shell and other Western energy groups. By revoking drilling licenses, bringing charges of pollution, and finally setting his tax police on them, he harassed the companies into selling their shares in Russian companies.31 In one high-profile case, the American chairperson of a joint venture of BP and the Russian oil company TNK was subjected to summonses, police questioning, and home raids until he eventually escaped abroad in fear for his safety. (TNK “took over” BP’s shares some years later.) The Russian government’s ruthless conduct was a symptom of its determination to regain control of the key sector in the economy—gas and oil production. The Kremlin had begun silencing politically critical oligarchs in 2003. Putin also railed against the West in the international arena. At the Munich Security Conference in 2007, he gave an inflammatory speech challenging the hegemony and universality of Western values.32 But Russia persisted in its efforts to join the World Trade Organization (succeeding in 2012), and welcomed Western investors into other sectors of the economy and the Moscow stock exchange.

The weakness of the state-capitalist system that Putin established lies in the primacy of government. Political scientist Neill Robinson has labeled it “political capitalism.”33 To do business in Russia, it is essential to have access to policymakers. This access is based on personal ties; it is not regulated or transparent. Opaque business connections are the tools of corruption, and making payments to elicit favors one of the methods. If the very system breeds corruption, it cannot be eliminated by raising state officials’ salaries, which helped to significantly reduce corruption in the new EU states, or threatening them with draconian punishments.

Another problem endemic to state capitalism is a large rich-poor divide. Authoritarian systems are not answerable to the public in the same way as are democratic systems. To some extent, feedback from the public caused the countries in East Central Europe to moderate their neoliberal reform policies and devote more attention to achieving social equality. In contrast, authoritarian regimes can more easily ignore discontent among the population, because they do not depend on popular voting. Nevertheless, Vladimir Putin has increasingly pursued a populist line and tried to raise the standard of living of the Russian middle class. The communist regime in China has acted similarly. In this way, they have made state capitalism more globally competitive, at least against a West that is whittling away its social security systems. Thanks to high returns from its natural resource exports, Russia had the means to spend generously on active social policies until the conflict over Ukraine erupted and the West imposed sanctions.

At the moment it seems that aggressive nationalism and military intervention against Russia’s neighbors is succeeding in raising Putin’s popularity. China is also pursuing a policy of expansion in the South China Sea. From a historical viewpoint, aggressive foreign policy is nothing new for authoritarian regimes. It repeats a pattern known from the nineteenth century and the age of imperialism.

In parallel with attacking the West, Putin has sought to build an alliance to rival the European Union. In 2010–11, Russia founded the Eurasian Customs Union together with Belarus and Kazakhstan; in May 2014 the Eurasian Economic Union was formed. From a Russian viewpoint, the Union is not complete without Ukraine as a member. Russia would certainly gain from closer economic links with its southwestern neighbor. But the Ukrainian oligarchs do not intend to bow to Putin’s political primacy. And the Ukrainian public does not wish to be dominated by its neoimperialist neighbor, especially as Putin supported ousted president Viktor Yanukovych. The basic problem of Russian (and Chinese) state capitalism is that in contrast to the European Union it relies on the hegemony of one state. Nevertheless, the combination of capitalism and authoritarianism certainly has some appeal. Belarus and Kazakhstan voluntarily joined the Eurasian group because, unlike the EU, it is not concerned with their observance of human rights, and perhaps allows greater autonomy than Brussels would. Under Russia’s umbrella, these countries can also avoid the economic regulation pursued by the European Union. International investors have returned to the Moscow stock exchange, notwithstanding governmental abuses of power like those in 2006 or the aggression in Ukraine. They may not be able to take over Russian corporations or exert much influence on Russian management, but they can expect high returns.

Since the great recession of 2008–9, the state capitalist system has also proven capable of an effective foreign trade policy. Recently, Russia concluded several business agreements with Hungary, including a treaty on the supply and construction of two new reactor blocks for the nuclear power station in Paks. Hungary will finance the plant, projected to cost around ten billion euros, through a loan from Russia, to be repaid over thirty years. The deal is a sign of the encroaching influence of Russian state capitalism on some eastern EU countries. It was a defeat for Western corporations such as Areva (France) and Westinghouse, which were outbid by the Russian Atomic Energy Agency Corporation (RosAtom). This is not a regular company, but a government authority controlling various companies, including a nuclear power plant construction firm.34

On a personal level, Putin no doubt found a sympathetic partner in Hungarian premier Orbán, with whom he shares a similar temperament and outlook. Both have displayed authoritarian tendencies—Orbán is sometimes nicknamed “little Putin”—and both favor the use of emotionally charged rhetoric, often referring to the greatness and suffering of their nations. Hungary lost two-thirds of its national territory under the Treaty of Trianon in 1920. Putin regards the disintegration of the Soviet Union as Russia’s Trianon. Both politicians cultivate virile, masculine public images. But there the similarities end. As a member of NATO and the European Union, Hungary cannot attack a neighbor as Russia did Ukraine. Bound by the EU treaties, Orbán has less political latitude than Putin. Nonetheless, Hungary has undergone a remarkable transformation from model reform country—the Bokros package of 1995, the pension reforms of 1998, the complete opening of the economy and several other measures ticked all the IMF’s boxes—to deviant. In response to the crisis of 2008–9 and the huge deficit in the national budget, Viktor Orbán has slackened the neoliberal order. He has nationalized the second-pillar compulsory private pension fund established in the late nineties. Ironically, he had introduced the scheme himself during his first premiership (1998–2002). By the time it was nationalized in 2010, Hungarian employees had invested the equivalent of over ten billion euros, which was then redirected into the national budget.

Ostensibly in order to consolidate the budget, Orbán introduced a number of special taxes on banks, energy companies, telecommunications groups, and international supermarket chains.35 Using nationalist rhetoric, he accused foreign corporations of profiteering at Hungary’s expense and causing many of the country’s ills. Similarly, the aforementioned sanctions against the international banks that had provided foreign currency loans were both populist and popular. They were followed by laws against international service companies, landowners, and leaseholders. While EU regulations prevented the Hungarian government from legally exempting native companies or citizens, the laws were implemented in such a way that in practice they mostly were.

Hungary’s economic nationalism is an indication that the Orbán government is not concerned merely with consolidating the budget but, like Russia, with reducing foreign involvement in the economy and renationalizing domestic profits. But Hungary cannot afford to go as far as harassing international investors. It has made several fiscal compromises, either at the European Union’s insistence or in order to avoid completely alienating foreign banks. A flat tax rate of 16 percent was introduced in 2011 with an eye to satisfying international investors, echoing the policy of many postcommunist countries after the turn of the millennium. It remains to be seen whether this contradictory economic policy is viable in the long term—most economists doubt it.36

For some time, however, Hungary has been improving its trade and current account balances; the economy is growing again. As labor costs in China and other Asian countries rise, countries like Hungary may regain their appeal as production sites for European companies. Yet despite levying so many special taxes, the Hungarian government is still in deficit. Crucially, Orbán has neglected perhaps the most important resource in the neoliberal order—investors’ confidence and positive forecasts. The younger generation, meanwhile, are voting with their feet. Since the outbreak of the crisis, some two hundred thousand young people have left the country to work abroad.37 Many of them are well-educated former residents of Budapest, who oppose Viktor Orbán’s policies. His combination of nationalism and populism is anathema to young, cosmopolitan Hungarians. However, the voters gave Orbán a comfortable majority in the parliamentary and European elections of 2014. In this way they rewarded him for his clever harnessing of popular discontent with the neoliberal order and its acute side effects.38 Recent developments in Poland after the election victory of the national conservative party PiS (Law and Justice Party) point in the same direction. The working poor, young people with trash contracts, and Polska B in particular voted for PiS, which has pledged to create a “fourth republic” of Poland (as distinct from the third republic created in 1989). These political reactions are probably the most dangerous legacy of the neoliberal transformation, and might cause further damage to the already weakened European Union.
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Southern Europe

The New East?

Crisis Commonalities between Southern and Eastern Europe

The crisis of 2008–9 marked a watershed for the southern EU countries, perhaps even more so than for Eastern Europe. Evaluating the recent upheavals in European history is no easy task for the contemporary historian, as many problems, such as the euro crisis, remain unresolved; they are uncompleted processes that elude appraisal. Looking ahead (which is not the historian’s specialty), it is hard to predict whether the southern EU countries will manage to permanently exit from the crisis or whether they will slide ever further behind the rest of Europe.

This chapter will compare the two macrounits of Eastern Europe and Southern Europe as well as the individual countries and societies within them. Special attention will be paid to Italy and Poland, since they are economically the most important countries in both larger regions. (Greece received far more coverage in the international media due to its destructive potential for the euro but, with its horrendous national debt, structural problems, weak industry, and low tax revenue, it is an exceptional case.) Maintaining the focus on social history, the chapter will consider the crisis and attempts to overcome it “from below.” One central argument proposed is that, while the older generation and pensioners bore the brunt of the neoliberal reform programs launched in Eastern Europe in 1989, the crisis in Southern Europe has been dealt with at the expense of the younger generations. This thesis sets the two time frames of the analysis: on the one hand, it will make a diachronic comparison of the period after 1989 and the period after 2008–9; on the other, it will compare contemporaneous reactions in various countries and societies to the recent crisis.

The focus on Italy also has practical reasons. (The other southern EU countries are considered mainly in comparative contexts.) As a historian, it is a boon to be able to read key sources in the original language. During a three-year stint at the European University Institute in Florence (a think tank and the only EU university) in 2007–10, I witnessed the outbreak of the financial, budget, and economic crisis firsthand and gained initial impressions of the deeper political and social causes.

In 2007, when almost all seemed to be well in Southern Europe, Italy was ruled by the former president of the European Commission, Romano Prodi, a social-democratic political realist. Since Prodi’s arrival in office, Italy’s national debt had been reduced and unemployment brought down lower than in Germany and most of the new EU countries. Italy’s only major concern was slow economic growth—it had the lowest rate in Europe. Prices were remarkably high; filling a shopping cart at the supermarket cost around a fifth more than in Germany. Rent, telephone costs—in short, everyday life—was more expensive. Labor, on the other hand, was far cheaper. My wife and I advertised for a babysitter and were inundated with replies—from undergraduate and postgraduate students, even qualified educators, and many other working people who wanted or needed to supplement their incomes. We became acquainted with other downsides of life in Italy: sprawling suburbs of crumbling apartment blocks; the ubiquitous stifling traffic, squeezed onto congested roads; and the disturbing contrast of private wealth displayed alongside decaying schools and nurseries.

A year later, la crisi struck. Initially, Italy’s economic slump was similar to Germany’s, but in contrast to the Federal Republic, it precipitated a change of government. Silvio Berlusconi resumed power, less on account of his—rapidly dwindling—charisma than the decline of the Left in Italy and the lack of political alternatives. From the start of his third term in office, Berlusconi put more effort into evading prosecution for tax evasion and corruption than actively combating the crisis. In any case, with its high national debt, Italy did not have the means to launch a spending program like Germany’s. But this did not prevent the country from paying into the European Union’s joint emergency fund to come to Greece’s aid. In 2010, the Italian government introduced its first austerity program in a bid to contain the euro crisis. The stability law (legge di stabilità) led to major cuts in education. Universities and schools were forced to slash four billion euros, or 8 percent of their total budget.1 In spite of these cuts, concern over Italy’s national debt, which already amounted to more than 100 percent of its GDP, sent the interest rates on government bonds soaring, and necessitated one austerity package after the next to deal with the additional costs. To make matters worse, the government could no longer pay its bills: its outstanding commercial debt rose to almost one hundred billion euros (in addition to the country’s two-trillion-euro national debt) and caused an unprecedented wave of bankruptcies.2

La crisi gnawed at the Italian economy for over five years. Industrial production dropped by almost 25 percent; Italy experienced the longest recession since the Second World War. Though more protracted, Italy’s decline was almost as dramatic as Poland’s in 1990 or Czechoslovakia’s in 1991, following the collapse of communism.3 After 2008–9, Italy’s per capita GDP fell by about 10 percent to the level it had been in the mid-nineties.

The central question this chapter asks is: Are the southern countries of the European Union taking the place of the East? Both these EU peripheries were especially badly hit by the crisis of 2008–9 and its aftereffects (with the aforementioned exception of Poland). The new EU member states were particularly vulnerable to the global financial crisis whereas the southern EU states struggled with the budget and euro crises. Despite these differences, the recession has in many respects had similar consequences: unemployment and poverty have increased, social inequality and other economic and social problems have dramatically worsened.

In view of these parallels, the chapter will begin by taking stock. It will compare durations and extents of the recession in the various regions and countries in question. Second, it will explore the political and social responses to the crisis, especially labor migration. A third topic of comparison will be international (stereotypical) perceptions of Eastern and Southern Europe. Without wishing to consolidate stereotypes, I cannot deny my personal impressions of the satellite towns surrounding Rome, Naples, Palermo, and Cagliari. Compared to the high-rise suburbs there, the prefabricated residential estates in the poorest regions of Poland seem cheerful and neat. The Mediterranean light dispels the gray, but illuminates a stark and disturbing contrast with the chic, affluent middle-class districts that exist in all the above cities (but not in those of eastern Poland, such as Białystok or Rzeszow).

Comparisons usually aim to identify differences and similarities, and to formulate generalizing and individualizing hypotheses. Below, I will endeavor to take comparison a step further by asking: Is there a connection between the economic development in the new EU countries and the situation in the crisis-torn countries of the EU’s south? It is still too early to support this thesis with the findings of scholarly research into recent economic history.4 Nevertheless, a number of indicators point to a connection between the economic gulf separating Germany and Southern Europe and the proliferation of economic interrelations within the expanded EU, and specifically between Germany and East Central Europe. This spread of economic ties is evidence of a process of “small-scale globalization.”

Although almost all the new EU countries were plunged into a deeper recession than the fifteen original members, they recovered faster. Foreign investments soon began to flow again, albeit not as abundantly as before 2007—expectations had been revised from overoptimistic to more realistic. As figure 8.1 shows, from 2010, the countries of East Central Europe achieved higher growth rates than Italy and Greece. With labor costs and taxes still low, their prospects for further economic recovery are good. But their neoliberal orientation comes at a high social cost, and causes other difficulties for the erstwhile reform front-runners. In Slovenia and the Czech Republic, for instance, rising prices and salaries have necessitated a different economic strategy than in the nineties. These countries are caught in the “middle income trap”; it took them many years to overcome the crisis. Slovenia also struggled with a homemade banking crisis. But it managed to recover without a eurozone rescue package and the social cuts this would have entailed.
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Fig. 8.1.  Economic growth in Southern and East Central European EU states 2007–2013. Source: Eurostat Regionalstatistik (Tabelle tsdec100).

The southern EU states have no such prospects of recovery. Greece has been in unparalleled economic distress since 2010. Its per capita GDP has fallen by over 30 percent in that time. The Greek crisis has proven far lengthier and more severe than the economic slump experienced by the Eastern European countries in the early nineties (see fig. 8.2). The recession in Italy has also lasted longer than that in Poland or the Czech Republic after 1989.

The decline in economic performance has further compounded the debt crisis. Italy’s national debt rose to 134 percent of GDP in 2014, from 105 percent in 2005. Even Hungary, the most heavily indebted new EU member country, is sitting comparatively pretty with a debt-to-GDP ratio of 78 percent.5 It remains to be seen if Italy can escape this trap. In purely mathematical terms, it can succeed if the economy grows robustly and tax revenues increase. But exactly the reverse has been the case since the crisis of 2008–9: The austerity policy has slowed domestic demand—an inevitable state of affairs where the state accounts for over 50 percent of the GDP. While Germany and Austria have stabilized their economies by increasing exports, Italy has so far been beaten by the strong international—particularly German—competition.
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Fig. 8.2.  Crisis trajectories: East Central Europe after 1990 and Greece/Italy after 2008. Source: WIIW Report 2012 (Table I/1.5); Eurostat, ongoing releases.

Even before the crisis, Italy had been overtaken by Germany in a number of respects. It had failed to forge as many economic links and secure as many cost advantages in the new EU countries as German companies such as Volkswagen and Bosch. Back in the early nineties, Italian industry was a major investor in Eastern Europe. One example is Fiat in Poland; Italian banks and insurance companies such as Unicredit and Generali also expanded into the region. Small enterprises had ventured into Eastern Europe even earlier. One of the first private restaurants to open in Kraków was an Italian trattoria in 1991. The improvement in the quality of restaurants, cafés, and bakeries is one of the most remarkable achievements of transformation in all of Eastern Europe. Italian boutiques also flourished.

However, Italy’s dynamic appearance on the “emerging markets” soon lost momentum. This is illustrated by statistics on the inflow of foreign direct investments. Italy usually ranks fourth or fifth among foreign countries investing in Eastern European states and the former Soviet Union (except in Poland), often behind its much smaller neighbor Austria. In some national statistics, Italy is not listed as an investor at all.6 That does not imply that the Italian economy missed the boat on Eastern Europe. Italy is a leading investor in the Adriatic states of Albania, Montenegro, and Croatia (in Albania, after Greece; in Montenegro, after Russia). But these countries have profited least from the European boom of the last twenty-five years, and are small markets. In a sense, then, Italy’s FDI flowed in the wrong direction. In total, between 70 and 90 percent of the FDI in the new EU countries came from the old member states of the European Union;7 further proof of the process of “small-scale globalization.”

Compared to Germany, the Italian (or French, for that matter) industries active in the rising economies of Eastern Europe have the distinct disadvantage of longer transport distances. While Volkswagen’s Polish production sites are virtually on the company’s doorstep, the distance between Tychy in southern Poland (the site of the largest and most modern Fiat plant) and the parent plant in Turin is considerable.

Initially, however, Germany’s geographical proximity to Eastern Europe caused some difficulties. To take another example from the automobile industry, the new factories built by Volkswagen and its suppliers in Poland, the Czech Republic, Slovakia, and Hungary, cost at least one hundred thousand jobs at German production sites.8 But in the long term, not only companies like Volkswagen but the entire German economy profited from industry’s expansion into Eastern Europe. By taking advantage of cheaper manufacturing, turnovers were increased and profits swelled. This structural change took place at a time when economies worldwide were buoyant. Apart from the dip after 2001, the world economy boomed in the fifteen years between 1992 and 2007, bolstering the export-oriented German economy along with it. Since 2008, the global economy has not been robust enough to moderate the crisis in Italy in the same way—by compensating the lack of internal with greater external demand.

Moreover, Italy’s industry centers on products that require little technological expertise to manufacture, such as textiles, shoes, and furniture. These can be more cheaply produced in Eastern or Southeastern Europe, or even more so in Asia. Intra-European and global competition has also placed considerable pressure on the other southern EU member countries. Portugal lost much of its textile production to Romania and Bulgaria even before the European Union expanded eastward.9 This trend accelerated after the introduction of the euro, which pushed unit labor costs upward in Portugal and the other southern countries.

German trade unions confronted the cost problem head-on. Unemployment was relatively high in Germany around the turn of the millennium, and German workers were informed by their staff committees of how much less their Polish, Czech, or Hungarian colleagues earned. Consequently, they approached the employers’ associations with the offer of dropping pay raise demands in exchange for job guarantees. In this way, a “social pact” was concluded, based on the kind of “old” corporatist structures that were widely condemned in the neoliberal epoch, and which made German industry more competitive than southern European or French industry. This can be regarded as a further example of cotransformation.

Another factor affecting location decisions is the educational background of the local population. In this respect, too, the southern European states have fallen behind. In the Program for International Student Assessment scheme of ranking national education systems, Italy is a clear laggard.10 (The launch of PISA in 2000 created a new international market, where confidence in the—not necessarily market-oriented—education systems was influenced not least by when and how the participating countries adjusted to the competition. For this and other reasons, PISA warrants some healthy skepticism.) Moreover, Italy is dragging its feet in the digital revolution. In terms of internet expansion, it ranks third lowest in Europe, just ahead of Romania and Bulgaria.11

Italy’s regression to a “low-tech” country (though this only really applies to the south; the northern Lombardy and Piedmont regions are economically advanced) is all the more striking in contrast with its position in the eighties. Italy was the fifth-strongest Western industrial economy, ranking only behind the United States, Japan, West Germany, and France. It was a strong contender on the electronics and computer market. The Piedmont-based typewriter manufacturer Olivetti produced several successful personal computers and—even more sensationally—a laptop as early as 1982–83. Olivetti held the second-highest market share, after IBM, in Europe.12 (Some PCs were still made in Germany at the time, too.) In 1997, however, the company finally caved in to the fierce competition from the United States and Asia and discontinued its personal computer line. Olivetti’s retreat from the computer market was, then, caused by the pressure of global competition rather than developments in Eastern Europe. Meanwhile, in other fields, such as vehicle construction, Italy struggled to keep pace with Germany and other parts of Europe.

As the economic gulf between Germany and Italy widens, the more the latter becomes a contender of the new EU member states. Labor costs in these countries are hard to beat, especially in Romania and Bulgaria. Devaluing the national currency to increase competitiveness is no longer an option for Italy since it adopted the euro. While the crisis-torn countries of Southern Europe are bound by the euro to Germany’s financial and economic policies, the new EU states have become the extended workbench of German industry, enabling it to produce at low costs. This constellation has helped Germany to acquire a perhaps overwhelming level of economic power in Europe.

The euro crisis further compounded the economic imbalance. International investors turned away from Italy and its ailing public finances. At the height of the crisis in fall 2011, the interest rate spread between Italian and German government bonds, known in Italian as lo spread, rose to 5.74 percent.13 Even at around 1 percent (the level at the time of writing in early 2015), for every billion-euro debt, Italy has to pay almost one hundred billion euros more in interest over a ten-year period than Germany. It is only thanks to the European Central Bank’s decisive action that the interest rate spread was realigned to this level: the ECB first declared it would defend the euro at all costs, then directly intervened in “the market” by buying government bonds. Whether one regards the ECB’s work as admirable or questionable, it is confined to the field of monetary policy and cannot stand in for a comprehensive European economic policy. Alone, Italy and the other Southern European EU states do not have the means to support their economies and halt the downward spiral of recent years. The more prosperous countries Germany, Poland, Slovakia, and, to some extent, the Czech Republic, have taken precisely this Keynesian course since 2009.

Though widely regarded by the Italian public as the spawn of neoliberalism, recent austerity programs differ from the reform programs of the nineties.14 “Austerity” was only one of ten points on the Washington Consensus. Following neoliberal logic, it is just the start and should be followed by further reforms. Mario Monti’s governo tecnico tried to introduce a number of deregulation, liberalization, and privatization projects but had to abandon them halfway. Italy and the other southern European EU countries cannot, then, be grouped together with the Baltic states as examples of continued neoliberalism. Italy’s nonelected government of experts only went so far as to avert national bankruptcy and stabilize the budgetary situation.

Italy’s total debt is considerably higher than that of the new EU countries, and has forced the government to repeatedly raise taxation levels. This in turn depresses demand and therefore growth. On paper, the realignment of the interest rate spread on government bonds makes Italy’s capacity to service its national debt and overcome the worst economic crisis since 1945 more credible. But on the streets, many young unemployed seem to have given up all hope of finding a job. Unemployment among the young has risen to over 40 percent.15 In 2014, 20 percent of fifteen-to-twenty-four-year-olds (some 1.3 million people) neither had a job nor attended school or college. They are the so-called NEET, “not engaged in education, employment, or training.” While the younger generation has tremendous difficulties breaking into the employment market, more men and women over age fifty-five are employed in Italy than ever before. Since the outbreak of the crisis, employment in this age bracket has risen from 33 percent to over 40 percent.16 No doubt propelled by sheer necessity, this trend compounds the asymmetry between young and old.

Italy’s generational imbalance cannot be blamed on the neoliberal order. It has arisen from patriarchal structures in Italian society and, more concretely, the country’s protection regulations for permanent staff. In 2015, Matteo Renzi’s government at last relaxed Italy’s employment protection amid fierce protests. It is cheaper and easier to fire a young employee, or decline to extend a short-term contract, than to lay off an older member of staff and have to pay a compensation settlement, or to answer to an industrial tribunal. This generational imbalance marks another difference from the Eastern European situation in the early nineties: in the latter region, workers over age forty and pensioners were the worst affected by mass unemployment and social security cuts.

The regional gap in Italy has also widened—in this case, similarly to Poland, Hungary, Slovakia, and the Baltic states in the nineties. In the period 2008–10 alone, Italian industries cut 532,000 jobs. This trend has continued to the present.17 Over half these jobs were cut in southern Italy. Relative to the total number of people in employment, job losses in the Mezzogiorno were twice as high as in the north of Italy. More than that, the state has all but abandoned its regional policy to deal with the acute budget crisis. The tens of billions that Silvio Berlusconi pumped into the Italian structural fund for the South (Fondo per le aree sottoutilizzate, or FAS) since 2003, hoping to win voters in southern Italy, was largely consumed by immediate crisis management.

With fewer transfer payments arriving from Rome, the municipalities responsible for social expenditure are in turn forced to reduce their outgoings. In 2011–12, welfare benefits in southern Italy were 35 percent lower than in northern Italy.18 Social expenditure in the Mezzogiorno is about the same as in Poland, and not too far removed from the neoliberal regimes in Romania and Latvia. In theory, the government in Rome could alleviate the problem by increasing transfers to the South. But the fact that its extensive regional aid of the postwar period came to nothing is no incentive to launch a new spending program.19 The economy of southern Italy was in decline even before the crisis; long-term growth in the region had been around 0.5 percent lower than the Italian average since the mid-nineties. Southern Italy achieved a per capita GDP of around 79 percent of the EU average in 1995, falling to around 69 percent by 2007. (Overall, Italy’s purchasing-power adjusted, per capita GDP was 104 percent of the EU average prior to the crisis.) By 2012, the Mezzogiorno had a smaller purchasing-power adjusted GDP than Poland.20 In view of these figures, the south of Italy has indeed shifted toward the East, insofar as this region can be regarded as an integral unit.

Escape Route: Mass Migration

In 2015, European public debate was dominated by the Syrian refugee crisis and migration from the Middle East. A couple of years previously, labor migration had been a common reaction to the economic crisis in Eastern Europe. Masses left their homes in search of employment abroad. In a national perspective, this mitigated the impact of the economic downturn. Without mass migration, unemployment and social tensions would have taken on far more daunting dimensions. Relative to the total population, Romania, Latvia, and Lithuania had by far the highest rates of migration. Since these three countries further reduced their rudimentary welfare systems after 2009, the connection between welfare provisions and migration seems clear. By contrast, fewer citizens left Hungary and Slovenia, countries with much higher welfare expenditure, for Western Europe, although the impact of the crisis was felt there, too.

Labor migration took place via contacts and networks that had existed before the crisis. But there was no long-established migration system analogous to the transatlantic emigration of Germans, Scandinavians, or Eastern European Jews in the nineteenth century. For political reasons, it was almost impossible to leave the Baltic states or Romania for the West before 1989. (Only members of the German minority were permitted to move to West Germany, and this on payment of a fee, not unlike a ransom.) East-West mobility from these countries and the entire eastern half of the continent is evidently a result of the neoliberal order. The first to migrate en masse were East Germans moving to West German states. They were followed beginning in the mid-nineties by around two million Poles heading west. Since the crisis of 2008–9, Romanians, Latvians, and Lithuanians have made up the largest groups of intra-European labor migrants.

In broad terms, these developments were the result of postcommunist societies gradually acquiring the human capital to be able to deal with economic crises without relying on the welfare state. In a sense, these populations have been conditioned by neoliberalism to be mobile and flexible, two key values of this ideology. Those who stay at home often try to survive in the traditional manner of subsistence farming—that is, with a few cows, a large vegetable garden, and occasional jobs.

In comparison to the new EU states, the Mediterranean societies of Europe are far less mobile. Today, the waves of guest workers arriving in Germany from these countries in the 1950s and ’60s are a distant memory. Spain and Italy have themselves become major immigration destinations since the nineties. Unlike Latvia or Romania, they had not experienced a phase of mass migration before the crisis. Social and cultural norms also play a role. With greater affluence than the new EU states and better welfare provisions, Mediterranean countries provide relatively stable security nets. Spanish and Italian families have tried to additionally cushion the effects of the crisis by, for instance, letting their unemployed offspring live at home. Before the crisis, it was common for young people to find their first job in their parents’ business or through family ties. Personal networks, then, take precedence over spatial mobility. Moreover child daycare is expensive and hard to find (at least in comparison with Germany, the Netherlands, or Scandinavia), and the state does not provide child allowance independent of income. These factors additionally increase young people’s reliance on family networks, confirming dependencies that conflict with neoliberal principles.

The labor migrants from the new EU states, in contrast, act in accordance with the neoliberal system. This offers little security, but encourages and rewards mobility across the European Union with far higher wages in Western Europe. By deciding to migrate for work, the citizens of the new EU countries are making “rational choices”—another key term in the practice of and philosophy behind neoliberalism—and placing pragmatism over emotional ties. The majority would stay at home if wages there were higher and job prospects better. Surveys have shown that financial considerations are the main motivation for migrating, with most interviewees expressing the intention to return home after a few years. However, this emotional bond has a best-before date: if migrants start to feel they are better off abroad, they revise their plans to return.21

Mental Maps of Europe

Public perception of Southern and Eastern Europe is a field in which many interesting differences and commonalities can once again be observed. In the postwar period, negative views of Mediterranean societies and cultures faded away north of the Alps.22 The once-widespread derogatory stereotypes of Southern Europe had emerged around the same time as those of Eastern Europe. They were rooted in eighteenth-century, occidentalist, Enlightenment-based ideas of progress. Neoliberalism, with its orientation toward a specific model of historical development—in this case, liberal democracy combined with market economy—is also rooted in this tradition. In the light of their firm belief in progress, Enlightenment thinkers in the West began to reflect on the state of modernity, and contrast it against the supposed backwardness of some countries or wider regions of Europe. However, negative perceptions of Southern Europe have always been counterbalanced by Romantic admiration, as Goethe’s Italian Journey or William Turner’s paintings of Italy illustrate.

After the Second World War, views of Southern and Eastern Europe began to diverge. As Larry Wolff wrote in his important book Inventing Eastern Europe more than twenty years ago,23 the West’s existing negative stereotypes of Eastern Europe were reinforced during the Cold War era. The Soviet Union and the Eastern Bloc were perceived as threats. As a consequence, Russia’s place in Europe and (the homemade construct of) Western civilization was called into question. Even countries like Czechoslovakia were seen to fall within Eastern Europe (and therefore the subdiscipline of Eastern European history), although historically the Kingdom of Bohemia had far more in common with Austria or Germany than with Russia. Of course, prejudices against Eastern Europeans did not disappear when the Eastern Bloc crumbled. On the contrary, they were initially reinforced, as the rash of Polish jokes in circulation in Germany indicated.

Southern European countries were more positively perceived in the West because they were on the right side of the Iron Curtain. Pre–Cold War prejudices against the region were no longer mobilized by other Western countries. In 1955, West Germany concluded its first recruitment agreement with Italy, inviting migrant labor. Agreements followed with Spain, Greece, Turkey, and even one socialist country, Yugoslavia. Labor migration, along with the burgeoning tourist industry, facilitated intersocial encounters. Initially, this spawned new conflicts and prejudices (as the pioneer generation of Italian guest workers experienced to their dismay), but eventually, the various Western European nations grew accustomed to each other. The process was aided by gradual economic convergence: Spain, Portugal, and Greece became more affluent after the European Community’s expansion southward, like the countries of Eastern Europe in later years.

Since the crisis, this divergence has ended. The gulf between the South and the North (now including parts of the former East) of the “old” European Union has reemerged. Today “the South” is once again widely regarded as backward, poor, or reform-averse. The latter is an especially damning verdict in a neoliberal perspective. The pejorative acronym “PIIGS” was invented for the economically depressed Mediterranean EU countries. (The second “I” stood for Ireland, and was removed when that nation left the euro rescue plan.) In 2010, international investors and rating agencies employed PIGS to refer to Portugal, Italy, Greece, and Spain. Intentionally evoking disconcerting associations with the animal world, the acronym groups “the South” together as one large area, like the Eastern Bloc previously. Whether there is any factual basis for this blanket categorization is another matter. Even in terms of finance, the countries it referred to had disparate problems. Spain had exorbitantly high private household debt and a real-estate bubble; Italy’s most pressing problem was government debt. While Spain’s dependence on the construction sector puts a strain on the economy, Italy is struggling with a crisis in industry. As mentioned above, Greece is in many respects an exceptional case, and Portugal has different problems again. The latter was the only southern EU country to accept the reform program prescribed by the Troika (the trio made up of the EU Commission, the European Central Bank, and the IMF) largely without resistance.

Regardless of these differences, the countries labeled “PIGS” suddenly found themselves in one and the same semantic barnyard. Neither popularly perceived differences, especially between North and South, nor actual divergence are new to modern European history. But the decisive role of international actors (such as the authors of the acronyms) in creating a materialist mental map of Europe is new. As affluence has increased since 1989 in most of the new EU countries, and the South languishes under economic decline, a role reversal has taken place: The Mediterranean countries are now expected to make the kind of economic and cultural adjustments that were demanded of the EU candidate countries in the nineties. They are called on to rationalize their economies, be fiscally conservative, and, in principle, conform to a Protestant ethic. These demands point to an asymmetry of power extending beyond the sphere of economics.

The international response to Latvia’s post-2008 crisis management program illustrates the role reversal that has taken place. In the wake of the crash, the Latvian government acted as if it had already introduced the euro by pursuing a policy of “inner devaluation” rather than devaluing the national currency, the lats (which would have caused higher inflation and debt revaluation). While stabilizing the lats, it cut government employees’ salaries by an average 25 percent, slashed pensions and social security benefits, closed schools, and reduced hospital services to life-saving operations only. As a consequence of this unprecedented austerity program, economic output plummeted by almost 18 percent in 2009 alone and the population shrank by 9 percent by 2011.

From 2010, the GDP started to grow again—albeit from its drastically lowered level. In early 2013, the IMF president Christine Lagarde made an official visit to Riga to “celebrate Latvia’s achievements,” as she announced. Metaphorically patting herself and her organization on the back, she declared that the IMF was proud to have contributed to the Latvian “success story” with its rescue package. In late 2008 the monetary fund had granted assistance to the tune of $7.5 billion—an enormous sum for such a small country.24 Her choice of terminology, evoking Hollywood-style rags-to-riches dreams, demonstrates neoliberalism’s discursive power. The media sent news of the Latvian success story across the globe (as it had the Polish and Chilean success stories25), with coverage appearing in all the major German newspapers as well as the New York Times and the international business press. The German business daily Handelsblatt headed its article with a paraphrase of a GDR propaganda slogan about the Soviet Union: “Learning from Latvia Means Learning Victory” (“Von Lettland lernen, heißt siegen lernen,” originally “Von der Sowjetunion lernen, heißt siegen lernen”).26 The unprecedented wave of emigrations in the wake of the crisis was not mentioned in any of the articles.

Latvia’s economic triumph raised the international pressure on Greece to follow suit, as Christine Lagarde, among others, demanded. But a repetition of the Latvian scenario would have triggered the migration of a large section of the Greek population. If this occurred at the same rate as in Latvia since 2009, several hundred thousand Greeks would have to be absorbed into other EU countries. If the Italians and Spanish became as mobile as the Romanians, the handful of EU countries with robust economies would have to accommodate over three million Italian and two million Spanish jobseekers. These figures are, of course, hypothetical.27 They are merely intended to illustrate the fact that a standard formula for dealing with crises in all countries alike is surely not a recipe for success.

The experts’ praise of Eastern European reform countries and criticism of the southern EU member states, especially Greece, is symptomatic of a long-term shift in the mental map of Europe. The East-West axis is being replaced by a North-South divide, both in terms of how the European Union sees itself and how it is seen from outside. This reconfiguration was caused partly by the economic changes discussed above, but is also self-reinforcing. Cultural stereotypes have always influenced economic decisions. Foreign direct investments in Poland are increasing not least because the country is no longer perceived as part of backward Eastern Europe.

In summary, the countries of East Central Europe have managed to overcome a number of prejudices in the last twenty-five years. The best example is the change in meaning of the term “Polish economy.” Once used by German nationalists as a byword for disorder, poverty, and backwardness, today it stands for prosperity based on initiative and industry. Southern Europe, in contrast, has returned to its starting point of around 1960, before the period of economic and social convergence that lasted three decades.28

The younger generation feels the decline the most. People under age thirty-five in Italy earned an average 540 euros taxable income per month in 2013.29 Even if one does not factor in the unemployed in this age group, the work income of young Italians falls below the minimum social welfare payment in Germany or Austria, including housing allowance. And the cost of living is higher in Italy than in Germany. No comparable statistics on Poland were available at the time of writing, but Poles under thirty-five certainly earned more than 540 euros per month, adjusted to purchasing power; at least those living in growth centers such as Warsaw, Poznań, or Wrocław. Italy’s pitifully low wages and trend toward temporary employment contracts have forced even working members of the younger generation to live with their parents. Even a room in a shared apartment is too expensive for many. While a certain attitude of complacency among the mammoni (male adults living with their parents) might be a contributing factor, independent living is precluded by the financial circumstances. Interestingly, there is no female equivalent of mammoni, perhaps indicating that daughters show greater determination to leave home. High rents also inhibit mobility in Poland, Slovakia, and the other new EU countries (and increasingly in Germany), but more living space is available now than in the nineties due to the construction boom of the last twenty years.

Despite the crisis, plenty of Italian teenagers and twenty-somethings can be seen driving sports cars, wearing designer clothes, and carrying the latest iPhones. They seem exempt from austerity. Their elevated social status is not a result of their own hard work, or an indication of high qualifications. Wealth in Italy is usually inherited—the offspring of wealthy families can still live off the fat of the land. Social inequality is perpetuated by the Italian tax system: employment income is taxed moderately, as in Germany and Austria, consumer items at a much higher rate, but inheritance and wealth hardly at all (similar to the United States). In a parallel to the employment situation, those from secure backgrounds can expect to remain comfortable, and probably have more than enough to live on. Those from poorer backgrounds, who do not have a permanent employment contract or who move to another town to seek work, struggle to make ends meet.

The Italians speak of “not arriving at the end of the month” (“non arrivare a fine mese”). Surveys have shown that 30 percent of Italians do not earn enough to live on; 37 percent have to ask their parents for support; 14 percent turn to other relatives for help and 8 percent to friends. (Interviewees were able to give several answers.) Only 45 percent of Italians earn more than they spend and are able to save some money over the year.30 The situation in Greece is even worse. There, a third of the population no longer has health insurance and ekes out a living on the poverty line.

These statistics show once again that the neoliberal order weakens the very social resources it depends upon. Lower incomes, rising unemployment, and reduced social benefits inhibit the mobility and flexibility of people in Southern Europe. At the same time, social, generational, and regional inequality has grown. The situation calls for a reform package extending beyond the ten points of the Washington Consensus or the current IMF programs. But so far none has been forthcoming. Italy’s government of experts under Mario Monti (prime minister 2011–13) evidently realized that liberalization and deregulation could only cause superficial adjustments and would not solve any fundamental problems. (There was not much left to privatize as most state enterprises had already been sold.) The poor record of this proreform governo tecnico raises the question of whether European welfare states can be reformed at all when their troubles are as deep-rooted as Italy’s. Perhaps gradual reforms are as difficult to accomplish in existing state systems as they were in the Eastern Bloc in the eighties.

Recent developments in Greece hint that this might be true. None of the three (socialist, technocrat, or conservative-led) governments in power between the outbreak of the crisis and the elections of January 2015 managed to convince the Greek public that the reforms were the right way to go. This is astounding considering that Greece’s bloated apparatus of state was so inefficient it even failed to gather regular taxes. But all the governments were reluctant to introduce more fundamental reforms, as they would have hit their major clientele of civil servants. For this reason, they did not venture beyond austerity measures, which further depressed the already declining economy.

The Greek economy’s sustained downward spiral unleashed a fatal political dynamic. Even the pre-2015 conservative government had shown a tendency to blame foreign creditors for the austerity choking the country. The left-wing populist Syriza party was even more inclined to mobilize images of bogeymen. It painted a picture of Angela Merkel, the European Union, and the IMF as a kind of demonic triumvirate, which it promised to fight by deflecting the austerity measures. The party’s charismatic leader, Alexis Tsipras, won the elections of January 2015 on the back of this argument. Instead of forming a coalition with the moderate Socialists, Syriza joined forces with the right-wing populists, shifting the political contest even further into the populist corner. Negotiations with the international creditors were therefore ill-fated from the start. After months of wrangling, Syriza broke off negotiations in July 2015 and called a referendum on further reforms and “rescue packages.” The populace unsurprisingly voted against them. But as banks closed and the Greek economy teetered on the brink of collapse, Athens was compelled to return to the negotiating table and ultimately accept even more drastic austerity measures and inroads into its national sovereignty. It is not, then, a very promising new start. The tax increases enacted in summer 2015 will further dampen economic growth. The fifty billion euros projected to be made by the Greek trust fund agency charged with selling the companies to be privatized is probably just a pipe-dream, if the history of the German Treuhand trust agency is anything to go by. After five years of economic depression, the mood among the population is at rock bottom. It is certainly not a good investment climate. But perhaps the statistical effect that has helped economies in the past will work again: having shrunk since 2010 by around 35 percent, at one point the Greek economy must surely rebound.

It is still too early to judge the Greek tragedy in a historical perspective. One day historians will analyze it as a case of failed modernization within the EU, as in all the years since it joined the European Community in 1981, Greece evidently failed to establish sustainable economic structures or a functioning apparatus of state. In the midterm, the tragedy was caused by the ineffectiveness of the old political elites and parties. A short-term reason for the continuing crisis was the combination of Syriza’s hubris and inexperience with the lack of creativity shown by the international finance organizations and the European Union, along with its unofficial leader, Angela Merkel. Apart from proposing ever more austerity measures, Brussels and the IMF had few ideas or visions on how to strengthen the Greek economy. In the midst of the depression, purposeful investment (in, for instance, solar power) might have created hope and jobs.

Perhaps Greece would indeed benefit from a new start, like Eastern Europe after the revolutions of 1989. But Poland and the other former Eastern Bloc countries had the advantage that their old systems had become defunct. This made it possible to break up traditional structures and start afresh in many areas. One example is university education. Salaries at state universities and the Polish Academy of Sciences were so low in the early nineties that scholars were forced to find other sources of income. As a result, they founded private colleges, offered private courses of study, or became involved in extraoccupational courses offered at the university. Thanks to this burst of initiative twenty-five years ago, Warsaw today has a highly diverse and dynamic academic landscape.

Furthermore, the regime change prompted Poland’s international creditors to make financial concessions. Poland had accumulated foreign debt worth 75.9 percent of the GDP by 1990. With only weak exports, it was incapable of paying it all back. In 1991, half of these debts were deferred or cancelled—for mostly political reasons. Poland was the key state in the Soviet Union’s outer sphere of influence. The West could not allow the reforms there to fail, at least not on account of communist-era loans. Compared to Poland twenty-five years ago, the Southern European countries are even deeper in debt. Italy, a key state of the European Union, currently has debts worth over 130 percent of its GDP. Unlike Poland in the early nineties, only some 20 percent are foreign debts. Superficially this seems a relative advantage.31 But Italy’s large domestic debt is not any easier to relieve if prohibitive losses for domestic banks and government bond holders are to be avoided.

The comparison of debt levels raises the hypothetical question of how a country like Italy might develop if it followed the IMF’s recommendations and passed an extensive neoliberal reform program. Italian companies might invest more in the domestic market again (unlike the postcommunist countries, Italy does not suffer from a shortage of capital). Foreign investors’ interest might also be stimulated. Italy is a large market with an educated population and moderate labor costs. Investors would be delighted by the Italian work ethic: unlike in Germany or Austria, plumbers and car mechanics do not resolutely hang up their overalls on Friday afternoon not to return until Monday morning. The bella figura principle applies not only to clothing but also to personal conduct; appearing moody and uncooperative is unacceptable. The traditional principle of volontà—readiness to help—is still an important factor in the national culture, and distinguishes Italy from the postcommunist fustiness that societies are still struggling to banish. In some respects, then, Italy is better poised to end the crisis than Eastern Europe was in the early nineties.

But even if Italy underwent a “mighty, magnificent modernization” as Poland did (in the words of the respected Catholic weekly Tygodnik Powszechny32), one may presume that only a few growth centers and social groups would benefit. Following the Eastern European pattern, the South and other regions plagued by weak infrastructure would hardly profit, or only in the very long term. The postcommunist countries enticed investors with sweeping tax exemptions. It would be difficult for a country such as Italy, which is shouldering a huge burden of public debt, to do the same.

Without inspired political and social vision, efforts to reform Italy according to neoliberal principles have had little impact. Although the technocratic government under Mario Monti managed to identify a number of shortcomings of the existing system—for instance, the taxi business is characterized by mediocre to bad service and high, seemingly arbitrary prices, another problem familiar to the United States—and convey the necessity of emergency measures, it failed to create any promising prospects for the future. Perhaps the reform politicians’ arguments would have been more convincing if they had been more radical. In 2013, the IMF published a paper advancing the idea of a 10 percent property tax to deal with the debt crisis. The proposal sparked a debate in Germany.33 But in Italy, the same discussion was soon stifled. Liberals and Social Democrats did not want to risk antagonizing a large part of society and their own voters. The status quo may be unjust and even untenable in the long term but the social majority is still comfortable with it.

In contrast, reform politicians in Eastern Europe twenty-five years ago addressed publics who were aware of the pitfalls and dysfunctionality of the old systems. In addition, they identified three important goals to work toward: the introduction of market economy (amid fierce debates over which variation); the consolidation of democracy, despite a popular lack of identification with the new system and reluctance to participate in elections; and accession to the European Union. The conditions for generating wealth were good: they had human capital and international support, the global economy was growing, and peace prevailed. These conditions cannot be created artificially more than twenty-five years later. The crisis-torn countries in the South of the European Union are already integrated into Europe and democratically governed and have market economies. The South is, then, not the new East, even though it is increasingly perceived as such.
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Cotransformation

The Case of Germany

Transformation studies have tended to deal with Eastern Europe as if it were a box, with fixed boundaries drawn during the Cold War. The West was present in this box, but only as a model of development and superior advisor for reforms. Transfers in the reverse direction, by contrast, and the question of whether and how changes in the postcommunist world influenced the West, have rarely been addressed. In the period after 1989, the winners of the Cold War felt so smugly superior (evident in book titles such as The West and the Rest) that learning from the East would have appeared sacrilegious.

Studying the European and global feedback effects of transformation also poses some serious hermeneutic problems: Although similar phenomena can be observed in Western as in Eastern Europe (such as neoliberal reform debates), direct causal connections cannot necessarily be inferred. Moreover, certain changes in Western Europe might be due to stimulation by an external, global source, such as the Washington Consensus. The distinction must also be made between loose connections, correlations (causal connections), and interdependence (necessary and mutual connections). The term “cotransformation,” then, is not advanced as a simple explanation but to signify links between the contemporary history of Eastern and Western Europe (and maybe extending to North America). It does so under the premise that “East” and “West” are not inflexible units and that the states and societies within these wider areas have diversified both in relation to each other and internally.

The cotransformation is especially intriguing in Germany. A number of towns in East Germany have become so prosperous and picture-perfect that they have prompted some observers (especially in the now run-down former industrial heartland of West Germany) to question the sense of the billions in transfer payments for East Germany. Poverty is not restricted to the East anymore; West Germany now has its own Rust Belt that looks almost as depressed as the former GDR in the 1990s. In short, the West has become partially like the East, and the East has become like the West. Overall, the countries lining the former Iron Curtain have undergone the most striking changes in the last twenty-five years. Is this due to the proximity to the formerly opposing Bloc countries—combined, in Germany, with unification in 1990? Have the reforms in Eastern Europe placed Sweden, Germany, and Austria under greater pressure to adjust to neoliberal economic and social policies?

These questions have methodological implications. Historical research into cultural transfers has now found plenty of examples to refute the earlier notion that systems, models, or ideas spread more or less unchanged from country to country.1 Neoliberalism is one example of a school of thought that ever more countries adapted rather than faithfully and rigidly adopted.2 Neoliberal “speech acts” played a crucial role in spreading neoliberal ideas. In public, and especially on the international stage, politicians such as Václav Klaus portrayed themselves as radical market liberals.3 But the content of their acts varied depending on whether they were addressing national or international publics, and did not always reflect the policies they actually pursued. This underlines the need to integrate a more data-based social history with a more discursive cultural history approach.

The following section will start by analyzing the reception and discussion of the course and outcomes of postcommunist transformation by the public in the West, and especially in Germany. On the basis of its findings, it will go on to ask whether the reforms in East Central Europe and East Germany in particular contributed to the cotransformation of (former) West Germany. Three topics from recent German history will be spotlighted: the social and labor market reforms of 2001–5, the debate on “civil society,” and the role of politicians who come from the GDR, but have made their career in the transformed Germany. Time’s 2015 Person of the Year, Angela Merkel, is among them.

Social and Labor Market Reforms in Germany

In the first years after unification, influences from East Germany were simply not welcome in the former West Germany. A number of former GDR dissidents called for amendments to Germany’s constitution in order to carry over some elements of the democratic revolution to the West. But German chancellor Helmut Kohl, acting the Cold War victor, refused such demands point-blank. Still, the mood in Bonn was less triumphant than that in the United States, where Ronald Reagan, George H. W. Bush, and prominent intellectuals such as Milton Friedman and Francis Fukuyama consigned socialism to the scrap heap of history. The Kohl government simply would not be told how to shape the constitution, or the future of the country, by civil rights activists who had been campaigning for a “third way” between capitalism and socialism, or for a reformed and independent GDR, just one year previously. Consequently, unification was legally accomplished by the “accession” of the five “new German states,” pursuant to article 23 of (West) Germany’s basic law, rather than by drawing up a new constitution “on completion of unity”4 as had been envisioned under article 146. Furthermore, the (West) German government did not want any changes made in the economic sphere. The tradition of collective bargaining agreements, the strong position of the banks as shareholders in industry, and other elements of Rhineland capitalism were retained. In political and legal terms, German unification was the extension of the “old” Federal Republic of (West) Germany.

Expectations at first were that the former GDR would be quickly hauled up to the level of prosperous West Germany. This goal legitimized transfer payments of billions to the five new German states. But following a brief postunification boom, from which West German industry profited most, the first serious problems began to surface. Instead of the projected privatization revenues of six hundred billion German marks, the Treuhand trust agency incurred a loss of over 250 billion marks (amounting to around fifteen thousand marks per GDR citizen, or almost ten thousand US dollars at the time).5

Unemployment in the former GDR soared, placing a huge financial strain on the German labor office. The federal pension fund was also stretched to its limits by the many new clients in East Germany, and proliferation of early retirement programs. The public health insurance system struggled with the lack of contributions from the new German states and was obliged to regularly transfer funds to East Germany.6 Modernizing the former GDR’s decaying infrastructure devoured countless additional funds. In overall terms, then, the “Reconstruction East” (Aufbau Ost) program—which some observers have more aptly paraphrased as “Deconstruction East” (Abbau Ost)—and its social and political consequences created large deficits in the welfare state and national budget (see fig. 9.1).

Despite the country’s many fundamental problems, Helmut Kohl won the parliamentary elections of 1994. The electorate was not only rewarding Kohl for unification, but also responding to his party’s “red socks” campaign, which played on Cold War fears and warned of the dangers posed by a left-wing alliance. It was a genuinely conservative election campaign, promising to continue “Reconstruction East” in the five new German states and preserve the status quo in West Germany. The difficulties caused by transformation were thus duly externalized. The problems in East Germany were presented as problems of East Germany. They were personified by the metaphorical Jammerossi, the passive, complaining East German, who calls out for help from the West because he does not know how to help himself.

The mood turned in Kohl’s last years as chancellor. The problems in the former GDR had grown so acute that they were starting to hurt the west of the country, too. Doubts began to arise about the superiority of the West German system. Economists criticized government regulation of the economy, the close ties between German industry and banks, and the country’s high public expenditure. The employment offices could not cope with the level of unemployment in East Germany; social security contributions were steadily raised. Eventually, Chancellor Kohl’s government faced accusations of a “reform gridlock.” The language of transformation, with its fixation on reforms, had reached the former West Germany.
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Fig. 9.1.  A faded sign in Magdeburg, April 2004. Photo: DPA/Landov.

Kohl’s main contender, the Social Democrat Gerhard Schröder, won the elections of 1998. It was clearly time for a change—like his role model Konrad Adenauer, Helmut Kohl had missed the right moment to step down—and Schröder’s promise of a “new center” (Neue Mitte)7 proved popular. Inspired by Tony Blair and “New Labour” in the United Kingdom, and in some respects Bill Clinton in the United States, it marked the first time in Germany that the old right-left political axis was sent spinning. This move of the Left to the center was a scenario familiar from Eastern Europe. The Polish, Hungarian, and Czech Social Democrats had achieved landslide election victories between 1993 and 1998 by distancing themselves from classically left-wing ideas. Schröder in turn declared he intended “not to do everything differently, but a lot better” and styled himself a man of action, who would combat unemployment with an “alliance for jobs.”8

In its first year in office, however, the SPD-Green coalition government was preoccupied with internal problems. A sudden rift with Oskar Lafontaine, a prominent representative of the SPD’s left wing, stunned the party. A short time later, it suffered an unexpected election defeat in the politically significant state of Hessen, where the Christian Democratic Union (CDU) had successfully waged a dirty campaign against dual citizenship—a symbol of the ongoing dispute over German national identity. In summer 1999, the government sustained a blow from abroad when the Economist described Germany as the “sick man of the euro” and listed the reasons for the country’s economic stagnation.9 This indirect comparison with the Ottoman Empire, which had been considered the “sick man of Europe” one hundred years earlier, ignited a widespread debate in Germany, which Schröder—the “media chancellor”—observed with vigilance. He subsequently charged his minister of employment and social affairs, Walter Riester, with reforming the German pension system. Riester, a high-ranking representative of the trade unions, was a clever choice: he had the best credentials for convincing workers of the need for social cuts (analogous to the popular, down-to-earth Solidarność activist Jacek Kuroń, who defended neoliberal reform policies in the same position in Poland). The pension system was in most urgent need of reform as the above-mentioned transfer payments to the former GDR had plunged it deep into the red.

The central element of the pension reform of 2000–2001 was the introduction of a capital-based pension scheme (dubbed the Riester-Rente) to supplement the government’s pay-as-you-go pensions, which were set to be reduced beginning in 2011.10 Pension cuts were part of the package. This unleashed a wave of protests, with trade unions and opposition politicians lambasting the government. The protests touched a weak spot of almost all neoliberal reforms: they went hand-in-hand with social cuts despite their claim of making existing systems more efficient and therefore affordable.

The transfer payments to East Germany were not the only grounds for the pension reform. In 1997, the contribution rate for state pensions had risen to over 20 percent, costing both employees and employers (who each paid half) additional billions. And the international hegemony of neoliberalism was at its zenith. The “new economy” boasted high growth rates, and stock prices climbed to record highs (though the attack on the World Trade Center soon brought the boom to an abrupt end). The time seemed ripe for a capital-based pension scheme in which contributions were invested on the stock exchange. (In the United States, where private pension schemes are common, the pitfalls of the system became painfully apparent after the stock market crash of 2008—many pensions were drastically reduced.) The insurance companies, which stood to make billions out of such a scheme, naturally promoted the idea.11 Their arguments were supported by contemporary doubts that the pay-as-you-go model, in which beneficiaries are paid out of the contemporary contribution pool, would stretch far enough. The latter system conflicted with neoliberalism’s principle of private ownership. Capital-based pensions, like life insurance plans, give contributors the sense of saving individually for their old age, but they are vulnerable to stock market fluctuations, not to mention crashes. And of course, having a contribution account at an insurance company is not the same as having private assets or a savings account.

As well as responding to global trends, policymakers in Germany and Sweden also took developments in Eastern Europe into account when debating the privatization of old age provision, hitherto a key responsibility of the welfare state. Most postcommunist countries had introduced privately financed components to their pension systems in the late nineties. The first to do so had been Latvia, which passed legislation on capital-based pensions in 1995, in response to the deep economic crisis following independence. Unemployment was so high that there was only one contributor to every one-and-a-half pensioners. To prevent pension contributions and tax subsidies from going through the roof, Latvia also raised the age of retirement.12 This measure encountered the greatest resistance (as it did in Germany some years later). Few Latvians could afford to pay into a private insurance scheme and many did not know what to make of the pension fund. Yet despite the protests and various hitches delaying its introduction, after a few years the reform was generally deemed a success.

An interesting aspect of the Latvian case is its close connection with the Swedish pension reform, the foundations of which were laid by the parliament in Stockholm in 1994.13 Swedish economists were very active in the Baltic states, where they advised neoliberal reforms. In the late nineties, however, the dynamic reversed. The system changes in Latvia and Estonia showed Sweden’s reformers that they were on the right path. Developments converged in 1998, when Sweden and Estonia simultaneously introduced a “three-pillar system” (the word “pillar” suggesting unshakeable stability) to play a key role in privately financed old-age provision. A short time later, Poland followed suit.

A dazzling impression of the brave new world of private pensions is conveyed by the Estonian pension scheme’s slickly designed website, which is also accessible in English and Russian.14 At the push of a button, potential pensioners can check how meager their state pensions will be. (As in many Western European industrial nations, these are derived from two sources: a contribution-based fund and tax subsidies.) By far the largest link in the header leads to the Baltic stock exchange index, Nasdaq QMX—a name that calls to mind high-octane business and the riches of Manhattan. A click on this link reveals flashing charts and examples of stocks one could invest in. This site makes German or French pension scheme information look as dry as dust.

In relation to these trends in East Central Europe, as well as on a global level, Germany was a latecomer to pension reform and privatization. But supposed backwardness can sometimes be an advantage. When the Wall Street stock market crashed in 2008, dragging the retirement funds of millions of Americans with it, German pensioners were able to observe from a safe distance. Being more closely linked to wages and salaries, their pensions were not as vulnerable to stock-market vagaries (though Americans are currently enjoying rising stock market prices again).

After the pension system, Germany reformed its labor market in 2003–5. The reforms (formally divided into four legislative packages, known as “Hartz I–IV”) were modeled on Blairite policies and involved even deeper cuts in the welfare state and social security system. Prior to the reform, most benefits had been calculated according to the amount of contributions previously paid into the social security systems. Contributors had a legal claim to these payments. For twelve months, unemployed people received at least 60 percent of their previous net wage (68 percent until 1982; 63 percent until 1993). This initial phase of unemployment benefit was known as Arbeitslosengeld. Subsequently, beneficiaries were entitled to a reduced payment (Arbeitslosenhilfe), also aligned to their previous labor income, for an indefinite period. By today’s standards, social benefits in Germany were generous.

The Hartz reforms de facto abolished Arbeitslosenhilfe and replaced it with Arbeitslosengeld II. Rather than relating to previous wages, payments under this system (technically termed Lohnersatzleistung—“wage-replacement benefits”) were calculated according to the claimants’ current situations, incomes, and assets. Municipal social assistance was traditionally allocated in a similar way, to satisfy the beneficiaries’ most basic needs. Now skilled workers, craftspeople, and many others who had fallen into long-term unemployment had to prove how poor they were in order to claim state benefits. It was a humiliating experience that conflicted with the popular understanding of the welfare state. (Sozialstaat, as the welfare state is known in German, has deeper implications than the English equivalent, including a social claim to a caring government, and acts as a point of identification among the public.) Arbeitslosengeld II, better known in Germany as “Hartz IV,” is only paid to those who have used up their savings (down to a minimal personal allowance). It is possible, then, for individuals who paid social security contributions for several decades before becoming unemployed to be refused benefits because they still possess some personal assets. Unemployment thus became synonymous with deprivation. Affecting over four million people (plus their dependent family members) in the years 1997–99 and 2002–6, it was a problem confronting a substantial part of German society.

The basic premise of these reforms was that the prospect of losing all one’s assets would motivate the unemployed to become more active and flexible. Tony Blair’s slogan “welfare to work” put the principle in a nutshell.15 The carrot-and-stick approach (promoted in Germany as Fördern und Fordern—support and demand, or give and take) was designed with a new idea of man (and woman) in mind. Citizens were expected to be autonomous subjects who took active control of their lives. By this logic, their freedom—a key concept in reform legislation—was coupled with an obligation to assume responsibility for themselves and the general good. In keeping with this conception, it was presumed that the unemployed would make rational choices in favor of badly paid jobs over the Hartz IV rate of benefits (€331 per month in East Germany or €345 in West Germany in 2004). In fact, unemployment was to be completely banished. In the new parlance, people were either employed or “jobseekers” (Arbeitssuchende).16 One aspect the policymakers forgot to consider was the number among the population, including single mothers and those caring for sick relatives, who were not in any position to act as homo economicus.

The stringency with which Hartz IV was applied elicited furious criticisms and protests. Under the previous unemployment regulations, it had been relatively easy to turn down a position on grounds of overqualification or unreasonable distance. But the new legislation demanded that jobseekers accept whatever the employment agency offered them, even if it was a “one-euro job.” Officially termed Arbeitsgelegenheit mit Mehraufwandsentschädigung (literally, “work opportunities with additional expenses compensation”), these were mostly community services that beneficiaries performed for one euro per hour in addition to their Hartz IV income. Soon, legions of frustrated one-euro jobbers were trailing through the parks of Berlin, collecting litter and the city’s notorious piles of dog dirt. Anyone who refused to report for duty or attend training courses as instructed risked immediate cuts in their benefits. Another highly unpopular innovation was the deduction of spouses’ earnings from calculations of potential beneficiaries’ “need.” Couples tried to circumvent this by sham separations, but faced the possibility of a visit from an inspector, checking for two toothbrushes in the bathroom or other evidence of cohabitation. It was a paradoxical situation: individuals were treated as subordinates, subjected to authoritarian monitoring, at the same time as being encouraged to be free and flexible citizens and take control of their destinies. In the former GDR, especially, the chances of finding new employment were exceedingly slim, with thirty-six jobseekers contending for each vacancy around the time that Hartz IV was introduced. Residents of Leipzig even revived the revolutionary tradition of Monday Demonstrations, much to the chagrin of Chancellor Schröder, who condemned it as an abuse of history (see fig. 9.2).
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Fig. 9.2.  Mass protests against Hartz IV in Leipzig, August 16, 2004. Photo: ullstein bild / snapshot photography / Tobias Selliger.

The Hartz laws also included provisions facilitating the founding of Ich-AG (the equivalent of “Me, Inc.”), a program to smooth the path to self-employment (at the cost of inferior social security), and the creation of a low-wage sector (Niedriglohnsektor). The relatively high wages in Germany were seen to have become a deterrent to industry. In transformation-era Berlin this problem was evident in many of the city’s major construction sites. The government district and the new Potsdamer Platz (an area where the Berlin Wall had degraded the city in the worst possible way), for instance, were built largely by foreign subcontractors. Often the architects and the site managers were the only German-speakers. The many British, Italian, or Portuguese construction workers were obviously prepared to work for lower pay than the locals. But it was the “cheap competition” from Eastern Europe that featured most prominently in public debates.

The low-pay sector created by the Hartz reforms worked on the principle that the state added to (aufstocken) benefits under Hartz IV for recipients who pursued a regular occupation (and who were consequently known as Aufstocker). Internationally, demands had long been voiced for a “negative income tax” whereby governments would raise the income of the working poor by providing tax subsidies. One of the most prominent supporters of a state-subsidized low-pay sector was Milton Friedman—surprisingly, as the state bureaucracy it required contradicted the neoliberal goal of minimizing government. In the 1980s, several US Rust Belt states had conducted trials of the low-pay sector model on the initiative of the Chicago School.17 But every one of the trials was aborted when it emerged that employers stopped creating regular jobs in these circumstances, and that the unemployed who were now earning again frequently contented themselves with their topped-up incomes instead of looking for new and better jobs. These unintended side effects apparently did not deter Germany’s reformers.

Why not? One answer lies in German society’s traditional confidence in a strong state, which, paradoxically, was needed to push through neoliberal reforms. Another answer can be found in Eastern Europe: while currency union caused wages and salaries in the former GDR to rise several times higher than those in neighboring Poland and the Czech Republic, Hartz IV lowered them back to the same level. Admittedly, this comparison is somewhat imbalanced, as Hartz IV beneficiaries could apply for a number of additional subsidies, such as accommodation allowance. Few received the minimum rate only, but up to a maximum of €651 for single people and €1,251 for families18. However, the topping-up system made cheaper German labor available, and reduced the incentives for German companies to employ Eastern Europeans (something already subject to a number of restrictions under the treaties regulating EU expansion, more on which in chapter 10) or relocate production to Eastern Europe. In summary, after upward alignment—the strategy in 1990—had failed, Germany tried downward alignment by means of the labor market reforms and the establishment of a low-pay sector.

The reality of the postcommunist world had caught up with unified Germany. It hit the former GDR especially hard, bringing social cuts and high unemployment. This is reflected in the statistics on social inequality, which grew considerably after the introduction of reforms. The Gini index, cited above in chapter 5, rose from 25 in 2001—roughly comparable to Scandinavian welfare states—to 30.4 in 2007, exceeding Slovakia and Hungary. Bear in mind, however, that the standard of living in Germany was still far higher. Poverty in rich industrial countries is always relativized by local wealth.

Officially, average incomes in Germany’s eastern neighbor countries did not influence Hartz IV rates. But it was certainly no coincidence that the largest labor market reform in Germany was introduced almost simultaneously with European Union enlargement (which took place on May 1, 2004, but had been resolved at the Copenhagen summit in late 2002). When the SPD-Green government implemented its reforms, it was known that the citizens of the new EU member states would be entitled to settle in Germany by 2011 at the latest (after completion of the seven-year interim period). After the Hartz IV reforms, Germany’s eastern neighbors no longer had a competitive advantage in terms of labor costs, at least not over the 1.3 million working poor topping up their benefits.19 The “cheap competition” (Billigkonkurrenz), a derogatory stereotype used to describe employees from Eastern Europe, could now be found within the country.

An inherent problem seems to have been thereby overlooked: When individuals can be employed so cheaply, there is little incentive to create regular, better-paid positions or to adhere to collective bargaining agreements. Entire branches of industry have become Hartz IV sectors. One example is the call center business, into which the state paid 36 million euros in wage subsidies in 2013.20 Another problem is temporary work: A number of firms no longer supplement their own workforce if their commissions increase but turn to temporary employment agencies. They operate on the principle of maximum flexibility and minimum pay, combined with agency charges. Here, too, a kind of downward alignment has taken place. Short-term employment contracts are now the norm in Poland, in turn rendering temporary employment agencies superfluous.

Comparison with Eastern Europe reveals another commonality between the SPD-Green social reforms in Germany and the neoliberal reforms that were implemented in the early nineties in Poland and the Czech Republic: the manner in which they were communicated by politics. Gerhard Schröder presented his “Agenda 2010” using an apodictic rhetoric, never failing to point out that the reforms were either “necessary,” “unavoidable,” “inescapable,” or “the only alternative”—period. His reputation for blocking any further discussion earned him the nickname of the “that’s that chancellor” (Basta-Kanzler). It is hardly likely that Schröder, a former radical and leader of the SPD youth organization, copied his rhetoric from the similarly unequivocal Margaret Thatcher.21 He was more inspired by Tony Blair, who often pursued as hard a line as Thatcher, but cloaked it in affability. A second element of SPD-Green rhetoric was the use of progress-related terms such as “modern age,” “modernization,” “innovation,” “new departure,” and the all-important “future.” These terms implied that the opponents of reforms (again, as in the early nineties in East Central Europe) were fusty, blockheaded reactionaries. The dialectical construct of old versus new, nostalgic versus progressive, was one of the key mechanisms of neoliberal reform discourse.

The Civil Society Debate

Around the time the German reforms were implemented, “civil society” was a buzzword and a fashionable topic of debate. It is especially relevant here because it also relates to east-west transfers. Eastern European dissidents relied on emancipative societies offering nonviolent, organized resistance, to oppose the repressive states they inhabited and overcome dictatorships. Their approach echoed earlier concepts such as nineteenth-century Poland’s praca organiczna (literally “organic work”), by which Polish society aimed to assert itself against the partition powers Prussia, Russia, and Austria. In the 1980s, the goal of a civil society that practiced resistance was actually realized in Poland through the Solidarność movement. When martial law was imposed and leading trade unionists imprisoned, the Solidarność cells in industry survived. The oppositional press went underground; lecturers organized a “flying university” (uniwersytet latający). When the communist regimes were toppled, the notion of active civil society seemed vindicated.22

But in 1990 the civil rights movements splintered into many different factions, and the public soon had more pressing concerns than attending demonstrations. The countries in transition received democratic constitutions. But low election turnouts, the electoral success of political unknowns such as the Polish-Canadian millionaire Stanisław Tymiński—who gained 3.8 million votes in the Polish presidential elections of 1990, relegating Prime Minister Tadeusz Mazowiecki to third place—and the public’s unease with democracy and its institutions (shown by opinion polls) were all signs that the new order was built on shaky ground. There was still some way to go to reach the goal of a politically active society, building democracy from below.

Eastern European intellectuals including Adam Michnik in Poland, György Konrad in Hungary, and Jiří Gruša in the Czech Republic, continued to propagate the ideal of civil society during the nineties. They were frequent guests in Germany, where they contributed to many discussions. Further west, in the United States, a parallel debate was being conducted about the relationship between the state and society. In 1995, political scientist Robert Putnam published the essay “Bowling Alone.” It lamented the rise of social isolation and the demise of community involvement in the USA.23 The remedy Putnam proposed was to create more grassroots initiatives and associations to build up the necessary social capital for a functioning democracy. Politically, the author sympathized with the Republicans. Like them, he idealized small-town America and local community life, but was skeptical of “big government.” The myth of big government was one of the most successful ideological constructs of neoliberalism. While it has a long prehistory in American libertarian thinking, its popularity grew in the 1980s until it eventually became a rallying cry of the Tea Party movement.

In Western Europe, Liberals, Social Democrats, and Green parties also advocated public initiative and an active civil society. The spectrum of proponents thus ranged from conservative Americans in the United States to mostly anti-American Greens in Europe. The leftist civil rights movement, inspired by Michel Foucault and Antonio Gramsci, regarded government as a repressive apparatus. The East German and Czech ecological movements, important centers of opposition in the eighties, were similarly critical of state power. The common ground thus shared by such a surprisingly broad spectrum was a desire for more public participation to strengthen democracy from below.

Germany was particularly receptive to calls for a more active civil society because of the strain on the welfare state after unification. Indeed, the concept seemed to suggest solutions for so many of the political and social problems of the late nineties. At the same time, it was vague enough to be interpreted in a range of political lights. The ruling Social Democrats mobilized it for their purposes and organized a number of congresses under the banner of activating civil society. Party committees debated it. The German Green Party embraced it. By the time sociologist Ulrich Beck, best known for his concept of reflexive modernity, warned against its becoming misappropriated by party politics it was already too late. Gerhard Schröder’s manifesto for a civil society (which he tautologically termed zivile Bürgergesellschaft—zivil and bürgerlich both meaning civil)24 marked the pinnacle of this trend in 2000. In the United Kingdom, Tony Blair’s advisor and intellectual mentor Anthony Giddens also promoted the idea of civil society. From the loose jumble of notions associated with it, Blair and Schröder selected as the prime element the principle of reducing the state.

British and American skepticism about the state was echoed in Poland. In a country with a long history of foreign rule, Polish society traditionally viewed government with mistrust. These attitudes were in turn similar to views in Italy, where the state (especially the tax authorities and the Guardia di Finanza) is widely perceived as hostile, or at any rate a troublesome money-grabber. According to Putnam, southern Italy’s economy and society are weaker than those of the north precisely because of the lack of public involvement and low confidence in the state, plus a shortage of social capital.25 With almost eschatological assurance, experts and policymakers advanced the idea that activating civil society would solve a range of political and social problems. Moreover, the philosophical aspect of their arguments assured them the intellectual high ground, which the SPD in Germany was keen to take.

But none of this helped in the face of mass protests, which Chancellor Schröder unleashed with Agenda 2010. After a series of regional election losses and a defeat in the traditional SPD stronghold North-Rhine Westphalia, Schröder decided to take full risk and call new elections. The subsequent election campaign reflected the predominance of neoliberal reform discourse. Promoting his Agenda 2010, Schröder promised that the painful cuts it entailed would eventually bring improvement. Indeed, the first signs of economic recovery were already beginning to show. Opposition leader Angela Merkel advocated an even more radical program of reforms, devised by the Christian Democrats at the party conference in Leipzig in 2003. She announced the “largest and most extensive reform package … for a long time” and the dawn of a “second era of enterprise-founding” in Germany.

Merkel defended social security cuts, accusing “work-shy” recipients of “welfare abuse,” and called for even more radical changes to the welfare state. She envisioned a “premium-based model” for the health insurance system, where everybody would pay a flat rate of two hundred euros instead of the progressive, income-based contributions. This poll tax for health care, she claimed, would have both economic and social advantages; the increase in “personal responsibility and personal provision” purportedly reflected the “free side of social security.”26 The Christian Democratic Union further stepped up its neoliberal rhetoric after the party conference in Leipzig. In 2004, Friedrich Merz, then deputy speaker of the CDU in parliament, suggested reducing the number of tax brackets to three and lowering the top tax rate to 36 percent. Although the proposed reforms were still far removed from the flat tax rates of the Baltic states and Slovakia, they would have marked a drastic change for Germany. To implement them, Merkel had chosen constitutional law expert and former constitutional court judge Paul Kirchhof. The prospective finance minister was not a party stalwart, but a technocrat. This made him vulnerable to attack, as Chancellor Schröder realized. The chancellor did not miss the opportunity to portray Kirchhof as an out-of-touch academic and the CDU reform program as a threat to society.

Angela Merkel’s neoliberal election program almost ended in fiasco. The expected landslide victory for the Christian Democrats shrank on election night to a marginal lead of only a few tenths of a percent over the SPD. It was the CDU’s worst election result since the war. Merkel had to abandon the idea of forming a coalition with the liberal FDP, which would have agreed to a flat tax system, and enter into a Grand Coalition with the SPD instead. In the run-up to the elections, the parties had competed to present the most radical reform program. But afterward, a different dynamic set in. The two major parties now tried to emphasize their caring sides. It could then be argued that neoliberalism had passed its peak before the crisis of 2008–9. Nonetheless, Germany continued to debate the flat tax, and retained the Hartz IV laws.

Reform discourses in Eastern Europe had an observable impact on Germany, not to mention on a global level. But pension reform and flat tax systems were two subjects on which opinions markedly shifted. Without going into the technicalities in depth, these two fields are examined below for evidence of east-west transfers.

German debates about the welfare state since the late nineties revealed a striking trend: growing doubt about the existing system and interest in international developments. In 1998, the influential conservative newspaper Frankfurter Allgemeine Zeitung published a lengthy article on capital-based pension systems in Latin America and Eastern Europe. It cited OECD expert Monika Queisser, who extolled the virtues of capital-based old-age provision—that is, supposed greater security and larger returns. Six months later, the weekly news magazine Der Spiegel ran an alarmist article on the impending “bankruptcy” of the existing pension system. Poland was mentioned for having introduced a third, privately financed “pillar” in its own system.27 The magazine drew much of its information from an article in a specialist periodical on pension reforms in East Central Europe. In this way, the Baltic and Polish models entered into German specialist discourse, and later politics.28 However, the importance of Eastern European models should not be overstressed. German policymakers and their advisors had examined the Swedish and American pension systems far more closely. Nevertheless, around the turn of the millennium there was a noticeable shift in focus among experts and in the media toward the “reform countries.”

In the debate that was sparked about the flat tax some years later, the wind definitely blew from the east. The Baltic states and Slovakia garnered more attention than almost ever before; the conservative press in Germany praised their reformers’ courage and vision.29 Yet the prehistory and inherent conflicts of the reforms were largely overlooked. Latvian social policy only makes sense in the light of the economic slump the country experienced after independence. Poland reformed its tax system because unemployment rose to almost 20 percent in the late nineties; there were far too many pensioners for the younger generations to support with their social security contributions. While some international analysts took these background factors into account,30 most commentators were concerned primarily with presenting foreign models as foils for the debates in their own country. They picked and mixed examples from abroad to serve as justification for neoliberal reforms at home. This discursive form of globalization has hitherto received little attention, perhaps because it is conceived as being driven mostly by finance and commerce.31

Lastly, it remains to add that most Eastern European countries overturned their pension reforms after the crisis of 2008–9. Hungary took the most radical action, in 2010 forcibly nationalizing the private pension fund it had introduced twelve years before (in order to plug the crisis-torn hole in the national budget, as discussed in chapter 8). In 2013, Poland confiscated Polish government bonds held in the private pension fund. This partial nationalization was to some extent motivated by budgetary considerations. It brought down the national debt in relation to GDP by several percentage points.32 But it also allowed the government in Warsaw to redress high administration charges and low profit participation (of insurance companies including Allianz, Aviva, AXA, and Generali). In the course of this reform of a reform, Poland transformed the compulsory pension contributions into voluntary provision—analogous to the Riester-Rente pension scheme in Germany. Eastern Europe’s flat-tax systems also came under pressure, and were abolished or relaxed in the Slovak and Czech Republics.

In recent years, the equitable distribution of tax burdens has been hotly debated in all Western countries. Unlike in the nineties and during the second wave of neoliberalism, the most pressing concern is no longer how to lower tax rates but how to maintain the welfare state, or at least some kind of basic government provision. Apple, Google, Amazon, Starbucks, and other hitherto privileged companies can no longer blithely use all the tricks in the book to evade taxation. Under pressure from the media and the public, some companies have even volunteered to pay slightly higher taxes. The trend toward reducing government is over. The introduction in the United States of the Affordable Care Act (Obamacare), albeit based largely on private insurance companies, is another indication of this.

Neoliberalism seems to have passed its peak in Eastern Europe, too, as pension schemes are revised and tax policies changed. Taxpayers are happy to no longer have to contribute to the profits of international insurance companies. But as governments reassume greater responsibility, the onus is on them to do the math and provide for future pensioners. Will they manage? The latest pension reform in Germany does not give cause for optimism. In early 2014, the German government came up with a €6.5 billion “mothers’ pension scheme” (Mütterrente) to benefit mothers of children born before 1992. This clear prioritization of the older generations at the expense of the young is further evidence of the short-term time frames in which democratically elected politicians operate—in parliamentary terms, not generations. If the new Polish government elected in the fall of 2015 fulfills its pledge to lower the pension age, the younger generation there will also be overburdened.

The German Social Democrats reworked their country’s pension reform in 2014 without any direct external impetus. They interpreted their—rather meager—election result as a mandate to perform an about-face, in order to correct past injustices (some of which SPD Chancellor Schröder had been responsible for). They no longer heeded the warnings of economists or experts, whether German or international. This was indeed a turnaround from the SPD-Green government’s pension and labor market reforms of 2001–5, which were introduced on the grounds that Germany had become uncompetitive and that other countries had evidently found better solutions for their problems. The semantics of these discourses are a sign that Germany, too, went through a process of catch-up modernization, motivated by a sense of having fallen behind as a country. It was a new experience for it to be measured not only against the West but in some respects also against the reform-hungry East.

The Politicians Who Came in from the East

Initially, there was a distinct power asymmetry between East and West Germany, which later became blurred. After the fall of the Berlin Wall, it was clear at every encounter between the bulky, towering Helmut Kohl and the short, slight Lothar de Maizière (the last premier of the GDR) which of the two had the last word. Because German unification de facto entailed the extension of West Germany, “the East” (as the former GDR was commonly known) became defunct, and served at most as a negative point of reference. The unequal relationship between the two parts of Germany gave rise to stereotypical perceptions of those who inhabited them. In the eastern part, there were Ossis, perceived mainly as sad, dejected figures, not the courageous protesters or revolutionaries of fall 1989. In the other part, there were Wessis, the embodiment of overbearing, know-it-all boastfulness, who were fickle and untrustworthy.

The frustration and mutual recriminations rapidly intensified from 1990, fueled to a large extent by resentment of the financial cost of unification, which the population gradually came to notice. In spring 1991, the German government raised the statutory unemployment insurance contribution by 2.5 percent. Exactly one year after currency union, it introduced a “solidarity tax” on income (the Solidaritätszuschlag, commonly known as the Soli), along with a corporate income tax and other new taxes. In this way, German taxpayers cofinanced German unity. Many West Germans were under the impression that only they were paying the soli for East Germany. But the tax was of course levied in all German states, including the five new ones. In a sense, then, East Germans were required to show solidarity with themselves.

In early 1994, social security costs increased again when pension contributions were raised by 1.7 percent. As the West German media pointed out, around one hundred billion marks flowed from West Germany to East Germany each year. Resentment grew among the West German population, less on account of the sums transferred, which remained rather abstract in the popular perception, than the sense that the payments were for nothing, and that the supposed recipients lacked gratitude.

In this context, the stereotypes of the Jammerossi and the Besserwessi crystallized in the late nineties (see fig. 9.3). Such antagonisms may appear ridiculous today, but they were the source of serious dispute at the time. The conservative coalition party CSU threatened to stop transfer payments to the former GDR if so much of the East German population continued to vote PDS, the socialist successor party. Former German Chancellor Helmut Schmidt reprimanded the East Germans for their querulous behavior in an interview with Der Spiegel. Succumbing to a brief fit of rage, he said their “constant moaning … makes me vomit,” and pointed out that women in East Germany received higher pensions on average than West German females.33 This was because women’s employment had been higher in the GDR, which Schmidt and his interviewer refrained from mentioning, no doubt to avoid addressing the thorny issue of gender inequality.
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Fig. 9.3.  “Stop whining, people will think you’re an Ossi!” Jammerossi caricature by Reiner Schwalme, 1990.

In 1998’s election campaign, Gerhard Schröder pledged to make the reconstruction of East Germany his personal priority. In the summers of 2000 and 2001, he spent several weeks touring the new German states, talking to the locals about their concerns. As someone who had known hard times as a child, Schröder was probably an empathetic listener. He praised the East Germans’ lifetime achievements and tried to exude a sense of optimism. But his own administration’s Hartz laws put a particularly tight squeeze on East Germany, where a much larger proportion of the total population was affected than in West Germany. On the other hand, ever since the collapse of communism East Germany had had far fewer regular jobs ensuring full entitlement to unemployment benefits. Therefore the changes resulting from the Hartz laws were not as unsettling in the East as they were in the West. In effect, a fledgling low-pay sector also existed there previously, as standard wage rates were rarely paid in a number of branches of the economy. As the labor market reforms brought conditions in West Germany into line with those in the East, earlier preconceptions gradually started to dissolve.

Paradoxically, the growing gap between rich and poor thus helped the two parts of Germany to grow together and to approach the politically desired “inner unity.” As Hartz IV and the fate of the unemployed affected the entire country, the differences between East and West faded into the background. One might say that the reforms did more to equalize Ossis and Wessis than did the welfare payments of the nineties. It was now clear that East Germans were not just staying at home and waiting for benefits from the West. The over two million East-West migrants and the four hundred thousand commuters (in 2000) were living proof of that. Gradually, prejudices were replaced by respect. This was evident, for instance, in the fact that the “Ossi” tag was increasingly dropped in favor of the more neutral Ostdeutsche (“East Germans”).

Angela Merkel’s election to the post of CDU chairperson also altered intra-German stereotypes, and balanced the power asymmetry between West and East. Merkel was the first woman and the first East German to become chairperson of a large political party. But she did not shout it from the rooftops. Merkel proceeded like most other migrants to the West and aimed to fit in by acting inconspicuously. In 2002, East German sociologist Wolfgang Engler published the insightful book Die Ostdeutschen als Avantgarde.34 It paints the scenario of a postindustrial society that runs out of work, making reference to the East Germans’ creative approach to coping with job insecurity and short-term contracts. Gerhard Schröder, meanwhile, had a more traditional working society in mind when, in a speech given in 2004, he described the East Germans as “willing to work and flexible” and commended their “tremendous achievements” since unification.35

Some of the East German elites took up this thread to weave their own neoliberal discourse. For instance, when Chancellor Schröder visited a successfully modernized former collectivized farm in the East German state of Brandenburg, the manager defiantly announced that “nobody in the West can tell us our people are not flexible or mobile.”36 The prime minister of Brandenburg, Matthias Platzeck, who later rose to become SPD chairperson, tried in a similar way to build the East Germans’ confidence. He maintained that the East Germans had “overcome tremendous upheavals in the last two decades. [They had] worked longer than others and travelled longer distances to find work—not because they are better people, but because the circumstances forced them to.”37 Whenever the East Germans’ adaptability and willingness to work was stressed, the West Germans were effectively called on to do likewise and accept reforms and social cuts. Cotransformation, then, took place on a discursive and social policy level, and was rooted in the transformation crisis that affected East Germany before the rest of the country.

Angela Merkel, the future first female chancellor, refrained from public reevaluations of her fellow East Germans. But she knew from personal experience what it was like to go through the upheavals of 1989 and the ensuing transformation. She had been working as a chemist at the Academy of Sciences of the GDR before the revolution. State-related institutions such as this were particularly vulnerable to dismissals and restructuring, partly for political reasons and partly because their research departments became superfluous. Under these circumstances, it was a smart move to look for a different job. In late 1989, Merkel took on a post as system administrator for the oppositional party Demokratischer Aufbruch, initially on a voluntary basis—that is to say, in a civil society context—later rising to executive. The party disintegrated after its chairman became embroiled in a Stasi (communist secret service) scandal in spring 1990. Nevertheless, Merkel secured a position as deputy spokesperson for the last GDR government, thus entering the public relations sector. A short time later, she joined the CDU, was voted into the Bundestag, and rose to become a minister in Helmut Kohl’s government. Merkel’s professional trajectory from chemist to system administrator, public relations woman, and politician was propelled by flexibility and mobility. Thus she was able to support the CDU’s reform program of 2003 with convictions drawn from her own experiences. However, the party’s near-defeat at the parliamentary elections of 2005 showed that the majority of voters were not convinced. So Merkel once again demonstrated flexibility and softened some details of the neoliberal reform program. Basically, however, she continued Schröder’s political course, and did not revoke any laws that had already been enacted.

Although Angela Merkel’s motivation toward reform distinctly flagged after the near-defeat of 2005 and subsequent social policy rivalry with the SPD, it has not completely dissipated. She continues to support further reforms in the crisis-torn countries of southern Europe. Germany’s state president Joachim Gauck, elected in 2012, was at least as deeply affected by the transformation era as was Chancellor Merkel, and also adheres to a liberal concept of freedom (not, in this case, neoliberal, but the much older idea of political liberalism). Raised in the East German city of Rostock, the former Lutheran pastor advocates personal autonomy within society. He believes that citizens have a responsibility to themselves and the general public, and should not abuse the solidarity of society or the welfare state. Normative, anthropological principles such as these, as well as the financial “necessity” of economizing, were key values advocated by Gauck and Merkel, and shaped Germany’s political landscape.

The neoliberal reduction of freedom to an economic principle cannot be easily imposed from without on established democracies, as the cases of Italy and the other southern European EU countries have shown. The reform recipes prescribed to the South follow the trends of the nineties and the German welfare state reforms of 2001–5. Their uppermost goal is to economize by reducing budget deficits and limiting government intervention. Second, they aim to reform their labor markets by relaxing employment protection and cutting unemployment benefits, and thus create incentives for jobseekers. The programs assigned to Greece, especially, reveal many parallels with the reforms of the nineties. For instance, measures to reduce staff in public service were previously introduced in the former GDR. Those affected were given one year’s notice to look for another job. But while this measure affected hundreds of thousands in the five new German states, a mere thirty thousand civil servants have hitherto been hit in Greece, and the populist left-wing ruling party hoped to revoke even these dismissals. In the summer of 2015, the international creditors and the European Union compelled Greece to establish a Greek trust fund agency to privatize state enterprises. Recalling the Treuhand in name, the Greek trust fund will, one hopes, not make losses as huge as those of the East German privatization agency. The creation of special economic zones was also discussed (as it had been for the former GDR, but never realized to avoid creating stiffer competition for the rest of Germany38).

Getting, and keeping, the IMF on board was certainly a smart move by Angela Merkel. It improved the reform programs’ prospects of success in southern Europe, since the monetary fund not only provides financial backing but also lends the neoliberal demands more weight. Without this external support, it would be hard to implement the reforms inside the European Union or the eurozone. Hence the rhetoric with which Merkel and the Troika presented them: every cut was declared to be “necessary” and “without alternative.” In view of the southern European countries’ high national debts and structural problems, perhaps it was even true.

In the more recent past, however, an alternative has emerged: to support the new EU member countries, Brussels devised a cohesion fund and other measures based on Keynesian principles. As shown above, this second Marshall Plan worked best in East Central Europe. (Its success in Romania and Bulgaria is questionable, as both countries absorbed only a small part of the EU funds.) Social and spatial inequality steadily decreased until the crisis of 2008–9; even the regions on the eastern periphery of the European Union profited from the general upward trend.

Yet no comparable program has been introduced in the southern EU, where the focus has remained on austerity. Why is this? Programs for investment in solar energy, for instance, spring to mind as an obvious solution. (Consider Israel’s example, where solar-powered hot water storage tanks have been installed on most roofs as a way of reducing dependency on gas imports.) But the European Union has had its fingers burned. It transferred assistance to the tune of hundreds of billions to Greece, Spain, Portugal, and southern Italy in the eighties and nineties. It is reluctant to launch renewed expenditure programs in the South since these earlier funds did not have the desired effect.39 Furthermore, its substantial support for its new member countries in East Central and Southeastern Europe was not unconditional. The recipient countries were required to “do their homework” in return (to use the somewhat patriarchal parlance now also used on southern Europe)—to order their national budgets, restructure their finances, strengthen the rule of law, and implement administrative reforms.

When it came to exporting the reform agenda, Merkel was able to proceed without answering to an electorate, unlike in domestic politics. Perhaps this explains why she did not introduce further socials cuts in Germany while demanding extensive reforms of other European countries. But the success of the Syriza party in Greece, Beppe Grillo’s Cinque Stelle in Italy, and most recently the Podemos party in Spain shows that this hard line can backfire. In all of these countries, left-wing populists gained widespread support by portraying Merkel, the European Union, and the international finance organizations as bogeymen who were entirely to blame for their countries’ economic and social woes. These movements, and the right-wing populists who are more successful in northern Europe (and more dangerous on account of their xenophobic tendencies), can only be debunked if the dialectic between technocracy and populism is broken. The traditional parties must recast the term “reform” in a positive light and use it to develop visions for the future. But the future lies, above all, with the younger generation and its prospects. And these were far more promising after 1989 than at the end of the period considered here.


10

The Roads Not Taken

Mass Participation in Revolution

The great European revolutions have signposted the political landscape of the continent in the nineteenth and twentieth centuries: 1789, 1848, and 1917 were pivotal, symbolic years. Conservatives, liberals, and leftists all formed their political identities around their standpoint on the respective revolutions. But the changes of 1989–91 do not raise any such passions. All political camps generally approve of the toppling of communist regimes and the fall of the Berlin Wall, except perhaps the unreformed communists who can still be found in the Czech Republic, Russia, and Ukraine. This shallow consensus about 1989 has caused the values behind the revolution to fade from memory, or to become reduced to the rallying cry of “freedom.” This last, possibly somewhat melancholic, chapter therefore explores why the revolutions of 1989 left the societies west of the Iron Curtain so unmoved. It inquires into the values the revolutionary actors fought for (focusing specifically on Prague and the former Czechoslovakia), and how these values were received by Western European observers. It also asks how Western societies responded to the changes and challenges in Central and Eastern Europe. This question has gained new relevance through the revolution in Kyiv in 2014. In many ways, this most recent revolution in European history resembled the events in 1989. But again it is doubtful whether the West has realized the implications and reacted adequately.

The public in Western Europe experienced the revolutions as a media event, filtered through their TVs. That is true even of West Berliners, who bided their time while the East Berliners stormed the Wall. Only a relatively small group of students, teenagers and residents neighboring the Wall actually celebrated the historic moment with the East Germans. The Viennese certainly stayed at home, although the borders with Hungary and Slovakia were only an hour’s drive away. Apart from a few journalists, foreign visitors were rare in Prague in November 1989. It was, then, literally a one-sided revolution, which took place on the eastern side of the Iron Curtain.

There were reasonable explanations for the Western Europeans’ reserve. Travel restrictions on the Eastern Bloc countries were still in force; even visitors from the immediate vicinity of the Iron Curtain would have needed visas, and to go through border controls and other inconveniences, to reach the hotspots of the revolution. The uncertain outcome of the protests also deterred Western Europeans from making the trip to Leipzig, East Berlin, Prague, or Bratislava. But so did the wall in their minds. Despite the increasing contact that the policy of détente had facilitated, Western and Eastern European societies had grown apart. The older generations still recalled old animosities, bred by the traumatic experiences of the Second World War and the early postwar period. People on the west side of the border with the GDR, and of the various Bavarian and Austrian regions adjoining the ČSSR, lived with their backs to the Iron Curtain. As the prosperity gap grew in the 1970s and ’80s, they gained a sense of material distinction which reinforced the geographical separation. They now regarded the citizens of Eastern Bloc countries, including the relatively affluent East Germans, as poor neighbors. Sometimes this inspired solidarity. West Germans sent tens of thousands of food parcels to Poland when martial law was proclaimed in 1981. But on the whole, the saturated societies of Western Europe had accommodated to the Cold War constellation, perhaps even more so than the Americans, whose president ordered in 1987 in his famous Berlin speech, “Mr. Gorbachev, tear down this wall,” and who flocked to Prague in their thousands in the early nineties.

Although there were valid reasons, then, for Western Europeans’ failure to participate in the revolutions of 1989, in retrospect it seems like a missed opportunity. This is especially true of those segments of society that were very much inclined to become mobilized for other causes. In the 1980s, hundreds of thousands took part in demonstrations against nuclear power plants and the deployment of new NATO missiles in Western Europe. Yet in 1989, when Eastern Europeans took to the streets to end Soviet hegemony and communism, the peace protesters and environmental activists stayed at home. Today, a similar scenario is repeated with respect to the Russian intervention in Ukraine—in any case, no major demonstrations against it have yet been seen outside Russian embassies.

Perhaps revolutionary internationalism has always been a utopian ideal rather than a concrete practice. Yet there are examples of cross-border participation in contemporary history. Thousands of young Poles traveled to Ukraine in 2004 to take part in the Orange Revolution and join the protests in Ľviv and Kyiv. The Polish daily Gazeta Wyborcza even published a special edition for its eastern neighbor. Polish empathy with Ukraine is rooted in the countries’ historical ties and common experiences of the years 1989–91. It is hard to gauge whether Poland’s solidarity influenced the course of events. But the knowledge that they were not alone in their struggle was certainly an important psychological support for the Ukrainian protesters. In view of this, Austria and Germany have shown shamefully scant solidarity with the democratic revolution in Ukraine. Their eastern neighbors were much more internationalist in the stormy fall and winter of 1989. In their revolutionary enthusiasm, Czechs and Slovaks even tried to mobilize their Western neighbors. In early December the Slovak civil forum (Verejnost’ proti násiliu, literally “public against violence”) organized a cross-border protest march from Bratislava to Hainburg in Austria, across the Danube.1 The destination of the march was no coincidence: in 1984 it had been the scene of demonstrations involving tens of thousands of Austrians protesting against plans to build a giant Austrian-Slovakian-Hungarian hydroelectric plant.

Czech environmentalists had also protested against the feared damage to the unique Danube flood plain, and risked reprisals to forge contacts with the Austrian and German environmental movements. At the demonstration in Hainburg, the spokesperson of the Slovak civil forum gave a euphoric speech that ended with the words “Hello Europe.” This was no mere greeting but a statement of intent, underlining the fact that Slovaks (and Czechs) belonged to this—normatively perceived—Europe, too.

To follow up, Czech civil rights activists organized various smaller actions along the Czechoslovak-Austrian border. Some sailed on large rafts along the Danube, singing and celebrating. The residents of the Moravian border town Břeclav organized a five-mile-long human chain to the nearest Austrian village. For a while, this spontaneous form of international understanding worked well. The Austrians welcomed their eastern neighbors with wine, sausages, coffee, and cakes. As in Berlin in 1989, there was a brief moment of unity.

But the internationalism of the Czech civil forum (Občanské Forum, or OH) and its Slovak equivalent did not last. It petered out as the cold weather set in and revolutionary activists became generally demobilized. When the last communist Czechoslovak government stepped down and Václav Havel was elected president (unanimously, by the federal parliament, as if the old communist ballot rules still applied), the opposition saw its primary goals achieved. By the time parliamentary elections were held in June 1990 (following those in March 1990 in the GDR), mass protests were no longer needed—insofar as one accepted the parameters of parliamentary democracy. In fact, the power play between parties and political organizations in the run-up to the elections had contributed to demobilizing the public. The situation confounded many Czechoslovaks, as it did the GDR citizens who had valued the sense of political and social unity that characterized the mass protests of fall 1989. The pluralization of political life may have been a sign of greater democracy, but its party political ramifications were not well received by the public.

This was evident in the low election turnouts. In Poland and Hungary, less than two-thirds of those eligible to vote took part in the first free elections; not even half participated in the Polish local elections of May 1990. The sudden redundancy of revolutionary activity went hand in hand with rapid transitions to parliamentary systems of government dominated by party politics. Their precipitate birth left the fledgling democracies decidedly anemic.

Societies and politics were further fragmented by nations reckoning up with their communist past.2 In winter 1989–90, tens of thousands of Czechoslovaks took to the streets in protest against the continuing presence of communist functionaries in local administrations, the media, and industry. But the disclosure of ever more information on citizens’ past activities as informers, including leading dissidents, soon diverted attention from other issues. An analogous situation arose in the former GDR. Here, even the first democratically elected premier, Lothar de Maizière, was suspected of Stasi collaboration. In the consequent atmosphere of general mistrust, demands were voiced for a renewed, more thorough “cleansing” of public life and administration. (There was less concern about the economy.) This created a rift in the former opposition, as one side called for the removal or punishment of all security service informers while the other warned against embarking on a witch-hunt. The social and economic cuts introduced in the spring and summer of 1990 swept away any remainder of the euphoria of fall and winter and finally replaced it with widespread disenchantment.

Left-wing West Germans and their intellectual mentors regarded the revolution with skepticism from the start. German sociologist Jürgen Habermas described it as “rectifying” (based on the slightly different German term nachholend).3 He thus implied that it marked a departure from the wrong track of communism and a return to the right path of development toward Western modernity. As if wishing to externalize the antiutopian aspect of this evaluation, in fall 1989, Habermas attacked the revolution’s “total lack of ideas that are either innovative or oriented towards the future.”4 He particularly disapproved of the fact that what had started as a political revolution had turned into a national movement in the GDR. The slogan “We are one people” (“Wir sind ein Volk”), which echoed with increasing intensity across Leipzig and East Berlin from November 1989 (and modified the earlier slogan of “We are the people”—“Wir sind das Volk”) conflicted with Habermas’s typically left-wing West German antinationalist sensibilities. So did the “return to old, national symbols” he observed in the other Eastern Bloc countries.5 Indeed, the GDR’s imminent unification with the FRG was set to conclude the political development of the first successful German revolution. Given the asymmetry of power between the two Germanies, it could only end in political alignment or, as Habermas would have it, rectification. It should be noted, however, that this was more in the interests of West German politics than of East German civil rights activists. All demands from East Germany to amend the constitution in the light of unification and introduce more elements of direct democracy or enshrine more basic social rights were quashed by the conservative government in Bonn.

Were the West German and Western European Left any more open-minded? Habermas at least took the revolutions of 1989 as an opportunity for a critical appraisal of his own political environment. He found the Left to be overly preoccupied with statism and smugly self-satisfied about the “welfare compromise.” The remedy he proposed was to consolidate the “autonomous public sphere,” a domain he conceived in sectoral terms, along the lines of a civil society falling between public and private life. The civil rights activists of East Central Europe held similar views, but Habermas acknowledged them in neither his German nor his English text on the revolution (at least not by name or in literature references). The only Eastern European he mentioned was Alexander Dubček, whose demand for a Third Way Habermas regarded as unrealistic. Despite being skeptical of statism, Habermas called for the state to rein in the market. Meanwhile, the reform programs introduced by Leszek Balcerowicz and Václav Klaus were establishing precisely the reverse conditions.

British contemporary historian Timothy Garton Ash had witnessed the turmoil in Warsaw, Prague, and Berlin with his own eyes. Politically, he is harder to pin down than Habermas but it would surely be fair to describe him as a left-wing liberal. In his book We The People, published shortly after the revolution, he expressed sincere admiration for the Eastern European civil rights activists. But over the course of the year 1990, his tone changed. He began to develop a far more critical view of figures such as Lech Wałęsa and Václav Havel—the former on account of his political vacillation and the latter because of his moralizing.6 He articulated his criticisms in publications, including an essay for the journal Transit. Europäische Revue. This periodical was founded in 1990, partly in response to the opening of Eastern Europe, at the Vienna Institute for Human Sciences (Institut für die Wissenschaften vom Menschen, IWM), and will serve here as a rich source for a case study and spot checks on the West’s reception of the revolution. Its editor, the Polish philosopher-in-exile Krzysztof Michalski, invited a broad spectrum of authors to contribute to the first edition. From Left to Right, all political leanings were represented, and supplemented by articles by respected Eastern European dissidents.

Garton Ash was personally acquainted with prominent civil rights activists in Poland, Czechoslovakia, and the GDR. But in his Transit essay he cited only a few press articles and an interview that Václav Havel had given The Times of London. He refrained from examining the ideals of 1989, concentrating instead on the birth pangs of the new democracies in East Central Europe. He issued an explicit warning against the “risk of over-democratization” and gave pragmatic advice on how to deal with the contemporary challenges. In his view, the most promising approach was to adopt the German model of parliamentary democracy, and he called on the government in Bonn to become actively involved in the former Eastern Bloc. Though this may have been good advice, and attests to his cosmopolitanism, Garton Ash’s adherence to Western conceptions for interpreting the changes in Eastern Europe is jarring. His essay makes no mention of the democratic groundwork performed by the Solidarność movement or the long tradition of Czech democratic thought, which was an important influence on Havel. Instead, Garton Ash warned against too much democracy.

The liberal, Oxford-based sociologist Ralf Dahrendorf also took the role of a political-realist advisor in an essay in the same edition of Transit. Dahrendorf praised the reformers’ courage but argued that social cuts and wage limitations, even a “deep valley of tears,” were inevitable.7 Similarly to Garton Ash, he mentioned various dissidents and politicians from postcommunist countries, and was evidently most impressed by Leszek Balcerowicz. His deepest concern was the dilemma he feared the new democracies faced: predicting that a boom analogous to that in Western Europe after 1945 would not occur for several years, he warned that the unavoidable social cuts and resultant frustration could pose a threat to the young democracies. Alternatively, pursuing democracy could jeopardize the necessary reforms. Perhaps it was the latter scenario that prompted Dahrendorf to refer to the modernizing dictatorships of East Asia as external examples. Japan, South Korea, and Taiwan, he pointed out, generated wealth before introducing democracy in the first postwar decades. He rejected the use of the term “revolution” in the context of 1989. In his view of history, revolutions always caused more harm than good, especially on an economic level. To him, 1989 was, instead, a “transition” to a liberal democracy and market economy, which he hoped the West would assist, as actively and sympathetically as possible.

Dahrendorf echoed Habermas’s call for the consolidation of civil society, which he saw as a “great project”—“the best of the modern age.”8 But while Habermas argued for “reining in” the market and Garton Ash avoided questions of economic policy, Dahrendorf supported radical liberalization. To him, it was a sign of dissociation from “illiberal regimes.” He also referred admiringly to Friedrich von Hayek, one of the founding fathers of neoliberalism.

The essay by François Furet in the same issue of Transit stands for the conservative reception of the revolution. Furet started by tracing a long critical arc from “the fading star of October” (meaning the Russian Revolution of 1917), which, he proposed, had allowed “the star of 1789 to shine again.”9 At the same time, he relativized the significance of the French Revolution and criticized the way it was carried out. Furet condemned the Jacobins (thus continuing a long tradition of French conservative thought) and claimed that human rights were the only enduring achievement of 1789. Consequently, he argued that the revolutionary idea should be distinguished from the democratic idea. To Furet, the radical changes of 1989 confirmed the persistence of “capitalism and democracy” as the “key elements of modernity.” Hence the subtitle of his essay was “Return Ticket”. In principle, his line of argument echoed Francis Fukuyama’s thesis of the end of history. But Furet was so preoccupied with France’s reception of the revolution that his essay reads over long stretches like a French soliloquy. Only one page of the entire text was devoted to Eastern Europe. Here, Furet declared democracy and capitalism to be an “inseparable couple” but simultaneously distanced himself from the Polish and Hungarian “cult of free enterprise.”10 Eastern Europeans, to summarize his point of view, should embrace capitalism, but not too much.

These articles by German, British, and French authors are some examples of the 1989 revolution’s reception among Western European intellectuals. Yet the essay by Habermas and the articles in Transit—founded by a Polish exile—can also be regarded as evidence of non-reception. Habermas and Furet repeated arguments they had previously advanced elsewhere (Furet in a text to mark the two hundredth anniversary of the French Revolution, Habermas in his writings as a pioneer of German social democracy), and were not prepared to explore the values behind the revolution in any depth. At least Dahrendorf and Garton Ash considered the changes in East Central Europe in some detail. But none of the authors analyzed the revolutionary demands and ideals of winter 1989–90. They did not even refer to the articles by Eastern European civil rights activists in the same edition of the journal. None of them raised the question of what the West might be able to learn or adopt from Eastern Europe. Instead, they offered paternalistic advice on how to develop the former Eastern Bloc countries. This is not really surprising; it reflected the contemporary asymmetry of power in Europe. In a sense, these Western European thinkers were continuing the tradition of Enlightenment thought. Since the late eighteenth century, most renowned men of letters have adhered to an occidentalist perspective, considering the East only in the case of ideational or military conflict. It remained thus in the years around 1989, despite the opportunity for more intensive intellectual exchange. But what values were the civil rights activists and millions of protesters actually going out in the streets for in 1989? In the GDR, national demands (for German unity) very quickly obscured other revolutionary goals. For this reason, the section below will focus on Czechoslovakia, which was effectively a laboratory for political and social values and utopias, at least until the local elections of fall 1990.

The Values of 1989

Perhaps the most important element of the Velvet Revolution was the experience of community, and the most vital value the sense of solidarity among the protesters. On November 17, the police tried one last time to suppress the demonstrations by brute force. Several hundred protesters, mostly students, were badly beaten up. The police aggression violated a fundamental social value—that guardians should protect, not attack, their charges. Over the following days, tens of thousands of demonstrators returned to Wenceslas Square (Václavské naměstí). Soon the center of Prague became too small for the throng. Consequently, the opposition started holding rallies on the Letná, a large parade ground and park close to Prague Castle. On November 25, at least half a million people were gathered there. The next day, a Sunday, another 250,000 protesters appeared.11 At that time, the capital of Czechoslovakia had a population of around 1.2 million. That weekend, more than half the population of Prague turned out to support “the revolution,” as people were hesitantly starting to call it.

The demonstrations were attended by a highly heterogeneous cross-section of society, from all classes and age groups. They brought together individuals and groups who would otherwise probably never have met. In contrast to the French and Russian Revolutions, the Velvet Revolution mobilized the entire country within a few weeks. Similarly to the GDR, even residents of small towns and villages took to the streets by the tens of thousands to demand the end of the old regime.

The crowds developed common rituals, such as shaking bunches of keys (to symbolize funeral bells ringing out the demise of communism), singing songs, performing jumps in unison against the cold, and, in December, shouting the political rallying cry “Havel na Hrad” (“Havel to the castle”), demanding Václav Havel as president. He, more than any other person, reflected the mood of solidarity in his speeches. He addressed the protesters as “friends,” and used other terms that underlined the sense of community, such as “unity,” “fraternity,” “solidarity,” even “love.” This heartfelt exuberance, the Romantic phase of the revolution, could obviously not last forever. Nevertheless, it would be wrong to understate the emotional aspect and common experience of revolution, to which Hannah Arendt refers in her writings.

Humanity (in Czech, lidskost; in Slovak, l’udskost; sometimes also humanita) was one of the key concepts of the revolution. The importance of this elusive notion can only be fully grasped against the background of the inhuman regime of the Czechoslovak Communist Party. The communists had reduced the country’s citizens to mere cogs in the system. But the tables turned. The revolutionaries demanded the protection of human dignity (in Polish, godność) and respectful, friendly relations based on a sense of solidarity—in short, human compassion. In winter 2013–14, such demands were revived in Ukraine when the protesters on Kyiv’s Maidan spoke of a “revolution of human dignity” (in transcribed Ukrainian, revolutsiya gidnosti—the close relation to the Polish language, especially the word godność, is evident).

Is the concept of humanity, which was endowed with such significance by the historical context, still relevant? To philosophers and scholars of the history of thought, it certainly is. Lidskost has a long and interesting prehistory, starting with the humanist pedagogue and theologist Comenius (in Czech, Jan Amos Komenský) and stretching to Jan Patočka, Václav Havel’s philosophical mentor, and other Czechoslovak dissidents.12 More than twenty-five years after the revolution, is there not a lack of lidskost, of humanity, all over Central Europe, and even the West in general? Some of the social cuts in East Central Europe and the labor market reforms in Germany certainly contradicted key values that the demonstrators of 1989 stood for. German welfare recipients, for instance, especially those who survive on the minimum Hartz IV payments, are too often treated with contempt. Derided as Hartzer, they are socially branded in everyday language. No wonder, then, that so many welfare recipients suffer from a lack of self-respect. Such moral considerations may appear old-fashioned today, but many dissidents and above all Václav Havel dwelled upon them in their speeches and writings of 1989–90.13 They also wrestled with the problem of personally leading a “life in truth” while 1.5 million Communist Party members (almost 10 percent of the population) and large parts of society had complacently accepted the contrat social—more mass consumption in exchange for political compliance. Yet already in 1990, the dissidents’ claim to the “truth” and the moral high ground had begun to grate on the public. Civil rights activists in other Eastern Bloc countries experienced similar disapproval.

Arguing implicitly from a postmodern Western standpoint, where there are no absolute truths or certainties, Timothy Garton Ash also criticized Havel’s moralizing and questioned whether it was possible at all to rise above the murky terrain of everyday party politics.14 His doubts were eventually vindicated. In the long term, Havel was not able to remain aloof from the petty intrigues of Czech party politics, and increasingly clashed with Václav Klaus, the finance minister in the first postcommunist government and later premier. Havel inevitably had to take a stand on the latter’s radical reform program, with which he partly disagreed, and several other questions of daily politics. When the civil rights activists lost out at the parliamentary elections of 1992 (the Civic Party, Občanské Hnuti, led by Jiří Dienstbier, did not even clear the 5-percent threshold), Havel found himself necessarily drawn in, ultimately becoming a political party in his own right.

As they debated the shape of the democratic future, the protesters of fall and winter 1989–90 considered not only the political system but also the economy, the education system, and other institutions.15 By demanding the democratization of all these fields, they were in line with many ’68ers and West German chancellor Willy Brandt, who in 1969 had called on the country to “dare to have more democracy” (“mehr Demokratie wagen”). Self-administrative socialism, which the Solidarność movement had incorporated in its program of 1980–81, was initially considered as well. But the severe crisis and de facto national bankruptcy of Yugoslavia in 1989 put paid to this idea. West Germany’s model of trade union representation in the management of large companies (known as Mitbestimmung, that is, employees’ participation in decision-making) would have also interested the activists, had they known about it. But the German government under Helmut Kohl preferred to keep this achievement of the trade unions quiet. Eventually, privatizing state enterprises took precedence over democratizing the economy in Czechoslovakia and all postcommunist countries. The intended university reform became bogged down in endless discussions and debates; in other words, in the murky terrain of democratic practice.

Moreover, the economic troubles of the years 1990–91 created singularly unfavorable conditions for reflecting on the best democratic form and practice. The collapse of the Council for Mutual Economic Assistance, and thus of the region’s most important export markets, the need for fundamental economic restructuring, and the growing deficits of many major industries and national budgets demanded quick decisions of the respective national governments. They did not have scope for theorizing or conducting political experiments. In the mid-term, then, democracy’s idealization during fall and winter 1989 had negative repercussions. The practice of electioneering and parliamentary power-plays revealed sides to democracy that the public had not reckoned with. This engendered disenchantment and cynicism.

The conflict between functional and normative approaches also gave rise to misunderstandings in post-1989 discussions of Europe. Despite the frequent complaints of “Euro-fatigue,” the member countries of the European Community took its existence largely for granted. On the whole, they viewed European integration as a (technocratic) process. But east of the Iron Curtain, Europe was defined in idealized terms as a community of values. Expectations of it were consequently high. During the 1990s, these were encoded in the often-invoked idea of a “return to Europe” (návrat do Evropy).16 By this, Havel and other Eastern European intellectuals implied more than one-sidedly adjusting to Western European ways. The Czech “poet-president” envisioned a normatively defined, postimperial Europe, shaped by democracy and freedom, in which the “small” nations would have their place. (The fact that the European Union actually made this possible, before and after expansion, is one of its major achievements). This conception of Europe was influenced by Tomáš Garrigue Masaryk (1850–1937), the founder and “philosopher-president” of interwar Czechoslovakia, who had propagated the idea of the Czechs as a historically democratic nation. By “návrat,” Havel meant a return to these philosophical traditions, among other things. When Eastern European countries recalled their national histories, they emphasized their sovereignty as well as supported their candidacy for European Union membership. They saw Europe as an association of fatherlands. This may have seemed nationalist and hidebound to Western proponents of a supranational state, but it complied with the structure and concept of the European Commission before the Maastricht Treaty.

Perhaps the opportunity was missed to discuss the goals and limits of European integration more openly before the enlargement of the Union. In 2005, just one year after the inclusion of ten new member states, France and the Netherlands voted against a European Constitution in public referendums. Like most votes on Europe, it was influenced significantly by the situations in domestic politics. The French public used the ballot to put the increasingly unpopular president Jacques Chirac in his place. But in the paternalistic terms the European Union tended to use on its eastern “candidate countries,” one might say that the French and Dutch populations were “not yet ready” for EU expansion. The outcome of the constitution referendums might well have been different if politics and the public had embraced the debate about values that had blossomed in 1989–90 rather than persisting with a process-based conception of Europe.

Another controversial issue, especially in Poland, was the question of the European Union’s Christian identity. Regarding European integration predominantly as a process, Westerners considered the continent’s cultural or religious definition a secondary concern. Debating the matter from a normative point of view, the same question was bound to play an important role in Central and Eastern Europe. Opinions diverge even in Poland, where there is a strong, often overlooked anticlerical tendency. This is partly a reaction to the utopia of a re-Christianized Europe that emerged in the eighties, under the influence of Pope John Paul II, and can be regarded as another legacy of 1989.17

A further central value motivating the revolutions was freedom. Initially the focus was on freedom from something—from Soviet domination, from the communists, from censorship, and from persecution, oppression, and paternalism in various other areas of life. British philosopher Isaiah Berlin differentiates between these “negative” freedoms, which are stressed in classic liberalism, and “positive” freedoms to do something.18 The latter dimension had less relevance during the revolutions and in the first years thereafter. Postcommunist societies were preoccupied with freeing themselves from communism and its legacies, especially reckoning up with the leaders of the ancien régime and secret police informers. Insofar as one adheres to Isaiah Berlin’s conceptual differentiation (a philosophical appraisal of which would go beyond the scope of this book), transformation was attended by a partial loss of positive freedom for the postcommunist societies. Indeed, this is a general problem of the new, neoliberal order. Since the crisis of 2008–9, rising unemployment has reduced the numbers of those who enjoy the freedom to pursue their personal goals, even in Western Europe.

The crisis in agriculture and old industry, mass unemployment, the social decline of minorities such as the Roma, and other new inequalities left only a minority in the postcommunist societies able to take advantage of the newly won freedoms. The situation could perhaps have been remedied by observing an ethic of freedom, as the Canadian philosopher and communitarian Charles Taylor proposed.19 In the mid-nineties, Taylor fundamentally criticized the liberal idea of freedom and outlined the risks of giving absolute precedence to free self-determination and individualism. Drawing partly on discussions with former dissidents at the IWM in Vienna, Taylor stressed the need for more community spirit and solidarity. Thus he echoed the protesters of 1989. They, too, thought largely in communitarian terms, though they did not usually refer directly to the concept. But it was demonstrated by the ubiquity of words such as “humanity” and “solidarity” in their flyers, pamphlets, and writings of the winter season 1989–90.20

In the postrevolutionary transformation era, consideration of the ethical and social implications of freedom largely died away. The normative exuberance of the revolution in postcommunist societies was replaced by a decidedly antiutopian mood. Furthermore, the hegemony of neoliberalism marginalized all other ideas and ideologies. As early as 1990, the principle of freedom became concentrated on the economy. The aforementioned TV series presented by Milton Friedman, the aptly titled Free to Choose, was an important mouthpiece. The third episode, devoted to “Freedom and Prosperity,” discussed the end of communism briefly but paid far more attention to the liberation of the markets from government restrictions. In this way, Friedman set out his desired sequence of freedoms: after gaining political freedom, nations should lose no time in establishing free market economies—only then would there be complete freedom. Appearing every inch the benevolent and wise old uncle from America, Friedman explained to the poor deprived Eastern Europeans how to tackle reforms. His choice of terminology was remarkable: in speaking of an “unlimited” and “pure” market economy, he suggested that all other variations were impure. No mention was made of the civil rights activists such as Václav Havel and Lech Wałęsa, who had actually fought for their countries’ freedom. But Czech finance minister Václav Klaus was invited to appear, and portrayed as a courageous reformer. In an appropriately real socialist setting, he treated Friedman and his wife, Rose, to coffee and cakes while reiterating the program’s message: only free market economy has any future; political freedom must be followed up by the removal of economic constraints.

Once the concept of freedom had been appropriated by economics, it gradually disappeared from public debate. Politicians such as Klaus continued to propagate freedom for the economy in their speeches, especially to international investors. Some years later Friedman awarded Klaus membership in the Mont Pèlerin Society, where neoliberal thought had originated in the postwar period. But to the national public, the record was beginning to sound scratched. Indeed, neoliberalism’s reliance on rationality is probably a major hindrance to its broad public acceptance. The arguments in favor of free market economy might have convinced in theory—Leszek Balcerowicz’s analyses and reform plans are still compelling to read, whether one agrees with them or not—but they had little emotional appeal. The party conferences of the Civic Democratic Party (Občanská demokratická strana, or ODS), founded by Klaus, did not muster much enthusiasm even among attendees. (In the mid-nineties the ODS was the strongest neoliberal-oriented political movement in East Central Europe, and probably in Europe as a whole.) There were no pamphlets, chants, or demonstrations calling for free market economy. Prominent figures such as Leszek Balcerowicz in Poland and Yegor Gaidar in Russia exuded the aura of technocrats and business managers; they did not have or want any more charisma.21

The political-economic concept of freedom was reiterated at the celebrations marking the twentieth anniversary of the revolution in 2009. The German government thanked all those who had played a part in emancipating Germany and Europe and praised the progress of reforms. But German president Joachim Gauck’s speeches emphasizing the value of freedom were unemotionally received, hinting that this rhetoric had already passed into contemporary history. The freedom gained in 1989 is now largely taken for granted in the EU. Perhaps the case of Ukraine will reignite the debate in the coming years. Its outcome will depend upon which concept of freedom is adopted: the comprehensive, ethically grounded variety of the revolution era or the reduced, economic one of the nineties.

One aspect of freedom was completely overlooked in 1989: women’s rights. Although women certainly took part in the demonstrations just as men did, they did not voice gender-specific demands. This was due in part to the fact that, on paper, men and women were equal under state socialism. In practice, however, women shouldered greater burdens than men, not only going to work but also running the households and looking after the children. Their most pressing need at that time was a fairer distribution of responsibilities within the family. In the nineties, however, women were also worse hit by economic reforms than were men. They were affected by dismissals and restructuring in major industries disproportionately often (for instance, when service-oriented departments such as cafeterias were outsourced). Moreover, the new system drastically reduced state childcare and brought a shift in ideals, back toward a traditional conception of gender roles. Vladimir Putin’s offensive machismo is one example of this shift. In fact, it provides the foundation for his domestic and foreign policy. In Poland, the influential position of the church led to the criminalization of abortion. Such developments in the gender field seem to corroborate Jacques Rupnik’s thesis that the radical changes of 1989—or their outcomes in the nineties—marked a sort of “anti-’68.”22

Yet there are glimmers of light on this horizon. For instance, in Poland the gap between men’s and women’s average incomes is small in relation to that in other countries. The country ranks fifth in OECD statistics on the male-female pay gap, well ahead of Germany and Austria, where it is twice as large (at over 15 percent).23 Long before Angela Merkel became German chancellor, Poland had a female prime minister (Hanna Suchocka in 1992–93) and a female president of the national bank (Hanna Gronkiewicz-Waltz 1992–2000), and has more women in leading positions in business and university education than most Western countries. However, this can not be attributed entirely to the revolution. It owes more to the social and cultural dynamic of transformation.

Postrevolutionary disenchantment has clouded the public’s memory of the values of the 1989 revolution. This is particularly evident in conversation with intellectuals and former politicians who played leading roles. Many now perceive the postrevolutionary “Realpolitik” as an inevitable and ultimately positive development, having paved the way for new affluence and European integration. But this political-realist reception of the revolution might in turn lose currency. Canadian historian James Krapfl, for one, has hinted at this in his empathetic analysis of revolutionary writings and culture in Czechoslovakia. Krapfl shows that the values of the Velvet Revolution still hold relevance, though primarily on the periphery of or outside Europe. A few years ago, for instance, some five thousand intellectuals and opposition activists in China signed the manifesto “Charter 08,” calling for the democratization of China, an end to one-party rule, and, not least, greater social equality.24 The Ukrainian revolution has also revitalized some of the values of 1989, which is why it is so despised by the former KGB functionary Vladimir Putin.

Birth Pangs of United Europe

When East Germans stormed the Berlin Wall in a state of euphoria, many West Germans, too, shed tears of joy. For some, it marked the reunion of families who had been divided by the Iron Curtain. But after a time, as ever more East Germans flocked across the border, West Germans began to look askance at the new arrivals. This is illustrated by the popular use of the patronizing label “Ossi.” It took another twenty years for West Germans to refer more respectfully to East Germans as such. But the difficulties the two Germanies experienced in growing together were nothing compared to the birth pangs of the newly united Europe. These were especially perceptible in Germany’s relation to Poland. While the citizens of the GDR could count on a degree of national solidarity from the old Federal Republic of Germany, and indeed received it on a material level, the Poles were stigmatized by their poverty and the long history of anti-Polish prejudice in Germany. Despite the official eulogies on Poland’s role in ending communism, social encounters in the first years after the revolution tended to compound the mutual sense of alienation.

This can be traced most clearly in Berlin and Vienna. As discussed above, tens of thousands of Poles took advantage of the open borders to trade at Berlin’s “Polish market” or Vienna’s Mexikoplatz market. In this way they hoped to supplement their incomes and acquire foreign currencies, to protect their meager assets from hyperinflation. The influx of Poles was not well received in the West. In one article, the German news magazine Der Spiegel reported “growing aggression” and the increasing use of “insults such as ‘Polack vermin’” (Polacken-Pack). Yet in the leading paragraph, the finger was pointed firmly at the Poles. It read: “Polish black-market traders, smugglers and shoplifters in West Berlin fuel hostility toward foreigners among local residents.”25 In summer 1990, there were rising demands to close Germany’s eastern borders and introduce a visa requirement for the citizens of former Eastern Bloc countries. The German government did not take up the idea, since it could not deny Czechs and Poles the same right to travel freely that the East Germans had fought for just six months previously. However, it established certain requirements for Poles wishing to enter Germany. They needed a written invitation, cash assets of at least fifty deutschmarks (a lot of money in Poland at the time), and proof of health insurance. The passports of any Poles caught conducting illegal activities, such as illicit street-trading or undeclared work, were marked with the dreaded stamp that barred them from entering Germany for several years. But it was possible to get around this by reporting one’s passport as stolen and organizing a new one—at the market in Warsaw’s Dziesięciolecia stadium if not through the official channels.

The Austrian government took far more drastic action. In September 1990, it overturned its agreements with Poland and Romania on visa-free travel, thus ending its traditional role as an asylum and transit country for refugees from Eastern Europe. Surveys showed that 80 percent of Austrians took a negative view of the growing number of Eastern Europeans in the country since the opening of the borders: 30 percent thought it was “bad,” 50 percent that it was “a bit annoying sometimes.”26 The leader of the right-wing populist Austrian Freedom Party (FPÖ), Jörg Haider, harnessed this mood for his party’s first blatantly xenophobic election campaign. Even the Social Democratic Party of Austria (SPÖ) espoused populism to a degree. It was the SPÖ parliamentary party leader in the National Assembly who had proposed the visa requirement for Poles. The city of Vienna, however, showed greater tolerance and continued to allow the large bazaar to be held on Mexikoplatz.

In April 1991, Europe took a huge leap toward opening borders and allowing freedom of movement. The six countries that then made up the Schengen zone (Germany, France, Italy, Belgium, the Netherlands, and Luxemburg) and Poland concluded agreements on visa-free travel. But like the association agreements of later that year, they were confined to the Visegrad states. It was not until the Soviet Union had completely disintegrated and war broke out in the former Yugoslavia that Western Europe considered opening to other countries in Eastern Europe. Encouraged by the United States, NATO pushed ahead in this respect. But it is a far more complicated matter to enlarge an economic, juridical, and, to some extent, political union than a military alliance. There were also social implications, such as the fear of labor competition. To the German public, the closer the accession of East Central and Southeastern European countries loomed, the scarier EU expansion seemed.

One indication of Germany’s trepidation is the discourse about EU enlargement of the late nineties, which was characterized by terms such as “streams of people,” “flooding,” “inundation,” “dam bursting,” and “dam building.” It was as if the unpredictable force of the two rivers separating Germany and Poland, the Oder and the Neisse, were under discussion. Although a flood catastrophe did indeed occur in 2002, the point at issue was actually the influx of labor from Eastern Europe. In the end, far fewer people immigrated than predicted.27 Moreover, Germany had experience as an immigration country: in 1989, 377,000 “late repatriates” (people of German descent) moved to Germany, followed by another 397,000 in 1990. But with unemployment at a record level of over four million in the late nineties, the alarm bells started ringing. (This was a contrast to 2015, when over a million refugees from the Middle East arrived in Germany. The climate was much more positive, also because of the good shape of the German economy.)

Indeed, there was a dual competition: from the new arrivals on the home labor market as well as from the outsourced production of industrial goods in Eastern Europe. The label Billigkonkurrenz (literally “cheap competition”) gained currency, expressing condescension toward the less affluent Eastern Europeans. At the traditionally rustic Ash Wednesday convention of the CSU (the long-time governing party in Bavaria), the state premier Edmund Stoiber drummed up populist resistance against labor migration. He calculated the ridiculously low wages that Eastern European workers earned (Poles: 5.50 marks per hour; Bulgarians: 1.40 marks—in comparison to the 48 marks he claimed German skilled workers earned), and predicted mass immigration to the German labor market.28 Trade unions and various professional associations echoed his concerns. A favorite phrase that Roland Issen, then chairperson of the white-collar trade union DAG, repeated on a number of occasions between 1995 and 2001 was: “We can’t just open the floodgates.”29

That is how a lot of East Germans felt when the European Union was extended by ten new member countries on May 1, 2004. It was a day of celebration in Poland. There were festivities across the country, including in Słubice, a small Polish town at the German border. The East German city of Frankfurt an der Oder is virtually within spitting distance, on the other side of the river. Corks were popping and fireworks exploding all night in Słubice. In Frankfurt, meanwhile, the quiet was broken only by some official fireworks. Germans were in no mood to celebrate now that they faced dual competition on the labor market—from companies relocating to the East (on account of the cheap labor) and from the (mostly overestimated) influx of labor migrants from the East.

The next day, the differences on either side of the border continued. Słubice’s party guests wanted to take taxis to the station at Frankfurt an der Oder, which is much closer than the nearest Polish railway station. But the many Polish taxis available were not authorized to drive across to Germany and there were no taxis waiting at the border in Frankfurt. The Brandenburgers were obviously not so desperate to make money—partly because the unemployed in East Germany still received generous welfare benefits in comparison to those in Poland or the Czech Republic, although this soon changed with the introduction of the Hartz IV laws. Joy and fear, active industry and passive expectancy, were separated by only 170 yards—the length of the bridge spanning the Oder River.

A different kind of skepticism about Eastern Europe was expressed by the liberal-left-wing and conservative German elites alike. They envisioned a Carolingian version of Europe, as it had once been founded by Charlemagne. Consequently they feared that EU expansion might jeopardize integration as it stretched the union to encompass twenty-five member states.

With hindsight these fears can be regarded as the birth pangs of united Europe. But they were so acute at the time that they had an impact on the accession treaties. The new member states were included in the union on condition that their citizens did not settle or work in the old EU countries until a maximum period of seven years had elapsed. Only Sweden, Ireland, and the United Kingdom opened their labor markets immediately, which allowed them to welcome the best qualified labor migrants. This is now one of the complaints of the British nationalist party UKIP, along with some Conservatives, who are not only against Brussels but, like all populist groupings, also in favor of protecting the native population against labor market competition. On the continent, meanwhile, a little neoliberal loophole existed for entrepreneurial migrants: registering businesses was relatively easy for citizens from other EU countries, which is what thousands of Poles did. In addition, Germany’s proximity to Poland gave rise to another, less permanent pattern of labor migration. On Sunday evenings, the trains across the border to Berlin were packed with middle-aged Polish women traveling to work as home helpers, cleaners, and nurses in Germany. Some of them even formed impromptu firms to share clients and alternate working hours, thus ensuring the uninterrupted provision of their services. In order to save on rent and bring more money home, two or three women often shared a single one-room apartment during the week.

Thus the labor market restrictions inscribed in the enlargement treaties were not as effective as intended. Nor did they serve to reassure the German population. Their fears were temporarily pushed into the background, but resurfaced when Romania and Bulgaria acceded to the European Union in 2007 and were nourished by tabloid journalists and right-wing politicians, who painted a menacing picture of cheap competition and mass immigration. The aforementioned Edmund Stoiber even proposed cancelling the EU membership of both countries.30 In 2010–11 and 2013–14, shortly before the end of the seven-year limitation period for citizens of the new EU countries, similar horror scenarios were predicted again. This time, xenophobic fears were not articulated in blanket rejections of immigration but in preconceptions about what the new arrivals would do in Germany. The CSU declared its intention to take action against “social fraudsters from Eastern Europe.”31 Thus the immigrants were accused en masse of wanting to scrounge social benefits. In fact, in relation to the proportion of the population they make up, fewer Romanians and Bulgarians claim benefits than do German nationals. In Vienna, too, immigrants tend to line up in front of certain gas stations or supermarkets offering their labor rather than ask for help through the official channels. Bavarian companies, especially, need skilled workers and apprentices and often recruit them directly from Romania. Was it really necessary to humiliate these people by accusing them of mass-scale “social fraud”? Germany showed some remorse for its discursive aberrations when it declared the German equivalent of the term, Sozialbetrug, the ugliest word of the year 2013. But it was too late for those who were already stigmatized.

Similar debates sparked in France a few years later. Here, the plombier polonais eventually came to embody the rival Eastern European worker. In fact the stereotype of the Polish plumber became so ubiquitous that it was harnessed for election campaigns and the referendum over the EU constitution. The debate took a surprising turn, however, when the Polish tourist office retaliated with a humorous poster inviting French visitors to Poland. It showed a sexy-looking plumber with the caption “I’m staying in Poland. Come over here” (see fig. 10.1).32

Meanwhile, in Berlin, the flow of migration had reversed. Many Poles who had come to Germany to live or work, or for other reasons, moved back to their native country. Skilled workers still earned less in Poland than in Germany but the wage differences to Berlin and Brandenburg, where many branches paid lower than the agreed standard wage, were shrinking. In addition, there were more job vacancies in Poznań and Wrocław. If one factored in living costs and property prices, it paid off to move back.

These debates on immigration can be regarded as the birth pangs of 2004’s new Europe. Western Europe proved itself remarkably fearful and inhospitable. In essence, this can be attributed to three factors: its lack of participation in the revolutions of 1989, its fear of competition on the labor market, and its reluctance to share its wealth. These factors are, in turn, linked to the characters of German and European unification in 1990 and 2004, respectively: both events marked extensions of the West, or the existing Western systems. Citizens of West Germany and Western Europe were led to believe that they would remain more or less unaffected. But they sensed that changes were in the air. Openly facing integration as a change affecting everyone—and holding opportunities for all—would have been more honest and certainly more helpful.

[image: images]

Fig. 10.1.  The “Polish plumber”: humorous riposte by the Polish tourist office, 2005. Courtesy Office National Polonais de Tourisme, Paris.

Another troublesome aspect was the inequitable treatment of the new EU states by the older member countries. As mentioned above, accession was linked to restrictions on the former’s freedom of movement. The EU candidates in turn negotiated restrictions on the purchase of land in their countries by foreign investors. It was a bad compromise for both sides. Farming subsidies were another point of issue. The European Union had missed the chance to reform these comprehensively prior to 2004 (prevented above all by the French farmers’ lobby). Hence the large subsidies for Western Europe were retained and only a fraction paid to the new member countries. No doubt this was an economically reasonable move. Higher payments for the new members would have probably led to rising inflation and other unintended effects. But the inequity left a bitter aftertaste.

Bristling at the asymmetry of power between Western and Eastern Europe, the EU candidate countries sided with the USA over the Iraq war rather than with Jacques Chirac and Gerhard Schröder. The French president told the Eastern European countries awaiting accession that by supporting George W. Bush they had “missed a great opportunity to keep their mouths shut.”33 These, too, were birth pangs that have now abated. The invasion of Iraq and the country’s occupation proved to be an ill-fated adventure. Moreover, the United States went back on its promise to overturn the strict visa regulations for its ally Poland. Feeling treated like a second-class country, Poland moved closer to Brussels and its European partners. In addition, the extensive aid programs instituted after EU accession helped to calm the waves of 2003–4.

However, since the crisis, new lines of conflict have emerged, especially between the North and the South. Many Southern Europeans hold Brussels responsible for the austerity gripping their home countries. As discussed above, the European Union is not an agent of neoliberalism and has actually alleviated social hardship and regional inequality in the new member states. But the austerity policies introduced in the wake of 2008–9 were propagated by the Troika, which includes two European institutions. They have severely damaged the EU’s reputation and contributed to the landslide victories of left- and right-wing populist parties at the European elections of 2014.

The same scenario was repeated at the Greek parliamentary elections of January 2015. The left-wing populist Syriza party won the elections on the strength of its pledges to break the Troika’s power, end the austerity policy, and restore the dignity of the Greek nation. But these promises did not help the country escape the debt trap, and the Greek government under Alexis Tsipras was forced to go back on some of them, including raising the minimum wage and reinstating civil servants whose jobs had been cut. It remains to be seen whether the Greek Left, political home of many former communists, will act as pragmatically as the Polish SLD or the Hungarian socialists in the mid-nineties. It seems doubtful, as Syriza is different in a number of ways. For one, it cultivates a marked machismo (with a first cabinet devoid of women), and it has entered into a coalition with the right-wing populists (shifting the political competition further into the radical populist corner). Not only that, in the nineties a certain amount of faith in the blessings of capitalism still prevailed, and confidence that social cuts and economic reforms would one day pay off. This faith has dissipated as a consequence of the ongoing crisis since 2008–9.

It is important to remember that the power of populist parties such as Syriza is dependent on the increasing influence of technocrats, and vice versa. Whenever the antipolitical argument that “there is no alternative” to one or other reform is asserted (which has been a key part of the neoliberal repertoire since the eighties), it prompts antipolitical reactions such as populism. Unfortunately for the EU, the line of conflict has shifted since the crisis of 2008 to mark Brussels as the aggressor. Populists locate their technocrat enemies in the EU administration, and claim to defend their respective nations against its insidious attacks. With this rallying cry, they win support regardless of their political leaning. Whether they are labeled left- or right-wing is insignificant. The main distinction between the two is that right-wing populists are not only against the European Union, the IMF, and the Troika, but also against foreigners, migrants, and minorities. This is not a birth pang of the united Europe but a structural problem of European politics.

The Conflict over Ukraine

The new member states have made an important contribution to EU policy by championing their eastern neighbors. Poland was foremost in advocating a policy of openness to further “accession candidates” in the east. But a major opportunity to take an active role in Eastern Europe—the “Orange Revolution” in the Ukraine in 2004—arose at a bad time. Though not, in fact, revolutionary, the turmoil of that year did bring about a change of government, increased respect for the basic rules of democracy, freedom of the press, and more cultural pluralism. The demonstrators in Kyiv regarded this as a move closer to the European Union. Ukraine signaled its intention to take the Polish path and not follow Russia, where Vladimir Putin was cementing his autocratic power. Moreover, Putin’s attempt to intervene directly in Ukrainian politics—then still by peaceful means, taking part in the election campaign and supporting the presidential candidate Viktor Yanukovych—was not well received.

In February 2005, the new, democratically elected president, Viktor Yushchenko, came knocking at the European Union’s door. It could have been an opportunity to intensify European cooperation with Ukraine, but the EU commission decided on a “bilateral action plan” with Ukraine, explicitly without prospects of accession. The only, vague, decision made was to earmark the year 2007 as a possible date for an association agreement.34 This contrasted starkly with EU policy toward the states of East Central Europe fifteen years previously. The association agreements with Hungary, Czechoslovakia, and Poland had been signed, sealed, and delivered just two years after the revolutions of 1989, even though the circumstances had by no means been more favorable: in late 1991, Russian troops were stationed in Poland, the region was still in the grip of economic crisis, and it was uncertain whether all the associated countries would ever become stable democracies.

Why did the European Union keep democratic Ukraine at arm’s length? For one, Brussels had its hands full with the recently accomplished expansion of the Union, the impending accession of Romania and Bulgaria and the project of a European constitution. On a more fundamental level, the mental map of the old European Union was hard to shake off: From Brussels’ or Berlin’s point of view, Ukraine was a country far away in deepest Eastern Europe. The attitudes of the German elites (or at least the Social Democrats) were illustrated by former German chancellor Helmut Schmidt in a book he published in 2000, claiming that over the course of several centuries, Russians, Ukrainians, and Belarusians had “undergone a cultural development that was only related to each other,” and could therefore be regarded as belonging to a “Russian cultural sphere.” Schmidt was apparently unaware of Ukraine’s many hundreds of years as part of Poland (Moscow ruled over a large part of the country for less than two centuries—125 or 146 years depending on the region), the church union of Lublin (by which a part of the Orthodox church submitted to the Vatican in 1596; the Greek Catholic church in today’s West Ukraine became a kind of national church in the nineteenth century), and other Western aspects of Ukrainian history.35 But some German academics and even experts on Eastern European history were no better informed.36

In principle, Yushchenko could have looked on the back of any euro bill to visualize Ukraine’s prospects of integration in the EU. The map depicted there shows the Canary Islands, the Azores, and even France’s overseas territories, but to the east, Europe fades out along a line running from Kherson near the Crimean Peninsula to Cherkassy, Smolensk in Russia, and up to the Arctic Ocean. Ukraine had no place in Europe, at least not on the eurozone’s banknotes, where it was cut through the middle. In the knowledge of the events of 2014, this depiction seems like an ominous, self-fulfilling prophecy. (The more recent-issue 5-, 10-, and 20-euro banknotes show a map shifted around 125 miles to the East. This includes Crimea and areas north of the Sea of Asov.)

Undaunted, Yushchenko headed for Berlin after talks with the EU commission. In March 2005, he was invited to address the Bundestag, a rare honor for a foreign head of state. However, his reception in the German parliament was cool. The Bundestag president, Wolfgang Thierse, greeted Yushchenko awkwardly, announcing that “Ukrainians are just as welcome in Germany as all other guests.” As a former civil rights activist, he might have taken the opportunity, after the Orange Revolution and Ukraine’s move toward the West, to declare the official Ukrainian visitor especially welcome.37 Only two members of parliament had taken the trouble to wear an orange scarf or show some other symbolic gesture of solidarity. The applause after Yushchenko’s speech was lukewarm, especially in comparison to the hearty reception he received in Poland.

Chancellor Schröder approached the visitor with chilly reserve (a faux pas by Ukrainian standards of hospitality, which often involve guests being clapped on the arms and shoulders or hugged) and grumpily broke off their joint press conference after only a few questions. The entire visit was clearly overshadowed by the “visa affair.” Yushchenko was not even able to negotiate any substantially easier travel conditions for Ukrainian students or similar minor concession. His return almost empty-handed marked a missed opportunity for Brussels and Berlin and weakened his position in domestic politics. In Kyiv, as the economy slowed, Yushchenko’s leadership was challenged by his power-hungry rival, Prime Minister Yulia Tymoshenko. These two former leaders of the 2004 revolt also argued over Tymoshenko’s erratic economic policy. The oligarchs’ influence remained unchallenged; the Ukrainian parliament became better known for brawls than debates. These domestic problems were another reason why the European Union did not seize the moment of the Orange Revolution to develop relations with Ukraine.

Moreover, the European Union was suffering from “enlargement fatigue.” Brussels almost instinctively rejected all further overtures by non-EU states. Turkey, even more than Ukraine, was disappointed on this count. The two countries were frequently mentioned in one breath. As an alternative to full membership (and explicitly not as an interim stage), Brussels introduced the EU Neighborhood Policy in 2003.38 This concept, revised in 2006, applied to all the European Union’s eastern and southern neighbors apart from Russia. Suddenly Ukraine found itself in the same boat as Lebanon, Jordan, Egypt, and a dozen other North African and post-Soviet countries (Belarus, Moldavia, and Russia also border on the EU). Furthermore, the EU Neighborhood Policy was based on a twofold misconception. For one, Brussels overestimated its allure, especially to Ukraine, whose economy was still closely linked to Russia’s; and second, it underestimated Moscow’s resistance. While bilateral talks between Brussels and Kyiv were deadlocked, Moscow was gradually consolidating its power over the post-Soviet sphere, helped by the German chancellor Gerhard Schröder. Germany and Russia cooperated on the North Stream gas pipeline under the Baltic Sea, strengthening their bilateral relations at the expense of the transit countries lying between them.

The clash between Yushchenko and Tymoshenko enabled Yanukovych—the ballot rigger of 2004—to return to power in 2010. Having won the presidential elections with a comfortable lead over Tymoshenko, he took corruption to new extremes. Within a few years, Yanukovych’s family rose to become one of the wealthiest clans in Ukraine. The country was not able to recover from the economic crisis of 2009 due to the drop in the price of steel (one of its chief export products), a lack of investment in industry and agriculture, and the ubiquitous corruption. Moreover, Ukraine was one of the countries where banks had freely arranged foreign currency loans and still struggled with inherited liabilities. Due to the financial crisis in 2008, the IMF granted Ukraine (and the banks which had loaned too much money in the country) a rescue package of 16.5 billion US dollars. Though this had been arranged with the last Yushchenko government, it benefited Viktor Yanukovych, who thus entered his presidency in 2010 with some start capital. It soon disappeared into the pockets of the presidential family and its allied oligarchs.

Despite the clearly negative developments in Ukraine, including the imprisonment of Yulia Tymoshenko, the European Union pressed forward with its association agreement with Ukraine. It did not want to lose out to Vladimir Putin, who had founded the Eurasian Customs Union in 2011 as an alternative alliance to the EU. In fact, Ukraine was reluctant to submit further to Russian hegemony by joining the customs union. Negotiations with the European Union continued until, in 2012, the association agreement was ready to be signed. Its conclusion was only slowed by concerns over Tymoshenko, who portrayed herself as a victim of political persecution, and casting too positive a light on Viktor Yanukovych.

By 2014, the economy’s continuing decline had plunged Ukraine into a truly revolutionary situation, in contrast to 2004. President Yanukovych’s refusal to sign the association agreement with the European Union was the final straw that triggered mass protests. As soon as news of his refusal broke, tens of thousands flocked to the Maidan in Kyiv. At this stage, they were mostly students, who objected to the ongoing corruption and cronyism and widespread deprivation. Yanukovych probably hoped the demonstrations would peter out after a few weeks due to the cold weather. But in the night of November 30 to December 1, 2013, he made the mistake of deploying Berkut units—the special police force within the Ministry of Internal Affairs. As in Prague in 1989, the Ukrainian public refused to stand by passively as their fellow citizens were abused by security forces. The day after the Berkut crackdown, about half a million people swarmed to what was now dubbed the “Euromaidan,” continuing the protests for weeks and months (see fig. 10.2).
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Fig. 10.2.  Thousands protesting on Kyiv’s Maidan against the Viktor Yanukovych administration, December 22, 2013. Photo: picture alliance / ZB / Konstantin Chernichkin.

In mid-January, the government tried to subdue the rebellion by means of new legislation. The parliament hurriedly enacted a tighter ban on demonstrations, anti-NGO laws (following the Russian model), and restrictions on freedom of expression and the press.

This catapulted the conflict into a sphere far beyond disagreement over the European Union or economic policy. It presented the Ukrainian public with a choice between two options: living with a Belarusian-style dictatorship or toppling Yanukovych. For this reason, this second phase of the revolution mobilized many family men and women (including a number of my own acquaintance), academics, small business owners, and white-collar workers to join the protests. Many of them had personally borne the brunt of corruption and cronyism and wanted a better future for their children.

Yanukovych’s restriction of civil rights and simultaneous refusal to enter into serious negotiations with the opposition exacerbated the tensions. One group of protesters, the so-called “pravii sektor” (“right-wing sector”) tried to storm the parliament building. The government responded with more violence: Berkut units kidnapped and abused protesters; the first four fatalities occurred, one of whom was a fellow lecturer at the Ukrainian Academy of Sciences in Ľviv. This escalation destroyed almost all hopes of a compromise between the government and the opposition. In mid-February, the revolution entered into its third phase. Berkut units and snipers positioned on the roofs surrounding the Maidan opened fire on protesters. Between February 18 and 20, at least one hundred people were killed. The mass murder fanned the flames of protest; the government lost control over the center of Kyiv.

Seeing his power rapidly eroding, Yanukovych clutched at a different straw. On February 21, through the mediation of the Polish and German foreign ministers and in the presence of a Russian government representative, he signed an agreement to hold elections and renounce some of his presidential powers. But by this point, the revolution had gained such momentum—fuelled by the violence and killings—that no compromise could last. The protesters demanded that Yanukovych be brought to justice; the president fled to East Ukraine and via Crimea to Russia. He was declared deposed by the Ukrainian parliament on February 22.

The Ukrainian opposition prevailed in this latest revolution in European history—vilified in Russia as a putsch—mainly because of its greater capacity to mobilize. Yanukovych had several thousand Berkut men behind him but, at the crucial moment, was not able to convince the military and police to conduct an inevitably bloody campaign in the center of Kyiv. The opposition, meanwhile, developed a bottom-up strategy. The constant presence of demonstrators on the Euromaidan was ensured by a regular changeover of personnel, akin to shift-working. Ad hoc committees set up in the capital and in Central and Western Ukraine organized the complex logistics of the operation. These committees raised funds to pay for food, clothing, and emergency medical care. With Berkut forces abducting, torturing and, in some cases, murdering injured demonstrators, the latter was a particularly urgent problem.

Russia villainized the Maidan protesters from the outset as nationalists and fascists. Certainly, the “right-wing sector” was a prominent element on the Kyiv barricades. They shot back when security forces opened fire on protesters. But the political base of the right-wing sector, the Svoboda (literally “freedom”) Party, founded in 2004, advocated no more radical policies than the Lega Nord in Italy or Marine Le Pen in France. And its following was a fraction of the size of the latter two. Its presidential candidate Oleh Tiahnybok gained a mere 1.2 percent of the vote at the election on May 25, 2014.39 Insofar as Svoboda politicians participate in government at all (they have seats in Ľviv and some West Ukrainian local parliaments), they have so far pursued a pragmatic course.

Another tendency Ukraine is repeatedly accused of is antisemitism. In a historical perspective, it was indeed rife here. While the Svoboda Party venerates the ultra-nationalist and fascist Stepan Bandera (1909–59) and the anti-Soviet resistance fighters of the 1940s, it tends to ignore the issue of antisemitism, as it does the Holocaust and Ukrainian collaboration with the Nazis. As yet, no xenophobic acts of violence similar to those in Germany in the nineties, claiming the lives of over one hundred non-Germans, have been committed in Svoboda’s stronghold, West Ukraine. The Jewish community in Ľviv leads a peaceful existence; the synagogue does not have to be guarded round the clock, as in Berlin or Paris. In March 2014, a series of attacks on synagogues and cemeteries occurred. But these were confined to the southern and eastern areas of Ukraine that had slipped out of state control. In early March, the chairperson of the association of Jewish communities and organizations in Ukraine, Josef Zisels, and the Orthodox and Liberal chief rabbis defended Ukraine against Russian accusations of nationalism and fascism. In an open letter to Vladimir Putin, they declared that Ukrainian Jews felt neither threatened nor discriminated against.40

Yet Russia used propaganda against Ukrainian fascists, Bandera supporters, and antisemites to prepare the ground for the invasion of Crimea and rally support for the so-called separatists in East Ukraine. President Yanukovych’s toppling proved to be a Pyrrhus victory for the opposition. Although a new government had been installed in the capital, it by no means controlled the entire country. Vladimir Putin immediately took advantage of the power vacuum in eastern and southern Ukraine. Just a few days after Yanukovych’s removal from office, Russian security forces infiltrated Crimea, where they started organizing demonstrations against the new government in Kyiv and occupied the regional parliament. On February 27, 2014, a vote on Crimean independence was staged, and Russia was called on to “protect [Crimea] against violent Ukrainian nationalists and extremists.” Putin then gave the official order for the Russian army to march in. Wasting no time, the new rulers held a referendum two weeks later (on March 16), promptly linking the issue of Crimean independence with the question of annexation to the Russian Federation. Of course the West protested against this blatant violation of international law, but Putin was determined to impress public opinion in Russia, where many still resented the fact that Crimea had become part of independent Ukraine in 1991.

Investigations by the Russian newspaper Novaya Gazeta, partly based on an internal strategic document, revealed that the invasion of Crimea and destabilization of Eastern Ukraine had been planned since early February.41 The Russian government persistently denied any involvement of Russian soldiers or secret service agents, but later blew its own cover by awarding medals to several “heroes” of the Crimean invasion. Moreover, Igor Girkin (better known by his martial pseudonym “Strelkov,” meaning “rifleman” or “shooter”), an officer of the Russian secret service involved in the invasion and occupation of the industrial town Sloviansk, gave away more than intended on several occasions. Announcing his appointment as defense minister of the “People’s Republic of Donetsk” and boasting about his military successes, Strelkov disclosed key details of Russia’s involvement.

Despite these blunders in the propaganda war over Ukraine, Russia prevailed on a number of points. In early 2014, Western media ran extensive coverage of the alleged threat posed by “fascists” in Kyiv, and also adopted other terms coined by the Kremlin. In the first half of 2014, there was much talk of the “Ukraine crisis” or the “Ukraine conflict,” as if it were primarily an internal dispute between Western and Eastern Ukraine. In fact, the only part to break away from centrally governed Ukraine was Donbas, where the Yanukovych clan power base was located—not even the predominantly Russian-speaking regions Charkiv or Dnipropetrovsk followed suit, indicating that it was not, as some have claimed, an “ethnic” conflict.42 The “separatists” are still referred to as such, although it would be more accurate to speak of “interventionists,” as their leaders are mostly Russian nationals and intelligence officials. Contemporary history has not yet come up with a word for these actors in the new, hybrid warfare. The Ukrainian government’s reference to “terrorists” is clumsy and misleading.

For the first time since the Yugoslav Wars of 1991–95, the Russian annexation of Crimea has drawn a contested territory on the map of Europe. Indeed, a number of structural similarities can be observed in the two conflicts. Like Putin today, Slobodan Milošević strove to extend his political hegemony to the surrounding countries. As long as these neighbors (in the case of the former Yugoslavia, the newly independent constituent republics) submit to the neoimperial center, the existing borders are respected. Belarus and Kazakhstan have allied with Moscow, but are not secure in their sovereignty—nobody knows how far their mighty neighbor is prepared to go. If a state tries to withdraw from the Kremlin’s (or Belgrade’s) hegemony, its minorities are mobilized. Putin made a rhetorical announcement to this effect in a parliamentary address as early as 2005. Speaking before the Duma, he described the demise of the Soviet Union as the greatest geopolitical disaster of the twentieth century and asserted his role as protector of the “Russian citizens” living abroad.43 In this speech, which apparently only a few experts on Russia took seriously enough to read, Putin envisioned a Russian nation extending far beyond the borders of the Russian Federation. He has referred to this enlarged sphere for some years as the “Russian world.”

A further parallel between Russia and Serbia lies in the role of the church. The Russian Orthodox Church explicitly supports expansionist nationalism, as the Belgrade Patriarchate did in the nineties. Both countries are home to far more radical nationalists than Putin or Milošević, respectively. Events in Serbia have shown that once public opinion has been whipped up by nationalist propaganda, it is difficult to calm. Alongside these commonalities, however, there are also differences. Milošević and his regional allies did not have the necessary resources at their disposal to gain control of the renegade republics, which were supported, moreover, by influential actors in the West. The Russian Federation, in contrast, is absolutely dominant in the post-Soviet sphere. No one country is in a position to stand up to it alone. After all, it is hard to confront a nuclear power by military means. And evidently Russia is needed to resolve international conflicts ranging from the nuclear arms deal with Iran to ending (or at least containing) the war in Syria.

At home, Putin can tap into Cold War–based Russian fears of the West, and particularly NATO, at any time. Although the North Atlantic defense alliance explicitly rejected the idea of including Georgia or Ukraine as new members since the Russian-Georgian conflict over South Ossetia in 2008, the implicit offer of alliance through neutralization still served to tread on Russian toes. In addition, the region’s move toward the European Union in 2013 was perceived as a threat in Russia. Putin’s emphasis on geopolitics is a message to the national public as well as the international community. It drew the focus away from pressing domestic problems, especially the ailing economy and the endemic corruption. On an international level, it has caused Western politicians to think more in terms of spheres of influence, too.

But the conflict over Ukraine cannot be won with political arguments alone. It can only be resolved if the Maidan protests and the overthrow of Viktor Yanukovych are understood as a genuine revolution. Eastern Europe has experienced several counterrevolutionary interventions in the past, such as 1792–94 and 1830–31 in Poland, 1849 in Hungary, and 1863 in Poland and parts of today’s Ukraine, each with a negative outcome. The difference now is that Russia has no allies in the West and although Ukraine is weak, it is not powerless. After the presidential election of May 2014, the whole country (apart from the occupied areas) was organized enough to hold regular parliamentary elections by October the same year.

The annexation of Crimea and destabilization of Eastern Ukraine have nevertheless severely undermined the revolution. The protesters in Kyiv wanted to end oligarchic domination and kleptocracy. Similarly to Prague’s Wenceslas Square in 1989, the Euromaidan was a forum for egalitarian ideas and utopias.44 Participants were determined not to repeat the mistakes of 2004 by allowing the revolution to be reduced to a mere change of government. But the Russian intervention prompted the Ukrainian administration to enter into a compromise with the old elites. Nationally known oligarchs were installed as governors in Donetsk and Luhansk, in the hope that they would be able to keep control over the contested regions.45 Kyiv also depends on regional oligarchs in Dnipropetrovsk and other areas in the East and the South. Owning chocolate factories, a shipyard, machinery construction plants and a number of media companies, the newly elected president Petro Poroshenko also belongs to the caste of oligarchs. The parliament in Kyiv continues to be dominated by stakeholders in large conglomerates. Indeed, the scenario increasingly resembles that in 2004, when new oligarchs simply replaced the old ones or the latter quickly changed sides.46 Perhaps Ukraine will be bereft of its revolution for the second time in recent history. The first time, its own elites were to blame; in 2014, Russian intervention was an additional factor.

At least the West has pledged substantial support to the new government in Kyiv. Funds from the IMF, the United States, and the European Union have already been made available. Nevertheless, the economic challenges are enormous and, in some respects, unprecedented. After the Orange Revolution, Ukrainian politics focused on the country’s postcommunist transformation, liberalizing foreign trade and the domestic economy—as in every Western country, telephone companies have mushroomed in Ukraine—deregulation (which occurred predominantly on paper while the economy is de facto controlled by monopolists), and privatization (which took place in the manner of a final sale, with even school and childcare properties being sold off). The standard recipe for transformation, then, has already been applied, with the familiar outcome.

In order to overcome its economic plight in the long term, Ukraine needs to undergo a postoligarchic transformation. This would entail reducing the importance of often illegally acquired private property, breaking up monopolies, and establishing government structures to serve more than the interests of the oligarchs. The rule of law must be consolidated and a “transformation from below” made possible. If Ukraine manages to develop its economy, the European Union should not rule out giving it full membership; if it persists in doing so, as it did with its failed neighborhood policy, Ukraine will remain trapped in a buffer zone—“intermediate Europe”—akin to the countries of East Central Europe between the First and Second World Wars. Ukraine and the entire post-Soviet sphere can be stabilized only if actors in Berlin, Brussels, and Washington, as well as in Kyiv, reassess the reasons for the missed opportunities since 1989.

The conflict over Ukraine has shown that one of the key requirements for the post-1989 order in Europe was peace, based on secure borders. Precisely this precondition was missing in the Caucasus and the former Yugoslavia in the early nineties. The outcome for the economies of these countries was devastating. Since 2008, when Russia invaded the South Ossetia region of Georgia, Moscow’s neoimperialist policy has threatened the stability of the post-Soviet world. Until the conflict over Ukraine sparked, peace in Europe was more or less taken for granted. But European history has shown that it is not a given. In the postwar era, the European Union acted as a force for peace in Eastern as in Western Europe, and must continue to do so. Countries’ prospect of EU membership was made conditional upon factors such as the protection of national minorities. Minority rights were strengthened in consequence, which in turn served to defuse a number of entrenched ethno-political conflicts during the nineties. Historically contested regions such as Upper Silesia, southern Slovakia, and Transylvania have stopped making negative headlines. The minorities came to accept their status which, in some respects, they even profit from.

One conclusion to be drawn from the conflict over Ukraine is that Vladimir Putin perceives the European Union as a rival in a global contest with the West rather than as a peaceful giant. This situation cannot be altered as long as one player regards world politics as a zero-sum game, where one side can only profit if the other loses. The European Union is therefore bound to accept Russia’s challenge to stand up for the security of its member states (especially those threatened by Moscow’s “protection” of Russian minorities), pool its resources, and support Ukraine—probably without Crimea, which appears to be permanently lost—as it did Poland after 1989.

What kind of support should the European Union provide? The experiences of the nineties have shown that the most crucial factor in stabilizing countries is the consolidation of state structures by means of rapid administrative reforms toward more autonomy for regions and municipalities. Structural changes of this kind made Poland’s economic miracle possible. As paradoxical as it may seem, neoliberalism is dependent on regulating governments.47 In addition, prosperity can only be increased if countries strengthen their human capital by investing in disadvantaged strata and regions. Wherever a deep social divide emerged in the nineties, economic development was slower in the mid- and long-terms (see chapter 5). Evidently, broad middle classes are more effective economic motors than are small elites such as the post-Soviet oligarchs. The former found more businesses, invest more, and consume more.

Whether neoliberalism fosters such broad middle classes is questionable. The shock therapy in Poland led to impoverishment and the decline of the educated middle class that had formed under state socialism. By neoliberal logic, the radical reforms were unavoidable and generated the forces that stimulated the later upswing. This was the argument put forward by Andrei Shleifer and Daniel Treisman in an article published in Foreign Affairs in the fall of 2014. But in fact it is highly questionable whether a direct causal link between specific economic policy stimuli and economic performance actually existed.48 Certainly, Poland’s shock therapy was effective in some areas, such as lowering inflation (which can be credited to Leszek Balcerowicz). But the success of the “transformation from below” and the entrepreneurial boom in Poland and the other Visegrad countries were made possible by social resources and human capital developed over a long period.

If Ukraine is to become a functioning market economy, it must give priority to strengthening such resources. Some examples are already emerging: The Carpathian village of Slavs’ke is home to a prettily situated private guest house. An exact replica of an Austrian mountain lodge, it is aptly named Alpiiskii Dvir (Alpine Manor). The proprietor acquired her startup capital by working in Polish-Ukrainian markets and bazaars in the nineties, until she had enough to build her first guest apartment and eventually an entire guest house. Her example cannot be transferred to an entire industrial belt, and far less so a country. But perhaps it could serve as a pointer that Western aid should be directed as much at such businesswomen as at banks and financial institutions.

The revolution of 2014 demonstrated the power of Ukrainian society and the supreme importance of transformation from below. The constant presence of protesters on the Maidan, the transport of supplies despite the traffic blockade between Western Ukraine and the capital, the provision of food and medical care to demonstrators—all of these were organized with great skill by civil society organizations. Taking these as indicators of economic creativity and performance, Ukraine’s future is surely not as bleak as it might currently appear.

The many comparisons here of the situation in Ukraine with Poland in the early nineties are not intended to suggest that the same economic recipes can be applied today in Kyiv as were applied twenty-five years ago in Poland. Subjecting a country where much of the population already lives on the breadline to shock therapy might provoke another social revolt. Simply jumping on the neoliberal bandwagon is not, then, an easy option for Ukraine. The external preconditions are not in place, nor are the internal prerequisites fulfilled—above all a functioning state and a minimum level of prosperity. According to the World Bank, the Ukrainian GDP dropped by 6.8 percent in 2014 due to the war, and continued falling even more in 2015.49 New programs must first be devised to stabilize the country’s economy and society.

Europe after Neoliberalism

In recent years, the authoritarian turn in Eastern Europe and the plight of the southern EU countries has prompted growing demands for new, post-neoliberal concepts.50 The horrendously high rate of youth unemployment is only one factor in a fundamental social imbalance that affects even those who have been lucky enough to find a job. Most young people have short-term contracts, and their terms and conditions are as bad as their wages. With an average taxable income of 540 euros, very few Italians under age thirty-five today are paying substantial social security contributions. Poverty will therefore be passed on from today’s youth to the middle-aged generation and the pensioners of the future. The Germans living off Hartz IV benefits face a similar problem. If the Italian economy continues its current downward trend, the welfare state as it now exists, with a pension and health insurance system, will not be sustainable.

As Western Europe’s cotransformation since the nineties has shown, the states and societies of Europe operate as communicating channels. Changes on one part of the continent cannot take place without affecting the rest. Sooner or later the social hardship in southern Europe will have an impact on the wealthier EU countries, whether in the form of increasing wage pressure or labor migration. This admittedly pessimistic scenario is based on the premise that falling wages and reductions in welfare benefits will hit one country after the next.

Germany is a case in recent European history of this scenario’s becoming reality, at least in part. The failure of a quick westernization of the former GDR and economic competition from Eastern Europe plunged the German economy and welfare state into deep crisis in the nineties. Eventually, the decline was halted by a downward adjustment of social standards. The welfare state reforms of 2001–5, initiated by the Social Democrats and the Greens, brought dramatic, controversial changes. Nevertheless, this path of development was evidently more successful than the ones taken by Italy or France—two countries with conservatively structured societies, which have compounded their seemingly endless crises by allowing their national debts to rise and losing economic competetiveness. Yet southern Europe’s plight since 2009 was also caused by a downward adjustment. Wages in Italy, Spain, and Portugal have come under pressure because the goods traditionally produced in these countries can be more cheaply manufactured in the new EU countries or outside Europe.

Lastly, countries have faced strong pressure to conform in the sphere of economic policy. It is virtually impossible for any individual nation to resist the combined demands of all the major international financial organizations to initiate neoliberal-style reforms. The transnational character and discursive hegemony of neoliberalism ensured the resounding impact of the Chicago School doctrines. How they were adapted locally depended upon the individual countries’ perceived need for reforms, and the extent to which they relied on international loans or aid. A third contingent factor was acute economic crisis. But rather than being externally driven, this is on the whole a systemic problem.

Neoliberal mechanisms and European history since the 1980s can be summarized best in metaphorical terms. This movement was like a shiny express train that promised to take passengers to an enticing destination—of growth and prosperity. At one point, all the countries of Europe wanted to get on board; none could resist its allure. Moreover, it seemed to be the only train to the future after the end of system rivalry between East and West. The first passengers to board were Poland, Czechoslovakia, Hungary, and one formerly known as the GDR. Sometimes the passengers felt nauseated because of the high speeds at which they were travelling and the reform-remedies they were forced to take, but by the mid-nineties they were starting to feel a little better. The conductor and the waiters in the dining car (the international financial organizations) proudly announced that the shock therapy was working. Whether this was actually true is disputable, but the signs were right: growth curves, foreign direct investments, and other coefficients—the neoliberal order was distinctly statistic-fixated—pointed upward.

For this reason, other countries that had previously missed the train due to revolution, independence occurring later, postcommunists remaining in power, or other factors now wanted to get on board, too. Some of these passengers—namely the Baltic states, Slovakia, and, a little later, Romania and Bulgaria—tried to catch up with the frontrunners by implementing even more radical reforms (see chapter 5 on the second wave of neoliberalism). This, too, caused pain and sickness, but turned the postcommunist countries into “emerging markets” and some of them even into “tiger economies.” Germany, which was still clinging to the running board, did not want to remain the sick man of Europe, so it entered the neoliberal train as well.

The passengers met several times a day in the dining car. There was no choice on the menu; the one, standard meal was served by Western waiters (the IMF, the World Bank, the OECD, and a number of private think tanks). The appetizer was a dish called “austerity.” The travelers did not always want to eat the meal and certainly not to swallow all of it, but they sensed the power of the waiters, who could collect old debts at any time and who seemed to have a monopoly on economic wisdom. The waiter from Brussels was rather popular, as he served hors d’oeuvres (such as the aid program PHARE, see chapter 5) and promised many passengers that he would always serve them if they fulfilled the right requirements. The dining car was a great place to give speeches about reforms. The representatives of the “small nations” liked to be seen as model passengers, and spoke of a market economy “without attributes.” Meanwhile, the waiters repeated their mantra of “privatization, liberalization, deregulation” like a mealtime prayer.

Other guests in the dining car were gentlemen in business suits (fund managers, bankers, and CEOs of various companies). They were looking for opportunities to lighten their heavy wallets, but not by making gifts—they tended to hide the fact that they sought high returns and profits. The men in suits were especially inclined toward passengers who demanded freedom for the economy, and rewarded them for their boldness. Even the poorest fellow travelers benefited from their generosity. They were given FDI, a kind of magic potion that, unfortunately, can be addictive. The businessmen said the train had to go faster. At their behest it accelerated so much that the railway switches and alternative tracks became a blur. Due to the extreme speed, the train overheated. Passengers started removing their outer clothing (the rather flimsy welfare state), encouraged by the waiters, who said they would travel even faster if lightly dressed. This prompted the passengers to remove ever more clothes. One of them, a former KGB spy named Vladimir Vladimirovych, protested against the waiters’ opinions and left the train. Since then he has tried to get another train, named state capitalism, on track. At first, the others did not take him very seriously. But that changed when he started trying to drag his neighbors by force onto his train, which now bears the insignia “Eurasian Economic Union.”

Despite these disruptions and intermittent crises, the neoliberal train sped so fast that one could no longer see the people driving it. Looking very closely, it was just possible to discern that they were also wearing business suits. They thought they were acting very rationally, but suddenly, in 2008, panic broke out, first in the locomotive and then in the passenger cars. The train almost came off the rails but, screeching loudly, came to a standstill just in time. Yet despite having narrowly avoided a disaster, it did not change tracks.

On the contrary, new passengers now boarded (the Southern European EU states) because nobody would lend them any more money for the station restaurant where they liked to dine, unfortunately on credit. The men in business suits started to act quite differently. For a while, they refused to hand out FDI, but persistently inquired about ratings and told the Southern European passengers that they should tighten their belts.

The constant diet of lean meals and bitter pills soured the mood in the train. Prior to 2008, all the passengers had believed they were heading for a rosy future. But now most of the travelers were becoming anxious or even furious. Some suddenly felt very cold, especially those who had ostentatiously stripped down to almost nothing. The German and Polish passengers and a few others noticed this and decided to take the Keynesian menu, which they found warming and wholesome.

But the German passenger, a very powerful woman who some thought was the new engine driver, refused to pay or even jointly manage the debts of other passengers (for instance, with the help of euro-bonds). On the contrary, she told the Southern European passengers to follow the example of the Eastern Europeans on board, who had swallowed the most pills and become quite thin. For the time being, all the passengers of Europe are still on board the same train. But whether this remains so is anybody’s guess. Perhaps they are only sticking together because they know that similar trains in other parts of the world, like China, are traveling even faster, paradoxically driven by men who still call themselves communists.

Before setting aside the train metaphor, one question must be asked: Are there any signs that it might change track in the future? To assess the situation, the global context must be taken into account. This has changed considerably since 2008–9. The incumbent US president has given the country its first general health insurance system in history. Thus Washington has moved closer toward the European welfare state model. It did so not for purely altruistic reasons but partly on economic grounds. The predominantly privately financed American health system was far too costly, precisely because of its social selectivity. One can also observe a corrective tendency in the Chinese communists’ policies. The upswing of the last three decades has split Chinese society into a small upper class, an urban middle class, disenfranchised migrant workers, and the undeveloped rural population. These divides—Chinese society is far more unequal than that in the United States or even Russia—generate social tensions, protest, and violence. In 2012 the authorities registered some 180,000 strikes and unofficial protest actions.51 The population resorts to these methods because it does not have recourse to the kind of democratic institutions where compromises and solutions could be negotiated. Without renouncing its power monopoly, the communist party tries to ease tensions by encouraging consumerism and pursuing a more active social policy. For some years, it has created the scope for wage raises and mass consumption, and attempted to build a welfare state with a pension and health insurance system. But this more socially equitable version of state capitalism can work only if the economy generates enough growth. In recent years, Chinese growth has considerably slowed, while private, commercial, and public debt has sharply risen. The future of this model is therefore open.

In the Russian variant of state capitalism, economic growth is impeded by a lack of social underpinning. Private enterprise is poorly developed; Russia lives primarily off the revenue from its oil and gas exports. Up to 2014, these were sufficient to place Russia on an equal footing with the economically ailing West, but since 2015 oil prices have plummeted. The Eurasian economic union might seem like a poor copy of the Council for Mutual Economic Assistance, but it is nevertheless an alternative to the European Union for Eastern European countries seeking integration. The Eurasian union appeals more to autocrats, not least because of its looser approach to human rights, democratic participation, and supranational governance.

Both the Chinese and Russian variants of state capitalism are full of contradictions. But their blend of authoritarian regimes with partially free market economies (less so in Russia than in China) has nevertheless come to pose a serious economic and political challenge to the West. Viktor Orbán, an obvious admirer, has steered Hungary in this direction since the crisis. In a sense, then, system rivalry is an issue within the European Union; state capitalism, like neoliberalism some fifteen years ago, is not only looming on the horizon but has already arrived in the EU.

To deal with these external and, to some degree, internal challenges, the European Union needs to be as united as possible. But in fact the economic policies of the old and new EU member states are disuniting. Some postcommunist countries have further slashed their social benefits in response to the great recession of 2008–9, thus continuing along a neoliberal path of development. To some extent, this has been facilitated by labor migration, which has eased the pressure on these countries. Meanwhile, the southern European states are more hesitant to initiate reforms. Yet they do not have the means to counter the crisis with expenditure programs. Austerity policies may have helped lower the deficits in these countries’ national budgets—Greece and Italy achieved a so-called primary surplus before paying interest on their old national debts for certain budgetary years—but they have paid a high social and economic price. Politically, the European Union carries the cost of being held responsible for neoliberal policies, even though it does not pursue them consistently.

In general, neoliberalism is not to be equated with uninspired austerity policies. “Austerity” was only one of ten points in the Washington Consensus. If a government is serious about obeying neoliberal doctrine, it should follow up austerity with further reforms, such as privatizing state enterprises and liberalizing the labor market. Since the failure of Italy’s technocratic government under Mario Monti, the current premier, Matteo Renzi, has attempted to do this. His plans to deregulate certain sectors and relax employee protection, and the Italian Social Democrats’ (Partito Democratico) move toward the political center, are reminiscent of the German reforms instituted by the Social Democrat–Green government in 2001–5, and of New Labour in the United Kingdom. Like then–German chancellor Gerhard Schröder, Renzi does not want to jeopardize his reform policies by adhering to a rigid austerity policy. He has therefore taken a loose approach to the Maastricht deficit limit of 3 percent of GDP for new debts. However, Renzi is facing problems that Schröder did not have: the global economic context is considerably less favorable, and internally, confidence in the ability of reforms to generate prosperity has faded. But the consequences could be fatal if the reforms fail, ranging from Italy becoming ungovernable to the collapse of the eurozone. Therefore the current Italian government deserves as much attention and support as the countries of Eastern Europe previously received, maybe even including experts from these countries. If the reforms take effect, the result would be a revitalized Italian state, sharing in the relative vigor of regions such as Renzi’s home, Tuscany.

Germany has been working toward a consolidated welfare state for some years. The growing tax revenues achieved by the various government coalitions under Angela Merkel have been used not to relieve taxpayers, as they were under the Social Democrat–Green government, but to achieve a balanced budget and finance social expenditure. Germany’s eastern neighbor states are basically pursuing a similar budget policy. Economizing is no longer their top priority; they are building up their welfare states rather than stripping them down.

The about-face over welfare state reforms illustrates this particularly clearly. Beginning in the mid-nineties, European governments, first in the east, then in the west, tended increasingly to hand pension and health insurance systems to the private sector. This marked a new dimension of privatization, as it no longer affected only the economy or previously state-run enterprises such as postal services or railways, but also core areas of the welfare state. After the crisis, this trend was finally stopped and in some cases even reversed. Private old-age provision was either assumed completely by the state (as in Hungary, for the aforementioned dubious reasons) or greatly restricted (as in Poland and Slovakia, partly because of the high administrative costs incurred by the insurance companies). The pay-as-you-go system, based on social and generational solidarity, was thus revived. This had an impact on societies’ values as well as their politics. It challenged the simple dichotomy between state-run (bad) and private, or privatized (good), which shaped the neoliberal epoch. The European model of the welfare state is no longer considered obsolete. It has a future again.

However, this orientation toward social market economy (or, alternatively, ordoliberalism) is not a universal phenomenon. While the German government is consolidating the welfare state internally, it is prescribing a debilitating austerity policy to southern Europe. Cost-cutting programs may be unavoidable once a certain level of debt has been reached, but these are rarely attended by the necessary measures to improve prospects for the underprivileged classes, especially the younger generation. As long as the focus remains fixed on fiscal policy and austerity, Angela Merkel will be perceived as an advocate of asocial rather than a social market economy. This inevitably causes tensions in the European Union and rising support for populist parties, a development that was evident at the European elections of 2014. One can resign oneself to the fact that the societies of the European Union are growing further apart (also as a result of the refugee crisis that broke out in 2015) or one can hope for better times ahead. But before the continent’s future is left to “the markets,” the wealthier countries of Europe should conduct an open political debate about the potential consequences, such as mass labor migration or the further weakening of the European Union. The history of Europe in the past three decades has furnished ample evidence of the vulnerability and volatility of the order created in 1989.
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