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Editorial
Piotr Maszczyk*

Editorial

https://doi.org/10.2478/ijme-2018-0024

With real pleasure I would like to welcome you to the next issue of the International Journal of Management
and Economics in 2018. The pleasure is even greater since the current edition is of a monothematic nature
and is devoted to the issues of institutional economics, with particular emphasis on the theoretical and
empirical determinants of the shaping and evolution of models of capitalism in the countries of Central
and Eastern Europe (CEE). The role of institutional factors in economic analysis has been often neglected,
for a number of reasons including the difficulties with incorporating them into formal economic models.
However, at the start of the second decade of 21st century the role of institutions and the conditions for
institutional change are at the core of the economic debate throughout the world. With the outbreak of
the global economic crisis in 2008, problems with the quantitative accounting of the major differences in
the design, objectives and operation of institutions existing in various countries have to some extent lost
their significance. Instead, since the beginning of the last decade a new approach has become increasingly
popular; it aims at explaining the diversity of institutional setups in different countries and, based on their
empirical description, at classifying the co-existing varieties or models of capitalism.
This issue contains six papers covering various areas in the field of diversity of modern capitalism in
CEE countries. Majority of them are based on empirical research and there are also original conceptual
works.
Ryszard Rapacki and Adam Czerniak in the first article entitled “Emerging models of patchwork
capitalism in Central and Eastern Europe: empirical results of subspace clustering” try to shed a new
empirical light on the nature and most salient features of the evolving post-communist capitalism in eleven
Central and Eastern European countries (CEE11) against the backdrop of Western European models of
capitalism. In contrast to the previous methodologies, the subspace clustering method was used, what
allowed to take into account a vast set of 132 institutional measures and to analyze their change between
2005 and 2014. The main finding is that CEE11 countries developed their own, distinct model of capitalism
dubbed ‘patchwork capitalism’. Additionally, the paper shows that each CEE11 country followed its own
distinct vector of change, which eventually led to a unique patchwork of institutions. Yet, the institutional
variance within the region is smaller than the difference between CEE11 countries and other country clusters
in the EU.
In the second paper,” Dependent versus state-permeated capitalism: two options for emerging markets”
Andreas Nölke raised the question whether comparative capitalism methodological framework can assist
us in understanding both, the rise and the current challenges of emerging market capitalism. He pointed out
that during the last two decades, scholarship in the field of diversity of capitalism has evolved considerably
and brought commonly accepted argument, that the degree of international economic integration is the
central strategic choice to be faced by emerging economies. Comparing economies of CEE with the statepermeated economies of China, India and Brazil the core finding is that both types of capitalism have been
able to mobilize substantial institutional complementarities during the last three decades but will face
considerable economic and political challenges in the years ahead.
The next article overviews and analyses the results of research in the field of institutional
arrangements in CEE market economies in connection with crucial methodological issues showing the
limitations of institutional analysis. Beáta Farkas in her paper entitled „What can institutional analysis
say about capitalism in Central and Eastern Europe? Results and limitations” pointed out that despite all
methodological difficulties, with a combination of different methods, institutional comparison is able to
provide essential insights on the position and prospects of CEE European Union member states. One of the
Open Access. © 2018 Piotr Maszczyk, published by Sciendo.
This work is licensed under the Creative Commons Attribution-NonCommercial-NoDerivs 4.0 License.
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most important insights is that the maintenance of economic convergence to western European countries
requires substantial institutional changes. According to her view, Central and Eastern Europe is the
region of “in-betweenness”, where the legacy of incomplete modernization attempts hinders the optimal
institutional arrangement.
In the fourth paper, entitled “Dependent Capitalism and the Middle-Income Trap in East- Central Europe”
Martin Myant examined the consequences of post-2008 slowdown in economic convergence by countries of
CEE towards the level of Western Europe. Convergence appeared to be rapid up to that year, but then stalled,
albeit with differing results depending on the measure used. He commentated this phenomenon with the
help of a concept of dependent capitalism. Dependent capitalism has meant that the driver for economic
growth comes from inward investment by multinational companies. Domestically-owned businesses failed
when faced with international competition and their agenda hampers policies supporting an active role
from the state. Inward investment is attracted by low wages and has contributed to substantial growth, but
– as Myant emphasized – achieving full convergence would require a different growth model following a
substantial change in economic policies and institutional environment and according to him this does not
appear likely in the near future.
Mariusz Próchniak in the next article entitled “The Analysis of Institutional Environment in the Area
of Product Market Competition in the New EU Member States: What Do the Data Say About the Models
of Capitalism Emerging in the CEE Countries?” analyzes the institutional architecture and the effects of
product market competition in CEE11. The aim of his research is to find out how similar or dissimilar are
the CEE countries in the area of product market competition compared with the four models of capitalism
prevailing in Western Europe. The method used in this article involves calculations of the coefficients of
similarity and the analysis of polygons of similarity. The analysis indicates that almost all CEE countries
were the most similar to the Mediterranean model of capitalism represented by Spain. However, the variety
of results for the individual variables is also a proof that the model of capitalism prevailing in Central and
Eastern Europe in the area of product market competition may be called a patchwork capitalism.
The final article of this issue, “The strength and weaknesses of the VoC approach. The case of Central
and Eastern Europe” is by Krzysztof Jasiecki. The aim of this paper is to characterize selected theoretical
and methodological advantages, controversies and limitations of the Varieties of Capitalism (VoC)
approach in application to Central and Eastern European (CEE) countries. The analyses led him to some
general observations. There are selected weaknesses and limitations of the VoC approach in the application
to CEE. Their manifestation is the confusion associated with the use of various classifications of models
of capitalism and the functionalistic character of the VoC focusing on explaining the results, but not the
causes of the institution’s activities, as well on institutional determinism diminishing the significant role of
the social factors of change.
We hope you will find variety of approaches, many interesting facts and a lot of inspiration in the
current issue of the International Journal of Management and Economics. Have a good read!
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Abstract: The main aim of this paper was to shed a new empirical light on the nature and most salient
features of the evolving postcommunist capitalism in 11 Central and Eastern European (CEE11) countries
against the backdrop of Western European models of capitalism. The research approach capitalizes on
the conceptual framework put forward by Amable [2003, The diversity of modern capitalism, Oxford
University Press, Oxford] , i.e., it seeks to identify the current clusters or models of capitalism in 25
European Union (EU) countries in six institutional areas. However, in contrast to the original Amable’s
methodology, the subspace clustering method was used, what allowed to take into account a vast set of
132 institutional measures and to analyze their change between 2005 and 2014. The main finding is that
CEE11 countries developed their own distinct model of capitalism dubbed “patchwork capitalism.” In all
but two areas, i.e., product market competition and financial intermediation, postcommunist countries
form their own institutional clusters that are substantially different from those observed in Western
EU countries. In addition, the paper shows that each CEE11 country followed its own distinct vector of
change, which eventually led to a unique patchwork of institutions. Yet, the institutional variance within
the region is smaller than the difference between CEE11 countries and other country clusters in the EU.
Keywords: Comparative Capitalism, Models of Capitalism, Institutions, Institutional Complementarity,
Patchwork Capitalism, Subspace Clustering
JEL: O17, P16, P51, C38

1 Introduction
As the mushrooming literature on the subject has clearly shown, one of the key challenges encountered in
the ongoing research on comparative capitalism boils down to tackle the problem of a limited applicability
of the existing standard conceptual and methodological frameworks (in particular, those developed by Hall
and Soskice [2001] and Amable [2003]) as a tool capable of fully explaining the nature and intricacies of
postcommunist capitalism emerging in transition economies.
The main aim of the present paper was to bridge these two worlds and shed a new empirical light on
the nature and most salient features of the evolving postcommunist capitalism in 11 Central and Eastern
European (CEE11) countries which joined the European Union (EU) between 2004 and 2013 against the
backdrop of Western European models of capitalism. Simultaneously, the paper pursues three specific
objectives. First, it strives to verify authors’ hypothesis that CEE11 countries have formed their own model(s)
of postcommunist capitalism, which is distinct from the patterns established in Western Europe. Second,
it seeks to explain the evolution of postcommunist capitalism in CEE11 economies between 2005 and 2014
*Corresponding author: Ryszard Rapacki, SGH Warsaw School of Economics, Collegium of World Economy, rrapacki@sgh.waw.pl
Adam Czerniak, SGH Warsaw School of Economics, Collegium of World Economy, adam.czerniak@sgh.waw.pl
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and to check whether their institutional architectures were subject to convergence or divergence trends
vis-à-vis Western European patterns. Third, in the paper, an endeavor has also been made to identify the
current models of Western European capitalism coexisting in the EU and to confront the results with the
original typology developed by Amable 15 years earlier.
The research approach adopted in this study capitalizes on the conceptual framework and typology
put forward by Amable [2003] and originally designed for Western market economies. With a view to
account for transition-specific characteristics of the evolving institutional setups in CEE11 countries and the
peculiarities rooted in their command economy legacy, we extended and modified the original Amablean
analytical framework. Departing from this approach, we applied a new advanced analytical tool, i.e., the
subspace clustering machine-learning method that enables quantification of the results of our comparisons.
The paper has been structured as follows. Theoretical and empirical benchmarks for this study are
provided in Section 2. Data and methodology applied are explained in Section 3. The empirical results
of our exercise broken down into six institutional areas singled out for the purpose of this research are
detailed in Section 4. Major findings aggregated for the whole sample are discussed and interpreted in
Section 5. Main conclusions stemming from the paper are provided in Section 6.

2 Research benchmarks
As can be seen from a historical perspective, the very idea of “comparative capitalism” was initially confined
solely to the coexisting varieties of capitalism in Western industrialized countries. As a derivative, the
methodological and conceptual frameworks designed toward this end were targeted at developed market
economies alone. This was in particular true for one of the major contributions to the field made by Amable
[2003]. His proposition, which will be further on dubbed the diversity of capitalism (DoC) approach,
has triggered a new offspring of research geared toward a direct application of the original framework1
to the former socialist countries undergoing systemic transformation from a centrally planned economy
toward a market-driven economy, with an end to explain and better understand the nature of the emerging
postcommunist capitalism there. Simultaneously, based on the original methodology, some attempts have
also been made to take account of institutional peculiarities inherent in the postcommunist transition
and to extend the existing standard classifications with derivative categories that would accommodate
transition countries too as the emerging types of postcommunist capitalism (e.g., Nölke and Vliegenthart
[2009] or Farkas [2011]). These trends have become particularly pronounced since the enlargement of the
EU in 2004 and 2007 encompassing 10 Central and Eastern European (CEE) new member states (followed
by Croatia in 2013).
In his book, Amable raised two important questions, even more so if seen from the angle of transition
economies, which experienced fundamental institutional change. First, what mechanisms ensure the
efficiency of emerging institutions? Second, how institutional efficiency should be understood and on
what ground institutions should be assessed as efficient? Making use of a neo-Marxist research framework,
Amable claimed that the development of specific institutions represents “the political compromise”
between the power of vested interests in the society. Each institutional reform alters the existing balance of
power and hence violates interests of institution setters who are on the top of the social ladder. As a result,
any change in the institutional setting requires a strong social support for its implementation.
The core element in Amable’s approach is the concept of institutional complementarities, examined
earlier by Aoki [1994]. He defined complementarity as a relationship between institutions where the
presence of one institution increases the efficiency of another. Amable concluded that the models of
capitalism should be studied not only as a set of separate institutions but also in a broader perspective,
including the relationships among institutions with special emphasis on their complementarities [Amable,
2003, p. 6].
1 This also applies to another important contribution, made 2 years earlier by Hall and Soskice [2001]. For more details, see
Rapacki et al. [2016].
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As a first step in his methodology, the French scholar singled out five major institutional areas or key
pillars of the overall institutional architecture of a country, i.e., (i) product market competition, (ii) wage
labor nexus and labor market institutions, (iii) financial intermediation sector and corporate governance,
(iv) social protection sector, and (v) education and knowledge sector. Next, for each of these five areas, he
selected a set of indicators that best describe the most salient features of the institutional setup. Finally,
based on the application of principal components and cluster analyses, Amable identified five models of
capitalism coexisting in the Western hemisphere:
–– The Anglo-Saxon model (UK, USA, Australia, New Zealand, Ireland)
–– The social democratic model (also dubbed the Nordic or Scandinavian model: Sweden, Norway,
Denmark, Finland)
–– The Continental European model (France, Germany, the Netherlands, Austria)
–– South European (or Mediterranean) capitalism (Greece, Italy, Spain, Portugal)
–– The Asian model (Japan, South Korea)
The proposition put forward by Amable inspired other researchers to apply and extend the original DoC
framework by incorporating countries undergoing systemic transformation. Two such attempts in particular
are worth mentioning here.
The first insightful empirical study on postcommunist capitalism emerging in CEE, based on the
DoC methodology and encompassing two transition economies, Poland and Ukraine, was conducted by
Mykhnenko [2005]. The most important results of his study seem to support the claim that postcommunist
countries have not evolved into any of the four pure models of Western European capitalism described
by Amable. The findings established by Mykhnenko imply that while in some respects either of the two
countries examined resembles one particular model of capitalism, in some other respects they tend to
converge to quite a different model. Furthermore, specifically, whereas in Poland the mix of institutional
characteristics in most areas point to a similarity of the emerging type of capitalism to the Mediterranean
pattern, the dominant features of the social protection system area are more akin to the Continental
European model. In turn in Ukraine, while the nascent capitalism appears to resemble in most respects the
Continental European model, the most salient properties of its social protection sector exhibit much more
similarity to the Anglo-Saxon model of capitalism [Mykhnenko, 2005].
Another conclusion to be drawn from Mykhnenko’s research is that – at least in the case of Poland
and Ukraine – as a consequence of systemic transformation, and then the EU membership (Poland),
the convergence process toward the institutional patterns prevailing in Western Europe has taken place.
However, the two countries have apparently been heading for quite distinct benchmarks exhibiting
significant differences in their emerging models of capitalism. Equally interesting is the downward trend in
institutional complementarities in both countries (“institutional ambiguity” in Mykhnenko’s terminology)
which tends to adversely affect the efficiency of all institutions involved.
The most plausible explanation of the possible reasons underlying the “institutional ambiguity” in
Poland and Ukraine, and more generally in the whole group of CEE economies, may be synthesized under
two headings. First, this is the uncompleted process of building the “postcommunist capitalism” in transition
economies which makes their institutional infrastructure still a “work in progress” [Rapacki, 2012]. The
second reason is due to the fact that at least a part of the institutional environment analyzed by Amable
has been formatted under a strong impact of exogenous factors, such as foreign investors, multinational
corporations, or international organizations (EU, IMF, EBRD, or the World Bank). Still another part (first of
all, the social protection sector) has been determined mostly by endogenous drivers and path dependence,
such as politics, history, and values represented by the majority of the society or the funds available in this
area. As a consequence, some parts of the institutional environment predominating in CEE countries are
not consistent with other parts, as is usually the case in developed countries representing four models of
Western-type capitalism [Rapacki et al., 2016].
The second research that capitalizes on the DoC approach with a view to extend its coverage and to
delve into the intricacies of the emerging postcommunist capitalism was carried out by Farkas [2011, 2013].
The author sought to answer the question how the institutions in the new CEE members of the EU (CEE11)
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match the institutional order of the old EU countries and whether they resemble any of the four models of
Western European capitalism singled out by Amable [2003] or rather form a new one. Following Amable’s
conceptual structure and using data from Organization for Economic Cooperation and Development (OECD),
Eurostat, European Central Bank (ECB), the World Bank, Fraser Institute, and United Nations Conference
on Trade and Development (UNCTAD), Farkas made an attempt at a modified DoC typology incorporating
the CEE countries. To this end, she applied the cluster analysis and multidimensional scaling based on
measurable data (whenever available) and 2-year average values.
The empirical analysis conducted by Farkas implies that CEE countries evolved into their own new
model of postcommunist capitalism. This author, in a sharp contrast to the prevailing consensus in the
literature, claimed that the institutional disparities between these countries and the old EU member states
representing Amable’s four models of European capitalism are more pronounced than the differences
between postcommunist economies alone. Only one country, Slovenia, seems to approach the Continental
European model.
According to Farkas, there are three main reasons that may explain a new institutional development
path of the CEE11 economies: all postcommunist countries suffered from (i) the lack of capital and (ii)
featured a weak civic society; parallel to that (iii) the EU institutions exerted a strong impact on their
economies [Farkas, 2011]. The lack of capital made foreign investment necessary. Most of the foreign direct
investment (FDI) went to the financial sector, and in particular to the banking industry, which was conducive
to the development of bank-based financial systems [Farkas, 2013]. There was no domestic, internationally
competitive business-led R&D system. The levels of social protection and welfare distribution in those
countries were closely correlated with the strength of civil society or traditions of social institutions [Farkas,
2013].
Based on her results, Farkas came to the conclusion that CEE11 countries are subject to path dependence.
As a derivative, they developed their own pattern of institutional architecture, being a response to their
historical legacy and consistent with the initial conditions of systemic transformation. In her view, there
is no reason to believe that the emerging model of postcommunist capitalism in these countries is just a
temporary phenomenon, which will one day converge into any of the Western European varieties or models
of capitalism [Farkas, 2011].

3 Data and methodology
As already mentioned in Section 1, the starting point for the present study was the approach adopted
by Amable [2003], which was subsequently subject to substantial modifications and extensions. The
most essential extensions and modifications comprise in particular the following. First, we added the
housing market as the sixth institutional area in the set of basic research categories. The global financial
and economic crisis has vividly shown that there exists a very strong link between general economic
conditions and the state of the housing market as well as between the housing market condition
and its institutional surrounding [Czerniak and Rubaszek, 2018]. It may be argued therefore that the
organization of the residential market should be explicitly included in the research agenda as the sixth
institutional area for discriminating between different types of capitalism in CEE11 countries. In this
regard, we suggest to mainly draw on the concept of varieties of residential capitalism developed by
Schwartz and Seabrooke [2009]. Both authors proposed a two-dimensional classification of institutions.
In line with the first dimension, they classified countries’ housing policies according to their impact
on commodification of the residential market. Within the second dimension, they classified policies
based on their influence on the households’ propensity to take mortgage credits. In the present study,
we decomposed their method further into five groups of institutions: (i) regulations that influence the
financial availability of residential estates; (ii) regulations of housing equity withdrawal instruments;
(iii) regulations of the rental market influencing the tenant–landlord relationships; (iv) social housing
availability; and (v) regulations affecting the elasticity of housing supply.
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Second, unlike in the original Amable’s study which provided a static picture of different models of
capitalism prevailing in the Western developed world in the turn of 1990s and 2000s, we adopted a more
dynamic perspective of institutional architecture in CEE11 countries which should enable capturing the
evolution of the emerging capitalism in this region. To this end, we made two snapshots based on the time
series of relevant statistical indicators covering the period between 2005 and 2014. Such an extension of
the pertinent methodology is essential for the study of postcommunist capitalism in Central and Eastern
Europe, as it is still in a state of flux – systemic transformation that started in the early 1990s and accelerated
again on the eve of the EU accession remains unfinished. The institutional arrangements transplanted
from the Western models of capitalism are in many respects incoherent, both within and between different
parts of the institutional matrix concerned, what creates a patchwork of formal and informal institutions.
Hence, employing a path-dependency analysis is crucial for a proper assessment of the evolving models of
capitalism in CEE11 countries.
Third, the dataset employed in this study encompasses consistently both input and output variables as
measures of institutional architecture. Whereas the former represent key features/components of a pertinent
institutional architecture, the latter shows the outcomes of institutional determination or performance in a
given institutional area.2
Fourth, the empirical part of our study is based on the application of an advanced and more complex,
compared to the exercise carried out by Amable in 2003, analytical tool, that is the subspace clustering
machine-learning method (ORCLUS algorithm), developed by Parsons et al. [2004]. The method in question
enables the identification of both clusters of countries as a derivative of their institutional similarity and
most salient features of each cluster described by different measures of institutions. Thus, the ORCLUS
algorithm combines the virtues of two separate statistical methods used by Amable, i.e., cluster analysis
and the principal component method. Moreover, in contrast to a typical cluster analysis (e.g., k-mean),
it can be applied to cope with a large set of data as subspace clusters are not subject to the curse of
dimensionality. Hence, the method employed in this research allows for more institutional indicators in
each area, compared to the set Amable used. Finally, the subspace dimensions obtained with the ORCLUS
algorithm for each cluster are suitable for assessing how models of postcommunist capitalism have evolved
in time. It allows to measure whether the institutional setting in each CEE11 country converged or diverged
from Western European models of capitalism, understood as clusters of countries identified for 2014 with
the ORCLUS algorithm, by examining the standardized joint changes in institutional measures in the
subspace dimension that defines each of those clusters.3
Finally, as a general methodological premise for the present research, it has to be emphasized that
– while embarking on our empirical comparative exercise – we did not adopt any a priori assumption on
the preexisting benchmarks for CEE11 countries or models of Western European capitalism, identified by
Amable in his 2003 book.
The research sample comprised 25 member countries of the EU including 14 incumbent EU members
(further on referred to as EU14) and 11 newcomers from the CEE region. Three remaining EU countries,
i.e., Luxembourg, Cyprus, and Malta, were excluded from the sample, as not being representative for the
research sample. In the case of Luxembourg, this was due to country’s “tax heaven” status, while Cyprus
and Malta did not fit either the EU14 group or the CEE11 category.
The time frame of the study was 2005 and 2014. With a view to add a more dynamic perspective to our
comparative exercise, we made two snapshots of the pertinent institutional architectures in the sample
countries for two different years. As a result, our database comprised two datasets – one for the initial year
(2005 or in case of missing or incomplete data the closest year on record) and one for the end year (most
recent available data, usually 2014 or 2015).

2 The distinction between input and output variables has been a derivative of a tacit, simplifying assumption that institutions
are the only (or at least predominant) determinant of economic performance. See also Almond and Verba [1989] for a discussion
on the difference between inputs and outputs of a social system.
3 For a more detailed description of the subspace clustering machine-learning method, see Czerniak and Maszczyk [2018].
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For the purpose of the present study, we selected six sets of indicators corresponding to each of the
institutional areas involved, covering between 10 and 42 institutional measures per area:
–– Product market competition (23)
–– Labor market and industrial relations (17)
–– Financial intermediation (10)
–– Social protection system (17)
–– Knowledge creation sector (42)
–– Housing market (23)
Altogether, a complete dataset comprised 132 institutional measures for each country.
The choice of pertinent variables was based on the results of earlier studies on the subject [Amable,
2003; Schwartz and Seabrooke, 2009; Farkas, 2011, 2016; Ahlborn et al., 2016; Próchniak et al., 2016;
Rapacki et al., 2016], the economic significance of a particular variable, data availability, cross-country
variance, and the range of values assumed by a variable as well as on its theoretical justification. At the
same time, the list of indicators selected for this study reflected to some extent authors’ own judgment on
their relevance.
We completed the database with data from various sources, mostly international statistics warehouses
(e.g., Eurostat, ECB, International Labor Organization [ILO], World Bank, Fraser Institute, Heritage
Foundation, Transparency International, OECD, UNDP, and other UN databases). On several occasions –
in the case of incomplete or missing data – we also used the results of previous quantitative research on a
given institutional measure and carried out own compilations and calculations.

4 Empirical results
This section provides the results of our empirical study based on the application of subspace clustering
machine-learning method with the ORCLUS algorithm. Each of the six institutional areas is briefly described
in terms of the number and composition of clusters identified in line with the methodology introduced in
Section 3. Major findings at a more aggregate level are discussed and interpreted in Section 5.

4.1 Product market competition
The subspace clustering analysis in this area was based on 23 institutional indicators. They come from three
sources: Heritage Foundation, World Economic Forum (Global Competitiveness Index), and the World Bank
(World Development Indicators). The indicators concerned represented determinants of competition (firmlevel data and industry-level data were excluded) that is input variables.4
The analysis carried out for 2014 allowed to distinguish four clusters among the 25 EU countries.
Cluster 1 includes the majority of Western European economies (except four peripheral states: Greece,
Italy, Portugal, and Ireland) and five (out of 11) CEE countries: the Baltic states, Hungary, and Romania. Six
other CEE economies were dispersed among three remaining clusters. Cluster 2 embraces three neighboring
South European states: Greece, Italy, and Slovenia. Cluster 3 in turn encompasses Portugal, Bulgaria, and
the Czech Republic, while Ireland, Croatia, Poland, and Slovakia make up cluster 4.
Two indices, in particular, time required to enforce a contract and time to prepare and pay taxes rank
among the most important variables responsible for clusters’ identification. It turns out that there are large
between-cluster discrepancies as regards the judicial efficiency and the efficiency of the tax system. The
best performer in terms of these two yardsticks is cluster 1. Clusters 2, 3, and 4 record worse outcomes.
Indeed, in the countries making up cluster 1, enforcing a contract lasts 424 days on average, whereas in
cluster 2 it takes 1,287 days, in cluster 3 it takes 574 days, and in cluster 4 it takes 653 days. Similarly, in
4 A detailed description of the dataset, coupled with an in-depth discussion of the results of subspace clustering in this area,
may be found in Próchniak (2018).
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cluster 1, time to prepare and pay taxes equals 151 hours on average, while in the remaining three clusters it
is higher and amounts to 236 hours (cluster 2), 368 hours (cluster 3), and 187 hours (cluster 4), respectively.
These outcomes (confirmed by many other indicators) show that cluster 1 exhibits the best institutional
environment (on average) of the product market.
As can be seen, the CEE region does not constitute its own cluster in the institutional area of product
market competition. The results for the CEE countries are mixed. Clusters 3 and 4 include a variety of
economies without a plausible justification. Namely, it is quite difficult to explain for example why the
institutional architectures in the Czech Republic and Bulgaria are similar to that in Portugal, while Croatia,
Poland, and Slovakia show the institutional characteristics making them akin to Ireland. Such outcomes
may be seen as an empirical evidence supporting the idea of a patchwork nature of the newly born capitalism
in Central and Eastern Europe.
As can be seen in a dynamic perspective, i.e., taking account of the changes witnessed between 2005
and 2014, the CEE11 countries generally tended to converge toward the main cluster (cluster 1). This result
confirms that after their EU accession, the new EU member states were on a converging path toward the
institutional benchmarks prevailing in Western Europe.

4.2 Labor market and industrial relations
The empirical analysis in this part of the study was based on 17 measures of institutional architecture in
the labor market and industrial relation area, including both input and output variables. The main data
sources comprised ICTWSS (database on Institutional Characteristics of Trade Unions, Wage Setting, State
Intervention and Social Pacts), Eurostat, and ILO.5
As a result of subspace clustering, four distinct groups among the EU25 countries were identified.
Cluster 1 embraces almost all EU14 countries, exceptions being UK, Ireland, Greece, and Portugal. It is
characterized by a relatively low share of long-term unemployed among all jobless persons. Another
distinctive feature of this model is a small percentage of young people who neither study nor work (NEET’s).
The “solidaristic,” to some extent, face of the labor market becomes even more pronounced if we take into
account a high proportion of employees with the lowest qualifications and a small share of precarious
workers in total employment, which are characteristic for this model.
Cluster 2 includes UK and Ireland. In this cluster, pro-competitive and pro-quality factors in the
workplace play a dominant role. The highest labor productivity compared to other clusters is accompanied
by a high employment rate, relatively high labor costs, a small share of workforce employed for a definite
period in total employment, and a relatively high proportion of low-skilled workers among employees.
This pattern has been to a large extent a derivative of extensive human resource management practices
at a company level accompanied by informal relations with employee representations. Relations between
management and employees are mostly confined to information sharing and consultations, thus bypassing
the collective bargaining mechanisms, which is conducive to a decentralized and voluntary nature of
industrial relations.
Cluster 3, which can be labeled statist, is made up of Greece and Portugal and four CEE countries
that is Croatia, the Czech Republic, Poland, and Slovenia. First of all, this cluster is characterized by a
low employment rate, which may stem from the difficulties faced by low-skilled workers in finding a job.
Another salient feature of this cluster is low quality of employment. The rationale behind such outcomes
should be sought in a relatively high employment rate among precarious workers, a relatively large share of
people working on fixed-term contracts in total employment, and in labor costs that are lower than in other
clusters. Among other important traits that characterize the statist model, weak mechanisms of “industrial
democracy” ought to be mentioned. Low unionization and undeveloped forms of employee representation
are accompanied by a slightly lower coverage of collective agreements than in the cluster 1. The key to
understand why four CEE economies joined Greece and Portugal in Cluster 3 seems to be the “state.” If one
5 A detailed description of the dataset involved and a comprehensive discussion of the results of subspace clustering in this
area are found in Gardawski and Towalski [2018].
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wants to put these countries in a coherent picture, a growing importance of government (socioeconomic)
policies should be stressed. There are multiple examples of unilateral government decisions in particular
countries, which led to unfavorable changes in the labor market and to the weakening of industrial
democracy mechanisms.
Cluster 4 is made up of Bulgaria, Estonia, Hungary, Latvia, Lithuania, Romania, and Slovakia, i.e., most
of the CEE economies. The most characteristic institutional properties of this cluster comprise undeveloped
“industrial democracy” mechanisms, coupled with a limited scope of employee representation and limited
coverage of collective agreements In turn, among the most salient characteristics of the labor market,
variables that testify to a low work quality come to the fore. They embrace in particular a low employment
rate and a small proportion of low-skilled workers in total employment as well as a high share of precarious
workers. Hence, this cluster can be dubbed the Eastern European liberalism cluster. What distinguishes
this cluster from the statist one is a larger significance of limited state intervention in labor relations and a
smaller share of people working on own account.

4.3 Financial intermediation
This part of the empirical study was based on 10 indicators describing the institutional architecture in
the financial intermediation area, including both input and output variables. The primary data sources
comprised the World Bank and Fraser Institute.6
The subspace clustering exercise carried out for the institutional area of financial intermediation
allowed to detect only two asymmetric clusters among 25 EU member states. Cluster 1 embraces 20 countries
including nine incumbent EU members and all CEE11 economies. The main factor that makes all countries
in this cluster similar is the role of banks as a major provider of capital to the corporate sector. For the sake
of brevity, we may call this cluster a bank-based system. In turn, Denmark, the Netherlands, Spain, Sweden,
and UK were classified in cluster 2, in which the capital market is the most important source of funds. It may
be dubbed a market-based system.
In most general terms, the institutional architecture of the financial systems considered differs
significantly between the two clusters. The differences relate primarily to the characteristics of the capital
market. In cluster 1, the indicators describing capital market institutions reached on average only a
quarter of the level found in countries representing the market-based system. In the case of a relative value
of capitalization, the mean for cluster 1 amounted to 34% of the average for cluster 2. An even greater
discrepancy arises when a relative turnover on capital market is taken into account – the respective value
for cluster 1 recorded only about a quarter of the level found in countries with a market-based system. The
role of pension funds in the former is even smaller – the respective indicator represents merely 15% of the
level noted in cluster 2.
For the banking sector institutions, the values of pertinent variables in cluster 1 reached on average
two-thirds of cluster 2 levels. The level of financing with bank loans is lower by half in cluster 1, similar to
the relative value of banking sector assets (57%). However, the degree of concentration of these assets is
comparable in both clusters. The competition in the banking sector and protection of property rights tend to
be higher in market-based economies (by 40% and 20%, respectively). Mean values of indicators reflecting
the role of state in both clusters are close to each other. Yet, it should be emphasized that countries making
up cluster 2 have in fact more developed institutions of both the capital market and the banking sector visà-vis cluster 1. Nonetheless, it is the capital market that plays a leading role in these countries.
Compared to cluster 1, the market-based cluster is much more homogeneous. In contrast, the bankbased cluster does not form a coherent category in terms of the prevailing patterns of institutional
architecture. It can be even claimed that what makes the countries to be classified in this cluster is mainly
their dissimilarity to cluster 1. As a result, it appears reasonable to further disaggregate this category
and to distinguish three subclusters: 1A (Ireland, Belgium, France, Portugal, and Greece), in which the
6 A detailed description of the dataset and a comprehensive discussion of the results of subspace clustering in this area are
found in Horbaczewska [2018].
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institutional distance from cluster 2 is relatively small, 1B (Finland, Germany, Italy, and Austria as well as
Croatia), displaying a moderate distance, and 1C (all CEE11 countries except Croatia).
Against this background, it should be noted that CEE countries do not form a coherent group either,
as they differ in the degree of development of both segments of their financial intermediation systems
and institutional arrangements adopted. Relative similarities among them occur in the field of property
rights protection and concentration of banking sector assets. Another significant factor of similarity is the
important role of the state as owner of enterprises. Overall, they do not embody any single institutional
pattern, which would be distinct from Western European benchmarks.
It may be concluded that the financial systems of the CEE countries compared to the old EU members
tend to lag behind. The largest gap can be traced in the development of capital market institutions. Such
institutions have been established in every CEE country, but their significance largely differs across the
region – from noticeable and even significant (as in Poland and Croatia) to quite symbolic (Slovakia). The
banking sector, whose level of development and significance used to be much higher in these countries, is
also underdeveloped compared to Western European economies. The institutional distance however in the
latter area is not so large, and the diversity within the CEE11 group in this regard is much smaller.

4.4 Social protection system
The empirical analysis in this part of the study relied on a dataset comprising 17 measures of institutional
architecture in the area of social protection, including mostly input variables. All data come from the
Eurostat database.7
As a result of subspace clustering in the social protection system, three distinct groups of countries
among the EU old member states featuring similar sets of institutions were identified: cluster 1 found in
Denmark and Sweden, cluster 2 prevalent in the rest of the incumbent EU member states as well as in
Slovenia and Croatia, and cluster 3 predominant in CEE countries.
In the case of cluster 1, the differences – compared to cluster 2 – are concentrated mostly in the
architecture of the tax system. High taxation, in both relative and absolute terms, distinguishes Denmark
and Sweden from the rest of the incumbent EU members. Their top income tax rate exceeds by 8 p.p., the
average for cluster 2. It is interesting to note that in Sweden and Denmark the ratio of benefits to total
public expenditure is lower compared to not only the old European cluster but also the new European one.
Simultaneously, the ratio of benefits to gross domestic product (GDP) is only slightly higher than in the
new EU member states and still lower compared to cluster 2. Thus, the protection from different risks in
the Nordic cluster is assured through collective consumption rather than by means of direct financial help.
Cluster 2 is represented in the Anglo-Saxon countries (UK, Ireland), a Nordic country (Finland), a number
of Continental economies (Germany, Austria, Belgium, and the Netherlands), all Mediterranean countries
(Spain, Portugal, Greece, and Italy), and in Croatia and Slovenia. It is characterized mostly by up-close ratio
of public expenditures on old-age people to both total public expenditures and GDP, coupled with moderate
values for total tax revenue to GDP and income tax revenue to total tax revenue ratios. Simultaneously,
the ratio of public expenditures directed to families to both total public expenditures and GDP is relatively
low. Moreover, characteristic for this cluster is the highest ratio of benefits to both total expenditures and
GDP, compared to two other clusters. Last but not least, the average ratio of public expenditure on sick
and disabled people to both total public expenditure and GDP is visibly lower in comparison to the Nordic
cluster 1.
The most distinctive feature of the social protection system in cluster 2 is a high ratio of benefits to
both total public expenditure and GDP. This system is based mostly on distributing public funds among
members of the society rather than collectively buying goods and services needed by particular social
groups. Nevertheless, public resources are directed mostly to old-age people and only in limited amount
to families and sick and disabled persons. The relative tax burden in this model is substantially lower,
7 A full description of institutional indicators used as well as a comprehensive discussion of the results of subspace clustering
in this area may be found in Maszczyk [2018].
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compared to cluster 1, yet higher than in cluster 3. The ratio of personal income tax to total tax revenues is
also substantially lower. The major sources of general government revenue are indirect taxes, mostly the
value-added tax.
Cluster 3 differs considerably from both models described earlier. This is due to a number of factors – in
the first place to a much lower benefit to GDP ratio. Similarly, the ratio of almost all particular expenditure
items (except old-age people) to total public expenditure in average tends to be significantly lower too.
Second, the average ratio of total tax revenue to GDP is by 6 p.p. lower than in cluster 2 and by 25 p.p. lower
compared to the Nordic cluster. Not only the “new European” countries have on average less money to
spend on social protection but also most of the tax revenues come from consumption taxes, which puts the
tax burden on households with relatively lower incomes. This pattern can be to some extent explained by
underdevelopment of the tax system. Yet, one can easily recognize the imprints of path dependence too.
A low relative importance of the income tax, combined with a very low top personal income tax rate (20%
in average compared to 56% in the Nordic and 48% in the old European clusters) may be interpreted as a
derivative of the power of vested interests of the most wealthy taxpayers.
The model of social protection prevailing in most CEE11 countries reveals in many respects a
patchwork nature and hence is highly unstable. The institutional architecture in this area lacks necessary
complementarities, and the existing mechanisms do not protect the society from major risks and – what is
more important in the long run – do not provide enough positive externalities to the economy. Moreover,
between 2005 and 2014, the institutional architecture involved was subject only to limited changes. This
shows its resistance to the effects of both the EU membership and the global economic crisis.

4.5 Knowledge sector
The set of indicators employed in this part of the research included 42 measures of the institutional
infrastructure in the knowledge sector. They represented both input and output variables and were taken
from OECD, Eurostat, ECB, and the World Bank.8
Based on the application of the subspace clustering, four groups of countries have been identified
in this area. Cluster 1 includes six countries: Germany, Austria, Denmark, the Netherlands, Sweden, and
Finland. In turn, cluster 2 is made up of four EU14 economies –UK, Ireland, France, and Belgium. Cluster
3 embraces two countries – Slovenia and Italy. The remaining 13 EU members (Bulgaria, Estonia, Czech
Republic, Hungary, Latvia, Lithuania, Poland, Romania, Slovakia, Croatia, Greece, Spain, and Portugal)
form cluster 4. Worth noting is the fact that all but one CEE11 country (Slovenia) are classified in the same
cluster 4. Another interesting result of subspace clustering in the area of knowledge creation is that the CEE
countries share similar institutional patterns with three Mediterranean economies, i.e., Greece, Spain, and
Portugal.
The most salient institutional characteristics of cluster 1 include a relatively high level of patent
applications to the European Patent Office by priority year (per million inhabitants), a comparatively
high level of patents granted by the US Patent and Trademark Office, high turnover (of enterprises) from
innovation (% of total turnover) in the industry sector, medium–high turnover from innovation in the
services sector, a relatively low share of women researchers in business enterprise sector and mediumto-high share of women researchers in private nonprofit sector, high share of households with broadband
(Internet) access, and very high individuals’ level of Internet skills.
Cluster 2 in turn features a medium–high level of employment in knowledge-intensive services, medium
share of women researchers in R&D employment, a very high turnover of enterprises from innovation in the
industry sector, medium level of patents granted by the US Patent and Trademark Office, low or medium share of
female pupils in upper secondary education enrolled in vocational stream, medium level of patent applications
to the European Patent Office, high turnover of enterprises from innovation in all sectors, and a relatively low
share of 15-year-old pupils who are at level 1 or below of the PISA combined reading literacy scale.
8 A detailed description of the dataset and a comprehensive discussion of the results of subspace clustering in this area are
provided in Karbowski [2018].
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Cluster 3 is, in contrast to other identified models of capitalism in this area, characterized by a medium
level of patents granted by the US Patent and Trademark Office, medium level of patent applications to
the European Patent Office, medium level of employment in knowledge-intensive services, medium share
of female pupils in upper secondary education enrolled in vocational stream, medium share of women
researchers in business enterprise sector, private nonprofit sector, and in all sectors, medium turnover of
enterprises from innovation in the industry sector, as well as a relatively high share of early leavers from
education and training (especially for Italy).
Cluster 4 can be best described by a relatively low level of patent applications to the European Patent
Office, low level of patents granted by the US Patent and Trademark Office, low or very low level of hi-tech
patent applications to the European Patent Office, medium–high level of tertiary educational attainment
(age group: 30–34 years), medium–high share of women researchers in business enterprise sector, a
relatively low share of households with broadband (Internet) access, and a comparatively low individuals’
level of Internet skills.
Between 2005 and 2014, the CEE economies reduced the most their institutional distance in the area
of knowledge creation toward cluster 2. At the same time, some institutional convergence in this area
took place toward cluster 3, while the distance to cluster 1 remained roughly constant. The institutional
convergence of CEE11 countries toward Western European benchmarks occurred mainly due to: (1) a rapid
increase in the share of households with broadband Internet access in CEE countries, (2) a significant rise in
the level of tertiary educational attainment, (3) a growing number of science and technology graduates per
1,000 inhabitants, (4) an upward trend in the share of human resources in science and technology sector,
and (5) a sizeable growth of patent applications and patents granted to entities from CEE countries.
The current state of the knowledge system in CEE11 countries is most likely transitory. The transformation
that started in the early 1990s led to a liberalization of the system and strong dependence on transnational
corporations and foreign capital (Slovenia remained an exception). In the years to come, a movement
to more coordinated arrangements in the field of knowledge creation can be expected. Stronger focus
on vocational training, development of company-specific skills, science and technology education, and
higher patent activity of CEE firms should be provided. Most likely, tighter industrial cooperation between
countries of the region will also take place.

4.6 Housing market
The subspace clustering analysis in this area relied on 23 institutional measures divided into six groups
as described in Section 3. The data were obtained from various sources: Eurostat, World Bank, Hypostat,
numbeo.com, ESRB, TenLaw, OECD, and several research papers. The indicators concerned comprised both
input and output variables.9
While, examining the data with the subspace clustering algorithm, four distinct groups of countries
that share a similar set of institutions have been identified. In line with earlier research, especially the
classification of Schwartz and Seabrooke (2009), the three clusters comprising mainly old EU member states
were dubbed as follows: cluster 1 or liberal corporatist model found among Northern European countries
(Ireland, UK, Belgium, the Netherlands, Denmark, Sweden, and Finland), cluster 2 or statist model that is
prevalent in most core euro area member states (France, Germany, Austria), and cluster 3 or commodified
familial model in the south of Europe (Portugal, Spain, Greece, and Estonia from the CEE region). Apart from
these three models, that were already described in the literature, a new distinct model, predominant in all
CEE countries but Estonia was identified and named the non-commodified model of residential capitalism
(cluster 4). Only one incumbent EU member state, Italy, exhibits a similar set of institutions.
The liberal corporatist model is characterized by high indebtedness of the population, reflected by the
highest average share of households living in an owned dwelling with a mortgage (46.8% in comparison to
around 25% in other old EU countries). This is closely connected to high financial affordability of housing
9 A full description of institutional measures used and an in-depth discussion of the results of subspace clustering in this area
may be found in Czerniak [2017].
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driven by financial market deregulation, which manifests itself in high levels of LTVs and a large market
for securitization instruments as well as by the lowest levels of house prices relative to income. These
characteristics reflect a market-based (or liberal) system of housing allocation. However, at the same time,
countries with a liberal corporatist model of institutions feature a wide margin of state interventions in
the housing market – the share of social housing is the highest among all EU members, rent controls are
relatively rigid, and the government spends the biggest sums on housing policies.
The most salient feature of the statist model is the lowest share of owner-occupied houses in the dwelling
stock among all EU member states (58.2% on average in comparison to three-quarters in other European
countries). This is an outcome of a high provision of cheap rental dwellings and high availability of social
housing. Another distinctive property of this model is a low rate of household indebtedness, which comes
despite a very deregulated financial market as households do not desire to buy residential dwellings for
themselves. On the contrary, a deregulated financial market is favorable for corporate market actors which
finance rental housing investments with cheap capital borrowed from banks or trusts. State interventions
in the statist model are visible in an extended control of tenant–landlord relations with restrictive eviction
procedures, high rent controls, and several subsidies and allowance schemes for private investments in
cheap rental housing. As a result, the share of households that occupy a rented dwelling and pay for it a
below-market price is the highest among all EU countries and totals on average 13.1%.
The commodified familial model features a large share of owner-occupied dwellings (on average 77% in
contrast to below 70% in other old EU member states). That is a result of the ownership myth prevalent in
countries with this set of institutions, i.e., a pervasive belief that owning a dwelling is by far the best way to
satisfy one’s housing needs and the safest asset in a household portfolio. Buying a home is also seen as the
main constituent of establishing a family and is usually treated as a necessary condition for having children.
Another important trait of this model is a very low occupation rate that coexists with a twice as high as in
other old EU member states’ overcrowding rate (14.3%). Moreover, residential estates are already to a large
extent commodified, especially regarding new dwellings, what is reflected in a high level of residential
loans. All the abovementioned characteristics indicate that the market-based system of dwelling allocation
is present but not working effectively and in many aspects it is complemented by a family-based system,
as parents are expected to satisfy housing needs of their children. Hence, the share of young adults living
with parents is the highest among all incumbent EU member states (39.7%) and the private rental market is
just slightly more than half the size of its counterparts in other old EU countries. Government refrains from
market interventions. The state does not provide any social housing or subsidies for private provision of
dwellings for rent and usually also does not subsidize housing purchases for first-time buyers.
The CEE region differs largely from the rest of the EU in terms of housing market institutions. Despite
many between-country discrepancies, the governments across the region developed a distinct model of
residential capitalism that can be found nowhere else in Europe but Italy. We dubbed this model the noncommodified model of residential capitalism as low commodification of dwellings is the common thread
to all highly diversified institutional setups in CEE countries. According to the subspace clustering results,
the three most important characteristics of the institutional setting that constitute this model of residential
capitalism are: (1) low supply of social housing, (2) small private rental market, and (3) large proportion of
young adults living with parents. This translates into the highest share of owner-occupied houses in the
dwelling stock among all EU countries. Another distinctive feature of this model is a very low indebtedness
of households – outstanding residential loans amount on average to only 16.6% of GDP, which is less
than a quarter of the levels inherent to liberal corporatist countries. The foregoing characteristics of the
non-commodified model coincide with the prevailing perception of dwellings, which are seen as family
goods – their worth was never appraised and is usually not included in the subjectively assessed wealth of
households. Dwellings are passed on from generation to generation, and people are not very eager to sell
them or withdraw equity allocated in housing. As a result, the secondary market for houses is shallow, the
prices of dwellings are the highest relative to incomes among all EU members and, hence, housing financial
affordability is much lower than in the rest of Europe. Furthermore, the market for reasonably priced rented
dwellings of average standard is almost nonexistent as is the rental market in small towns and rural areas.
This leads to the conclusion that the market-based system of dwelling allocation is present only in big
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cities but largely ineffective and almost nonexistent in rural areas. Hence, the prevailing system of dwelling
allocation is family based and is even more widely spread than in the commodified familial model. As a
derivative, the non-commodified model is characterized by a very high overcrowding rate, low occupation
rate, and a large share of deprived dwellings. This indicates that the equity allocated in housing is used
ineffectively in this system, which brings about large housing shortages in CEE countries.
Between 2005 and 2014, the institutions encompassing the housing market in CEE countries evolved
in the direction of residential capitalism models typical for incumbent EU member states, especially the
liberal corporatist one. This can be explained mainly by a housing policy common across the region
before the global financial crisis that was aimed at increasing financial affordability of owner-occupied
houses, especially through providing cheap mortgage credit and government subsidies for first-time
buyers which led to an increase in household indebtedness – the level of outstanding residential loans
grew from 9.0% to 17.4% of GDP. This policy helped to tackle some of the problems in the housing market,
i.e., it reduced the overcrowding rate by almost one-third and halved the share of deprived houses
in the occupied dwelling stock. As a result, housing shortages diminished and the general quality of
residential estates across the region improved. However, at the same time, even more people, especially
young couples, became excluded from the housing market, what is reflected in a 10% rise of the share
of young adults living with parents. Moreover, the shift in CEE governments’ priorities from satisfying
housing needs of citizens to support first-time buyers reduced the amount of available social dwellings
by a quarter.
The abovementioned evolution path of residential capitalism across the CEE region resembles the one
taken one decade earlier by Southern European countries which ended up with a boom–bust episode that
hampered their long-term economic growth and brought social unrest after the global financial crisis. This
is indicated by the change in institutional similarity between the CEE region and those incumbent EU states
that host the commodified familial model – between 2005 and 2014 institutional measures for nine out
of 11 CEE countries became more similar to those in the South of Europe and in some cases (Romania,
Bulgaria, and Poland) the change exceeded even two standard deviations. This was mainly caused by mass
privatization of social dwellings, abolition of cooperatives, and the slowest reduction in housing shortages
in these countries, due to a high cost of taking up mortgage credits.
Another evidence that the CEE countries have in general followed the evolution path of Greece,
Spain, or Portugal is the case of Estonia. This Baltic state is the only one in the region that in 2014 had
a largely commodified housing market with no dwelling shortages, i.e., it exhibited the features of the
commodified familial model. However, if one analyzes the institutional environment in this country
right after the EU enlargement, it was much more similar to the non-commodified model than to any
other model identified in our study. In the following years, Estonia followed the evolution path of many
Mediterranean housing markets and joined the group of countries that host the commodified familial
model of residential capitalism.

5 Discussion
As a summary of the foregoing descriptive characteristics of empirical results broken down into six
institutional areas, in this section we embark on a more general discussion of major findings of the present
study. Table 1 provides a stylized comparative picture of the number and composition of clusters identified
among the 25 EU member countries in the end year of our empirical exercise. The picture involved is further
sharpened in Tables 2–5 which are shown in the subsequent parts of this section.
A more in-depth analysis of the data given in Table 1, as well as in Tables 2–5, allows a number of
interesting observations. They may be synthesized under the following headings.
1. The number of clusters identified across the six institutional domains ranges between 2 and 4, including
the new EU members from CEE11 countries. This result may be interpreted as a confirmation – at the
most aggregate level – of the general conclusion made by Amable, i.e., the coexistence of diverse
models of capitalism in the EU.
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Table 1. Clusters identified in the EU25 countries in six institutional areas, 2014
Institutional area
Product market
competition
Labor market and
industrial relations
Financial intermediation

Social protection

Knowledge sector

Housing market

Cluster 1

Cluster 2

Cluster 3

Cluster 4

DE, ES, SE, UK, AT, BE, DK, FI, FR,
NL, EE, HU, LV, LT, RO

IT, GR, SI

IE, SK, PL, HR

PT, CZ, BG

DE, BE, IT, SE, DK, ES, FR, NL,
AT, FI

UK, IE

GR, PT, HR, CZ,
PL, SI

BG, EE, HU, LV, LT,
RO, SK

DE, AT, BE, FI, FR, GR, IE, IT, PT,
BG, HR, CZ, EE, HU, LV, LT, PL, RO,
SK, SI

UK, ES, SE,
DK, NL

DE, IT, UK, BE, IE, GR, ES, FR, NL,
AT, PT, FI, HR, SI

SE, DK

BG, CZ, EE, HU, LV,
LT, PL, RO, SK

DE, SE, AT, DK, FI, NL

UK, BE, FR, IE

IT, SI

BG, CZ, EE, HR,
LV, LT, HU, PL, RO,
SK, GR, ES, PT

DE, AT, FR

UK, SE, BE, DK,
IE, NL, FI

ES, GR, PT, EE

BG, HR, CZ, HU,
IT, LV, LT, PL, RO,
SK, SI

Source: Authors’ elaboration.

2.

Notwithstanding this fundamental similarity, our findings point to a number of essential differences
compared to the results established by Amable [2003]. The key differences to be emphasized include in
particular the following:
i .The clusters identified in this study (let alone for Western European EU members) differ depending on
the institutional domain involved, in terms of both their number and makeup. Hence, the claim made
by Amable that the diversity of Western European capitalism in each institutional area is the same
among the EU countries seems ungrounded on the basis of up-to-date data.
ii. The composition of particular clusters identified in our study differs from the Amablean benchmarks
dubbed the Anglo-Saxon, Continental European, Nordic, and Mediterranean models of capitalism:
– In some areas (product market competition and financial intermediation), the ongoing Europeanization
of markets and their institutional unification caused some clusters to disappear,
– In almost all institutional areas, the Continental and Nordic models tended to merge (except the
social protection system).
– Moreover, the makeup of clusters identified differs considerably from one institutional area to another
(a country may be classified into distinct clusters depending on the area involved) which makes the
overall picture quite ambiguous and impedes the task of coming up with a viable general typology of
the coexisting models of contemporary capitalism in the EU.

A more detailed comparative breakdown of our results is provided in Table 2. The main message they
convey. is that by 2014 the original typology developed by Amable did not hold for almost a half of the cells
specified in the table (nine out of 20). This was particularly the case of the Nordic model of capitalism. On
the other hand, the opposite was true for the Continental model and – to a lesser degree – the Anglo-Saxon
model.
3. Given the results of the subspace clustering exercise, it can be contended that CEE11 countries
developed their own distinct model of capitalism. This outcome corroborates – at least at the most
aggregate level – the findings of a recent study on comparative capitalism in the EU by Farkas [2016].
The only two institutional areas in which these countries do not significantly differ from their Western
European peers are those that are highly unified across the EU – the product market competition and
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Table 2. Status of the Amablean models of capitalism in the light of subspace clustering results
Institutional area

Anglo-Saxon cluster Nordic cluster
(with UK)
(with Sweden)

Mediterranean
cluster (with Italy)

Continental European
cluster (not internally
coherent)

Product market competition
Labor market and industrial relations
Financial intermediation
Social protection
Knowledge sector
Housing market

No
Yes
Yes
No
Yes
Not applicable

Yes
No
No
No
Yes

Yes
Yes
Yes
Yes
Yes

No
No
No
Yes
No

Source: Authors’ elaboration.
Table 3. Stylized picture of CEE11 capitalism, 2014
Institutional area

Distinct cluster for CEE11
countries

Number of outliers

Number of EU14 countries in
the CEE11 cluster

Product market competition
Labor market and industrial relations
Financial intermediation
Social protection
Knowledge sector
Housing market

No
Yes
No
Yes
Yes
Yes

N/A
4 (HR, CZ, PL, SI)
N/A
2 (HR, SI)
1 (SI)
1 (EE)

N/A
2 (GR, PT)
N/A
0
3 (GR, PT, ES)
1 (IT)

Source: Authors’ elaboration.

financial intermediation. Interestingly, the results of the present study have also confirmed our earlier
findings [Próchniak et al., 2016] that postcommunist EU member states exhibit many similarities with
Mediterranean countries. As summarized in Table 3, only these incumbent EU members are sometimes
classified as a part of the CEE11 cluster.
4. The model of postcommunist capitalism identified in CEE11 countries exhibits in many respects a
patchwork nature. This is due to the institutional ambiguity10 inherent to its design. The notion of
patchwork capitalism prevalent in CEE11 countries can be best described as an institutional matrix
incorporating components or building block from various institutional orders and making the whole
matrix incoherent. In particular, the patchwork nature of the evolving capitalism in CEE11 economies
manifests itself in two aspects:
i .Inter-area patchwork
In each country, the elements of the institutional matrix which were adopted and amended in the course
of systemic transformation have a different heritage for particular areas, i.e., they are derived from various
established Western European models of capitalism. The majority of these elements has been transplanted
from countries such as Germany, which resemble the most common Continental model as dubbed by
Amable, but some parts are of Mediterranean origin (mostly from Spain or Italy), some of Nordic (mostly
Sweden), and some of the Anglo-Saxon heritage (Table 4). This makes different institutional areas very
often not complementary to each other hampering economic development and generating social tensions
among different groups of interest in particular CEE countries.
ii. Intra-area patchwork
There exists also a systemic mismatch between input and output characteristics, which has been clearly
shown in one of our earlier empirical studies [XXX]. It originates from a clear deficit of institutional
10 We use this term, which was originally coined by Mykhnenko [2005], in a broader sense which incorporates, i.a., the notions
of inconsistence, incoherence, and deficit of institutional complementarities at various levels of institutional architecture.
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complementarities within particular institutional areas, especially between formal and informal institutions.
Such a patchwork can be traced back to the systemic transformation period when CEE countries adopted
policies and elements of the institutional systems that proved to be efficient in incumbent EU member
states without taking into account the peculiarity of their own ecosystem (its economic, political, social,
and cultural characteristics) in which these elements of Western-type capitalism would be embedded. This
was conducive to a lack of complementarities between the path-dependent institutional system existing
in a country (measured mainly by output variables) and the newly adopted policies (measured mostly by
input variables). These effects can be most vividly seen in such institutional areas as the social protection
system and the housing market, where the current ecosystem is subject to a strong path dependence.

Slovenia

Slovakia

Romania

Poland

Lithuania

Latvia

Hungary

Estonia

Czechia

Institutional area

Croatia

Bulgaria

Table 4. Closest models of Western European capitalism for CEE11 countries

Product market
competition
Labor market and
industrial relations
Financial intermediation

DE

DE

DE

DE

DE

DE

DE

DE

DE

DE

IT

DE

DE

DE

DE

DE

DE

DE

DE

DE

DE

DE

DE

DE

DE

DE

DE

DE

DE

DE

DE

DE

DE

Social protection

DE

DE

DE

SE

SE

SE

DE

DE

SE

DE

DE

Knowledge sector

UK

IT

IT

IT

DE

IT

IT

IT

IT

IT

IT

Housing market

IT

IT

IT

IT

UK

IT

IT

IT

IT

IT

IT

DE, Continental European cluster (with Germany) identified with the ORCLUS algorithm; IT, Mediterranean cluster (with Italy or
Spain but not Germany) identified with the ORCLUS algorithm; UK, Anglo-Saxon cluster (with UK but not Germany) identified
with the ORCLUS algorithm; SE, Nordic cluster (with Sweden but not Germany and UK) identified with the ORCLUS algorithm;
cluster acronyms for countries that are actually classified into that cluster are given in bold.
Source: Authors’ elaboration.

5.

Notwithstanding the fact that we identified one single model of postcommunist capitalism prevalent
in CEE11 countries, our subspace clustering exercise has also shown that the CEE group is quite
heterogeneous. This is due to three factors in particular.
i. The empirical evidence points to a considerable differentiation of institutional characteristics or
institutional architectures among CEE11 countries.
ii. In all but two institutional areas concerned (product market competition and financial intermediation),
some CEE11 economies have been outlying from the CEE cluster (Table 3). The number of outliers
ranges between 1 and 4 depending on the area involved.
iii. Capitalism in Central and Eastern Europe has evolved over time as the CEE11 countries experienced
both convergence and divergence trends of their institutional architectures vis-à-vis their Western
European peers between 2005 and 2014. Moreover, each of the countries followed its own distinct
vector of institutional changes (Table 5).

From the abovementioned findings, it may be inferred that the CEE region hosts a diversity of patchwork
capitalism. In other words, each of the CEE11 countries followed its own distinct vector of changes, which
eventually led to a unique patchwork of institutions in each of these countries. Yet, the institutional
variance within the CEE11 region is smaller than the differences between those countries and other models
of capitalism identified among EU members.
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Table 5. Convergence to Western European models of CEE11 countries across six institutional areas, 2005–2014
Clusters as identified
with the ORCLUS algorithm

Continental cluster
(with Germany)

Mediterranean cluster
Anglo-Saxon cluster
(with Italy or Spain but not (with UK but not
Germany)
Germany)

Convergence: 10
Divergence: 1
Convergence: 6
Divergence: 5
Convergence: 9
Divergence: 2
Convergence: 5
Divergence: 6
Convergence: 5
Divergence: 6
Convergence: 10
Divergence: 1

Convergence: 7
Divergence: 4

Institutional area
Product market competition
Labor market and industrial
relations
Financial intermediation
Social protection
Knowledge sector
Housing market

Convergence: 11
Divergence: 0
Convergence: 9
Divergence: 2

Convergence: 5
Divergence: 6
Convergence: 7
Divergence: 4

Convergence: 11
Divergence: 0
Convergence: 11
Divergence: 0

Nordic cluster (with
Sweden but not
Germany and UK)

Convergence: 5
Divergence: 6

Source: Authors’ elaboration.

6 Concluding remarks
As a wrap-up of the foregoing discussion, it may be argued that the results of our subspace clustering
exercise corroborate a substantial part of our starting conjectures and allow a positive verification of our
hypotheses. In particular, they seem to support four of our claims.
1. The present study provides a new empirical evidence confirming the coexistence of diverse models
of capitalism in the EU, even more so if the new EU member countries from East Central Europe are
included in the research sample.
2. The number and composition of particular clusters identified in this research differ from the Amablean
benchmarks dubbed the Anglo-Saxon, Continental European, Nordic, and Mediterranean models of
capitalism.
3. The CEE11 countries developed their own distinct model of capitalism compared to Western European
benchmarks.
4. The model of postcommunist capitalism identified in CEE11 countries exhibits in many respects a
patchwork nature. This is due to the institutional ambiguity inherent to its design including a clear
deficit of complementarities in their institutional architectures, both within particular areas and
between them.
Yet, the empirical results of the present study do not yield an unequivocal picture of the diversity of
contemporary capitalism coexisting in the EU. Despite some common patterns, the variance of institutional
architecture across the EU member states reveals many faces depending on the institutional area analyzed.
Moreover, in a number of areas, institutional disparities between some countries ceased to exist in the last
decade as the European integration has moved onward.
Hence, a further in-depth and interdisciplinary research on comparative postcommunist capitalism
is required including more refined applications of the subspace clustering method coupled with a
comprehensive case study analysis in different institutional areas.
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Abstract: Can comparative capitalism (CC) assist us in understanding both the rise and the current
challenges of emerging market capitalism? This article applies analytical instruments developed in CC
scholarship on emerging markets to address this question. During the last two decades, CC scholarship
– defined by common features such as the emphasis on institutional contexts that are sticky and most
important at the national level – has evolved considerably. This contribution to the third generation of this
scholarship highlights the degree of international economic integration as the central strategic choice to
be faced by emerging economies. It does so by systematically comparing dependent market economies
of East Central Europe with the state-permeated economies of China, India and Brazil. The core finding
is that both types of capitalism have been able to mobilize substantial institutional complementarities
during the last three decades but will face considerable economic and political challenges in the years
ahead.
Keywords: emerging markets, comparative capitalism, dependent market economies, state-permeated
market economies

1 Introduction
Research on emerging markets has been neglected in the comparative capitalism (CC) research tradition.
The original Varieties of Capitalism (VoC) framework [Hall and Soskice, 2001] did not pay attention to
emerging markets at all. Its basic features, a juxtaposition of coordinated market economy (CME) and
liberal market economy (LME), were mainly based on illustrations of the German and US economic systems.
However, its basic features still are canonical for CC scholarship today, in particular the distinction of five
institutional spheres (corporate governance, financial system, industrial relations, education and training
as well as innovation) and their governance by a cross-cutting coordination mechanism (interfirm networks
and associations in CMEs, in contrast to competitive markets and formal contracts in LMEs).
A second generation of CC research has partially made up for this shortcoming by postulating additional
types of capitalism specifically for application to emerging markets.1 This “post-VoC” [Bruff et al., 2015,
p. 34] agenda has broadened the geographical coverage of the paradigm toward Eastern, Northern and
Southern Europe, as well as Asia, Latin America and South Africa. It has a stronger focus on historical
and political (instead of functional) determinants of economic institutions (including attributing a more
prominent role to the state) and highlighted processes of institutional change within different types of
1 For a more systematic discussion of the three generations of CC scholarship, see Nölke (2016, pp. 145–147).
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capitalism. The original VoC focus on rational choice institutionalism here has been complemented by
historical and sociological institutionalism [e.g. Yamamura and Streeck, 2001; Schmidt, 2002; Amable,
2003; Coates, 2005; Hassel, 2006; Jackson and Deeg, 2006; Hancké et al., 2007; Becker, 2009, 2013; Hall and
Thelen, 2009; Schneider, 2013; Thelen, 2014; Farkas, 2016; Próchniak et al., 2016; Feldmann, 2017].
More recently, a third generation of CC research has emerged. This body of work extends the first
two generations of scholarship by including the study of the demand side of various national varieties of
capitalism, thereby complimenting the exclusive focus on the supply side of the original VoC approach.
Furthermore, the third generation of CC research places a strong emphasis on the international integration
of national VoC instead of treating them as closed containers. A major contribution of this scholarship is the
shift toward emerging markets with a focus on the related tensions within the global political economy [e.g.
Nölke and Vliegenthart, 2009; Nölke, 2011, 2018; Bohle and Greskovits 2012; Kalinowski, 2013; Vermeiren,
2014; Nölke et al., 2015, 2018, forthcoming; Suau Arinci et al., 2015; De Ville and Vermeiren, 2016, May and
Nölke 2018].
I argue that the issue of international integration as highlighted by the third generation of CC
scholarship is key for any understanding of economic policy choices and institutional development in
emerging markets. The most important fundamental decision that has to be made in all emerging markets
is whether to embrace international economic integration wholeheartedly or to go in for a certain degree of
protection against full integration. This is certainly not an easy decision. Given that emerging markets are
latecomers with regard to the development of their capitalist systems, they need foreign economic inputs in
order to modernize their economic systems. Here, the focus is on both the provision of modern technologies
and an institutional framework that enables domestic companies to compete on international markets.
Historically, emerging markets have reacted to this challenge in two completely different ways. On
the one hand, some emerging markets have embraced foreign economic integration and have invited
both foreign direct investment and global financial markets in order to modernize their economies and
create employment. On the other hand, many emerging markets have chosen to protect their companies
against international competition in order to give them an opportunity to develop domestically before being
exposed to international market competition.
In order to systematically explore these two alternative policy options, I apply a CC framework
to a number of selected emerging economies. As an illustration for the first option of full international
integration, I choose the dependent economies of East Central Europe, namely, the Visegrád States (Czech
Republic, Hungary, Poland and Slovakia). As an illustration for a more protection-oriented strategy, I
discuss the state-permeated market economies (SMEs) of China and India. For the purpose of analyzing the
situation of emerging economies that have not made a clear choice in favor of either of the two strategies, I
analyze the case of Brazil. Finally, both types of emerging economies are contrasted with archetypical CMEs
(Germany, Japan) and LMEs (UK, US).
The study pursues an eclectic approach drawing on all three generations of CC research. From the first
generation of CC research, it utilizes the distinction between the typical institutional spheres (corporate
governance, finance, industrial relations, education and training, innovation system), as well as the
identification of a general coordination mechanism that cuts across these spheres. The second generation
of CC research mainly inspires my research regarding the need to develop additional models of capitalism
(besides CME and LME) in order to investigate emerging market capitalism. Moreover, the second generation
of CC research inspires us to study institutional changes, crises and instabilities in contrast to the rather
functionalist equilibrium perspective that has guided much previous CC research. The third CC generation
is particularly important for the analysis below for two reasons. First, it highlights the importance of the
demand side as a complement to the focus on the supply side of traditional CC scholarship. Second, its
focus on the interactions among different types of capitalism is particularly important for CC research on
emerging markets in view of the crucial influence of the mode and timing of the integration into global
capitalism for economic institutions in emerging markets.
My paper is a contribution to the growing body of CC research on emerging economies [e.g. McNally,
2007; Carney et al., 2009; Nölke and Vliegenthart, 2009; Bohle and Greskovits, 2012; Boschi and Santana,
2012; Boyer et al., 2012; Bresser-Pereira, 2012; Becker, 2013; Padayachee, 2013; Schneider, 2013; Benney,
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2014; Witt and Redding, 2014; Nölke et al., 2015; Farkas, 2016; Próchniak et al., 2016; Feldmann, 2017;
McNally, 2017; Rougier and Combarnous, 2017; Nölke, 2018; Nölke et al., 2018, forthcoming; May and Nölke
2018]. In contrast to most of these literatures, however, the focus of this paper is on specific countries or
regions, but on the systematic comparison of the two most basic types of emerging market capitalisms.
In order to implement this research strategy, I first highlight the institutional advantages of coherent
types of capitalism that stand at the center of the CC research strategy (section 2). Next, I identify the central
coordination mechanisms governing the two basic types of emerging market capitalism (dependent versus
state permeated), as well as the conditions of their historical emergence (section 3). Central to argument
of the article is a systematic comparison of capitalist institutions in dependent versus state-permeated
capitalisms (section 4). The article concludes by looking at the long-term perspectives of the two models of
emerging market capitalism (section 5).

2 Institutional advantages of coherent types of capitalism
By choosing rather simple and broad general types, I am following the original VoC research strategy that
focuses on the development of a few ideal types instead of looking closely at the features of individual
countries. Of course, there is a substantial variation between countries classified under one heading, but
for certain research purposes, it is quite helpful to focus on a rough simplification and concentration on a
few basic models. After all, this approach has contributed considerably to the success of the VoC research
strategy, for example in comparison with the somewhat less parsimonious approach favored by Amable
[2003].
Also in line with the basic VoC research strategy, my argument is based on the general assumption that
countries that are close to a coherent ideal type are economically more successful than countries that are
hybrids combining different types [Hall and Soskice, 2001]. The basic argument here is that only within a
coherent ideal type can the institutional complementarities, which are key to the VoC argument, be mobilized.
Countries that are more mixed types have certain deficiencies with regard to these complementarities and
are expected to have an inferior economic performance.
Instead of using a more comprehensive (but also a far more challenging) perspective, which also
incorporates issues of distribution, economic performance is treated here quite simply as economic growth.
The main reason for this choice is that the causal claim of the original VoC model relates to the identification
of competitive institutional advantages with regard to certain types and the corresponding development of
a successful profile with regard to certain goods and services produced, leading to strong economic growth.
In a nutshell, VoC argues that each coherent type of capitalism has competitive institutional advantages
for specific types of production. CMEs, for example, are rather successful with regard to incremental
innovation, in particular high-technology projects such as machineries and luxury automobiles. LMEs, in
contrast, are supposed to have an advantage with regard to radical innovation processes, for example, in the
IT or biotechnology branches. These competitive advantages are supposed to translate into favorable trade
balances and economic growth, although the demand perspective of third generation of CC research has
also alerted us to the fact that demand not only is based on these kinds of supply side factors but also has
to undertake demand side factors and macroeconomic policies. In both cases, however, the theory does not
claim that these competitive advantages necessarily translate into an equitable and fair distribution of the
spoils of production. Countries can be successful with regard to the claims of VoC if they have comparative
advantages with regard to certain product lines and at the same time also increasing inequality or even
poverty.
Where are the comparative institutional advantages of different types of emerging economies? It turns
out that these advantages are quite different in dependent market economies (DMEs) and SMEs. DMEs have
advantages as a platform for the assembly of semi-standardized industrial goods such as automobiles. Here,
the main innovative processes are retained at the headquarter of the multinational company producing
these goods, but important tasks with regard to the assembly of the final products are being executed in
emerging markets due to lower wages. Their preference is for emerging markets that are geographically close
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both to the headquarters of the multinational corporation and to important markets for these products. East
Central Europe thus is best suited for automobile production and is a focal point for the German automobile
industry [Nölke and Vliegenthart, 2009].
SMEs, in contrast, have a different type of institutional advantage, focusing rather on the production
for mass markets in developing and emerging economies. For this purpose, products do not have to
be particularly advanced in terms of technology but rather have to be affordable and robust. Although
fundamental technological innovation has been undertaken in industrialized economies, in this case,
emerging market companies are creatively adapting imported products toward the particular environment
of emerging and developing economies. They usually do not belong to a multinational corporation
headquartered in an industrialized country but rather are headquartered in an emerging economy [Nölke
et al., 2015].

3 Central coordination mechanisms and the evolution of emerging
market capitalisms
How can we explain the emergence of these two different types of institutional advantages and product
specialization? Keeping in line with traditional VoC reasoning, these different profiles can be explained by
looking at the typical economic coordination mechanism, as well as typical features of the most important
economic institutions governing capitalist economies. However, also taking into account the further
development of second generation of CC scholarship, we also need to look at the historical evolution of this
type of capitalism. Finally, based on the third generation of capitalism reasoning, we also have to look at
the demand side and specific features of international economic integration.
What is the central economic coordination mechanism in DMEs? Here, the typical feature is the
dependency on the hierarchies in multinational corporations that are headquartered abroad. DMEs are
more strongly dominated by foreign direct investments than any other type of capitalism. Almost all strategic
sectors, including the most advanced production lines and the financial sector, are usually controlled by
foreign companies. In East Central Europe, many of these companies are headquartered in Germany and
Austria. Correspondingly, these economies have a rather limited degree of economic sovereignty and are
rather dependent on decisions that are taken elsewhere, e.g. in Wolfsburg, Frankfurt, Munich or Vienna
[Nölke and Vliegenthart, 2009].
The central coordination mechanism in SMEs is quite different. Here, the focus is on a close
collaboration between state authorities and (major) domestic companies. The focus of SMEs is clearly on
the national control of economic development. This national control is considered to be indispensable in
order to avoid colonization by, or dependency on, outside forces. Therefore, foreign multinationals are
only given a rather limited role with regard to decisions on economic development. While this focus on
national control is quite typical for many cases of late industrial development – starting with Germany
and the US in the 19th century via France, Japan and the Soviet Union in the early 20th century to the East
Asian developmental states in the mid-20th century – the specific style or organization is quite different
in SMEs. Given that strong centralized control (as in the Eastern Asian developmental states or in France)
is considered to be neither feasible nor suitable for large emerging markets in the early 21st century, the
coordination between state authorities and business is quite decentralized. Thus, we can identify multiple
public–private coalitions, for example, constituted at the local or regional level. A good case in point would
be the collaboration of local or regional Chinese authorities with major companies that are headquartered
in their jurisdiction. Alternatively, this collaboration can be organized on a functional or sectional basis,
with regard to specialized ministries and the companies in their sector. Here, a typical example would be
the close collaboration between the Brazilian ministry charged with modern agricultural development and
large-scale agricultural producers. Coalitions are kept together typically via the principle of reciprocity,
meaning that favors are being exchanged but not necessarily at the same time. In order to make sure that
cooperation can be trusted, personal loyalty relations are quite important, for example, being supported by
a common social and educational background, in particular within the domestic elite [Nölke et al., 2015].
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How was the evolution of these two different types of emerging market capitalisms possible? Arguably,
the SME model is the more typical one. Most emerging markets prefer a heavy dosage of national control over
their long-term economic development path. Be it due to the experience of colonization, foreign-induced
economic crisis or long-term planning, there is considerable emphasis on keeping national control over the
path of economic development. However, not all emerging markets can “afford” this strategy. Emerging
markets very often have to compete for modernizing inputs such as foreign direct investments and financial
flows. Therefore, it is rather difficult to uphold the preference for national control. However, large emerging
markets such as China and India – and to a certain extent also Brazil – are in a somewhat more comfortable
position with regard to these policy priorities. Given their size, they have an excellent negotiation position
with regard to foreign investors. In present-day capitalism, access to the large domestic markets of major
emerging economies is of high priority for most multinational companies. Correspondingly, these companies
do accept the conditions imposed by emerging market governments. These governments thus do not have
to “sell-out” to foreign investors [Nölke et al., 2015].
To be more specific, the governments of large emerging markets can exempt certain economic sectors
that they deem to be of high strategic importance from economic opening, on the one hand, and can also
impose conditions with regard to technology transfer on foreign multinationals, on the other hand. To give
an example, German car producers are only allowed to set up shops in China if they are willing to establish a
50/50 joint venture and are also willing to undertake a certain amount of technology transfer. The large size
of emerging market economies such as China and India has other attractions too. Large domestic markets
can serve very well as a home base for the development of their own “national champions”. Successful
companies very often need economies of scale in order to develop internationally competitive production
facilities. While this may be a problem for small emerging markets, the large domestic markets of countries
such as China, India and Brazil allow for these economies of scale. Small- and mid-size emerging markets,
in contrast, have a much weaker position, with regard to both negotiations with foreign multinationals and
economies of scale for domestic companies.
The situation of the DMEs in East Central Europe in this regard is quite different. First, they are markets
of limited size. Second, the decision with regard to the fundamental economic strategy to be adopted was
taken in a very specific situation. After the end of the Cold War, both the majority of the population and
the elites of these countries had a strong interest to open up to the West after decades of domination by the
Soviet Union. At the same time, Soviet rule had greatly weakened the national bourgeoisie that normally is
the most important force with regard to opposition to foreign economic domination. In contrast to countries
such as China and India, in Central Eastern Europe, there were hardly any national elites that strongly
opposed the “sell-out” of national industry to foreign investors or foreign competitors. Moreover, the opening
up to the West was undertaken in a situation that put a strong premium on economic liberalism, which was
considered at that time to be “the end of history”, as Fukuyama put it. Last but not the least, based on their
fundamental economically liberal outlook, international organizations such as the European Union and
the European Bank for Reconstruction and Development strongly supported the opening up of Central and
Eastern European markets. Correspondingly, multinational companies that are always on the lookout for
regions with an excellent factor endowment and low wages encountered particularly favorable situations
that allowed them to dominate the economies of Central and Eastern Europe in a far more powerful way
than those of other world regions [Nölke and Vliegenthart, 2009].

4 Capitalist institutions in dependent and state-permeated
capitalism
The very different trajectories of DMEs and SMEs also become obvious when comparing the usual
institutional spheres of CC. Given the need to compare a whole range of countries (CMEs, DMEs, LMEs
and SMEs, each with more than one case), we need to rely on rough quantitative proxies and cannot go
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into country details or illustrations.2 For each indicator, the most recent data have been chosen, in order
to update the somewhat dated empirics in the original discussion of the DME and SME types [Nölke and
Vliegenthart, 2009; Nölke et al., 2015].
Starting with corporate governance, it is quite obvious that the share of foreign direct investment stocks
with regard to gross domestic product is much lower in China and India as compared to the DMEs of Central
Eastern Europe. Brazil takes on an intermediate position, whereas Germany and Japan show strikingly
different trajectories (see Figure 1). Whereas Japanese domestic elites clearly prefer to keep control over
domestic companies, similar to their counterparts in China and India, Germany demonstrates a much higher
openness toward foreign ownership – but not as open as the LMEs of the US and UK or the four DMEs.
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Figure 1. Corporate governance: foreign direct investment stock as share of gross domestic product [2016]. Source: UNCTAD
World Investment Report 2016, Annex table 07.

A second issue with regard to corporate governance in emerging markets is the degree of state control. Here,
we can draw on an indicator assembled by the OECD. It comprises both public ownership and other forms
of state intervention. SMEs such as China and India show a very high degree of state control in order to
safeguard the basic parameters of a long-term economic catchup strategy. Not only LMEs but also SME and
DMEs show a much lower degree of state control as measured by the OECD (see Figure 2).
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Figure 2. Corporate governance: levels of state control [2013]. Source: OECD, Product Market Regulation Database

2 For the latter, please see Nölke and Vliegenthart (2009) and Nölke et al. (2015, forthcoming).
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Average state ownership 1999-2010

Similarly striking differences between DMEs and SMEs can be noted for the issue of corporate finance.
Studying the sources for corporate finance in the two types of economies, we note that equity finance plays
a much lower role in large emerging markets than in the former transition economies of Central Eastern
Europe [Nölke et al., 2015, p. 549]. While retained earnings are of similar importance for investments in both
types of economies, bank loans are of a higher importance in state-permeated economies. Again, the desire
to retain control over a long-term economic development is at the core of these differences. A strong role of
equity finance may lead to widespread “short-termism” e.g. the conduct of company policies with a strong
stress on earnings and share price development is likely to divert attention from the priorities of long-term
company development. Patient capital such as bank loans is preferable from this perspective [Nölke et al.,
2015].
Moreover, it is also important to look at the sources of bank loans. Again, there are considerable
differences between DMEs and LMEs. Whereas bank loans in DMEs mainly stem from foreign banks, bank
loans in SMEs predominantly stem from domestic sources with a particularly high share of loans from public
banks (Figure 3). Again, there is a close linkage between the latter financing structure and the pursuit of a
long-term development strategy. Foreign banks may withdraw credits in a situation of economic crisis as
witnessed by the Baltic economies during the global financial crisis, when Scandinavian banks suddenly
decreased their exposure. Nationally controlled banks are unlikely to do so. Moreover, public banks are an
excellent lever to convey priorities for national economic developments, as demonstrated, for example, by
the large Chinese banks or the Brazilian Development Bank BNDES.
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Figure 3. Corporate finance: state ownership of banks in percent (1999–2010). Source: Bertay, C.A. et. al. (2015): Bank
ownership and credit ower the business cylce: Is lending by state less procyclical? In: Journal of Banking & Finance 50 (2015)
326-339.

Somewhat less surprising are the differences between DMEs and LMEs with regard to their systems of
industrial relations. Since the latter cannot be measured quantitatively in a reliable model, we are using
the level of wages as a rough proxy. Expectedly, wage levels are much lower in the Brazilian or Indian
economy compared to wages in Central and Eastern Europe (but wages in China are gaining quickly). Both,
however, are much lower than in CMEs and LMEs (Figure 4). These different wage levels clearly reflect
not only the different levels of economic development within the two types of economies but also the
geographical proximity and economic integration of the DMEs within the European Union. Too low wage
levels are followed by large-scale migration, which has surfaced over the last decade as a major issue for
these economies.
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Mean nominal monthly earnings in US $ harmonized series 2016
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Figure 4. Industrial relations: nominal monthly average wages in US$ (2016). Source: International Labour Organization/
Statistics and Database, ILO- Global Wage Report

SMEs can also capitalize on their low labor cost strategy by keeping social expenditures very low (the
welfare system very often is treated as a complement to industrial relations in CC – after all lower wages
can be compensated by higher welfare expenditures, in principle). DMEs cannot match this strategy – for
good reasons – and, therefore, are forced to compete with other emerging markets on the basis of higher
qualifications and productivity (Figure 5).
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Figure 5. Industrial relations: levels of public social expenditure as percentage of GDP (2016). Source: OECD Social Expenditure database, UN Database on Social Investment in Latin America and the Caribbean, National Institution for Transforming
India (NITI Aayog)

More striking with regard to the different trajectories of the two types of capitalisms, therefore, are the
shares of expenditure for research and development, as a core indicator in the CC realm of innovation
and training. Here, both DMEs and SMEs are inferior to CMEs and LMEs. However, the share of public
expenditures for research and development with regard to the gross domestic product in SMEs tends to be
higher – and, in particular, advances much faster – as in DMEs, as witnessed in the case of China (Figure 6).
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Research and development expenditures in % of
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Figure 6. Innovation and training: public expenditures on research and development as a percentage of GDP. Source: World
Bank Database

High expenditures for research and development are a core requirement for catchup strategies of
industrialization. While both types of economies thus have strong incentives for the mobilization of
high expenditures in this realm, DMEs face serious limits with regard to an increasing share of these
expenditures relative to fiscal resources. One major factor limiting the accumulation of fiscal resources in
these economies is the competition for foreign direct investments, whereas multinational companies can
choose between multiple destinations of their investments. Incentives such as tax rebates are an important
factor for the attraction for foreign direct investments. However, the necessity to please foreign investors at
the same time makes it difficult to mobilize considerable resources for public research and development,
given similar requirements for other types of expenditures. Thus, DMEs risk falling back with regard to their
technological catchup strategy against SMEs due to the limited fiscal means for this purpose. This has not
been a major problem so far, given the high level of both education and research quality inherited from the
previous system of state socialism. However, these advantages tend to wear out some three decades after
the demise of this economic system.
Finally, third generation of CC scholarship not only looks at the important institutional spheres as
identified by VoC scholarship but also looks at the issues of demand and international economic integration.
Again, SMEs and DMEs show striking differences with regard to the demand dimension. Whereas SMEs
tend to protect national markets in order to stimulate demand for domestic companies, DMEs do without
this high degree of protection as indicated by the OECD indicator for product market regulation (Figure 7).
Even more striking are the differences between DMEs and SMEs with regard to indicators on international
economic integration. Leaving the issue of integration into global financial markets aside [see Nölke, 2018],
the question of barriers to incoming FDI is crucial in this regard. Similar to Japan, SMEs impose restrictive
regulations on inward foreign direct investments in order to avoid the “sell-out” of domestic companies.
DMEs, in contrast, do without these kinds of restrictions since they have to attract as much foreign direct
investments as possible (Figure 8).
Finally, SMEs differ markedly from DMEs with regard to the accumulation of foreign reserves, another
important indicator with regard to the mode of international economic integration. In order to make sure
that long-term processes of economic catchup are not threatened by short-term currency fluctuations
– as witnessed, for example, during the East Asian Crisis in 1998 – SMEs accumulate large amounts of
international reserves in order to be able to intervene in financial markets in case of a sudden devaluation
of their domestic currency (Figure 9). DMEs are more vulnerable in this regard.
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Figure 7. Domestic demand: regulation levels of national product markets (2013). Source: OECD Product Market Regulation
Database
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Figure 8. International economic integration: FDI regulatory restrictiveness index 2017. Source: OECD FDI Regulatory Restrictiveness Database
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To wrap up, capitalist institutions in emerging markets differ not only from those of the established CME
and LME models (for example with regard to industrial relation systems) but also between the DME and SME
types. Whereas DMEs embrace foreign economic integration wholeheartedly, SMEs put a strong premium
on national control and long-term stability.

5 Long-term perspectives of emerging market capitalisms
As stated earlier, both models of emerging market capitalism have been successful over the last three
decades, both based on very different institutional complementarities. However, what about their longterm perspectives? Here, we may expect quite different trajectories for DMEs and SMEs. Both face social and
political challenges but of a different nature.
DMEs face the problem that the most innovative and most profitable activities within the value chain
remain in the multinational corporation headquarters abroad. Moreover, the continuing competition for
FDI hardly allows for the collection of sufficiently high taxes in order to finance high-quality education
and research expenditures by the DME state. Over time, they may witness an exhaustion of the initial
capital of the high level of education and training that the central Eastern economies have inherited
from communist rule. While levels of education and training will remain substantial, they may still fall
behind the more dynamic development of research and development expenditures in SMEs such as China.
At the same time, the advantage of fairly low wages compared to CMEs and LMEs may slowly erode in
part due to labor migration. The strong role of foreign multinationals will inhibit both the collection of
higher taxes (due to the thread of relocation) and the development of “national champions” (due to heavy
competition). Particularly in a situation of global economic crisis, the strong dependency on both exports
and international financial markets can lead to heavy fluctuations with regard to economic development.
Even in a stable economic situation, the pronounced differences between those parts of the population that
benefit from FDI-led growth – particularly in the urban centers – and those that do not can lead to social
and political instability, as predicted by Nölke and Vliegenthart [2009].
In the meantime, the difficult mid- to long-term development in DMEs has led to social and political
upheaval and development of non-liberal governments (e.g. Hungary and Poland). These governments have
tried to tackle some challenges of the DME model but so far in a rather haphazard way. On the one hand, they
have tried to decrease the prominent role of foreign multinationals in the domestic economy, for example,
by introducing specific taxes that make the local subsidiaries of these companies less profitable. A case
in point is specific taxes on foreign banks and supermarkets in Hungary. On the other hand, particularly
in Poland, the right wing populist government has tried to reduce the role of foreign multinationals and
the related dependencies by trying to increase the role of the state with regard to economic development.
Here, the focus is on the mobilization of domestic savings and its allocation toward investment in domestic
companies and a domestic economic development that is more broadly conceived [Morawiecki, 2016].
Again, this strategy is constrained by the volume of fiscal resources currently available. For the smaller
DMEs, their limited market size would require far more comprehensive regional economic cooperation than
currently undertaken [Jasiecki, 2016].
SMEs face limits of their own. Again, these limits can be discussed with regard to the most important
institutional spheres identified by CC scholarship. With regard to corporate governance and corporate
finance and the globalization of financial markets, domestic capitalists have been tempted constantly to
invest their resources in financial investments that are more profitable in the short run rather than in the
long-term development of domestic companies. Correspondingly, there is the risk of increased volatility.
With regard to the level of innovation and the type of institutional competitive advantages, these emerging
markets may face the so-called “middle income trap”, where strongly rising wages make the existing
production lines less profitable, whereas the upgrading of production toward higher value products takes
too much time and fiscal resources to be successful in the short run. Finally, as in the case of DMEs, the
most substantial challenge may stem from the social and political realm. Continuing economic growth over
three decades has led to the emergence of a substantial middle class in these countries. The middle class
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is more prone to demanding political participation than the poor who have been more prominent in these
countries previously. Still, they do not care too much about political participation as long as growth rates are
continuously high. If growth rates, however, decreases over an extended period of time, they may become
more sensitive to issues of political participation. Usually, these demands are focused on the scourge of
corruption. This is not only a topic that allows for easy social and political mobilization but also a wide
spread phenomenon in the SME model, given the need for close collaboration between domestic capitalists
and state authorities. Very often, social and political upheavals lead to massive anti-corruption campaigns.
The latter, however, may have negative repercussions on economic growth in this model of capitalism as
they pose a threat to the central coordination mechanism in this type of capitalism [Nölke et al., 2018].

6 Conclusion
We have seen the emergence of two very different basic types of capitalism in emerging markets. Both
have their merits, their specific economic institutions, but both are also facing considerable challenges.
Neither of them is easily replicable, the DME type because of its very specific emergence after the end of
communism and the SME type because of its reliance on a very large economy. Correspondingly, emerging
markets that do not fully share these advantages have to make very difficult choices. The case of Brazil
– with its current economic and political crisis – indicates how unstable a hybrid combination of statepermeated and dependent capitalism can be.
For emerging markets, the core question with regard to economic strategy is thus how to handle the
relationship with the global economy. Should emerging markets embrace the global economy wholeheartedly
or should they rather focus on protection against the global economy? Depending on location, size and
timing, emerging markets have answered this question in very different ways. Today, the most extreme
differences are between the transition economies of Central Eastern European, on the one hand, and the
extremely large Chinese economy, on the other hand. The former has chosen to open up markets completely
and focuses on attracting foreign direct investment in order to modernize the economy after the end of
communism. While this strategy has been very successful in terms of economic growth, it also leads to a
high degree of dependency on foreign investors.
Giving up control over the economy in favor of foreign investors is no option for a country like China.
National control over the economy is not only a political prerogative but also an economic one. Keeping
control over major companies in national hands allows for a high degree of insolation vis-à-vis fluctuations
in global capital markets. Close collaboration between state agencies and domestic capital also allows for
the development of a fairly coherent strategy of industrial development where the education and training
systems are geared toward the provision of adequate skills. At the same time, industrial development does
not have to forego positive aspects of foreign investment such as a healthy dose of competition and the
transfer of advanced technologies. Based on the bargaining chip of the access to a very large domestic
market, China can impose conditions on foreign investors, such as the transfer of innovations within joint
ventures.
However, the model of state-permeated capitalism is not unique to China. We can also identify the most
important components of this model in India and, in a more moderate and temporary form, in Brazil during
the rule of the Labor Party. In both economies, most major companies are controlled by either national
capital or the state. In Brazil, however, Western multinationals play a major role as well, dominating a
number of sectors that usually are considered quite important for late industrialization (electronics, car
manufacturing, etc.). In both cases, however, companies are fairly independent of global financial markets.
Investments are usually financed by retained earnings or bank credit, with the major banks being under
national control or even wholly public. Both corporate governance and corporate finance thus are organized
in a way to enable long-term stability, at least for major corporations.
Moreover, we are witnessing specific institutional complementarities in each of the two ideal types of
economic models in emerging economies. DMEs can be described as a paradise for foreign multinationals,
based on high levels of control via multinationals headquarters, a strong role of foreign direct investment
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and foreign banks with regard to company finance, a medium level of wages constituted by high wages
for highly qualified workers in production for multinationals and very low wages for other workers, low
research and education expenditures/low taxes and the mobilization of innovations by transfer from
headquarters of multinational companies. SMEs, by contrast, focus on long-term processes of economic
catchup, based on a rather limited role of foreign directors in corporate governance, a strong role of the
state both with regard to domestic companies and control over credit allocation, and a fairly low level
of wages but increasing expenditures for research and development in order to allow upgrading in the
long term. This catchup strategy is being protected by a mode of international economic integration that
harbors a fairly high degree of protection of national markets and restrictive regulations for foreign direct
investments in order to curtail the latter for domestic purposes.
While both types of emerging market capitalism have been successful over the last three decades, they
both face specific economic and political challenges. Economically, DMEs are threatened by the relocation of
foreign direct investments to even cheaper locations, given that the multinational corporations dominating
these economies have a lower degree of loyalty with these countries compared to domestic companies.
Politically, the uneven distribution of the spoils of foreign direct investments has given rise to populist
governments, which may not always find it easy to mobilize sufficient public resources for the massive
investments needed for research and development. SMEs too have to undertake massive public investments
into their education and research systems in order to avoid the “middle income trap”. In terms of political
stability, the challenges they face may be even greater, given the rise of substantial middle classes that may
claim greater participation in economic decision-making, if growth slows down. Therefore, further research
needs to focus on the long-term stability of emerging market capitalism. For the time being, however, the
juxtaposition of these two basic types of capitalism should allow policy-makers to make basic choices about
the fundamental options at hand for emerging economies.
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Abstract: A growing literature examines institutional arrangements in Central and Eastern European
(CEE) market economies. Some sources claim that there is a distinct model of capitalism in this region.
This paper overviews and analyzes the results of these studies in connection with crucial methodological
issues showing the limitations of institutional analysis. Despite all methodological difficulties, with a
combination of different methods, institutional comparison is able to provide essential insights into
the position and future prospects of CEE member states. One of the most important insights is that the
maintenance of economic convergence to Western European countries requires substantial institutional
changes. This paper also suggests that a broader historical context can help to evaluate opportunities
and the risk of path dependency. It seems fruitful if the current development is fit into the conceptual
framework which conceives of CEE as the region of “in-betweenness,” where the legacy of incomplete
modernization attempts hinders the optimal institutional arrangement.
Keywords: institutional comparison, Central and Eastern Europe, varieties of capitalism
JEL code: P16, P51, B41

1 Introduction
Institutional analysis has been generally accepted as a necessary way of understanding socioeconomic
development. There are several studies in the literature which use this methodology in the investigation
of the transition from a socialist to a capitalist system and the stabilized institutional arrangement of postsocialist countries. This paper examines how institutional analysis can contribute to the understanding of
the current position and future perspectives of Central and Eastern European (CEE) countries which are
European Union (EU) member states and also to what the limits of institutional analysis are.
This paper is structured as follows: in the first section, the importance of the theoretical framework
is highlighted. In the second section, different interpretations of CEE models of capitalism are outlined.
The next section suggests that the broader interdisciplinary context enhances the results of analysis. The
conclusion summarizes the lessons of the institutional investigation of the CEE region for future research.

2 Importance of the theoretical framework
Institutional research was an almost forgotten topic after World War II. In the 1970s, the quick catching up of
some small Western European countries aroused some interest in institutional comparison. A distinct field
of interest was the system comparison between capitalism and socialism. Despite the collapse of socialist
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systems, two different fields of research survived. One of them addresses the issues of developed countries,
and the other investigates the transformation of socialist countries. This section discusses two examples to
highlight how crucial the choice of theoretical framework is for institutional analysis.
In 2001, Hall and Soskice launched a new approach in the institutional analysis of developed
countries. In the introduction of the selected volume titled “Varieties of Capitalism” (VoC), they described
a new theoretical framework. They classified the institutional arrangement of capitalism focusing on the
relationships of firms in the most important parts of economies (corporate finances, industrial relation,
vocational training, etc). They identified two ideal types: liberal and coordinated market economies.
The USA embodies the liberal market economy, Germany the coordinated market economy. This dual
classification is the starting point of the branch of institutional comparison which is known as VoC.
Their undertaking was very successful and accepted in the literature. It happened despite the fact that
their basic idea, dual classification, has been univocally debated and criticized. We have to add that Hall
and Soskice [2001] mentioned that the Mediterranean countries may form a distinct type of capitalism, but
this idea has got no significance in their theory.
Several authors are not satisfied with dual classification, because they believe that more models are
able to embrace the institutional settings of contemporary market economies. The aim of this study was not
to give a comprehensive overview, but only to introduce some examples of criticism. Hay [2005] pointed out
that the reason for the dual classification is unfounded. It is not explained why they are not distinguished,
for example, the continental, the Nordic countries, and so on. In the comparison of Germany and the USA,
the liberal market economy seems to be a system of weak institutions, whereas it is not the case but the way
of coordination is different. Pontusson [2005] highlighted that Japan does not comply with the description
of coordinated market economy. Furthermore, Great Britain, with its developed welfare system, cannot be
identified with liberal market economy. Crouch [2005] said that the institutional systems of France and
Great Britain do not support dual classification. Moreover, Crouch called into question the foundation of the
model of liberal market economy. In the USA, the military sector is the main driver of innovations that has
a huge influence on the achievement of economy. Amable [2003] claimed that one element of institutional
systems, coordination, cannot be the sufficient basis of classification. The fact that many cases do not fit in
the two models requires a more complex classification. This list of criticism indicates the serious problems
of dual classification.
Mjøset and Clausen [2007] revealed a new dimension concerning dual typology, which are the
problematic issues of methodology used by Hall and Soskice [2001]. The usual ways of modeling in
theoretical works are either empirical theory building based on data collection or creation of mathematical
model based on abstract assumptions. In the opinion of Mjøset and Clausen [2007], Hall and Soskice
combine these elements of the two methodologies and it is not an appropriate solution. On the one hand,
they used the terms of game theory, and this way they connected microeconomics with macroeconomics.
This method refers to abstract model building. On the other hand, they identified the models of liberal
and coordinated market economies with concrete countries such as the USA and Germany. However, the
abstract models cannot be related to empirically established cases. Crouch [2005] pointed out that models
have to be built on theoretically grounded features, and in concrete cases these features can be identified
partially.
Several authors use plural classification to identify models of capitalism. By the end of the 1990s, there
was a growing consensus among the researchers of institutional comparison that the old EU member states
could be typified by four models (the Anglo-Saxon, the Nordic, the continental, and the Mediterranean),
which are complemented by Asian model in some studies. It was Bruno Amable who conducted the
most comprehensive research suggesting a taxonomy of market-based, continental European, social
democratic, Mediterranean and Asian models in his book “The Diversity of Modern Capitalism” in 2003. He
outlined a well-founded theoretical framework and avoided methodological unilateralism. He combined
methodological individualism and game theory with the idea of bounded rationality, and he considered
social conflicts and the politico-economic aspects. In addition, he carried out more thorough empirical
investigation than the other authors. Amable’s study had got very few critical comments, remarks, and a
lot of citations.
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Despite the above-listed problems, dual classification has become widespread. Perhaps the simplicity
was attractive; perhaps the 2-year advantage in relation to Amable’s work had an impact. The research
questions of Hall and Soskice [2001] addressed the achievement and institutional settings of (the most)
developed economies, and this simplified approach was sufficient to answer their questions – but it had
unintended consequences. The Mediterranean countries received little attention, and the analysis of their
institutional arrangement remained in the shadows. The investigation could have revealed that catching
up was less stable and successful than the precrisis macroeconomic indicators suggested. Of course, this
kind of investigation could not have prevented a euro crisis, but the problems would not have been so
unexpected, and crisis management could have been more efficient. Since the 2008 global crisis, several
studies have highlighted the impact of different institutional settings in the euro zone. In his recent article,
Hall [2018] acknowledged the significance of the distinct Mediterranean model. Summarizing the literature,
he stated: “[b]ased on these observations, it should be apparent how variations in European capitalism
contributed to the euro crisis” [Hall, 2018, p. 13].
Many researchers used the dual classification as a starting point in the examination of post-socialist
countries [e.g., Buchen, 2007; Feldmann, 2007; King, 2007; Knell and Srholec, 2007; Lane and Myant,
2007; Mykhnenko, 2007; Blanke and Hoffmann, 2008], looking for similarities to liberal and coordinated
market economies. Nölke and Vliegenhart [2009] accepted the dual classification for developed countries
but they claimed that a new model of capitalism has emerged, which they termed as “dependent market
economy”, with, however, their investigation covering the Visegrád countries only. They prepared a wellfounded critique of the attempts to classify post-socialist countries in two models of liberal vs. coordinated
market economies and revealed very important features of these economies. These researchers explained
all characteristics of dependent market economies from the outstanding role of foreign capital. The term
“dependent market economy” has become widespread. However, simplification may be misleading also
in this case. The outstanding role of one element, foreign capital, hides the fact that the real relation
between capital exporters and CEE countries is asymmetric interdependency rather than dependency. As
the case of Hungary has indicated since 2010, although Viktor Orbán is the Prime Minister of a capital
receiver country, he could strengthen his position due to the asymmetric but mutual dependency between
the capital exporter Western European and the capital importer CEE countries. The conflicts over migration
between Western and Eastern EU member states since 2015 and the relation between Germany and the
Visegrád countries in the Central European manufacturing core can also be interpreted in the framework of
asymmetric interdependency.
The examples of the Mediterranean model and dependent market economy show that it is a very
difficult task to find the appropriate level of abstraction. The simplicity, the parsimony of a model, is very
attractive, and it may be fruitful to put the emphasis on some crucial connections. However, a too general
theoretical framework can hide problems of vital importance. As given in the next section, the combination
of various methods can mitigate the risk of error.

3 The model of capitalism in CEE
3.1 Model as an institutional arrangement
Before the examination of the CEE model of capitalism, it must be outlined how the term “model” is used.
In the literature, this term is used in different fields, e.g., it refers to the institutional arrangement at the
macroeconomic (national) level, like the models of coordinated market economy and Mediterranean market
economy or to the combination of an institutional arrangement and an economic policy toolkit as a growth
model or to special fields such as models of wage setting, etc.
In this paper, the model of capitalism means the institutional arrangement of the socioeconomic system
which has decisive impact on the economic performance and competitiveness of a country. In VoC theory,
institutional complementarity is a basic idea which explains that various institutional settings do not
converge entirely on a liberal market model. Hall and Soskice [2001, p. 16] claimed that “two institutions can
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be said to be complementary if the presence (or efficiency) of one increases the returns from (or efficiency
of) the other.” Firms and governments can utilize the institutional complementarities which are already
present in the economy in order to reach the efficiency gains ensured by such complementarities. Moreover,
if the actors recognize these complementarities, they may try to preserve institutional arrangements in one
sphere so as to ensure the efficiency gains they provide when combined with the institutions present in
another sphere of the economy. The presence of institutional complementarities may act as a disincentive
for radical change [Hall and Soskice, 2001].
This approach implies that the drive of institutional selection and complementarities is utility
optimization. It may be meaningful if one compares the different institutional patterns of the two countries,
the USA and Germany, which belong to the most competitive economies and are at the technical frontier.
However, if we extend the investigation to less developed countries, utility optimization cannot explain
institutional selection and complementarities. It seems that the assumption of sustainability is enough
to understand the institutional complementarities. An institutional setting can exist as a model if it can
reproduce itself, that is, if it is sustainable.
Institutional arrangement changes over time, and hybridization is a very characteristic feature of the
globalized world. It is a severe theoretical challenge to define the elements which identify an institutional
arrangement as a model and to determine the changes which already alter the model to another one.

3.2 Institutional arrangement in CEE
The economies of CEE which have been integrated in the EU are investigated from various viewpoints such
as macroeconomic or institutional. In the framework of both approaches, many reasonable research topics
emerge, e.g., competitiveness, catching up, regional and national differences, etc. This paper focuses on the
institutional approach and on the choice of appropriate methods, which depends on the research question.
Bohle and Greskovits [2012] represented a special strand of research, and they built their study on Karl
Polányi’s theoretical concept on great transformation. They were interested in the relationship between the
free market system and the social forces which oppose the subordination to market forces. Their analysis
was based on the comparison of detailed and thorough case studies. They claimed that after the systemic
change, three versions of capitalism can be distinguished in CEE: a purely neoliberal type in the Baltic
states, an “embedded” neoliberal type in the Visegrád countries, and a neo-corporatist system in Slovenia.
When discussing the three versions, they examined welfare state and labor relations, industrial structural
change, macroeconomic stability, and political systems. The authors considered the specific characteristics
of the socialist legacies and, taking these as a starting point, they overviewed the development of the models
from a historical point of view. Furthermore, they integrated the impacts of the EU and the transnational
companies in their study.
Other studies classify the CEE countries’ institutions to understand and explain their economic
performance. As mentioned earlier, the attempts to identify the CEE institutional setting with liberal
or coordinated market economies one decade ago were thoroughly criticized by Nölke and Vliegenhart
[2009], and it is not necessary to repeat their criticism. Surprisingly, Hall [2018] still classified the CEE
countries as a subgroup in the group of liberal market economies. It is not only strange to read Hungary
and Slovenia in the list of liberal market economies, considering their economic policy, but this term also
does not fit the others. Hall and Soskice [2001] introduced as the essential feature of the institutional
arrangement of liberal market economies that it provides firms with better abilities for radical innovation.
The innovation systems of CEE countries are very far from radical innovation. Their bank-based financial
system is also different from the liberal ideal type. If one accepts the original concept of VoC theory, the
model of liberal market economy means much more than conducting liberal economic policies in some
fields.
Ahlborn et al. [2016] applied an extended VoC framework to examine the CEE countries’ systemic
transformation in the Organization for Economic Cooperation, and Development (OECD) context. They
measured government activities and economic performance with six indicators. They identified the wellknown Nordic, liberal, Mediterranean, and continental models. The CEE countries form two clusters termed
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as CEE liberal market economies (Baltic states, Bulgaria, Romania, and Slovakia) and CEE coordinated
market economies (Croatia, Czech Republic, Hungary, Poland, and Slovenia).
The third line of research, represented by Farkas [2011, 2016], Próchniak et al. [2016], Rapacki and
Czerniak [2018], follows the complex, empirically based system analysis launched by Amable [2003]. These
studies used a wide range of indicators (from 40 to 130) to cluster the socioeconomic subsystems (production
markets, labor markets, innovation systems, etc.) of the CEE countries in the EU context. Although they
applied different methods of measurements and different (pre- and postcrisis) data, the examinations
indicate the CEE countries as a distinct model even if there are very substantial differences among them. It
is also noteworthy that these studies reveal a division in institutional arrangements between Northern and
Western vs. Eastern and Southern countries rather than between old vs. new member states.
How can these results be assessed to decide whether a distinct model of CEE capitalism exists?
In institutional comparison, the classification of countries always expresses relative similarities and
differences. On the one hand, Bohle and Greskovits [2012] discovered the differences and created groups
among the CEE countries and did not address their comparison with Western European models of capitalism.
On the other hand, although Farkas [2016], Próchniak et al. [2016], Rapacki and Czerniak [2018] claimed
that a distinct CEE model can be outlined in the EU, they strongly emphasized the differences within this
model. There are methodological issues which underpin the suitability of the latter approaches.
The choice of statistical data requires special circumspection if one wants to grasp the characteristics of
institutions. Using some examples, Pontusson [2005] demonstrated that some small changes in indicators
can lead to adverse conclusion that whether coordinated and liberal market economies converge or diverge
in their institutional arrangements. Measuring inequality, the results are also dependent on applied
indicators. The comprehensive comparison of systems based on many indicators decreases the danger that
the small number of indicator distorts the results.
One of the sensitive points of comparative analyses is the fact that the choice of investigated elements
for the models of capitalism is not supported by theoretical arguments. In addition, even if the values of
indicators are similar, it does not mean that the institutions which are described by these indicators are
also similar. The above-cited studies on the model of CEE capitalism seek to avoid these pitfalls, and they
establish their choice of indicators.
However, there is a general problem of empirical investigation in institutional comparison which
cannot be solved. Hall [1999] and Hall and Gingerich [2004] warned that the number of cases is so small
that it makes impossible empirical testing that meets strict statistical requirements. Therefore, the results of
quantitative analysis should be controlled by qualitative studies, as Farkas [2016] had done.
Considering not only institutional comparison but also macroeconomic investigations, we can
outline the model of CEE capitalism. It is generally accepted in the literature that the special feature of
this region (comparing to other emerging economies) is the outstanding role of foreign direct investment
(FDI) in modernization [e.g., Gill and Raiser, 2012] which inspired Nölke and Vliegenhart [2009] to call the
institutional arrangement of Visegrád countries as dependent market economy. The studies written at the
European Trade Union Institute emphasize the low level of wages and name the CEE institutional setting as
a low-wage model [Galgóczi and Drahokoupil, 2017].
Being catching-up countries with the lack of capital and management knowledge, the CEE countries
adopted different institutions during the capitalist transformation which are similar to different types of
capitalism. This means that, on the one hand, their complementarity cannot be explained as a result of
utility optimization. On the other hand, the elements of this institutional arrangement have an inner logic,
a “suboptimal” complementarity which suggests that the model is sustainable. The relatively cheap but
skilled labor attracted FDI. However, this situation can be maintained if labor market remains liberalized.
Weak unionization in the region supports the maintenance of liberalized labor market. At the same time,
liberalized labor market is an obstacle for the strengthening of trade unions. Domestic economies have
remained underdeveloped compared to foreign-owned firms, and this underdevelopment has resulted in
lower productivity. The activities at foreign companies belong to the elements of lower added value of global
value chains. These factors and low wages allow for a relatively low level of investment in education and
social services. These circumstances not only are far from the idea of European social market economy but
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also limit the development of research and innovation and knowledge-based economy, which perpetuates
the asymmetric interdependence on North-Western European and other highly developed countries.
There is an increasing agreement in the literature that this model has limited convergence potential. To
maintain long-term convergence, it is essential to reach a better position in global value chains, develop a
competitive domestic economy, innovation, and education systems, and enhance governance capacity [cf.
e.g. Epstein, 2014; Gräbner et al., 2018; Grieveson et al., 2018].

4 The narrative of “in-betweenness”
Since the systemic change in 1989–1990, the CEE countries have achieved successful political and economic
integration in the EU and the globalized world economy, reaching substantial economic convergence to
the old EU member states. Therefore, the fierce debates over migration policy in 2015 were unexpected.
Although the positions of the CEE countries were somewhat diverse, very deep differences in attitudes
and values have been revealed between East and West concerning nation state, the multicultural society,
etc. Despite their macroeconomic stability, the political elites which dominated the two decades after the
systemic change lost their strong social support in Visegrád countries. In Poland, the Law and Justice Party
won the elections in 2015. In the Czech Republic, the populist billionaire’s party won the parliamentary
election in 2017. In Slovakia, the murder of an investigative journalist and corruption scandals sparked
mass demonstrations and Prime Minister Fico resigned in early 2018. However, the most radical change
happened in Hungary, which has become the black sheep of the EU from the forerunner of the Western-type
political and economic reforms earlier. In addition, the same politician, Viktor Orbán played a prominent
role in both periods. These processes in Hungary motivated social scientists to seek a broader, historical
context, a kind of “narrative” to explain the development since the systemic change.
Csizmadia [2017] discovered similarities in the political structure and thinking between the turn of
19th century and contemporary Hungary. Hadas [2017] pointed out the similarities and continuities in the
delayed and often interrupted processes of Hungarian modernization in the late 19th and over the 20th
centuries. Capitalist modernization was transmitted by a foreign bourgeoisie (Jewish and German), and it
was no time for other social groups to learn the norms and attitudes complying with market economy and
democracy due to the World Wars and the series of systemic changes.
Farkas and Máté-Tóth [2018] investigated the recent East–West rift over migration at the EU level. They
suggested that the interaction of socioeconomic and historical reasons resulted in the values and attitudes
which are diverging from the Western ones. On the one hand, the above-described model of capitalism
could not fulfill the exaggerated expectations connected to capitalist transformation, which hoped a quick
convergence to the living standards of the countries such as Germany and Austria. On the other hand, CEE
societies have had to form a new societal identity after the collapse of communist regime. Deep traumas,
horrors of genocide which permeate not only their history but their memory, play a decisive role in the
formation of their societal identities. Recession caused by transformation, rapid changes in sociopolitical
circumstances triggered further shocks in the region, from which particularly the losers of the systemic
change suffered a lot. As a result of different traumas, woundedness has become a crucial factor of identity,
and victimization is a widespread phenomenon (i.e., people regard themselves as victims). The severity
of these problems is different within the region according to their experiences, e.g., whether they built a
new nation state successfully (the Baltic states or Slovakia) or suffered from a war in the 1990s (the Balkan
Wars).
The abovementioned interpretations rely on the essay by Hungarian historian Jenő Szűcs on “The Three
Historical Regions of Europe” [1983] known in Poland at that time. He described the region between the
Baltic and Adriatic as “the lands in between”, that is, between the zones of Western and Russian expansion
since the Middle Ages. In their cultural and civilizational orientation, “these lands in between” were
formed by Western Christianity and followed Western cultural and institutional patterns. He stated that
the development of feudal structures, which took place in Western Europe over 500 years, was achieved
in East Central Europe over 150 years. The consequence was a nonorganic development with hybrid, less
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sophisticated institutions and structures (fewer cities, less liberty, smaller wealth, weaker social contracts,
etc). The idea that the multiple routes of modernity are connected to historical regions of Europe still lives
on [cf. Delanty 2012].
The concept of “in-betweenness” is very instructive if we examine the model of capitalism in CEE,
because this warns of the risk of path dependency. The pattern of FDI-based modernization and asymmetric
interdependency fit the traditional relation between Western and CEE countries. The historical legacy of
the region does not support the change of this model to knowledge-based economy with more symmetrical
interdependencies. The historical development path does not mean determination, but in policy formation
the historical legacy must be kept in mind. An aging society, population loss, and the impending fourth
technical revolution trigger external shocks for the current CEE model. The responses of the countries will
decide whether they strengthen their path dependency or create a new path.

5 Conclusion
Institutional analysis is very fruitful to assess the development opportunities and risks of economies. In
the case of CEE countries, institutional comparison contributes to the explanation of their successes and
shortcomings in economic convergence to Western European countries and their position within the EU.
Interdisciplinary approach may deepen the understanding of possible future policy options. However,
these advantages can be obtained if a combination of quantitative and qualitative methodology is used.
In the classification of economies and model building, the conceptually sound choice of wide range
of indicators is decisive. Despite the most careful collection of data, empirical investigation may leave
important relations undiscovered. For example, the set of indicators which is usually applied in product
markets do not contain the composition of foreign capital, that is, the share of FDI and portfolio investment,
the ratio of tradable and non-tradable goods, and the impact of global value chains. Disregarding these data
hinders understanding why economic performance has been so different in the Mediterranean and the CEE
countries since the global crisis in spite of some institutional similarities between them. Macroeconomic
examinations and case studies may reveal relations or new indicators which should be incorporated in
empirical investigation on the one hand and highlight the casual mechanism behind the indicators on
the other hand. Furthermore, changing economic, technical, demographic, etc. circumstances requires the
continuous revision of analysis.
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Abstract: The post-2008 slowdown in economic convergence by countries of east central Europe towards
the level of western Europe is interpreted with the help of a concept of dependent capitalism. Convergence
appeared to be rapid up to that year, but then stalled, albeit with differing results depending on the measure
used. Dependent capitalism meant that the driver for economic growth comes from inward investment by
multinational companies (MNCs). Domestically owned businesses failed when faced with international
competition, and their agenda hampers policies supporting an active role from the state. Inward investment
is attracted by low wages and has contributed to substantial growth, but the slowdown in investment was
accompanied by much slower economic growth and dangers that past investment could turn into a burden
on the external balance. The strategies pursued by incoming MNCs have brought areas of upgrading, but
frequently leave technological levels somewhat behind those of western Europe. Even where they use
the same technologies as in their home countries, wages still remain significantly lower. Achieving full
convergence would require a different growth model following a substantial change in economic policies:
this does not appear likely in the near future.
Keywords: Eastern Europe, Capitalism, Economic Performance, Dependency
JEL classification: P16, P17, P27

1 Introduction
The aim of this article is to use a version of the varieties of capitalism approach to explain the slowdown
in growth in four east central European countries (Czechia, Hungary, Poland, and Slovakia, subsequently
central and eastern European countries [CEECs]). A comparative context is provided by additional data
from Romania and Germany. The framework is developed from the concept of a dependent economy, which
is derived from the theory of dependent development used in relation to some Latin American countries.
This, it is argued, has advantages over more common varieties of capitalism approaches as it provides
more scope for following the strategies and behavior of different actors and how they interact with each
other. This then supports a notion of a variety of capitalism as an evolving and changing entity and makes
it possible to follow its prospects for supporting economic development. In this article, the central focus is
on three groups of actors: domestically owned business, foreign-owned business, and the state. The last of
these responds to pressures and inputs from the first two and also from other social actors. It thereby plays
a key role in shaping the environment in which businesses operate.
The key argument in relation to domestic business is that, because of the form it took in the lax
political and institutional environments favored by policy makers, it failed when faced with international
competition. Domestically owned businesses survived and prospered only when sheltered from such
pressures. However, the environment created as domestic business failed, plus policies adopted by
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governments, proved attractive to inward investment from export-oriented multinational companies
(MNCs), attracted by cheap labor. Their crucial role in ensuring economic dynamism justifies the use of
the term “dependent.” An analysis of the strategies of these companies, using foreign trade data to follow
the kinds of products they exported, shows how they brought growth for a time, but not enough to bring
convergence to western European levels, raising the question of whether dependent capitalism has not left
east central Europe facing what has been described as a middle-income trap.
This is argued, in relation to transition economies as a whole, in the European Bank for Reconstruction
and Development (EBRD)’s Transition Report 2017–2018 [EBRD, 2018, p.7]. The conclusion is that these
countries need a “new set of political and economic institutions,” leading to a new growth model that will
take them beyond reliance on imported technology. The starting point for this conclusion is the significant
slowdown in economic growth across these countries and very noticeably also in CEECs since 2008. However,
the existence of a “trap” cannot be proven from evidence of a slowdown alone. It suggests that the current
growth model has somehow left, or created, barriers to further growth. These need to be identified to show
how far the slowdown may be a short-term phenomenon or how far it is indicative of deeper problems,
which may be permanent or which may be surmountable with the help of new government policies. It is for
answering these questions that the concept of dependent capitalism is used in this article.
To develop the argument, this article is structured as follows: evidence of a slowdown in growth and in
the process of catching up with western European Union (EU) member states is confirmed in the “IS CENTRAL
AND EASTERN EUROPE CATCHING UP?” section. The concept of a dependent variety of capitalism and its
applicationto CEECs is introduced in the “IS IT DEPENDENT CAPITALISM?” section. The links between the
state and domestically owned businesses, showing the limited growth potential of the latter, are covered
in the “THE STATE AND DOMESTIC BUSINESS” section. The degree of dependence on incoming MNCs is
demonstrated in the “CEEC ECONOMIES’ DEPENDENCE ON INWARD INVESTMENT” section. How these
MNCs take advantage of cheap labor in CEECs is demonstrated in the “STRATEGIES OF MNCs” section.
Limitations to growth inherent in this variety of capitalism are summarized in the “CONCLUSION” section.

2 Is Central and Eastern Europe catching up?
Comparisons of per capita gross domestic product (GDP), using both nominal levels and purchasing power
parity (PPP), are shown in Figures 1 and 2. The starting point in 1991 followed the sharp drop in GDP
experienced across the region at the start of its post-socialist transformation. The gap with the EU-15 (pre2004 EU members) appears enormous at that point and then gradually closed up to 2008. The change is less
dramatic when using the PPP measure, but the gap was still significant in 2008, after which catching up by
this measure too slowed across the region, albeit less markedly in Poland than in the other countries. The
difference in results between the two measures indicates that most of the catching up in nominal per capita
GDP was due to changes in price levels, meaning higher inflation or currency revaluation in the CEECs.
The difference is also a key factor in the environment in which all businesses operated. Relative levels of
per capita GDP were close to relative levels of wages and productivity, so that wages paid by a company in
nominal terms were substantially lower than in western Europe, while real productivity levels were much
closer. This is a crucial factor in the development of the variety of capitalism in these countries as it made
them very attractive to export-oriented MNCs. It remains to be explained why it did not prove a good enough
environment for domestically owned firms which should also have been able to benefit from the low-wage
levels.
The process of upward convergence towards the EU-15 level, as shown in Figures 1 and 2, shows
three fairly distinct stages. The first, the recovery from the depression at the beginning of the economic
transformation, continued into the mid- to late 1990s. There were autonomous sources of growth inside
the economies, as new private enterprises emerged. A key factor both in the restoration of economic
growth and in assuring external balance was a reorientation of former state-owned enterprises, whether
still in state ownership or privatized, to exporting simpler products to western Europe. That included raw
materials and semi-manufactures that had previously served domestic, or Soviet bloc, users and simpler
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manufactured goods and components from enterprises that had previously made finished products
[Myant and Drahokoupil 2011, Chapter 11]. However, these sources of growth proved to have only a limited
potential, and CEEC manufacturers were also undermined by exporters from even lower-wage countries.
This was reflected in the slowdown, or even reversal, of upward convergence in some countries by the late
1990s. That marked the end of domestic capital as a basis for international competitiveness in modern
manufacturing although, as will be argued, not an end to domestic capitalists in total.

Figure 1. GDP at current prices per head of population, euros, percentage of EU-15. Source: AMECO database, http://ec.europa.
eu/economy_finance/ameco/user/serie/ResultSerie.cfm. Abbreviation: GDP, gross domestic product.

Figure 2. GDP at current prices per head of population, PPP, percentage of EU-15. Source: Figure 1. Abbreviations: GDP, gross
domestic product; PPP, purchasing power parity.

The second period, from the mid- to late 1990s up to 2008, was driven by MNCs. Financial inflows
associated with bank lending, a prelude to financial instability in 2008 in many other countries, were
relatively unimportant in CEECs albeit with some role in Hungary. Countries’ financial accounts benefited
primarily from inward investment much of which was in export-oriented manufacturing. This brought, as
shown in Figures 1 and 2, quite rapid growth, and the associated rising wage levels led to sharp decline
for those activities that could no longer compete with cheaper wages elsewhere, notably garment and
footwear industries. This was a period of structural change towards reliance on export of more modern
manufactured goods. Had the rates of growth from the 2000 to 2008 period continued, then Czechia
and Slovakia would have reached the EU-15 level of per capita GDP in 2017 with Hungary and Poland
following a few years later.
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The third period, from 2008, saw a slowdown, or in some cases temporary reversal, of the catching-up
process. This coincided with stagnation in inward foreign direct investment (FDI). However, as shown in
Figure 2, this slowdown is less clear when GDP levels are compared by PPP and Poland even did rather well
relative to the EU-15 after 2008. There are also signs of renewed growth in some countries after 2015. This
confirms that the slowdown indicated in Figure 1 cannot be taken as clear evidence of a permanent trend.
Three further points of clarification should be made here on post-2008 development before developing in
full the argument that the post-2008 slowdown indicates the possible end of a growth model rather than a
temporary blip.
The first is that Polish exceptionalism relates to that country’s smaller level of dependence on inward FDI
and exports of manufactured goods, as shown in data presented below, and on continued public investment
after 2008. The second is that the revival in some countries after 2015 was linked to higher wages, leading to
higher domestic demand, and to currency revaluations. The last of these was not a factor for Slovakia, due
to that country’s membership of the euro area: this contributed to the more stable relationship to the EU-15
GDP level shown in Figure 1 without altering the general trend. The third is that continued growth was
helped by EU financial support. The annual rate of net capital transfers in the 2007–2013 period reached
3% of GDP for Hungary and 2% for Czechia, the highest and lowest figures, respectively, for CEECs [ETUIETUC, 2017, p.17]. These supported predominantly infrastructure investment, providing an immediate
demand stimulus and partially counterbalancing the effect of lower inward FDI. However, this too is only a
temporary effect, with declining impact in the EU’s 2014–2020 budget period and a likely very substantial
decline after 2020. CEECs will have benefited from new physical investment, but there is no evidence of this
creating a basis for a new growth model beyond dependence on inward investment by MNCs.

3 Is it dependent capitalism?
The account of CEEC growth performance presented above points to distinct stages with different drivers
for growth. Although the post-1989 transformations led to capitalism as normally understood – market
economies with predominant private ownership integrated into world markets – it was capitalism that
differed in many respects from that of the countries’ western neighbors. It also changed over time, and
those changes were important to the economies finding new drivers for growth. The question of whether
the post-2008 slowdown requires a substantial change in the growth model therefore cannot be answered
by extrapolation of past trends but requires an analysis of the effectiveness of past drivers for growth.
The recognition that capitalism can take different forms invites application of the varieties of capitalism
approaches, although that needs some adaptation from concepts developed with reference to the most
advanced economies.
The first difficulty is that, even as descriptive categories, the notions of liberal market economy and
coordinated market economy at the core of the Hall and Soskice [2001] approach do not fit with CEEC reality
[Lane 2007, Myant 2016]. Most obviously, the level of development of financial systems required for a liberal
market economy is absent, as are the cooperative relationships between firms and with trade unions that
are at the heart of the notion of a coordinated market economy. These problems are partly overcome with
the introduction of a further variety, a dependent market economy, by Nölke and Vliegenthart [2009]. In
this version, the CEECs have created environments that give them a competitive advantage in attracting
inward FDI by MNCs which then undertake simpler manufacturing tasks in those countries.
However, this still leaves a second problem that varieties of capitalism approaches have tended to provide
static, descriptive classifications. They purport to show the basis of competitive advantages in particular kinds
of products, but they do not show sources for change and transformation to develop competitive advantages
in different kinds of products. Nor do they show forces that may block change, leaving countries potentially
unable to catch up with the more advanced in the world. This is particularly relevant to CEECs which have
seen very substantial transformations in the recent past and yet still remain some way behind their western
neighbors. The challenge for understanding the variety of capitalism is therefore to create a framework that
takes account of political and social forces that shape and change that variety.
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This leads to a third problem with much of varieties of capitalism literature. Its focus has been on
the institutional conditions that lie behind economic competitiveness. However, that focus relates only
to part of the form that capitalism may take in an individual country. International integration through
FDI was important to maintaining the external balance and to ensuring economic growth, but that leaves
considerable flexibility over many features associated with a variety of capitalism, including the level
and composition of state spending [Myant and Drahokoupil, 2011, Chapter 16]. It may be argued in the
course of political debate that, for example, low taxes and low welfare spending are important to attract
inward investment, but evidence for that is thin in relation to the kind of inward investment that has beens
important in CEECs, and these levels are determined rather by the balance of internal political forces. A
more complete version of a varieties of capitalism approach applicable to CEECs therefore needs to take
account of the roles of political and social actors, of the state, and of domestically owned as well as foreignowned businesses.
This is in line with the concept of “dependent development” applied in a number of Latin American
countries in the 1970s [Cardoso and Faletto, 1979; Evans, 1979] according to which dependency does not
imply complete subordination to another country and nor does it rule out growth, but the driving force
has to come from outside the country. There is still room for important contributions from domestic actors,
notably the state and domestic business. The term “dependent” then seems even more applicable for CEECs
than for Latin America. Foreign MNCs have been even more important, and any developmental role of the
state has been even more restricted. However, the nature and dynamic of the form of capitalism in CEECs
cannot be understood with reference to foreign companies alone. As in Latin America, it is the interaction
between actors that creates the environment in which they function.

4 The state and domestic business
A class of business owners emerged very rapidly from 1990 but, after an initial spurt, their number increased
relatively slowly. Table 1 summarizes the number of employers and self-employed without employees
coming close to 4% and 10% of the labor force, approximately the EU average levels. These constituted a
significant group of business owners who had considerable political influence, strengthening a particular
kind of pro-business political position.
Table 1. Employers and self-employed, as percentage of economically active population, excluding agriculture
Employers

Employers plus self-employed

Czechia, 1999

3.7

12.9

Hungary, 2004

3.4

12.0

Poland, 2000

3.4

10.5

Slovakia, 2003

2.6

8.7

Source: ILO Laborsta.
Note: Only some years and countries are available for comparison.

Inequality, as shown by Gini coefficients in Table 2, increased significantly after 1990, approaching or
passing western European levels which were around 30. As this higher-income group expanded, so too did
pressure for a low-tax, small-state agenda. Policies from the early 1990s had been based rather on creating
tax and welfare systems closer to western European practice. In 2017, total taxes on income and wealth in
CEECs were equivalent to between 7.3% and 7.7% of GDP as opposed to 13.1% for the EU-28, with the highest
being 18.9% in Sweden. Romania was even lower at 6.1%. Low taxes on incomes contributed to an overall
lower share of government revenues in GDP in CEECs, varying between 33.0% in Slovakia and 38.2% in
Hungary [Eurostat, gov_10a_taxag]. Thus, the particular reluctance to tax incomes restricted the scope for
welfare spending or for a developmental role for the state.
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Table 2. Income inequality, measured by Gini coefficients
1987–1989

1993–1996

2012–2014

Czechia

19.4

26.6

26.1

Hungary

21.0

27.9

30.6

Poland

26.9

32.7

32.1

Slovakia

19.5

25.8

26.1

Source: World Bank, World Development Indicators, http://data.worldbank.org/indicator/SI.POV.GINI.
Notes: Income inequality appears to be derived from per capita household incomes. Data are not available for every year.
Numbers relate to 1 year within the indicated period.

The strength of such thinking contributed to a strengthening neoliberal direction in CEECs from the late
1990s. This roughly coincided with the growing dependence for economic dynamism on incoming MNCs but,
paradoxically, its roots were in the consolidation of political life and in the thinking of domestic business
which was proving less successful in the international arena. It was also important that countervailing
forces were relatively weak: labor had great difficulty making its voice heard and trade unions suffered
from an increasingly hostile environment among domestic businesses. That hostility is confirmed from
business practices and from survey evidence [Trappmann, et al, 2014]. Trade unions were often better
placed in MNCs which came to dominate large-scale manufacturing, a traditional home for organized labor,
although even there their bargaining position was weakened by the power of a company with multiple
plants across countries. Moreover, labor’s position was weakened, and the voice of business enhanced,
by an assumption across the political spectrum that business should be given as much help as possible.
An influential contribution to the theory of development in CEECs referred to “making capitalism without
capitalists” [Eyal, et al, 1998]. In fact, accumulation of wealth was successfully promoted, but the policies
adopted meant that, in trying to solve one problem, another was created. The capitalists who were helped
were not the kind who could provide dynamism to the economy. The thinking and policy agenda that led to
this can be summarized under three points.
The first was a commitment to low taxes on business and on higher personal incomes, accepted
across most of the political spectrum. Grzegorz Kołodko, Minister of Finance in Poland’s left-dominated
government, 1994–1997, illustrated the thinking. He attached great importance to “a capital formation
policy” with fiscal preferences for capital gains, reducing corporate and personal income taxes in the hope
that this would “enhance corporations’ ability to invest and … increase international competitiveness”
[Kolodko 2000, p.113]. He accepted that this would lead to greater inequality, but saw all ultimately gaining
as he believed it would lead to economic growth.
The second point was a lack of interest in creating a wider institutional and organizational framework
for supporting, advising, and financing business development. Private enterprise was seen as just a matter
for enterprising individuals responding to market signals. There was no recognition of the need to create and
develop frameworks for cooperation between businesses and between businesses and other actors, without
which innovation systems cannot take shape. Bodies such as development agencies, common in western
Europe, existed in name but with far less meaningful roles, lacking the authority, the financial resources
and expertise to promote development [Myant 2009, McMaster 2006]. Empirical evidence shows low levels
of coordination between enterprises and also low levels of mutual trust [Jasiecki, 2014a, p.37, Janky and
Lengyel, 2014]. This, then, was some way from a coordinated market economy while the limitations of the
financial sector, of venture capital and of a research infrastructure, ruled out the model of a liberal market
economy.
The third point was a regime of lax regulation and legal controls on business activity including poor
or nonexistent protection for minority shareholders, toleration of clear conflicts of interest, and absence
of rules to ensure an independent civil service that would hopefully be more resistant to corruption. Much
of this was welcomed by parts of the business community – it had helped them accumulate their wealth –
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and by politicians who also benefited from links to business. These features were partially and gradually
corrected under EU pressure, albeit incomplete and with some reversals, notably in Poland and Hungary
from 2016.
The relative failure of domestically owned firms meant that in all CEECs the majority of companies
in the region’s top 500 were foreign owned with domestically owned private companies below 20% of a
country’s total in all cases [Jasiecki, 2014b, p.15]. The largest of these often retained substantial state shares
and were mostly oriented towards domestic markets (energy, insurance, oil refining) plus a few producers of
raw materials. Smaller business empires are typically based on raw materials, media, telecommunications,
construction, and chemicals, again with strong domestic market orientations. Successful businesses were
in many cases the ones that learned how to take advantage of an environment in which political parties
were weak and unstable and quick to welcome unpublicized financial backing from whoever could offer it.
That included for a time foreign firms – mostly seeking to buy companies during privatization – and more
permanently domestic private business for which investing in political contacts was a key element in their
business strategies that could offer a substantial return.
Thus, in Poland, “great fortunes” were created “at the interface of the public and private sectors”
[Kowalik, 2011, p.294], helped by close contacts to top politicians. According to one estimate, half of the
Polish business elite had contacts with government members [Jasiecki, 2009]. They did not at that time
enter politics themselves as their primary ambition was to further their business interests. However, support
from politicians is inherently unreliable – politicians change and may also be tempted to favor a rival – so
that entering politics directly can be a means to achieve greater security. Such was the likely thinking of
Andrej Babiš [Tabery, 2017, Kmenta, 2017], owner of the Czech Agrofert group (ranked at position 274 in
terms of sales in top 500 central and eastern European companies in 2017, http://www.cofacecentraleurope.
com/News-Publications/Publications/Coface-CEE-Top-500-Companies-2017-edition), and the second
richest man in the country. He had built his empire from very little, benefiting, according to information
uncovered by investigative journalists [Kmenta, 2017], from foreign contacts going back to the 1980s, from
prudent investment in political contacts and from the use of incriminating information on rivals gained
from contacts in the police and security services.
His political ambitions appeared when he seemed to be losing political contacts – he had had good
helpers within the government dominated by social democrats between 1998 and 2006 – and when
some other business groups tried their hands in national politics. In 2012, he created and financed his
own political movement Akce nespokojených občanů (ANO: action of dissatisfied citizens), and in 2013,
as elections were approaching, he added control of a number of key media outlets. Thanks to this power,
Babiš’s party came second in that parliamentary election and he became Minister of Finance. His party
came first in parliamentary elections in 2017, and he was nominated as Prime Minister. Forming a coalition
proved difficult as, apart from clear evidence of conflicts of interest in his exercise of a ministerial role, he
faced criminal charges for an alleged misuse EU funds. Needless to say, much of his appeal had been built
on claims to represent a new start that would eliminate corruption, a theme he could pursue with vigor at
least where it concerned his business rivals.
This, it should be added, was not an innovative company and not a world leader in any products or
production processes. Its focus was on gaining control over what already existed, with an average of one
acquisition per month in the 1996–2006 period [Kmenta, 2017, p.118]. Agrofert exported 23% of its output
in 2016, equivalent to 0.1% of total Czech exports (calculated from the company’s annual report, http://
forum24.cz/wp-content/uploads/2017/07/vyrocni-zprava-agrofert-2016-final.pdf), with the emphasis on
standard fertilizers and agricultural products. Babiš’s political agenda was not for promoting innovation
among other companies, butonly for ensuring low tax levels. Such was the contribution of domestically
owned businesses throughout CEECs. In general, they are not innovators, they are low spenders on research
and development – lower than foreign-owned companies in their own countries – and an estimate for
Czechia showed that they had contributed no significant growth to the economy over the whole 1996–2009
period. Foreign-owned firms had shown sevenfold growth over the same period [Chmelař et al, 2016, p.15].
It is to those foreign-owned firms that we now turn.
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5 CEEC economies’ dependence on inward investment
MNCs were not significant players in the domestic politics of CEECs. They were rather the beneficiaries of
policies decided under the influence of domestic forces and of international agencies and advisers that
pressed for liberalization, both within the countries and in international financial relations. This gave
MNCs largely what they needed and they quietly accepted such bonuses as low tax burdens. They did press
some specific issues, bargaining for the best terms for acquiring enterprises under privatization, when that
was their means of entry into a CEEC, and for support to their own investment projects. They pressed,
sometimes as groups but often as individual companies, for scope to impose more flexibility in working
time, threatening not to invest if labor law did not move in their direction. Overall, however, their political
impact was small, in contrast to their economic contribution which was crucial to economic growth.
The inflow of FDI followed slightly different time trajectories, reflecting internal political decisions
over whether, and how far, it should be encouraged. Hungary was the pioneer, selling off state-owned
enterprises to foreign companies from the start of the 1990s such that inward FDI was already equivalent
to 4.3% of GDP in 1991. Others were more reluctant, hoping to be able to rely more on domestic business
leaders, but the economic difficulties of the late 1990s led to major reversals in Czechia and Slovakia
towards conscious dependence on incoming MNCs. Poland remained more circumspect, retaining a larger
share of domestic ownership. Table 3 summarizes the course of inflow of FDI. As the timing was slightly
different between countries, no periodization is adequate for all, but the period of maximum inflow roughly
corresponds to the period of most rapid growth, as shown in Figures 1 and 2. There were differences in the
form taken by FDI. Mergers and acquisitions, mostly privatization but also some acquisition of previously
privatized enterprises, were more important in the early years and then in some substantial privatizations
of banks and utilities in Czechia and Slovakia in the early 2000s. Nevertheless, in total, this category
accounts for only about 25% of total inward FDI for the whole period. The bulk of FDI was in completely
new investment. The exact nature of FDI became harder to identify in the last years covered as part of it
referred to transfers, including both inflows and substantial outflows, which were more akin to portfolio
investment and therefore had no impact on productive potential.
Table 3. Net FDI, as percentage of GDP
1990–1997

1998–2008

2009–2017

Czechia

2.0

6.3

2.5

Hungary

5.6

5.2

1.4

Poland

1.7

3.5

2.1

Slovakia

3.2

9.0

1.1

Romania

0.9

5.0

2.1

Source: Calculated from http://unctadstat.unctad.org/EN/.
Note: Data for Czechia and Slovakia, 1990–1992, use the same figure for Czechoslovakia for both countries, although proportionately more probably flowed into Czechia.
Abbreviations: FDI, foreign direct investment; GDP, gross domestic product.

The importance of foreign-owned companies within CEEC economies is reflected in stocks of FDI, from
the same UNCTAD source as summarized in Table 3, as a percentage of GDP in 2017, which reached 78.3%
in Czechia, 74.5% in Hungary, 48.5% in Poland, 58.4% in Slovakia, and 46.55% in Romania. Tables 4
summarizes the importance of MNCs in CEECs for exports in manufacturing and motor vehicles. Shares
in value added [Eurostat sbs_na_ind_r2] follow a similar pattern, with a dominant position for foreign
ownership in modern manufacturing but a smaller presence in more traditional branches that are less
dependent on the most modern technology or which have been less export oriented, such as furniture,
garments, and chemicals.
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Table 4. Exports from foreign-controlled companies, as percentage of exports from all enterprises, 2016
All activities

Manufacturing

Motor vehicles

Czechia

51.6

82.5

97.8

Poland

44.4

64.4

90.4

Slovakia

74.8

Romania

67.6

98.4
80.7

93.8

Source: Calculated from Eurostat, ext_tec07. Note: Figures for Slovakia refer to 2014.

The high levels of inward FDI had two immediate positive effects on CEEC economies. The first was to provide
a direct stimulus to demand by raising the level of investment in the domestic economy. The second was to
help the external balance. In fact, net financial inflows in the period 1993–2008 averaged 4.7% of GDP, the
same as average current account deficits in that period. A further point is that FDI carried less risks of financial
instability than bank credits as there are no specific repayment obligations. The weight of FDI in countries’
financial balances was enormous, such that financial accounts without FDI showed net outflows in several
years. In the case of Czechia, the financial account excluding FDI showed a net outflow equivalent to 5.7% of
GDP for the period 1997–2007. Hungary was at the other extreme, with considerable inflows of bank credits in
the years up to 2008 leaving that country exposed to the direct effects of the financial crisis.
The longer-term positive effect of inward FDI should be in improving the performance of the economy. The
benefits can be a direct effect or by encouraging enhanced performance in domestically owned firms. That latter
effect has not been clearly demonstrated and is likely to be small, not least because whole sectors are dominated
by foreign companies such that any positive spillovers will in turn be to other foreign-owned companies. The
direct effect is most visible in the growth and export performance of key sectors, notably motor vehicles. However,
much of FDI has also gone into sectors that neither export nor face competition from imports, including banking,
utilities, retail, and telecommunications. There could be benefits to the rest of the economy if these activities
operate more efficiently under foreign ownership, but that remains difficult to demonstrate.
Table 5 summarizes a long-term danger associated with inward FDI linked to the external balance.
Initially, investment is positive for the overall external balance. Over time, the positive effect on the
financial account fades and the important effect is repatriation of profits and other outflows to the parent
company. This became dominant in the case of Hungary before the other CEECs, such that by 2005–2007
income outflows, equivalent to 5.7% of GDP, were greater than investment inflows, equivalent to 5.2% of
GDP. The outflow had not changed much by 2014–2016, as summarized in Table 5, but the inflow had been
converted into a net outflow. For a more complete picture, account should also be taken of the exports and
imports attributable to foreign-owned companies. Many of these, notably those in retail, are net importers.
Manufacturing enterprises are net exporters, and the motor vehicle sector is so important that in its absence
there would be net trade deficits from foreign-owned companies in all CEECs for which data are available.
In the absence of alternative drivers for growth, the future of these economies would seem to be heavily
dependent on the fate of this and similar branches of industry and that depends on the strategies and
behavior of MNCs, which is covered in the “ STRATEGIES OF MNCs” section.
Table 5. Effects of FDI on external balances, indicators as percentage of GDP, 2014–2016
FDI inflow

Income outflow

Net exports, whole economy Net exports, motor vehicles

Czechia

2.6

6.9

2.1

Hungary

-3.7

6.0

–

Poland

3.2

3.8

-7.5

6.7

Slovakia

0.2

4.0

5.3

7.1

5.2

Source: Calculated from OECD FDI statistics, http://www.oecd.org/corporate/mne/statistics.htm and Eurostat, ext_tec07.
Note: The data in the first two and last two columns are not precisely comparable, using different definitions of FDI. Data for
Slovakia under net exports are for 2014 alone. Abbreviations: FDI, foreign direct investment; GDP, gross domestic product;
OECD, Organization for Economic Cooperation and Development.

300

M. Myant

6 Strategies of MNCs
The key attraction for MNCs is the relatively low-wage levels. Table 6 summarizes these compared with
the EU-15, including Germany, the source of much of the inward investment. The trend was very similar
to that for nominal GDP, as shown in Figure 1. The starting point is set at 1993, being the first year for
which the AMECO database provides data for enough countries to be indicative. Pay levels then caught
up somewhat up to 1998, by which time FDI inflows had reached substantial levels. Upward convergence
to western European levels continued up to 2008 and then slowed or went into reverse. Romania shows
consistently lower pay levels, suggesting that on this measure it should be more attractive to inward
investment, threatening to undermine the positions of CEEC economies. This is the case only for certain
kinds of activities. MNCs also require adequate infrastructure, institutional and legal environments, and
labor that is not only low paid but also of adequate skill levels. Romania has not been able to match these
requirements for more complex activities.
Table 6. Nominal compensation per employee, 1993–2017, percentage of EU-15 level

Czechia

1993

1998

2008

2017

11.7

18.4

38.8

40.1

19.3

35.8

29.9

20.4

31.0

32.2

15.1

32.7

38.8

Hungary
Poland

13.0

Slovakia
Romania

5.2

7.8

21.8

24.1

Germany

110.8

104.1

90.8

96.6

Source: Calculated from AMECO database.

The key question for the future of dependent growth in CEECs is whether this upward convergence can
be expected to resume, and answering that question requires an understanding of the strategies of MNCs.
A substantial literature exists demonstrating cases of outsourcing of simple tasks and of upgrading,
ultimately limited by a desire, or need, to keep the most complex activities in companies’ home countries
[for general discussion and references, see Myant and Drahokoupil 2011, Chapter 15]. There are also very
plausible claims from MNCs that they are investing in the very best technology in their CEEC operations. To
understand more fully their strategies in taking advantage of low labor costs, a study was undertaken using
Eurostat data on labor shares in value added and Comtrade data on exports and imports [Myant 2018a and
2018b]. The first of these sources showed that branches of manufacturing dominated by multinationals in
CEECs provide lower labor shares than the same branches in western Europe, but rarely as much lower as
would be implied by the difference in pay levels.
The Comtrade data made it possible to calculate kilogram prices for around 20% of the value of CEEC
exports. This measure has a long history in the study of state socialist countries, where it was used as an
indicator of relative product quality. Thus, the kilogram prices of passenger cars exported, respectively,
from Czechoslovakia in 1966 and from Poland in 1981 into the European Economic Community (EEC) were
68% and 63% of the kilogram prices of intra-EEC trade [Myant 1989a, pp.232-5; Myant 1989b, p.3]. The low
levels, which fell further in the following years, reflected poor quality of manufacture and increasingly
obsolete product design. Those cases were clear, but there are many reservations to relying on the kilogram
price measure [Myant 2018a]. Categories need to be as narrowly defined as possible, and there is always
some degree of variation in product mix. An export price may reflect expensive and sophisticated imports:
this needs to be checked with the use of import data. The measure is also of use only for differentiated
products, having most obviously no useful meaning for raw materials.
Using these data, it was possible to identify cases that corresponded to different MNC strategies. There
were cases of outsourcing of simpler parts of a manufacturing process, first to CEECs and then to Romania.
This happened with wiring systems for transport equipment. There were cases of whole production
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processes moving to a CEEC, so that a product reaching obsolescence could continue to hold a position
in a market. This was the strategy of the Swedish vacuum cleaner manufacturer Electrolux which moved
production of established models to Hungary. In both of these cases, the kilogram price fell as production
moved, suggesting that the MNC can lower the price thanks to lower-wage costs. There were also cases of
exports achieving the same export price from CEECs as from the manufacturer’s home country. This was
the case with car tires, produced by the German company Continental in, among other countries, Czechia.
Remarkably, labor’s share in value added in 2015 in the latter country was 18% compared with 72% in
Germany, consistent with the lower-wage level simply leading to a higher trading surplus.
The most important case was that of passenger cars, accounting for over 10% of exports from Czechia
and Hungary in 2016 and 20% from Slovakia, albeit with a higher level of imported components. Exports
from all countries grew rapidly, with and following inward investment. However, as summarized in Table 7,
kilogram prices stagnated below the western European level, maintaining a hierarchy that left Romania at
the bottom, even falling back in a number of cases and not surpassing the best results achieved under state
socialism, as referred to above. This is remarkable when new investment was clearly in the most modern
production facilities.
Table 7. Kilogram price of exports of passenger cars, as percentage of German level
1994

1998

2008

2016

Czechia

38.9

55.2

63.3

60.2

Hungary

13.9

73.6

67.1

73.4

Poland

35.0

47.0

56.1

53.9

Slovakia

4.9

89.2

70.6

64.5

Romania

23.6

45.9

43.8

42.8

Source: Calculated from Comtrade database, https://comtrade.un.org/data.

The explanation does not lie in different quality of products, in the sense of modern design or quality of the
manufacturing process. The key is rather that kilogram prices for more expensive vehicles are much higher
than the prices for smaller, cheaper vehicles. This applies not only between countries but also within them,
such that, at the extreme, vehicles with a petrol engine of over 3,000 cc had an export kilogram price from
Germany four times that for those with an engine capacity under 1,000 cc from the same country. High
kilogram prices in 1998 from Slovakia and Hungary reflected a balance towards assembly of larger cars. In
later years, the values declined as the production of smaller and cheaper vehicles increased. This reflected
a clear strategy of MNCs to concentrate such activities in lower-wage countries.
The abovementioned examples show different MNC strategies for taking advantage of cheap labor
in CEECs, all of which correspond to the logic of a profit-seeking business. Where possible, simple tasks
are relocated into CEECs. This does not provide much help in lifting economies beyond a low-wage, low
productivity status. The threat of a move to still lower-wage countries exerts a permanent downward
pressure on wages. Moreover, as some of the examples cited above indicate, outsourcing to a low-wage
country was frequently followed by a fall in price. This means that measured productivity was also lower,
even if the production process was identical to that previously performed in western Europe.
Better long-term prospects should be provided by relocation of complete manufacturing processes
for products such as tires and motor vehicles. In the first of these cases, production technology is well
established and controlled by a small number of MNCs. There are few innovations, and production does
not need close proximity to research and development. An MNC could therefore conceivably transfer
production almost in total to CEEC locations, and the Italian company Pirelli has moved in this direction,
producing more in Romania than in its home country. In this case, productivity may appear as high as in
western Europe, but wage levels remain in line with local practice.
In the case of passenger cars, MNCs face costs when they shift activities into CEECs. They have invested
in production facilities and in labor forces in their home countries. There would also be high political costs
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from a big and visible move into lower-wage countries. In this context, it makes most commercial sense to
keep the products that yield the highest value added, being those with the highest kilogram prices, in the
highest wage countries. This need not be permanent. It is possible to relocate production of more expensive
vehicles, as is shown in some periods by Hungarian and Slovak experience. It could also be profitable to
make this move, but the associated costs, and the logic of producing cheaper cars in lower-wage countries,
have kept it within such limits as to hold down the average kilogram prices to the levels as summarized
in Table 7. In this case too, the lower prices of vehicles made in CEECs lead to a lower level of value added
per employee and hence a lower measured productivity level, even if the tasks of production workers may
be very similar. Data on labor’s shares in value added – 24% in Hungary and 28% in Czechia in compared
with 66% in Germany in 2015 [Eurostat, sbs_na_ind_r2] show that wages could increase and still leave
substantial profit margins.

7 Conclusion
The countries of east central Europe have experienced slower growth since 2008, and in several cases the
gap with western Europe in terms of per capita GDP widened rather than narrowing. The argument in this
article is that this can be explained in terms of the variety of capitalism that has emerged in these countries.
Domestic business failed as a driver for growth, but has supported a political agenda that limits scope for
a developmental role for the state. However, this has created a favorable environment for incoming MNCs
that take advantage of cheap labor to produce products for which basic research and development work is
undertaken in their home countries. Incoming MNCs offered rapid growth for a time, but not full upward
convergence to western European levels. That has not proven possible with a strategy dependent on MNCs.
Alternatives to the current growth model include dependence on domestically owned business and
measures to create an environment in which MNCs will undertake higher-level activities in CEECs. The first
of these could be a repeat of strategies that failed in the 1990s. There would need to be appropriate policies
to create an environment in which those domestically owned firms could compete on the international
stage, and that implies substantial support for research and innovation. The two approaches need not be
mutually exclusive, depending on similarly daunting changes in approach from policy makers. As MNCs are
already more active in research than domestically owned firms, encouraging them to move further would
seem an easier task.
Creating an appropriate environment would require, as one element, investment in education, skills,
and research. That is limited by constraints on the state budget, in line with the low-tax, low-spend agenda
favored, among others, by domestic business. Nor is it an issue pressed by foreign companies for whom
existing government policies are broadly satisfactory. In practice, new investment has been dependent on
EU funding, with likely reductions after 2020. Moreover, the gap to be overcome is enormous. OECD data
show German manufacturing enterprises spending over 9% of value added on research and development
in 2014, compared with figures barely over 1% for both foreign and domestically owned firms in Poland and
Slovakia, the lowest among CEECs [https://stats.oecd.org/Index.aspx?DataSetCode=AMNE_IN#]. MNCs do
undertake some research and development in CEECs, but it is small scale. Transferring substantial research
facilities in the hope of establishing a stable and effective research base would appear extremely risky, not
least when lower-wage levels and lower levels of public services encourage research workers to seek their
futures elsewhere. Establishing effective research bases in CEECs, if possible at all in the foreseeable future,
would seem to depend on a stimulus from well-funded public initiatives, with substantial EU-level support.
In the meantime, CEECs will remain dependent economies in which the domestically and foreignowned spheres complement each other in creating a middle-income trap. The former failed in international
competition and hampered support for state activities that could promote research, innovation, and higher
skill levels. The latter profited from this environment by using CEECs as a source of cheap labor. The result
is a variety of capitalism that has growth potential, but not enough to ensure convergence with western
European levels of per capita GDP.
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Abstract: The paper analyzes the institutional architecture and the effects of product market competition
in 11 countries of Central and Eastern Europe (CEE). The aim of the research was to find out how similar
or dissimilar are the CEE countries in the area of product market competition compared with the four
models of capitalism prevailing in Western Europe: the Anglo-Saxon (liberal) model (the UK), the
continental model (Germany), the Scandinavian (Nordic) model (Sweden), and the Mediterranean one
(Spain). The research method involves calculations of the coefficients of similarity and the analysis of
polygons, being the extension of our own concept of the hexagons of similarity. The dynamic approach
adopted in this study allows to examine the path dependence in order to assess how the institutional
environment evolved over time. The analysis indicates that almost all CEE countries were the most similar
to the Mediterranean model of capitalism represented by Spain. However, the variety of results for the
individual variables is also a proof that the model of capitalism prevailing in CEE in the area of product
market competition may be called a patchwork capitalism.
Keywords: varieties of capitalism, institutions, CEE countries, post-communist capitalism
JEL classification: E02, N14, P17, P51

1 Introduction
The study analyzes the institutional architecture and the effects of product market competition in 11
countries of Central and Eastern Europe (CEE), which are new members of the European Union (EU). In
existing analyses on models of capitalism, countries are characterized by numerous variables covering a
variety of political, social, and economic aspects. Based on these results, countries are classified into a
number of categories that share common features and may be treated as one model of capitalism. There are
different classifications in the economic literature [see e.g. Coates, 2000; Hall and Soskice, 2001; Amable,
2003; Nölke and Vliegenthart, 2009]. Studies on post-socialist capitalism appear relatively seldom. A review
of empirical and theoretical analyses on the emerging varieties (models) of post-socialist capitalism in the
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CEE countries was carried out by Rapacki et al. [2016]. The review indicates that there is still much room
for new research on the models of capitalism existing in the CEE countries, with different extensions and
modifications.
This study fills the gap by combining the models of capitalism approach and the examination of the
institutional environment in one of the institutional areas singled out by Amable [2003], namely, product
market competition. The analysis covers the CEE countries. The research focuses on both the current
situation prevailing in the given institutional area and dynamic aspects. The latter is made by assessing
institutional changes that took place after the EU enlargement.
The aim of the analysis was to find out how similar or dissimilar are the CEE countries in the area of
product market competition compared with the four models of capitalism established in Western Europe:
the Anglo-Saxon, continental, Nordic, and Mediterranean. On the basis of this comparison, we are able
to decide whether the CEE countries created their own model of capitalism, they converge to one specific
model of Western European capitalism, or they adopt a variety of features from different models. If the
latter hypothesis turns out to be true, the study will support the view that the model of capitalism in the
CEE countries can be called a patchwork capitalism. The term ‘patchwork capitalism’ was introduced by
Rapacki et al. [2018].
The paper extends the research carried out by Amable [2003] where the author applied the principal
components analysis and the clusters analysis to identify countries’ clusters only in well-developed
economies in various institutional areas, including product markets. The current paper also augments the
earlier studies on the subject [e.g. Próchniak et al., 2017] in which the analysis of six institutional domains,
including product market competition, in the group of CEE countries was carried out on a significantly
smaller number of variables, with the use of the so-called hexagons of similarity, in a static way.
The dynamic approach adopted in this study allows us to examine the path dependence in order to
find out to what extent the current institutional environment of product market competition results from
past development trends of the countries under study. The analysis by North [1990, p. 115] of the path
dependence of England and Spain involves the situation prevailing several hundred years ago. In this
study, we will not go back so far. Since the study covers a group of CEE countries, which in 2004, 2007, and
2013 joined the EU, the path dependence will be analyzed over the last dozen or so years, starting from the
period of the largest EU enlargement to the CEE region.
Theoretical and empirical studies include a number of product market competition indicators. They
can be classified into three categories [Próchniak, 2018]: microeconomic variables calculated at the level
of individual firms (e.g. Boone indicator, Lerner index, number of firms or competitors, price mark up on
costs, profit margin), microeconomic variables at the sectoral level (e.g. concentration ratio, Herfindahl–
Hirschman index), and macroeconomic variables. The latter group includes, among others, product market
regulation indicators.
Alexeev and Song [2013] presented numerous product market competition variables. These authors
analyzed the relationship between product market competition and corruption for approximately 60
countries. They included six product market competition indicators: (1) the reaction of consumers to
hypothetical increase in prices, (2) costs mark up, (3) Herfindahl–Hirschman index, (4) the number of
competitors, (5) share in the domestic market, and (6) local market share.
The current study involves two groups of variables. We take into account variables representing both
the determinants of competition on the product market (i.e. the institutional architecture of the country
in terms of product market competition) and the effects of competition. In the other words, the analysis
involves both input and output variables.
The study is composed of four parts. After the introduction, in section 2, the variables are presented and
the methodology is described. Section 3 contains the presentation and interpretation of the results. The last
section concludes.
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2 Data and methodology
The study includes quantitative and qualitative variables on the level of competition in the product markets.
The analysis covers a total of 24 variables described in Table 1.
Table 1. Variables used in the analysis
No. Variable name

Variable descriptiona

Source

1

hef_fiscal

Fiscal freedom

2

hef_gov

Freedom from government spending

3

hef_business

Business freedom

4

gci_inst

Institutions

5

gci_loccom

Intensity of local competition

6

gci_mardom

Extent of market dominance

7

gci_effec

Effectiveness of anti-monopoly policy

Heritage FoundationFrom 0 to 100;
higher value
indicates greater
scope of economic
freedom
World Economic
From 1 to 7;
Forum – Global
higher value
Competitiveness
indicates better
Report
outcome (greater
competition)

8

gci_tax

Total tax rate (% of profits)

9

gci_domcom

Domestic competition

10 gci_tradeb

Prevalence of trade barriers

11 gci_forown

Prevalence of foreign ownership

12 gci_busimp

Business impact of rules on FDI

13 gci_forcom

Foreign competition

14 gci_com

Competition

15 gci_marsize

Market size

16 gci_compind

Global Competitiveness Index (GCI)

17 wdi_costbusi

Cost of business start-up procedures (% of GNI per capita)

18 wdi_taxpaym

Tax payments (number)

19 wdi_timeenfor

Time required to enforce a contract (days)

Scaleb

World Bank – World Development
Indicators

20 wdi_timeregpro Time required to register property (days)
21 wdi_timestartbu Time required to start a business (days)
22 wdi_timepaytax Time to prepare and pay taxes (hours)
23 eur_enterman

Number of enterprises in manufacturing (per million people)

24 eur_entertot

Number of enterprises in business economy except financial
and insurance activities (per million people)

Eurostat

-

For the sake of conciseness, we do not present the exact meaning (method of calculation) of individual variables. Their
detailed definitions along with the counting method are given in the quoted sources. In the case of qualitative indicators
compiled by the Heritage Foundation and the World Economic Forum, some variable names sound quite general, and without
looking at the methodology, it is difficult to determine the exact scope of the variable.

a

b

Applies to qualitative variables.

Source: Eurostat [2017], Heritage Foundation [2017], World Bank [2017], and World Economic Forum [2017].

Many variables from the Heritage Foundation, World Economic Forum, and the World Bank can be treated
as determinants of product market competition. These indicators cover various elements of the institutional
architecture. The list of institutional variables is only a part of a large set of indicators that could be treated
as measures of various areas of the institutional environment; however, it is consistent with the definition
of the institutions given by North [1990, p. 3], saying that institutions are the rules of the game. The exact
set of variables selected for the analysis results, among others, from the availability of data and the author’s
perception as to the significance and legitimacy of including a given variable in the study.
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Table 2. The values of variables in the beginning and final years of the analysis
Country

Initial year Final year

(a)
Bulgaria
Croatia
Czech Republic
Estonia
Hungary
Latvia
Lithuania
Poland
Romania
Slovakia
Slovenia
Germany
Spain
Sweden
UK
(b)
Bulgaria
Croatia
Czech Republic
Estonia
Hungary
Latvia
Lithuania
Poland
Romania
Slovakia
Slovenia
Germany
Spain
Sweden
UK
(c)
Bulgaria
Croatia
Czech Republic
Estonia
Hungary
Latvia
Lithuania
Poland
Romania
Slovakia
Slovenia
Germany
Spain
Sweden
UK
(d)
Bulgaria
Croatia
Czech Republic
Estonia
Hungary
Latvia
Lithuania

hef_fiscal
80.3
59.3
68.2
82.9
67.9
83.6
82.8
68.3
70.1
81.9
55.6
58.4
55.4
33.7
62.3
gci_inst
3.05
3.61
3.89
4.67
4.21
3.96
3.79
3.64
3.32
3.98
4.26
5.68
4.38
5.48
5.50
gci_effec
3.18
3.47
4.92
4.87
4.69
3.97
4.17
4.16
3.51
4.22
4.22
6.19
4.70
5.51
6.01
gci_tradeb
4.27
4.64
5.30
5.60
5.60
4.78
4.68

Change

91.1
70.8
82.5
81.9
78.7
84.8
92.9
75.5
87.5
80.1
58.6
61.5
58.3
44.4
64.9

10.8
11.5
14.3
-1.0
10.8
1.2
10.1
7.2
17.4
-1.8
3.0
3.1
2.9
10.7
2.6

3.39
3.63
4.09
5.03
3.52
4.18
4.12
4.07
3.66
3.43
3.93
5.22
3.94
5.58
5.46

0.34
0.02
0.20
0.36
-0.69
0.22
0.32
0.43
0.34
-0.55
-0.33
-0.46
-0.44
0.10
-0.04

3.59
3.48
4.14
4.58
3.54
4.02
3.97
4.02
3.66
3.56
3.82
5.09
4.15
5.24
5.18

0.41
0.01
-0.78
-0.28
-1.15
0.05
-0.20
-0.14
0.15
-0.67
-0.41
-1.11
-0.55
-0.27
-0.83

4.10
4.88
4.65
4.65
4.54
4.69
4.13

-0.16
0.24
-0.65
-0.95
-1.06
-0.09
-0.54

Initial year Final year
hef_gov
53.4
26.2
15.1
61.6
25.6
52.7
65.1
30.3
68.9
42.4
45.3
28.6
53.0
0.0
43.5
gci_loccom
4.08
4.85
5.40
5.47
5.42
4.86
5.19
4.60
4.63
4.96
5.02
6.19
5.42
5.72
6.07
gci_tax
43.5
37.1
51.8
51.3
60.6
42.6
52.3
38.4
57.7
51.0
39.4
57.7
59.1
57.0
35.5
gci_forown
4.23
4.77
5.94
5.72
5.93
5.31
4.95

Change

60.4
33.7
47.3
54.9
26.7
58.4
63.8
46.5
65.6
49.5
0.0
41.3
41.1
14.9
39.0

7.0
7.5
32.2
-6.7
1.1
5.7
-1.3
16.2
-3.3
7.1
-45.3
12.7
-11.9
14.9
-4.5

4.61
4.90
5.75
5.61
5.12
5.40
5.64
5.29
4.51
5.54
5.12
5.97
5.61
5.46
6.02

0.53
0.05
0.35
0.14
-0.30
0.54
0.45
0.69
-0.11
0.58
0.10
-0.22
0.19
-0.26
-0.05

27.0
18.8
48.5
49.3
48.0
35.0
42.6
38.7
43.2
48.6
32.0
48.8
58.2
49.4
33.7

-16.5
-18.3
-3.3
-2.0
-12.6
-7.6
-9.7
0.3
-14.5
-2.4
-7.4
-8.9
-0.9
-7.6
-1.8

4.04
4.01
6.02
5.76
5.26
5.25
4.37

-0.19
-0.76
0.08
0.04
-0.67
-0.06
-0.58

Initial year Final year
hef_business
55.0
66.9
55.0
60.3
70.0
66.6
85.0
79.0
70.0
70.6
70.0
78.6
70.0
80.0
70.0
68.7
55.0
66.1
70.0
68.4
85.0
82.0
70.0
90.0
70.0
76.0
70.0
89.7
85.0
86.0
gci_mardom
3.63
3.42
3.44
3.20
4.40
4.54
4.24
4.11
4.12
3.46
3.85
3.79
3.61
3.66
4.40
4.74
4.09
3.64
4.32
3.59
4.34
3.87
6.23
5.41
4.51
4.10
4.78
4.63
5.91
4.91
gci_domcom
3.69
4.45
3.85
4.12
4.51
4.64
4.88
5.05
4.38
4.37
4.48
4.79
4.24
4.73
4.30
4.66
4.14
4.38
4.56
4.35
4.24
4.60
5.09
5.05
4.41
4.47
4.94
5.07
5.43
5.34
gci_busimp
3.86
3.78
4.34
3.10
5.67
4.98
6.01
5.40
5.72
4.65
4.98
5.07
4.64
4.35

Change
11.9
5.3
-3.4
-6.0
0.6
8.6
10.0
-1.3
11.1
-1.6
-3.0
20.0
6.0
19.7
1.0
-0.21
-0.24
0.14
-0.12
-0.67
-0.07
0.05
0.34
-0.44
-0.73
-0.47
-0.81
-0.41
-0.15
-1.01
0.76
0.27
0.13
0.17
-0.01
0.31
0.49
0.35
0.24
-0.21
0.36
-0.04
0.06
0.13
-0.09
-0.08
-1.25
-0.70
-0.61
-1.07
0.08
-0.29
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Country

Initial year Final year

Change

Initial year Final year

Change

Initial year Final year

Change

Poland
Romania
Slovakia
Slovenia
Germany
Spain
Sweden
UK
(e)
Bulgaria
Croatia
Czech Republic
Estonia
Hungary
Latvia
Lithuania
Poland
Romania
Slovakia
Slovenia
Germany
Spain
Sweden
UK
(f)
Bulgaria
Croatia
Czech Republic
Estonia
Hungary
Latvia
Lithuania
Poland
Romania
Slovakia
Slovenia
Germany
Spain
Sweden
UK
(g)
Bulgaria
Croatia
Czech Republic
Estonia
Hungary
Latvia
Lithuania
Poland
Romania
Slovakia
Slovenia
Germany
Spain
Sweden
UK

4.41
4.35
4.27
4.50
5.77
4.61
5.45
4.48
5.64
4.35
4.98
4.17
5.89
4.65
5.31
4.65
gci_forcom
3.89
4.78
4.34
4.67
5.13
5.63
5.33
5.78
5.19
5.46
4.69
5.35
4.55
5.13
4.27
4.96
3.73
4.80
5.51
5.63
4.49
4.89
4.99
4.97
4.70
4.73
5.10
5.25
5.04
5.34
gci_compind
3.98
4.32
4.16
4.07
4.67
4.69
4.82
4.74
4.49
4.25
4.47
4.45
4.49
4.55
4.39
4.49
3.98
4.32
4.54
4.22
4.48
4.28
5.48
5.53
4.70
4.59
5.44
5.43
5.56
5.43
wdi_timeenfor
564
564
561
572
653
611
425
425
335
395
279
469
210
300
980
685
537
512
565
705
1350
1160
394
429
515
510
508
321
404
437

-0.06
0.22
-1.16
-0.96
-1.29
-0.81
-1.24
-0.66

4.73
5.02
4.64
4.27
6.32
6.05
4.30
3.27
5.96
4.94
5.52
4.99
6.00
5.10
6.27
6.17
gci_com
3.75
4.55
3.98
4.25
4.69
4.95
5.03
5.29
4.61
4.72
4.54
4.95
4.33
4.86
4.30
4.73
4.04
4.48
4.85
4.76
4.31
4.69
5.07
5.03
4.47
4.52
4.98
5.11
5.35
5.34
wdi_costbusi
9.6
0.7
12.7
3.3
9.5
6.7
6.2
1.3
22.4
7.3
4.2
1.5
3.3
0.6
19.9
12.2
5.3
2.0
5.0
1.5
12.0
0.0
4.7
1.8
16.5
5.2
0.7
0.5
0.7
0.1
wdi_timeregpro
19
11
956
62
124
31
51
18
78
17
55
17
3
3
195
33
77
19
17
17
391
50
40
39
20
13
15
14
42
22

0.29
-0.37
-0.27
-1.03
-1.02
-0.53
-0.90
-0.10

4.47
4.57
4.70
4.66
6.33
5.01
4.11
3.43
5.68
4.88
5.46
4.61
5.75
5.49
6.09
5.87
gci_marsize
4.12
3.91
3.85
3.59
4.55
4.47
3.36
3.09
4.52
4.32
3.49
3.24
3.78
3.61
5.06
5.16
4.58
4.57
4.16
4.03
3.67
3.39
6.00
6.02
5.52
5.42
4.64
4.64
5.83
5.74
wdi_taxpaym
29
14
40
19
27
8
7
8
13
11
29
7
11
11
41
7
108
14
32
10
22
10
12
9
8
9
6
6
8
8
wdi_timestartbu
32
18
29
12
40
15
35
4
38
5
16
6
26
4
46
30
11
8
27
12
60
6
22
11
70
14
16
7
12
5

0.10
-0.05
-1.33
-0.67
-0.80
-0.86
-0.26
-0.22

0.90
0.33
0.49
0.45
0.27
0.66
0.59
0.69
1.07
0.13
0.40
-0.03
0.02
0.15
0.30
0.34
-0.09
0.02
-0.09
-0.25
-0.02
0.06
0.11
0.34
-0.32
-0.20
0.05
-0.11
-0.01
-0.13
0
11
-42
0
60
190
90
-295
-25
140
-190
35
-5
-187
33

0.80
0.27
0.26
0.26
0.10
0.41
0.53
0.43
0.44
-0.09
0.38
-0.04
0.06
0.13
-0.02
-8.9
-9.4
-2.8
-4.9
-15.1
-2.7
-2.7
-7.7
-3.3
-3.5
-12.0
-2.9
-11.3
-0.2
-0.6
-8
-894
-93
-33
-61
-39
-1
-162
-58
-1
-342
-1
-8
-1
-20

-0.20
-0.26
-0.09
-0.27
-0.19
-0.24
-0.17
0.10
-0.01
-0.14
-0.28
0.02
-0.10
-0.01
-0.08
-15
-21
-19
1
-2
-22
0
-34
-94
-22
-12
-3
1
0
0
-14
-17
-25
-32
-33
-11
-23
-16
-3
-16
-54
-12
-56
-9
-8
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Country

Initial year Final year

Change

Initial year Final year

Change

Initial year Final year

Change

(h)
Bulgaria
Croatia
Czech Republic
Estonia
Hungary
Latvia
Lithuania
Poland
Romania
Slovakia
Slovenia
Germany
Spain
Sweden
UK

wdi_timepaytax
586
423
232
206
930
405
81
81
340
277
280
193
166
171
420
271
190
159
325
188
260
245
196
218
298
158
122
122
105
110

-163
-26
-525
0
-63
-87
5
-149
-31
-137
-15
22
-140
0
5

eur_enterman
4 042
4 142
5 428
4 858
14 613
15 949
4 097
4 841
5 613
4 799
3 439
4 739
4 930
5 450
4 974
4 585
2 790
2 340
1 502
11 676
8 581
8 810
2 380
2 469
4 515
3 624
5 895
5 592
2 133
1 995

99
-570
1 335
744
-814
1 299
520
-389
-450
10 174
229
89
-892
-303
-138

eur_entertot
36 932
43 247
37 725
34 454
87 368
94 038
37 818
47 504
57 115
50 524
35 324
48 256
43 620
51 815
40 824
39 259
24 657
21 825
11 657
72 635
53 275
61 536
22 973
26 702
61 241
50 514
62 998
69 053
28 000
27 786

6 314
-3 271
6 671
9 686
-6 590
12 932
8 195
-1 565
-2 832
60 979
8 261
3 729
-10 727
6 055
-213

Source: Own calculations based on the data from Heritage Foundation, World Economic Forum, World Bank, and Eurostat.

The effects of product market competition are proxied, inter alia, by two variables from Eurostat on the
number of enterprises (per million inhabitants). We are aware of the fact that these are imperfect measures
and may represent the impact of numerous other factors.
The study covers the period from about 2004, that is from the largest EU enlargement to the CEE region,
till the last available data. Countries are compared at the beginning and the end of this period. Since the
availability of variables is very diverse, the terms ‘initial year’ and ‘final year’ are used throughout the paper
instead of the exact years for which a given observation is taken. The initial year includes observations for
the mid-2000s, depending on data availability. In the case of some indicators, these will be values for 2004
or 2005, but in the case of others, there may even be several-year shifts. In turn, the ‘final year’ includes the
latest available observations, usually for 2015 or 2016.
Each country in CEE is compared to four models of capitalism existing in Western Europe: continental,
Mediterranean, Scandinavian (Nordic), and Anglo-Saxon (liberal). We assume that the following countries
are ‘ideal’ representatives of a given model of capitalism:
• Germany – the continental model,
• Spain – the Mediterranean model,
• Sweden – the Scandinavian model, and
• UK – the Anglo-Saxon model.
Table 2 presents the values of variables in the initial and final years and their change for 11 CEE countries
and for the four reference economies.
For each variable, on the basis of numerical values in the beginning and final years, the similarity
coefficient of the CEE country toward each of the four reference economies has been calculated. This
coefficient is compiled according to the author’s method described in detail by Próchniak et al. [2016]. The
similarity coefficient ranges from 0 to 100. The score 100 means that the value of a given variable for the CEE
country is exactly the same as the value of this variable for the reference economy, which is a representative
of the Western European model of capitalism. The score 0 occurs when the difference between the CEE
country and the reference country exceeds (up or down) the three standard deviations calculated for a given
variable within the entire group of 15 countries. If the difference is less than three standard deviations (in
absolute terms), the similarity coefficient is calculated proportionally to the distance from the reference
value. What is important, it does not matter whether the CEE country differs from the reference value
upward or downward. In the economic literature, there are also the other methods of measuring similarities
[see e.g. Walesiak, 2016; Bernardelli, 2018].
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3 Empirical results
The similarity coefficients are shown on polygons, illustrated in Figures 1–11. Polygons constitute the
development and extension of our own concept of the hexagon of similarity, which allows to make an
assessment involving six indicators. The polygons contain a comparison of a given CEE country to four
countries of Western Europe. Each polygon has 24 vertices, each of which corresponds to a single variable.
In order to increase the transparency of the charts, the polygon axes have a scale from -20 to 100, although
all similarity coefficients are in the range from 0 to 100. The larger the area covered by the curve representing
Figure
1 of a given CEE economy to a specific Western
the Western European country, the greater is the
similarity
The
comparison
of
Bulgaria
with
reference
countries
in the area of product market
European model of capitalism.
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Source:
calculations.
Figure
1. TheOwn
comparison
of Bulgaria with reference countries in the area of product market competition.
Source: Own calculations.
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competition
(a) initial year
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(b) final year
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Figure 2. The comparison of Croatia with reference countries in the area of product market competition.
Source: Own calculations.
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Figure 3
of the Czech Republic with reference countries in the area of product
market competition
(a) initial year
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(b) final year
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Figure 3. The comparison of the Czech Republic with reference countries in the area of product market competition.
Source: Own calculations.
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(a) initial year
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(b) final year
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Figure 4 The comparison of Estonia with reference countries in the area of product market competition.
Source: Own calculations.

4

UK

314

Figure 5
TheM.comparison
of Hungary with reference countries in the area of product market
Próchniak
competition
(a) initial year
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(b) final year
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Figure 5. The comparison of Hungary with reference countries in the area of product market competition.
Source: Own calculations.
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competition
(a) initial year
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(b) final year
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Figure 6. The comparison of Latvia with reference countries in the area of product market competition.
Source: Own calculations.
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Figure 7
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of Lithuania with reference countries in the area of product market
competition
(a) initial year
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(b) final year
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Figure
7. The comparison
of Lithuania with reference countries in the area of product market competition.
Source: Own calculations.
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(b) final year
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Own calculations.
Figure
8. The comparison
of Poland with reference countries in the area of product market competition.
Source: Own calculations.
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Figure 9
Próchniak
TheM.comparison
of Romania with reference countries in the area of product market
competition
(a) initial year
hef_fiscal
eur_entertot 100
hef_gov
eur_enterman
hef_business
80
wdi_timepaytax
gci_inst
60
wdi_timestartbu
gci_loccom
40
20

wdi_timeregpro

gci_mardom

0

wdi_timeenfor

gci_effec

-20

wdi_taxpaym

gci_tax

wdi_costbusi

gci_domcom

gci_compind

gci_tradeb

gci_marsize
gci_com
Germany

gci_forcom

gci_forown
gci_busimp

Spain

Sweden

UK

(b) final year
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Figure
9. The comparison
of Romania with reference countries in the area of product market competition.
Source:
Own calculations.
Source: Own calculations.
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Figure 11. The comparison of Slovenia with reference countries in the area of product market competition.
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Table 3 shows the aggregated similarity coefficients, being averages for 24 variables. The values given in
Table 3 are average values of individual variables plotted on polygons. In the last row, mean coefficients for
the entire CEE group are calculated.
Correlation coefficients were also calculated for changes in the values of individual variables, which
are given in Table 2. Correlation coefficients do not include two variables measuring the number of firms
(eur_enterman and eur_entertot). Hence, for each pair of countries, correlations cover 22 observations. Due
to the possibility of a spurious correlation, the results obtained based on the correlation analysis are treated
as supplementary.
Table 3. Similarity coefficients in the area of product market competition
CEE country

Reference country
Germany

Spain

Sweden

UK

37.4

54.0

35.1

35.4

(a) Initial year
Bulgaria
Croatia

43.0

58.7

43.7

39.7

Czech Republic

59.5

70.5

66.3

52.2

Estonia

68.8

70.3

71.2

69.0

Hungary

66.8

81.7

71.7

56.4

Latvia

58.4

71.4

58.4

56.5

Lithuania

56.5

71.8

59.5

51.1

Poland

47.0

70.0

47.1

43.8

Romania

46.5

59.3

45.4

40.7

Slovakia

65.9

67.2

65.2

61.1

Slovenia

43.9

68.5

48.2

45.2

Mean

54.0

67.6

55.6

50.1

(b) Final year
Bulgaria

43.3

65.2

37.7

35.9

Croatia

40.7

56.5

34.5

35.5

Czech Republic

56.5

64.3

55.5

54.1

Estonia

65.6

64.4

72.8

73.2

Hungary

55.1

72.5

58.3

51.2

Latvia

62.0

70.2

67.0

65.3

Lithuania

59.3

72.8

60.8

54.3

Poland

62.8

73.4

53.1

53.6

Romania

55.5

70.9

48.2

49.0

Slovakia

51.7

67.6

56.3

50.6

Slovenia

50.5

60.3

52.4

44.5

Mean

54.8

67.1

54.2

51.6

Gray cells indicate the reference country to which the CEE country is most similar. If the difference is less than 3 percentage
points compared to other reference countries, the gray color includes the larger group of countries including all countries for
which the difference from the leader is less than 3 percentage points.
Source: Own calculations.

The empirical analysis yields the following findings for the individual CEE countries.

322

M. Próchniak

3.1 Bulgaria
The analysis suggests that Bulgaria was the most similar to the Mediterranean model of capitalism. This
took place both in the initial and final years of the study. The similarity coefficient for the initial year
given in Table 3 amounted to 54.0% in relation to that of Spain. In relation to the other three countries, the
coefficients were significantly lower: 37.4% in relation to Germany, 35.4% against the UK, and 35.1% toward
Sweden. In the final year, the similarity to Spain even increased: the coefficient between Bulgaria and Spain
was 65.2%, i.e. significantly higher than in comparison with that of the other three reference countries:
Germany (43.3%), Sweden (37.7%), and the UK (35.9%).
A strong similarity to Spain over the last 10 years is also confirmed by the correlation coefficient for
changes in the values of indicators, which are given in Table 2. The correlation coefficient calculated in this
way between Bulgaria and Spain is 0.9369 and is statistically significant at the 1% significance level (p =
0.0000). The correlation coefficients of the dynamics of 22 variables between Bulgaria and the other three
reference countries are negative but statistically insignificant.
The results suggest that in terms of path dependency, changes in the area of product market competition
in Bulgaria were very similar to changes taking place in Spain. It can thus be assumed that the model of
capitalism in Bulgaria was very similar to the Mediterranean model of capitalism, and the similarity was
stable over time.
Analysis of polygons in Figure 1 confirms that the similarity to Spain was strong in both the initial and
final years. The figure also shows that the similarity (or its lack) between Bulgaria and all four reference
countries was quite stable over time: the variables with the highest similarity between Bulgaria and the
other reference countries were more or less the same in the initial and final years of the study.

3.2 Croatia
Croatia – like Bulgaria – was the most similar to the Mediterranean model of capitalism in terms of the
institutional environment in the area of product market competition. Croatia shaped its path dependency
in the same way as Spain. High resemblance to the Mediterranean model was observed both in the initial
and final years. In the mid-2000s, the similarity coefficient between Croatia and Spain equaled 58.7% and
was much higher than in the other three reference economies: Germany (43.0%), Sweden (43.7%), and the
UK (39.7%). At the end of the period, a high similarity to the Mediterranean model was maintained (56.5%),
but the similarity to the Scandinavian and Anglo-Saxon models decreased to 34.5% and 35.5%, respectively.
Analysis of polygons in Figure 2 confirms the highest institutional similarity between Croatia and Spain,
but in the case of several variables, there are strong differences between these countries at the beginning
and end of the analyzed period. In the mid-2000s, Croatia was very different from Spain in terms of total tax
rate, time needed to register ownership, and time needed to start a business. In turn, in recent years, the
largest differences between Croatia and Spain could be additionally noted in terms of trade barriers and the
number of tax payments, while they were not visible in time needed to start a business. Such an outcome
supports the view of the patchwork nature of capitalism.
Correlation coefficients between Croatia and the four reference countries for changes in 22 indicators
are statistically insignificant at the 1% significance level and cannot be the basis for inference.

3.3 Czech Republic
The Czech economy also shows the strongest similarity to Spain. This finding results both from comparing
the Czech Republic and Spain based on the coefficients of similarity and the values of particular indicators
on polygons, as well as from the analysis of correlation coefficients calculated for the dynamics of the
variables examined.
The similarity coefficient presented in Table 3 in the period around the country’s entry into the EU
equaled 70.5% in relation to Spain, while in the case of other countries, it was lower: 66.3% toward Sweden
and 59.5% and 52.2% in relation to Germany and the UK, respectively. In the last year, the institutional
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architecture of the Czech Republic was the closest to the Mediterranean model as well (similarity coefficient
at 64.3%), while the resemblance to the other three models (continental, Nordic, and liberal) was smaller
with coefficients around 55%.
High similarity of the Czech and Spanish institutional environment is also visible in the case of the
analysis of changes in indicators over the last decade. The correlation coefficient on data representing the
dynamics of 22 variables in the Czech Republic and Spain was 0.919 and was statistically significant at
1% level (p = 0.0000). Analogous correlation coefficients between the Czech Republic and other reference
countries turned out to be statistically insignificant at the 1% significance level.
At the time of EU accession, the Czech Republic was almost identical to Spain in terms of the following
three areas: business freedom, intensity of local competition, and the overall competitiveness index called
Global Competitiveness Index (GCI). For example, the value of the latter index in the 2006–2007 edition
(i.e. for the oldest available data) equaled 4.67 in the Czech Republic and 4.70 in Spain, i.e. at a similar
level. In the final year, the greatest similarity between the Czech and Spanish economies concerned the
effectiveness of anti-monopoly policy.
The proximity of the institutional systems in product market competition in the Czech and Mediterranean
models of capitalism and the relative similarity of past trends can also be seen on the polygons shown in
Figure 3. Polygons demonstrate that the Czech Republic was evidently different from reference countries
(not only Spain but also Germany, Sweden, and the UK) in terms of one variable: the number of enterprises
in manufacturing and – albeit to a lesser extent – the total number of enterprises. Indeed, the analysis of
source data shows that the Czech economy was characterized by the largest number of enterprises per one
million inhabitants (in total economy and in manufacturing) among the entire group of 15 countries during
both the beginning and the final years.

3.4 Estonia
In contrast to the three previously analyzed countries, the Estonian economy is characterized by a different
institutional architecture and is not the closest to the Mediterranean model. The path that Estonia followed
was different, and it is difficult to determine to which of the already shaped capitalist models, it fits the
most.
The similarity coefficients calculated for the initial year do not allow to draw unambiguous conclusions.
The difference between the most similar model, i.e. Scandinavian, and the most different one, i.e.
continental, is less than 3 percentage points, which makes the whole row in part (a) of Table 3 marked in
gray.
The data suggest that after joining the EU, Estonia found itself on the path that made this country
similar to both the Anglo-Saxon and Scandinavian models. As a result, the highest similarity coefficients in
the final year were recorded in relation to the UK (73.2%) and Sweden (72.8%). The similarity to Germany
and Spain in recent years was lower (similarity coefficients equal to 65.6% and 64.4%, respectively). The
closeness to the Anglo-Saxon model results from the high degree of economic freedom in Estonia, the
efficient tax system and, as a result, a large openness and competitiveness of the economy. It turns out
that in the case of many analyzed variables, Estonia achieves the best (or one of the better) outcomes in the
entire group of 11 CEE countries. For example, Estonia is a leader among the new EU members in terms of
time needed to prepare and pay taxes, the number of tax payments, time needed to start a business, and
the scope of domestic competition. In turn, a large similarity to Sweden results, among others, from the
geographical proximity of these countries and the strong ties of Estonia with Scandinavia.
The Estonian path of convergence toward the Anglo-Saxon model of capitalism is also confirmed by the
correlation coefficients. A statistically significant correlation (at the 1% significance level) occurs only with
the UK, and the value of the correlation coefficient is positive. This is an additional argument suggesting
that the changes in the values of the analyzed variables in Estonia were often in line with the changes
observed in Great Britain.
The polygons illustrated in Figure 4 show that the model of capitalism in Estonia displayed many
common features with all four reference models of capitalism. As a result – especially in part (a) of the chart
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– it is difficult to distinguish the Western European country most similar to Estonia in terms of the analyzed
variables. This outcome supports the concept of patchwork character of capitalism.

3.5 Hungary
The model of capitalism that appeared in Hungary most resembles the Mediterranean variant of capitalism
existing in Spain. This situation occurred both in the initial and final years of the analysis. The similarity
coefficients for the initial year amounted to 81.7% in relation to Spain, while in comparison to other
reference countries, they were equal to 71.7% (Sweden), 66.8% (Germany), and 56.4% (UK). In the final
year, the strongest similarity of the Hungarian economy to the Mediterranean model is also reflected by
high similarity coefficient at the level of 72.5%, well above three other values (between 50% and 60% for
the three remaining reference countries).
The institutional path that makes the Hungarian economy similar to the Mediterranean model of
capitalism is also confirmed by a positive and statistically significant (at 1% significance level) correlation
coefficient for changes in 22 indicators in Hungary and Spain. Nevertheless, looking at the mutual
correlations of the dynamics of changes, statistically significant coefficients were also recorded between
Hungary and Sweden (negative relationship) and between Hungary and the UK (positive link).
The analysis of individual variables shows that Hungary achieved similar results as Spain in the initial
year in three areas: business freedom, the intensity of local competition, and the effectiveness of antimonopoly policy. Recently, the strongest similarity to the Mediterranean model of capitalism occurred in
terms of the economic impact of law on foreign direct investments (FDI) and the number of enterprises in
the economy (per million inhabitants).
Figure 5 also shows the strongest similarity of Hungary to Spain. Particularly in part (a) of the chart,
the black dotted line is located very close to the vertices of the polygon, confirming the high value of the
similarity coefficient.

3.6 Latvia
In contrast to the previously discussed Baltic country, i.e. Estonia, the institutional environment in the
area of product market competition of the Latvian economy is the closest to the Mediterranean model of
capitalism. This is confirmed by the calculated similarity coefficients. For the initial year, this coefficient
equaled 71.4% compared to that of Spain, but in relation to the other three reference countries, it stood at
56%–58%. Analogous differences, although smaller, occurred in the final year of the analysis. The similarity
coefficient of Latvia to Spain, according to the latest available data, reached the value of 70.2%, and for the
remaining three reference countries, it ranged from 62% to 67%.
Analysis of polygons in Figure 6 confirms the strong similarity between Latvia and Spain. Part (a) of
the chart suggests that the Latvian economy was close to the Mediterranean model of capitalism, but it
remained remote compared to other models mainly on the basis of competitiveness indicators from the
World Economic Forum database. For example, if we look at the aggregate GCI (variable gci_compind), we
see that the value of this indicator for Latvia (4.47 in the initial year and 4.45 in the final year) was the closest
to that for Spain, for which this indicator stood at 4.70 and 4.59, respectively, while in the other reference
countries, this index exceeded 5 in both years.

3.7 Lithuania
The Lithuanian economy is similar in some aspects to the Latvian one. As a result, Lithuania achieves
outcomes comparable to those by Latvia in terms of institutional environment prevailing at product
markets after joining the EU. As in the case of Latvia, the greatest similarity of the institutional architecture
in the field of product market competition occurred between Lithuania and Spain. The closeness to the
Mediterranean model of capitalism was evident in both analyzed years and is confirmed by similarity
coefficients.
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Lithuania’s similarity coefficient toward Spain amounted to 71.8% in the initial year and 72.8% in the
final year, i.e. at similar levels as in the case of Latvia. Lithuania’s coefficients in relation to the other three
reference countries in both analyzed years were lower and ranged from 50% to 60%.
The polygons in Figure 7 confirm the significant resemblance of Lithuania to the Mediterranean model of
capitalism. Polygons for Lithuania are also similar in terms of both shape and surface to analogous polygons
for Latvia, which reflects the common characteristics of the economies of these two Baltic countries.

3.8 Poland
The results suggest that in terms of product market competition, the Polish economy was the most similar
to the Mediterranean model of capitalism represented by Spain. In the initial year, the similarity coefficient
for this pair of countries amounted to 70.0% and was much higher than that between Poland and the other
three reference economies: Sweden (47.1%), Germany (47.0%), and the UK (43.8%). In the final year, Poland
maintained its greatest resemblance to the Mediterranean model of capitalism with a coefficient of 73.4%.
The German economy ranked second in terms of the degree of similarity (a coefficient of 62.8%). The values
of similarity coefficients in relation to the two other reference countries, Great Britain and Sweden, were
significantly lower and amounted to around 53%.
In the initial year, the relatively strong similarity of Poland to the Mediterranean model and weak
resemblance to the Scandinavian, Anglo-Saxon and continental models of capitalism could be observed
for the following indicators: institutions, effectiveness of anti-monopoly policy, domestic competition,
competition, GCI, and the cost of procedures required to start a business. One hundred percent similarity to
Spain also occurred in the case of business freedom, but for this variable, the same full similarity also took
place in relation to Germany and Sweden (for all the abovementioned countries, the value of the indicator
was 70.0).
At the end of the analyzed period, the areas in which Poland was highly similar to the Mediterranean
model and at the same time relatively different from other Western European countries were as follows:
business freedom, institutions, effectiveness of anti-monopoly policy, GCI competitiveness index, and cost
of procedures required to start a business. As we can see, the areas of similarity between Poland and Spain
were to a large extent the same in both years.
Figure 8 shows the polygons of Poland’s similarity to the four reference countries. In part (a), the black
dotted line representing Spain covers the largest area (it lies near the vertices) and is significantly different
compared with the other lines. This confirms the greatest similarity of Poland to the Mediterranean model
of capitalism and much smaller similarity to the other models in the initial year of the study. In part (b) of
the figure, the black solid line increased the coverage of the polygon, indicating the relative rapprochement
by Poland toward Germany in recent years, being the sign of the patchwork nature of capitalism.

3.9 Romania
Like the majority of the countries analyzed so far, the institutional architecture of Romania was the closest
to the Mediterranean model of capitalism in both analyzed years. At the beginning of the period, the
coefficient in relation to Spain amounted to 59.3% and was higher than that for other countries: Germany
(46.5%), Sweden (45.4%), and the UK (40.7%). Analogous differences also occurred in the final year. The
similarity coefficient toward Spain amounted to 70.9%, well above the corresponding figures for Germany
(55.5%), Sweden (48.2%), and the UK (49.0%). The degree of similarity for all 24 variables is illustrated on
the polygons shown in Figure 9.
In the initial year, the similarity coefficient for Romania relative to the Mediterranean model was at a
level comparable to that recorded by Bulgaria and Croatia and at the same time significantly lower than that
noted by the other eight CEE countries. This is due to the fact that Romania, Bulgaria, and Croatia joined the
EU a few years later (the first two countries in 2007 and Croatia in 2013), so the institutional environment in
these countries was characterized in the mid-2000s by a relatively small degree of similarity to the shaped
models of capitalism in Western Europe. In the final year of the analysis, i.e. over 10 years after the largest
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EU enlargement into CEE, the similarity coefficient for Romania (as well as for Bulgaria, although not for
Croatia) in relation to that for Spain converged to a level comparable with that for many other CEE countries.

3.10 Slovakia
Around the EU accession, Slovakia revealed institutional architecture in the area of product market
competition comparable to that prevailing in three Western European models of capitalism: Mediterranean,
continental, and Scandinavian. Despite the highest resemblance toward Spain (67.2%), the analogous
figures in relation to Germany and Sweden are at comparable levels (65.9% and 65.2%, respectively). Hence,
it is difficult to recognize (based on 24 macroeconomic variables adopted in the study) to what model of
capitalism the Slovak economy converged, which supports the view on the patchwork nature of capitalism.
Figure 10 shows polygons that compare Slovakia with four reference countries in the initial and final years.
At the end of the period, the situation regarding the reference country significantly crystallized.
According to the newest available data, Slovakia is the closest to the Mediterranean model of capitalism
represented by Spain. The corresponding similarity coefficient was 67.6%. The similarity coefficients in
relation to other countries ranged from 50% to 56%.
The resemblance to Spain has been confirmed by correlation analysis. The correlation coefficient between
Slovakia and Spain for changes in 22 indicators amounted to 0.6614 and was statistically significant at the
1% significance level. Correlation coefficients against Germany and the UK were statistically insignificant,
while negative correlation was recorded toward Sweden.

3.11 Slovenia
Slovenia shows the greatest resemblance to the Mediterranean model of capitalism. Especially in the
initial year, i.e. around the country’s accession to the EU, the similarity to Spain was clearly greater than
the convergence toward other reference countries. In this year, the similarity coefficient to Spain was
68.5%, while in the case of the other Western European economies, it was much lower: Germany (43.9%),
Sweden (48.2%), and the UK (45.2%). A strong similarity to Spain is visible in part (a) of Figure 11. The
black dotted line covers an area much larger than the other lines, indicating the relatively high closeness
between Slovenia and Spain in the area of product market competition. This result is difficult to consider as
accidental. Slovenia is a country located in the Mediterranean region and borders Italy, a state that is also
treated as a typical example of the Mediterranean model of capitalism. Such a path dependence, including
the closeness of countries in historical, geographical, political, social, and economic terms, has made
Slovenia the closest to the Mediterranean model.
The proximity to the Mediterranean model also occurred in the final year of the study, although the
differences with other reference countries were not so large. The similarity coefficient against Spain was
60.3%, toward Germany and Sweden was 50%–52%, and in relation to the UK was 45%. Slovenia can be
considered as the least similar to the liberal model of capitalism, which results, inter alia, from high state
involvement in the economy of this country.
As we can see, EU membership shaped the path dependence and brought Slovenia closer to other EU
countries in terms of the institutional environment in the area of product market competition.

4 Conclusions
The analysis carried out in the study allows to draw the following conclusions.
1. In the area of product market competition, almost all CEE countries were the most similar to the
Mediterranean model of capitalism represented by Spain.
2. The exception is Estonia, whose institutional architecture in terms of product market competition was
more similar to that of the Anglo-Saxon and Scandinavian models.
3. CEE countries showed a relatively stable path dependence – their similarity to the Mediterranean
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model took place in both the initial year of the analysis (around the largest EU enlargement into the
CEE region) and the final year (i.e. for the latest available data).
4. It can be assumed that a large resemblance to Spain results from a similar level of development. In
terms of GDP per capita, the CEE countries achieve similar outcomes like Spain, which is the poorest
among the four reference countries included in the study.
5. The analysis of individual variables shows that the degree of similarity to the ‘ideal–typical’ capitalist
models was very differentiated in terms of single indicators (similarity coefficients for individual
variables exhibit a large variance). This can be seen as a confirmation of the observation that the
adoption of any Western European models of capitalism was not an intended economic and political
goal.
6. The variety of results for the individual indicators is also a proof that the model of capitalism prevailing
in CEE in the area of product market competition may be called a patchwork capitalism.
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Abstract: The purpose of the article is to characterize selected theoretical and methodological
advantages, controversies, and limitations of the varieties of capitalism (VoC) approach in application
to Central and Eastern European (CEE) countries. It indicates the reasons for the usefulness of such
an approach for the study of postcommunist capitalism in the region. The application of the VoC is
considered as going beyond the dominant approaches to systemic changes in CEE in the 1990s, such as
the strategy of neoliberal economic reforms and the “transitology” prevailing among political scientists
and sociologists who referred to democratic patterns of change in Southern Europe. After a decade of
reforms, due to different trajectories of development in the countries of the region, such interpretations
lose their explanatory power. Other ways of analyzing transformations in CEE have become needed. The
need for new theoretical inspirations has also been strengthened by the European Union (EU) accession
of the same postcommunist countries. The accession has generated a search for a new language of
description and analyses of institutional changes in all the countries of the enlarged Union. In this
context, the VoC approach seems to fill the theoretical vacuum left by the end of the “transition” debate
in the political research on CEE and provides a major post-transition research agenda and has also built
a bridge between discourses which were previously separated in the political economy, neo-institutional
approaches, economic sociology, and political sciences. The key advantages of the VoC approach are
presented, which made these perspectives influential among researchers of institutional changes in
postcommunist countries. The theoretical and analytical framework, classifications, typologies, clusters,
indexes, indicators, and so on are tested and widely applied as well. Selected weaknesses and limitations
of the VoC approach in the application to CEE are also analyzed. Their manifestation is the confusion
associated with the use of various classifications of models of capitalism and the functionalistic character
of the VoC focusing on explaining the results, but not the causes of the institution’s activities, as well on
institutional determinism diminishing the significant role of the social factors of change.
Keywords: the diversity of capitalism, models of capitalism, postcommunist variants of capitalism,
Central and Eastern European economies

1 Introductory remarks
Since the turn of the 20th and 21st centuries, the dominant paradigm in comparative research on
contemporary capitalism has been the varieties of capitalism (VoC) approach. According to the VoC
assumptions, after the Second World War, two main models of political economy of capitalism were formed: a
liberal market economy (LME) and a coordinated market economy (CME) [Hall and Soskice, 2001]. Although
this dichotomy has been criticized for its simplification, it still sets the basic theoretical framework for VoC
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research, and since the second half of 2000 it has also been applied with various modifications toward postsocialist Central and Eastern Europe (CEE). In the development of the VoC literature, however, there has
been a certain dissimilarity in the treatment of contemporary models of the political economy of capitalism,
which partly results from a different theoretical and methodological tradition of the specifics of various
scientific disciplines. For example, sociologists tend to be more likely to use the qualitative typology of
market economies presented by Hall and Soskice. On the other hand, economists use the statistically
sophisticated typology of capitalism developing the concept of Bruno Amable. In his book, The Diversity
of Modern Capitalism (2003), Amable distinguished five different models of capitalism: market-based
economies, social democratic economies, Asian capitalism, Continental European capitalism, and South
European capitalism.
The manifestation of the first approach is primarily research in the field of industrial relations and
collective labor relations in which the dichotomous model of liberal capitalism and coordinated capitalism
corresponds well with the discussion on the neo-pluralistic or neo-corporatistic system of representation
of interests. An example of the latter approach is the analysis of various institutional areas of the market
economy, such as the financial sector, social protection, product–market competition, and education, which
are arranged in complex patterns of connections. They enable the empirical recognition of various models
of modern capitalism. These models, based on extensive statistical methods and techniques, usually go
beyond the LME and CME dichotomy. The researchers who use them emphasize that such features of the
organization of the economy occur in different proportions in all VoC, both at the state and sectoral levels
[Farkas 2016; Amable 2003].
The article characterizes selected theoretical and methodological advantages, controversies, and
limitations of the VoC approach and its different versions in applications to postcommunist CEE countries,
especially to Poland, Hungary, the Czech Republic, and Slovakia, often referred to as the Visegrad Four (V4).
Due to the fact that the author is a sociologist of the economy, he also draws attention to the advantages and
limitations of the neo-institutional perspective in the approach to the “new capitalism” in CEE, which he
considers from a slightly different angle than economists. The structure of this paper is organized as follows:
the first part (Why is VoC useful for the study of capitalism in CEE?) describes the reasons for applying the
VoC approach to CEE countries against the background of changes in the theoretical interpretation of the
postcommunist transformation after the accession to the European Union (EU); the second part (The main
advantages of VoC in the study of CEE) presents the main advantages of the VoC approach, including the
introduction of new theoretical and methodological inspirations to the analysis of changes in economic
institutions in the region compared to highly developed countries; in the third part (Examples of important
theoretical inspirations of the VoC: comparing CEE capitalism), based on the examples of selected typologies
of capitalism, elements of the added value of the VoC approach in studies on the development of CEE are
indicated; the fourth part (Selected VoC weaknesses) focuses on some weaknesses and limitations of VoC,
with particular emphasis on research in the region. Final remarks (Concluding remarks) close the article.

2 Why is VoC useful for the study of capitalism in CEE?
There can be pointed out several most important reasons which favor the use of the VoC perspective for the
“new capitalism” in CEE. In the 1990s, among economists, systemic changes in the region were considered
mainly within the concept of imitative modernization which dominated in the version of the neoliberal
strategy of economic reforms. Similarly, most political scientists and sociologists undertook the issue of
systemic changes in the CEE adopting the normative assumptions of “transitism”, referring to the political
transformations in Southern Europe and in Latin America in the 1970s and 1980s [Holzer and Balik, 2009;
Carothers, 2002]. The common denominator of this perspective was the assumption that Western countries
provide ready-made models to follow, and the changes carried out in accordance with them trigger processes
analogous to those known from developed capitalist countries. The postcommunist transformation was
considered primarily as a transplantation of Western institutions and “modernization through integration”
with the EU. This was perceived as similar to the process of “modernization through internationalization”,
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occurring in Latin America [Przeworski, 1995]. At the same time, a tendency emerged to treat Western
societies in an idealized and homogeneous way, blurring significant institutional differences among them
[McMenamin 2004, p. 265].
Systemic transformation and accession of some CEE countries to the EU, economic integration
with Western Europe, and global markets created a need for a new look at the postcommunist system
transformation. From the perspective of some western researchers (especially those critical of economic
orthodoxy), applying the VoC approach to the former Eastern bloc countries has opened opportunities to
expand their theoretical preferences and empirical research onto new geographical and political arenas. It
also provided an opportunity to verify previous research findings, which often gives impetus to developing
theories and prompts successes in new academic fields, especially that the implementation of economic
orthodoxy in the early 1990s, strongly correlated with the practice of the neoliberal Washington consensus,
soon revealed its limitations in the face of qualitatively new problems of the CEE countries.
As North [2003] remarked, neoclassical economics was not created to explain issues that are of
fundamental importance to the problems of the modern world, especially countries recreating elemental
political and institutional rules, such as the division of power, social control, property rights, capital market,
or contract enforcement. This is a static theory, based on the model of economic balance, with no place for the
state and institutions, and assuming full access to information. Its mainstream focused on the functioning
of developed markets, and it did not deal with the transition from a centrally planned economy to a market
economy. As a result, a large scale of challenges related to the political transformation has shown that the
implementation of mainstream economics in the CEE countries encounters significant restrictions. Their
research had a theoretical character, resulting from the inadequacy of theories explaining the development
of Western capitalism to the postcommunist conditions as well as a practical one – stemming from the
specific circumstances of the transition toward market and democracy (e.g., low state capacity, lack of
capital and capitalist class, domination of state property, or the construction of a new system at the time of
globalization restricting the prospects of autonomous policy).
The early VoC debate also focused on highly developed countries, which resulted from their institutional
stability. Focusing on this group of countries reflected their global leading role (including the academic
world) along with the belief that they form a set of institutional solutions which other countries could
follow. At the same time, the stability of these solutions created good premises for long-term research
which were justified also by methodological considerations, such as the standardization of data and
their high quality and comparability resulting from the Organization for Economic Cooperation and
Development (OECD) membership. The collapse of centrally planned economies in the USSR and CEE as
well as the emergence of a new geography of economic growth (particularly, the growing importance of
Asian states) has, however, launched the processes of creating further variants of capitalism with different
institutional and cultural characteristics. Because one of the essential features of such processes is the
establishment of economic rules through political change, the analysis of new phenomena and processes
created also a need for new theoretical interpretations that go beyond economic orthodoxy. Such a need
coincided with the emergence or revival of research orientations in the West that were critical of the
assumptions, subject, and methodology of the economic mainstream. Among them, significant influence
was achieved by new institutional economics, public choice theory, evolutionary economics, and economic
sociology and behavioral economics. Although these approaches show differences and theoretical and
methodological contradictions, their common denominator is to enrich the areas of economic research with
a multidisciplinary reflection. They also contain plenty of elements of complementarity toward mainstream
economics and introduce perspective approaches to the challenges posed by modern economics. In this
way, they also provide tools to reach beyond the neoclassical view of the creation of new political and
economic systems in post-socialist countries.1
Researchers note various reasons which delay the development of the VoC approach in post-socialist
countries. They mention, among others, the dominance of the neoliberal perspective in the characterization
1 Theoretical sources of new institutionalism and other concepts underlying VoC are characterized by Farkas [2016] and Morgan et al. [2010].



The strength and weaknesses of the varieties of capitalism approach

331

of transformation which preferred the Anglo-Saxon patterns as universal ones, the initially insignificant
link between the research in CEE countries and the Western theoretical debate on contemporary variants
of capitalism, as well as the relatively short period of systemic transformation hindering the formulation
of in-depth generalizations [Kitschelt, 2001; McMenamin, 2004, Miller, 2010].2 The situation changed
when some of the CEE countries joined the EU. This new geopolitical and economic status quo, along with
discussions on the transformation of capitalism at the beginning of the 21st century, fostered attempts to
apply the VoC approach to former socialist countries. In the theoretical and geographical dimensions, a
discussion was opened on market reforms in other countries and regions of the world – in Russia (the
Commonwealth of Independent States, CIS) as well as in China and Vietnam [King and Szelenyi, 2005; Lane
and Myant, 2007; Myant and Drahokoupil, 2011].
The process of EU enlargement to the East has contributed to changing the methodology, the definition
of statistical categories, and indicators of economic and social development in the accession countries.
Researchers from CEE countries gained new opportunities to participate in joint research projects
with Western centers, which were financed from EU funds or other foreign grants.3 Since the end of the
1990s in CEE, such research has been part of the search for new theoretical concepts after the paradigm
of transformation, characterized by the transition from the monocentric order of “real socialism” to the
polycentric order of democracy and capitalism. Several Polish sociologists, summarizing the usefulness
of selected theoretical approaches after a decade of radical systemic changes in CEE, emphasized that the
paradigm of transformation began to lose its importance due to the transition of the region’s societies to a
different stage of development. Over time, the essential characteristics of the initial stage were, to a lesser
extent, characterized by the processes representative of societies that were “emerging from communism”.
Although they still retained their national and regional specificity, they became more universal, subject
to global megatrends, and CEE countries had already started to operate under “real capitalism” and “real
democracy”. Their membership in the EU and in the global system required a new theoretical reflection,
including a comparative one [Wnuk-Lipiński and Ziółkowski, 2001, pp. 32–33].
In this context, the VoC approach seems to fill the theoretical vacuum left by the end of the “transition”
debate in the political research on CEE and provides a major post-transition research agenda and also has
built a bridge between discourses which were previously separated in political economy, neo-institutional
approaches, and economic sociology [Mendelski, 2010, pp. 16-17; Bluhm, 2010, p. 213]. The VoC perspective
became even more significant because during the postcommunist changes in CEE new ideas of social
and economic order were not formulated. The demands of the governments mainly concerned the rapid
introduction of systemic solutions modeled on the leading western states [Offe, 1996; Szacki, 1994;
Dahrendorf, 1990; Ash, 1989; Eyal at al 1998]. As a consequence, the fundamental institutional choices
became, to a large extent, the result of tactical solutions and momentary circumstances that did not result
from clearly presented political programs or a deliberate reform strategy. One can discuss to what extent
“leaving communism” could have been carried out differently. Despite the huge increase in knowledge in
social sciences, “we still do not know how to create institutional systems that will do what we expect of
them to” [North 2003, p. 151]. The global financial crisis symbolized by the collapse of Lehman Brothers in
2008 with all its consequences confirms this thesis. In this perspective, it is worth noting that one of the
outcomes of the systemic changes in the CEE has been the institutional weakness consisting in the creation
of an unstable frame of reference and high variability of rules, which limits the possibility of rooting new
patterns of operation.4
2 For example, in Poland in the 1990s, for ideological reasons, the differences between the capitalist and socialist economies
were emphasized in a way that blurred the differences between their variants. Despite the rapid disclosure of different trajectories of growth and institutional changes in the CEE countries, neoliberal elites avoided discussions on the “target” model of
capitalism [Wojtyna, 2005, p. 84].
3 An example of this kind of effects of cooperation is the author’s book on the Polish variant of capitalism [Jasiecki 2013],
written thanks to participation in a research project comparing economic and institutional changes in Hungary, Poland, and
Germany [Bluhm et al., 2014].
4 Offe [1996, p. 200] proposed to conduct a certain institutional test, involving operational feedback to show the extent of
people’s actions being in line with official standards as well as the ways and scope of circumventing the standards, e.g., the
rules of the recruitment process for managerial positions in the public sector or law-making procedures.
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In connection with the differences in the trajectory of the development of the region’s countries, the
thesis was negatively verified that systemic changes in CEE can be considered in terms of one model of
“Eastern European capitalism”, whose institutional framework would be common to all the countries in
the region [Stark 1996]. What has developed is a heterogeneous mosaic of countries, whose systems have
significantly different characteristics: from pluralistic democracies, through authoritarian and oligarchic
systems, to the difficulty to unequivocally qualify “hybrid regimes” [Kitschelt 2001], a political “gray zone”,
new forms of “non-democracy”, or “non-liberal democracy” [Zielonka, 2018; Muller, 2017; Inglehart and
Norris, 2016].5 High heterogeneity and divergent directions of systemic changes occurring in this area also
apply to economic models [Aslund, 2008]. They form a spectrum of variants that go beyond the binary
typology of capitalist economies of Hall and Soskice, which is confirmed by comparative studies of CEE
and other EU countries, OECD, etc. [Farkas, 2016; Próchniak et al., 2016; Bluhm at al., 2014; Schneider and
Paunescu, 2012; Bohle and Greskovits, 2012; Tridico, 2011; Lane and Myant, 2007; Hancke et al., 2007].

3 The main advantages of VoC in the study of CEE
The VoC approach provides new theoretical and methodological inspirations in the study of changes
in CEE and in comparison to highly developed OECD countries, especially in Western Europe. It draws
attention to the holistic nature of institutions that create relatively coherent patterns of complementarity
in the countries of “new” post-socialist capitalism. It contains a large cognitive potential, useful in the
discussion of systemic changes, and the differences of variants of capitalism in the region and in the EU.
It is conducive to identifying strategic dilemmas, choices, and limitations that exist in countries seeking
an “optimal” model of contemporary capitalism. As sociologist Michał Federowicz aptly pointed out, ”the
school of diversity in capitalism focuses on the centers of modern capitalism, but also follows the dynamics
of competing with each other and internal changes. Each of them provides a language for ‘latecomers’,
or countries [...] which joined the ranks of advanced economies with a long delay. Studying the dynamics
of change, whether in the centers or in the ‘latecomers’, does not offer instruction, but rather shows the
transformation gap expressed in immature economic institutions and helps in finding ways to breach it”
[Federowicz, 2004, p. 27].
The study of individual postcommunist states, taking into account the achievements of advanced
economies, requires the adoption of certain general theoretical and analytical framework useful for various
comparisons – national, sectoral, problematic, etc. Without such a framework, the focus on specific
countries prompts to look for specific explanations and concepts, resulting in difficulties in international
comparisons, and generalizations are virtually impossible [Wojtyna, 2005, p. 95]. The VoC approach
counteracts these kinds of threats due to setting its findings against the background of universal comparative
research of highly developed countries, especially that the VoC approach provides a conceptual and
analytical framework: a conceptual grid, statistics, classifications, typologies, clusters, indexes, indicators,
measures, and so on. Some of them become both elements of academic discourse and provide language and
tools useful in the public debate.
Among the manifestations of such inspirational uses, one can identify significant comprehensive
literature and comparative databases in the area of industrial relations, e.g., Reports on industrial relations
in Europe or the European Participation Index and important research centers, such as the European
Industrial Relation Observatory (EIRO), the European Trade Union Institute (ETUI), and Eurofound. Periodic
meetings of researchers – the SASE Annual Conference (alternately in Europe and on other continents)
and specialized magazines, e.g., the Socio-Economic Review or the Warsaw Forum of Economic Sociology
in Poland – are of a more general nature, including an extended theoretical context. Expanding the issues
onto other states and including further groups of researchers create additional cognitive challenges,

5 On the theoretical and methodological aspects of research on postcommunist undemocratic “hybrid regimes” see Holzer and
Balik [2009]. The book by the Czech political scientists can be a good starting point for discussions on the specificity of “illiberal
democracy” in the CEE countries and the impact of policy on the economy.
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influence the methodology, and modify the nature and scope of generalizations which must also take into
account the complexity of the institutional architecture of modern capitalism. Such tendencies are reflected
in significant collective works such as The Oxford Handbook of Comparative Institutional Analysis.
The VoC approach integrates the results of research of various research disciplines, such as political
science, sociology, economy, history, law or psychology, and others, on the basis of the neo-institutional
approach; the deficit of which is particularly pronounced in the public debate in the countries of CEE. At the
same time, it provides theoretical and empirical tools that enable the characterization of both similarities and
differences among countries and groups of countries in the region. Every economy has specific capabilities
and coordination mechanisms that correspond to what companies and governments do [Hall and Soskice,
2001, p. 35]. As a result, the development of the VoC approach, including some alternative concepts of
diversity of capitalism, has proved to be inspiring also for postcommunist countries [Próchniak et al., 2016;
Farkas, 2016; Bohle and Greskovits, 2012; Schneider and Paunescu, 2012; Nolke and Vliegenthart, 2009,
Hancke et al., 2007, Lane and Myant, 2007].
In this respect, profuse literature, related to the application of VoC in postcommunist countries, already
exists. Mendelski [2010, p. 11] divided this literature into four kinds of analyzes: 1) single-country case
studies (for example, Czech Republic or Poland); 2) comparative case studies (Estonia versus Slovenia as
model antipodes and a group of countries, such the Baltic republics versus Central European countries);
3) static comparative analysis (group of countries from point of view selected indicators, e.g., stock market
capitalization, proportion of foreign direct investment [FDI], industrial relations, and so on are compared at
a certain point in time); and 4) dynamic comparative analysis, which includes several countries over time
and are able to capture dynamics and change to a certain extent, but unfortunately are relatively rare. The
last of these methods are most promising for the analysis of capitalist diversity, especially in the mediumand long-time perspectives. The analyses mentioned above are all the more useful, because the global
crisis of capitalism forces the search for new political, institutional, and social solutions which provide
a possibility to overcome it. In CEE, the crisis overlapped with the depletion of economic development
strategies after the collapse of state socialism.
Concerns about slowing down or halting the development convergence of the countries of the region
compared to the leading EU states were the symptom of this phenomenon. Since the euro area crisis in CEE,
they have been discussed in terms of the middle-income trap and the scenario of entering in a new way
into the role of the “internal periphery” of Western Europe [Jasiecki, 2013; Grosse, 2016]. These fears are
justified by the subordinate position of the countries in the region in the international division of labor, the
key role of FDI and cohesion funds from the EU in financing investments, their lower quality of corporate
management and labor relations, low innovation, as well as building comparative advantage mainly on
the basis of low labor costs and labor-intensive industrial products with a low share of high technologies
[Lane and Myant, 2007; Nolke and Vliegenthart, 2009; Farkas, 2016; Myant and Drahokoupil, 2011; Bohle
and Greskovits, 2012]. At the same time, if we refer to the Amable typology, the course of the global crisis is
a kind of test for various models of capitalism in the EU countries, for example, it characterizes which of its
European variants have greater long-term development prospects.
Another strength of the VoC approach is to draw attention to national, sectoral, and social responses to the
crisis and the challenges of globalization, including the formulation of public policies that are characterized
internationally. It also provides useful analyses of translating national interests into international relations.
These interests are usually rooted in competitive institutions and models of capitalism, which explains
to a large extent, among others, divergences in the policies of the governments of Germany, France, and
the United Kingdom in the EU as well as those of CEE countries. Significant divergences occurred in the
past, among others in connection with the adoption of the Maastricht Treaty and the development of the
common market, the priorities of multi-annual EU budgets or service directives, and later also after posteuro crisis such as the fiscal pact or the banking union [Farkas, 2016; Schmidt and Thatcher, 2013]. For CEE
countries, research that characterizes and compares different policy options can be useful in discussions
about further reforms and changes in the model of capitalism. The consequences of the global economic
crisis, due to its structural nature, as well as environmental issues, the energy supply, migratory pressure,
and demographic problems, are likely to cause further diversification of capitalism in the EU.
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According to the author of Models of Capitalism in the European Union. Post-crisis Perspectives,
“Differentiated integration is not a transitory deviation from ideal situation to be achieved but rather a
method for handling the differences” [Farkas, 2016, p. 505]. The doubts and controversies surrounding
the further application of this method have been illustrated by Hungary since 2010 and by Poland since
2015, when the governments changed the economic policy and the state system, including the correction
of the rules of institutional complementarity and coordination. The VoC perspective creates the possibility
of undertaking this issue matter-of-factly, in a way that goes beyond the ideological confrontations of the
1990s. Especially that the fact that there are different variants of capitalism is much more visible. There
are also further proposals for typological characterization of the countries of the region, e.g., the model of
capitalism in the Baltic republics referred to as the flexible market economy (FME) [Kuokstis, 2011]). After
several decades of systemic changes, we have already learned a lot about the successes and limitations of the
new economic models in postcommunist countries. The membership of CEE countries in the EU (and also
in the OECD) provides an opportunity for their multidimensional comparisons. During the delegitimization
of many neoliberal economic assumptions, such analyses may contribute to the discussion on the optimal
model of the economy and the assessment of the effectiveness of various variants of capitalism. The
concepts of coordination and complementarity, analyses of key institutions, and typologies of capitalism
allow to identify inconsistencies and systemic dysfunctions and to indicate possible scenarios of change.

4 Examples of important theoretical inspirations of the VoC:
comparing CEE capitalism
The best known manifestation of the usefulness of the VoC approach in application to CEE is the debate
on models of “new” capitalism in postcommunist countries. In order to approximate the cognitive values
of such a discussion, the typologies of capitalism in the region have been selected that are relatively often
referred to in the literature. A new proposal has also been indicated – one that has been presented by
Farkas, who placed CEE within the overall characteristic of the models of capitalism in the EU. Based on the
key findings of the referenced publications, several conclusions can be drawn regarding their merits and
usefulness (as well as the limitations, which is presented later). The typologies referred to are an example
of the application of the VoC approach as an analytical framework to classify economic institutions in
postcommunist countries. They have a methodologically diverse character: qualitative [King and Szelenyi,
2005], qualitative–quantitative [Nolke and Vliegenthart, 2009, Bohle and Greskovits, 2012], and quantitative
[Farkas, 2016; Schneider and Paunescu, 2012].
They draw attention to the different aspects of the differences in capitalism in the CEE countries. Along
with Hall and Soskice’s and Amable’s most frequently discussed proposals in the literature, which are
usually a reference system for such proposals, they expand the problem area and the theoretical framework
useful in the analyses of contemporary capitalism. All the cited concepts show the overly narrow nature of
the dualistic typology that was presented by Hall and Soskice [Bluhm et al., 2014]. This typology does not
adequately address the specifics of the subject of research due to the heterogeneity of system solutions in
the region as well as the dynamics of changes in the state institutions and in the economy. For example, the
“strategic coordination” used by Hall and Gingerich [2004] in the form of a linear continuum on a scale of
values from low to high has few equivalents in the postcommunist countries that began radical systemic
reforms not known in this scope in the West. In some countries of the region, attempts are being made to
partially reverse them. The attempts are so significant that even after several years of membership in the
EU, the nature of strategic coordination has been subject to anti-liberal and statist redefinitions, in Hungary
since 2010 and in Poland since 2015 [Bałtowski and Kwiatkowski, 2018; Błaszczyk, 2016]. As a result, some
researchers propose different typologies of postcommunist economies that refer to different theoretical and
methodological assumptions. They recognize that due to the historical specificity of the ECC, it is difficult
to directly apply the VoC approach to the conditions of this region.
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Table 1. Summary of selected VoC literature on postcommunist countries
Publications

Main conclusions

King and Szelenyi
[2005]

The VoC approach can be applied to CEE as a framework of analysis, but it has to consider postcommunist
similarities (importance of backwardness, lack of working-class pressure) which are more important than the
respective differences in terms of VoC typology. In the form of Weberian ideal types, three variants of capitalism
are identified: 1) capitalism from without; 2) capitalist from above; 3) capitalism from below. The first type they
have, liberal political institutions and their economic development, is based on foreign capital (Czech Republic,
Hungary, Poland). The second type has authoritarian power and patrimonial economic systems with patron–
client ownership networks (Russia, Ukraine). The third type has totalitarian political regimes in the process of
selective liberalization, and hybrid economic systems dominated by state-led development with the supporting
role of private business (China, Vietnam).

Nolke and
Vliegenthart [2009]

The VoC approach directly by Hall and Soskice dichotomy applied to CEE leads to the thesis, where the
identification of individual institutional parallels between CEE capitalism and either the CME or the LME
model is misleading. CEE signifies the emergence of the new third basic variety, a “DME” type of capitalism.
In DME, a single universal explanatory factor is the essential role of foreign capital, which has a huge impact
on coordination mechanism dependency on intrafirm hierarchies within transnational enterprises, system of
corporate governance, finance system, industrial relations, educational and training system, and transfer of
innovation.

Schneider and
Paunescu [2012]

26 OECD countries moved toward the liberal market model in longitudinal data (1990–2005) and the cluster
analysis, which describe five clusters with institutional configurations: state-dominate economies, CMEs, hybrid
economies, LME-like economies, and LMEs. The types of capitalism are more varied and more dynamic then the
VoC approach suggest. Poland, Hungary, and the Czech Republic have mixed hybrid economies in a process of
transformation. The cluster of hybrid economies has a heterogeneous composition and should not be considered
a distinct type of capitalism. The same cluster includes also so different countries such as Japan, Norway, Italy,
and South Korea.

Bohle and Greskovits The VoC approach is difficult to apply to CEE as institutions are still not consolidated. Four types of capitalist
[2012]
systems, based on institutional configurations and performances, are identified: neoliberal Baltic countries,
Balkan countries, Welfarist Visegrad countries, and Corporatist Slovenia. Capitalist diversity in CEE is
explained by six dimensions of the Polanyian origins: democracy representation/ungovernability, government
accountability/state captures, corporatism: interest mediation/rent seeking, welfare state: protection/
pauperization, macroeconomic coordination: stability/straightjacket on development, market efficiency/
commodification.
Farkas [2016]

The VoC approach (in Amable’s version) is applied to the classification of the models of capitalism to the UE-25
states, including CEE. In the form of the clusters, an empirical analysis is identified: the Nordic model, NorthWestern economies, Mediterranean Europe, and the post-socialist countries. The combined clusters essentially
correspond to the four models that crystallized from the old EU member states also with CEE. According to this
typology, individual clusters have their subclusters. In the case of CEE, the following are identified: the Baltic
states, the Visegrad countries [and Hungary’s separate path since 2010], Slovenia, and South-Eastern Europe
(Romania, Bulgaria and Croatia).

CEE, Central and Eastern European; CME, coordinated market economy; DME, dependent market economy;
EU, European Union; LME, liberal market economy; VoC, varieties of capitalism.
In the discussion about new variants of capitalism, some researchers also use the characteristics
formulated on the basis of sociology and political science, regarding political strategies of the elite types
of political and economic institutions or attributes of social structure, e.g., the role of domestic bourgeoisie
[King and Szelenyi, 2005]. The authors who are inspired by the classifications of Max Weber’s ideal types
and the triad of core institutions of Karl Polanyi recognize that the level and distinctness of CEE development
require attention to other aspects of institutional changes in comparison to Western countries, as democracy
representation, interest mediation, government accountability, and market efficiency [Bohle and Greskovits,
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2012].6 A different method is used by economists referring to Amable’s typology of capitalism. They create
clusters that generalize the features of countries with similar institutional configurations, which gives
the opportunity to compare them in detail in selected time sequences to other EU countries [Farkas, 2016;
Próchniak et al., 2016] or OECD [Schneider and Paunescu, 2012]. The application of the VoC approach to
postcommunist countries has also contributed to the emergence of another theoretical interpretation of this
issue.
In addition to the mainstream VoC research embedded in the tradition of new institutionalism and
neoclassical economics, references to the competitive concepts of the dependency and world-system
theory appeared. A manifestation of this trend is studies highlighting the subordination of this region to
highly developed Western countries [King and Szelenyi, 2005; King, 2007; Nolke and Vliegenthart, 2009;
Myant and Drahokoupil, 2011] as well as its peripheral political and economic role in the EU [Berend,
1996; Bohle and Greskovits, 2012]. The coexistence and competition of the two theoretical strands are
indicative of fundamental dispute on the results of the transformation in CEE. This is due not only to the
existing inconsistencies and contradictions in the application of the VoC to postcommunist countries. The
explanatory strengths of both theories are complementary and therefore not simply substitutable one for
the other [Bluhm, 2010, p. 198]. The key feature of the VoC approach is the multidimensional comparison of
the institutions of the CEE countries with the economies of developed capitalism.
At the same time, the structural perspective of the world-system theory draws attention to the
peculiarities of the former socialist countries, such as path-dependent institutions and communist and
pre-communist legacies. Explaining capitalist diversity and institutional change in CEE must include
diverse historical and future variables, which can be internal (such as national state and structural legacy)
or external (IMF, UE, TNCs). For example, cluster analyses developing the Amable typology indicators
concentrate on internal factors of economic growth. They allow a relatively precise identification of features
of economic institutions and their changes in the CEE countries against the background of comparisons
with highly developed countries. Their conclusions confirm the often expressed belief that “inconsistencies
in institutional design within particular areas as well between these areas. [¼] the institutional ambiguity
of the nascent post-communist capitalism that makes the process of institution-building still a work-inprogress” [Próchniak and Rapacki, 2016, p. 44]. At the same time, such institutional incoherence is one of
the key elements of the structural weakness of CEE countries in relations with development centers in the
EU. This is a situation that reduces the chances for real convergence of EU regions and confirms the thesis
“that differentiated integration is not a transitory deviation from the ideal situation to be achieved, but
rather a method for handling the differences” [Farkas, 2016, p. IX].
In turn, new research referring to the sociological and economic categories known from the theory
of the global system, such as the structural dependence of peripheral countries on the capitalist center,
accentuates the different trajectories of development of former communist societies during the process of
transition based on their socioeconomic systems. In this approach, the separateness of these trajectories,
the influence of external factors, and the place in the international division of labor have fundamentally
influenced the character of the capitalist institution in CEE. In practice, even the relatively most successful
economies in the region have returned to the role of the periphery of the world system, the same role they
played before the Second World War. It was not a coincidence that the former president of the Hungarian
Academy of Sciences described the location of CEE countries as Detour from the Periphery to the Periphery
[Berend, 1996].7 While referring to such interpretations, the typology of King and Szelenyi shows that
the interplay between different trajectories of “coming out of communism” and the influence of external
6 Bohle and Greskovits’s modified typology characterizing the varieties of industrial relations within the CEE countries after
EU accession 2004–2008 was applied in the report of the European Commission on Industrial Relations in Europe 2012. Becker
[2009] presented a similar way of thinking about the types of political economy. In Poland, the work of the Gardawski team
[2013] is an example of the use of the Becker typology.
7 In the world-system theory, the Soviet Union and CEE countries ruled by communist parties were considered as autonomous
semi-peripheries that tried to achieve the status of a global center by means of classical mercantilism. The new applications of
Wallerstein’s schemes of the stratification of the world order include CEEs in “semi-peripheries” encompassing the V4, the Baltic republics and Russia, and consider Belarus, Ukraine, and most of the Balkan states as “peripheries” [Willis, 2005, pp. 72–75].
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factors has brought diverse effects in the countries of the region: from the form of liberal capitalism in
some countries to the form of patrimonial and oligarchic systems in others. According to this interpretation,
transformative deindustrialization was replaced partly by reindustrialization implemented mainly by TNCs,
which was, especially Central Europe, provided with relatively well-educated and cheap workforce and the
opportunity of investing close to the western markets. The participation of foreign investors in the region
soon became bigger than in the 1960s in Latin America and other “Third World” countries, while theories of
“dependent development” were being formulated [King and Szelenyi, 2005, p. 210; Lane and Myant, 2007;
Myant and Drahokoupil, 2011].8
The coexistence and competition of the two theoretical strands produced as a result, among other
things, the concept of Nolke and Vliegenhart [2009] who distinguished the new subregional variation of
capitalism in V4 – “the dependent market economy” (DME). Its main distinguishing feature is the key role
of foreign capital in the coordination of the economy in the region, going beyond the assumptions of the
CME–LME dichotomy. The most important (although criticized for excessive generalization) value of this
concept is to draw attention to the system specificity of the countries of the region, ignored by other research
orientations. According to Nolke and Vliegenhart, there are three basic criteria of economic separation
specific to DME: 1) the formation of alternative mechanisms of economic coordination; 2) the existence
of a stable bundle of complementary market institutions; and 3) the emergence of a characteristic set of
comparative advantages. This way of analyzing CEE has become a reference system also for other projects
that develop the DME issue.9

5 Selected VoC weaknesses
The discussion around the VoC approach has drawn attention to the various weaknesses of this research
perspective. Although it has become one of the central comparative theories of political economics and
economic sociology, it has also caused widespread polemics and criticism. Both the key idea of capitalism
variants and the reasons for their separation and the main distinguishing features of the models are negated.
There are also formulated alternative typologies of capitalism resulting from the development of theory
as well as its application in other regions of the world. For the purpose of the article, the VoC approach
and criticism have been selected while taking into account general issues as well as those concerning
CEE countries. For example, terminological confusion associated with the use of different classifications
of models of capitalism is often criticized. Researchers constructing such classifications use different
terminologies as well as criteria, which translates into the numbers of distinguished types (although the
majority of proposals are between two and five models). The models of capitalism are variously characterized.
Some researchers include models of capitalism in a narrow way, focusing on economic factors, and others
take into account also social and political or technological dimensions [Wojtyna, 2005]. Constructing a
typology of capitalism referring to various theoretical assumptions and methodological criteria, different
qualitative as well as quantitative operationalization of the VOC approach has created another source of
ambiguity. In subsequent concepts, various variables and indicators are taken into account. Due to the fact
that many different variables are chosen to explain variety, sometimes one and the same country is put in
different clusters of countries [Bluhm, 2010].
The diversity of the typology of capitalism is disputable also because of the evolution of key institutions,
which causes globalized economies to be, in a wide range, of mixed nature, deviating from the “pure”
variants of the market economy [Lubbe, 2010, p. 56]. In addition, the literature includes other concepts
and typologies, such as those regarding Asian capitalism, which introduce new dimensions of the analysis
taking into account the different modes of coordination of economic activities [Witt and Redding, 2013;
Zhang and Whitley, 2013]. The VoC perspective is also criticized because of excessive generalizations,
8 Another concept of the trajectory of postcommunist transformation is presented by Bohle and Greskovits [2012].
9 The load-bearing capacity of such a perspective was emphasized in 2017, among others, in the French journal Revue de la
regulation, which announced the preparation of a special thematic number on “Dependent Capitalism” in Central and Eastern
Europe: Theoretical foundations and diversity of national trajectories.
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often showing that empiricism differs from typological assumptions. The great theory ignores details.
For example, the Scandinavian countries can serve here as an example; they are usually indicated in
the literature as a variant of coordinated capitalism, although they created patterns of innovation and
information technologies comparable to the Anglo-American model [Amable, 2003; Castells and Himanem,
2009]. Similarly, the difference in levels and types of dependency from MNCs among the CEE countries is
so significant [Bluhm, 2010].
The fundamental controversies arise from the fact that generalizations and conclusions resulting from
the VoC research were initially limited to a relatively small group of Anglo-Saxon states, Western European
countries, Japan, and South Korea. There were therefore doubts about the universal nature of VoC and the
question whether this approach could be useful in studying lower developed economies, including CEE,
and if so, to what extent [Iankova, 2010; King, 2010; Miller, 2010]. When applied to the CEE countries,
such doubts are even more justified as they concern economies characterized for the most part as the
“first periphery of the global capitalist system” (I. Wallerstein), “the most durable European periphery”
(I. Berend, G. Ranki), the “European periphery of secondary serfdom and penetration of capitalism” (F.
Braudel), “a mixture of primitivism and imitation of the West” (P. Anderson), “an area of normal nondevelopment” (R. Brenner), “colonial development” (M. Małowist), or “hybrid development” (W. Kula)
[see Sosnowska, 2004]. Also, modern qualifications of CEE as “emerging markets” or “DME” indicate that
in the fundamental institutional and structural dimensions, there exists the awareness of their long-term
separateness. VoC characteristics are often based on models generalizing the directions of institutional and
social changes on a regional scale, not in individual countries. Their application to the needs of specific
countries involves, among other things, the need to embed the studied tendencies in a specific historical
context, particularly important in the countries of the region, which in the period crucial for the creation
of modern capitalism, did not constitute independent states. Such circumstances are significantly different
from the premises that shaped Western societies considered under the VoC approach. This perspective did
not deal with countries subordinated for centuries to the interests of other states and/or those which after
the Second World War created alternative political variants. This situation is reflected in the concepts of the
trajectory of developing ways of “getting out of communism”, etc.
These issues are not taken into consideration in the countries of the developed market economy. “VoC is
ahistorical. Part of the appeal of VoC is that it provided a ‘soft-rational choice’ framework [¼] This approach
is based on a static equilibrium that, by its nature, attempts to explain differences between countries based
on their different economic tendencies stemming from their institutional configurations. However, the
differences between the advanced capitalist countries can only be understood in terms of the historical
evolution of substantially inter-dependent economic activity in the emerging nationally-bound capitalist
systems” [King, 2010, p. 1]. The ahistorical approach shows that the genesis and functioning of new
capitalism in CEE is specific, resulting from relatively frequent and radical political changes, low stability,
and overlapping changes to earlier institutional configurations of a completely different nature than in
Western countries, such as the postcommunism heritage. These patterns and configurations co-occur with
new tendencies of a high degree of influence resulting from globalization and integration with the EU. They
have never before transpired anywhere in the form of such accumulation of profound political, economic,
and social changes. Identifying them as “patchwork capitalism” or “hybrid capitalism” describes the effect
of these changes, but does not explain their causes or development in any wider sense.
Comments of this kind can also be linked to other repeated allegations that point to the various
limitations of VoC. They illustrate some general limitations of this theoretical perspective, which, however,
are particularly pronounced in CEE research; of these, the following are especially worth mentioning:
–– Functionalist focus on explaining the activities of the institutions, rather than on the reasons for their
entity and development.
–– The tendency to institutional determinism, which diminishes the role of both the state and the interests
of elites and social classes as factors of changes.
–– Excessive focus on previously shaped dependency paths and the loss of important elements of the
dynamics of economic change.
–– Minimizing endogenous national resources and their differences – regional, sectoral, and social ones.



The strength and weaknesses of the varieties of capitalism approach

339

–– Focusing on manufacturing sectors and underestimating the growing role of services in the economy
[Hancke et al., 2009].
–– Being balance oriented, which downplays conflicts and contradictions.
–– Limiting the enterprise to the role of “institution taker”, accepting development impulses from the
outside; itself not being autonomous or creative enough.
–– Considering state institutions with not enough regard for external links, in a way that diminishes the
strength of both political actors working toward neoliberal convergence and globalization and their
opponents.
–– Ignoring the problems of social inequality, discrimination against women and ethnic minorities, etc.
Within the VoC approach, not many problems important for CEE, including various aspects of the legacy
of communism (such as the role of informal connections), investment capital deficit or the weakness of
the middle classes, and the structural consequences of such phenomena, have not been addressed.
In addition, they are crucial for explaining the emerging variants of capitalism in CEE. The “political
capitalism”, organized by the old and the new elites, as well as the cross-border activity of foreign investors
quickly increasing their share in the region’s economies, enabled also by the accession conditions of the
CEE countries to the EU, has become a substitute for capital deficit and capitalists. Some researchers even
compare the effects of their actions to the creation of “comprador capitalism” known from postcolonial
“Third World” countries [Eyal et al., 1998; Myant and Drahokoupil, 2011]. In such circumstances, the main
distinguishing feature of the VoC approach, which is the concept of institutional complementarity, has only
limited exploratory power in CEE. Complementarity is difficult to create in times of turmoil, rapid political
and socioeconomic change, low state capacity, and diverse interests of actors. Postcommunist transition
demonstrates that institutional complementarity, as a synonym of positive synergy effects, is a long-term
project. Transition economies experience rapid institutional change. But before the 2007–2008 crisis,
probably only Slovenia and Estonia developed coherent institutional systems [Mendelski, 2010, p. 24].

6 Concluding remarks
The VoC approach is and will most probably remain in the coming years a dominant paradigm in research
into modern capitalist economies. It has a multidisciplinary character that integrates the results of research
of various research disciplines. The theory and methodology of VoC are well embedded in the debate on
contemporary capitalism and have provided so far the most useful framework and analytical tools to study
its new variants of capitalism in CEE in a comparative perspective. The study of systemic changes in the
VoC categories is all the more useful since, from the early 1990s, mainly the advantages of the Anglo-Saxon
model were emphasized in Poland and other countries of the region, which marginalized the differences
between the different variants of capitalism. A similar effect was also caused by the accession of some of
the region’s countries to the EU, which favored thinking in terms of a uniform “European model”. In this
context, research on various variants of the economy in the Union allows to more precisely indicate the
choices, dilemmas, and limitations facing CEE countries in searching for the optimal model of capitalism
[Wojtyna, 2005, p. 193].
In this region, there are forming variants of capitalism with very different political, institutional, and
cultural characteristics. The VoC perspective opens up the possibility of objectively addressing this issue
in a way that goes beyond the ideological confrontations of the 1990s. High heterogeneity and divergent
directions of systemic changes in CEE create a spectrum of economic models that go beyond the binary
typology of Hall and Soskice’s capitalist economies. Application and modifications of the VoC approach to
postcommunist countries indicate the search for a new conceptual and terminological instrumentation of
the analysis of this issue. Expanding the field of comparisons and discussions also sheds new light on earlier
arrangements regarding both VoC (e.g., the role of institutional complementarity) and the specificity of the
region in question as well as the impact of “path dependency”. Especially that the global economic crisis
that started in 2008 not only has served as a practical test for various models of capitalism but also forces
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the search for new political, institutional, and social solutions that provide opportunities to overcome it.
The dynamic development of the VoC-inspired research has provided new theoretical and methodological
impulses [Hancke et al., 2009] and has built a bridge between discourses which were previously separated
in the political economy and economic sociology. This is a particularly important perspective during the
global crisis, which questions the theory of the “best” model of capitalism and promotes comparisons of its
competitive variants. The course and consequences of this crisis have led, among other things, to a renewed
discussion on the convergence and divergence of directions of economic development, as well as to divisions
into the core and the periphery of the EU. The application of the VoC approach to postcommunist countries
has also changed the ways of the theoretical interpretation of this issue. In addition to the mainstream of
VoC research embedded in the tradition of new institutionalism and neoclassical economics, references to
the competitive concepts of the dependency and world-system theory have appeared.
The coexistence and competition of the two theoretical strands are also indicative of a fundamental
dispute on the results of the transformation in CEE. Research developing Amable’s typologies and indicators
shows the ex-post institutional gap of the countries of the region in comparison to highly developed
economies. They emphasize the “hybrid” or “patchwork” character of most institutional configurations
in CEE. They often provide conclusions and recommendations indicating the need for reforms raising the
institutional standards of the countries in this region to international standards conducive to economic
development. In contrast, interpretations inspired by the world-system theory focus more on the analysis
of different historical trajectories of the development of postcommunist countries during the process of
transition and the causes and consequences of their subordinate place in the international division of labor.
They prove that the identification of institutional parallels between CEE capitalism and the Western models
of capitalism is partly misleading. According to this point of view, former communist economies are mostly
subregional new variations of capitalism: “dependent market economies” or “semi-periphery economies”.
They have been subordinated to the rules of neoliberal globalization and economic integration within the
EU, which give the greatest potential for action and benefits to transnational capital, especially MNCs.
The explanatory strengths of both theories in CEE are complementary and therefore not simply
substitutable one for the other. Consequently, greater dialog between them may have significant cognitive
values. A manifestation of this possibility is the postulates of broader inclusion in VoC research in the
postcommunist countries of the issues raised in the polemics of the advocates of the world-system theory
with supporters of neoclassical economics and the modernization theory. They mainly include the role
and function of the state, the characteristics of the main actors of systemic changes, and their behavior,
considering capitalist development in terms of both modernization (increase in competitiveness) and
regress, e.g., creating new hierarchies of subordination and in-depth analysis of foreign investment
patterns, including their impact for the state and economy of the host countries – the distribution of benefits,
structural consequences, etc. [Bluhm, 2010; King, 2010]. There are other areas of research important for CEE
also indicated. “Further investigation may reveal a number of underlying long-term cultural and political
factors (the role of corruption, the relationship between the citizen and the state, the strength of public
institutions, the rule of law, social dialogue, and so on) that have an important impact on the prospect
of economic convergence” [Farkas, 2016, p. 486].10 Indicating the direction of such research results to a
large extent from the need to overcome the weaknesses and limitations of the VoC approach. Among them,
there is the adopted economic balance model, among other things, the functionalistic character of the VoC
approach focusing on explaining the results, but not the causes of the institutions, as well on institutional
determinism diminishing the role of systemic contradictions and conflicts, and also interests of the social
actors. Some of VoC’s weaknesses are, however, a result of accelerating the pace and complexity of systemic
changes that in the study of capitalism create many new challenges, also in the sphere of economic
coordination and institutional or social changes.
One can illustratively point out several issues that already have a modifying effect on the VoC approach
as well as on other research perspectives dealing with the comparative modern economy. Broadening the
10 The author has made an attempt to include some of the suggested issues in a book about the Polish model of capitalism
shaped after the collapse of the communist system, see Jasiecki [2013].
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issues and incorporating further groups of economies and research traditions creates new theoretical
challenges that affect both the theory and the methodology, changing the nature and scope of our
knowledge. The crisis of capitalism and liberal democracy together with global economic changes limit
the value of theoretical concepts based on old generalizations. The increase in the role of new variants of
capitalism, especially in Asia (but not only), is going beyond the VoC assumptions.11 At the same time, new
technologies, artificial intelligence, and demographic trends are radically changing the nature of work and
the market mechanism as a whole. Generally, this is the problem of the new form of capitalism, and in the
long run it may be the transformation of capitalism into some other system form with a completely different
institutional shape. Will it be capitalism within today’s meaning? What will be the labor market? What will
the digital proletariat be doing? [Reich, 2015]. In this sense, the VoC approach, as suggested by Hall and
Soskice, should be considered primarily as a program for future searches, rather than a ready “theory of
everything”.
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