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Abstract

While theories of global capitalism have added a new dimen-
sion to our understanding of the dynamics of the modern world,' a
“globalization” approach to the transformation of the state social-
ist societies is relatively underdeveloped. Globalization is used in
the sense of internationalization: economies become integrated
and interdependent on an international scale. Globalization leads
to the erosion of the autonomy of countries and national econo-
mies. The institutions of a global economy are unrestricted mar-
kets, networks, international transnational corporations and eco-
nomic-political institutions. In this paper, first, I outline the foot-
print of state socialism and criticise the ways in which writers
have attempted to locate the state socialist societies as a part of
the international capitalist economic system. Second, I consider
comparatively the economic integration of the post-communist
countries into the world system in the post-1989 period of the
building of capitalism. Third, I establish that the post-communist
countries have entered the world economy but are in a peripheral
position. It is concluded that though there are important differ-
ences between the post-socialist states with respect to economic
penetration, exposure to the world market has led to a decline in
their relative economic and welfare positions, though some coun-
tries have fared worse than others.

1 Wallerstein, 1974, 1980, 1988. For an overview of literature see: Sklair,
2002.
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1. State Socialism and the World System

State socialist societies were formed in opposition to the po-
litical and economic systems of the capitalist world. It is ques-
tioned, however, whether they were able to form an autonomous
bloc interacting with the capitalist system or whether they became
a constituent part of the “capitalist world system.” Analysis of
this relationship has a new significance in the period of transfor-
mation because it informs our understanding of the constellation
of interests pursuing national and/or international policies. It also
raises the question of the classes driving the transition process:
were they newly formed from groups within the socialist societies,
or were classes already in place? The collapse also raises ques-
tions on the extent to which new national capitals have been
formed and remain, and the place the post-communist countries
and their corporations have in the global political and economic
order.

Theoretical approaches focus on different, sometimes con-
flicting, aspects of internationalization. The widest definition is
that suggested by David Held and Andrew McGrew, for whom
globalization is “the historical process which transforms the spa-
tial organisations of spatial relations and transactions, generating
transcontinental or interregional networks of communication.”
This might be contrasted with a narrower version of globalization
defined as international economic networks operating independ-
ently of any country.’ One might distinguish between the eco-
nomic dimension made up by transnational and international cor-
porations, the political sphere composed of international political
institutions and a political capitalist class, and the cultural ideo-
logical sphere embracing a market ideology and a consumerism
ethic.* This paper is restricted to the economic dimension of
global transformation of the countries of Eastern Europe and the
former USSR. It is in two parts: the first examines the footprint
of state socialism and considers the extent to which the state so-

2 Held & McGrew, 1998, p.220.
3 Hirst & Thompson, 1999.
4 Sklair, 1998, p.3.
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cialist countries had been part of the world economy, the second
outlines the place of the economies of the post-socialist countries
in the world economy.

1-1. State Socialism and the Global Order

Both the world system approach associated with Immanuel
Wallerstein and the “state capitalist” interpretation of Alex
Callinicos consider the state socialist countries to have been part
of the capitalist world economic system. The world system orien-
tation attempts to combine a Marxist capitalist ownership para-
digm of capitalism with a political-military state system. World
system writers divide the world economy into three sectors: the
hegemonic core (the dominant “Western” capitalist countries), the
periphery (developing countries of the South) and the semi-
periphery — countries with industrial capacity and national capital
but not part of the capitalist core.

State socialist countries were part of the semi-periphery.
There were no “socialist economies.” Wallerstein claims that the
world capitalist economy included the “entire world, including
those states ideologically committed to socialism.” State social-
ist systems, it is contended, were not socialist modes of produc-
tion, but interacted with the capitalist world economy. The so-
cialist state, which exhibited some features of socialism (e.g. em-
ployment security, comprehensive welfare provision), neverthe-
less became a major player in capitalist accumulation, which in
turn provided a basis for reintegration into the world capitalist
system. An analogy is made with socialist parties under capital-
ism: they are separate from, but part of, capitalist economies; with
time, trade unions have become functionally integrated parts of
modern capitalist societies.’

Christopher Chase-Dunn concedes that even if involvement
in the world market is low, other forms of integration in the capi-
talist world-economy may be decisive. The Soviet Union, he

5 Wallerstein, 1979, p. 271. Socialist states he argues are socialist move-
ments in power in states that are part of a single capitalist world economy.
Ibid., p. 280.

6 Chase-Dunn, 1982, p.39.
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contends, entered into the interstate system in its military and
political form of engagement and particularly through commodity
production for the world market which led to primary production
exports and Western capital goods imports.” These developments
are considered by world system theorists to predate the revolu-
tions of 1989; the socialist states “never fully escaped the capital-
ist world economy. Their political and economic development
can only be understood as a response to the threats and induce-
ments of the larger environment.” A process of “reintegration,”
they contend, took place from around the 1970s. Following the
Second World War, international capital had penetrated the so-
cialist bloc and had undermined it.

There are two main economic arguments put forward in sup-

port of this thesis: first, the increasing levels of imports, and con-
sequent high levels of foreign debt, created dependency on the
Western capitalist system; and second, the growth of communist
transnational corporations, which led to a direct internal dynamic.
This argument was put by Andre Gunder Frank and C. Levinson
in 1980.° The essence of this position is that increasing levels of
trade (and debt) lead to integration in the world economy. As
Peter Taylor concludes: by the early 1980s, “there can be no
doubt that the world consists of a single capitalist world-
economy.”'’ States, particularly under the communist system,
became involved in the process of capital accumulation.!’ Mod-
ern capitalism combines a political interstate system and a capital-
ist world economy and its expansion involves the deepening of
transnational (global) relations.

A closely related paradigm is put by those stressing the eco-
nomic role of hegemonic Western capitalism and who regard

7 Ibid., p.40-47.

Boswell & Chase-Dunn, 2000, p. 135.

9 Chapter Four of Frank (1980) has been the basis for later world system
writers. See Chapter Four “Long Live Transideological Enterprise! The
Socialist Economies in the Capitalist International Division of Labor and
West-East-South Political Economic Relations,” pp.178-262; Levinson,
1980.

10 Taylor, 1996, p.179.

11 For a cogent explanation, see Chapter 1 of Chase-Dunn, 1982.

[ee}
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Soviet-type societies as “state capitalist.” Theoretically, this is a
variant of the world system theory, discussed above. The argu-
ment advanced is that the accumulation of capital in the USSR
(and state socialism in general) is determined by the “competitive
pressure of the world around it.”'* State socialist societies were a
“variant” of capitalism, capital accumulation being assured by
“global military competition.””> World capitalism, then, is con-
ceived of as a combination of state capitalism and multinational
capitalism.

A development of this argument has been made by two
American economists, Stephen Resnich and Richard Wolff'*, who
contend that Soviet-type societies have always been on a contin-
uum of capitalist societies, sharing a statist economy similar to
Nazi Germany. A dominant (state) capitalist class extracted sur-
plus value, exploited the working class and redistributed the sur-
plus product to different end-users and itself. In this evaluation,
control of the state apparatus is a crucial pivot of class exploita-
tion and domination, and class analysis is moved to the political
realm — to those who control the state.

Before considering empirically the extent the state socialist
societies participated in the world system, some criticisms may be
made of the arguments advanced. It seems unlikely that, if peace
had broken out in the world arena before 1989, the Soviet Union,
China and the Eastern European societies would have stopped the
accumulation of capital. While the “East European revolutions
accelerated a process already under way (the unification of world
politics),””® we have no analysis of how global capitalism led to
system disintegration. An important consequence of this analysis
is that the post-1989 transformations of the USSR and the Eastern
European societies are not part of a revolutionary process, but are
more in keeping with “system change” accounts of transition. As
Alex Callinicos has put it, the transformations are a shift between

12 Binnsetal., 1987, p.91.
13 Callinicos, 1991, p.98.

14 Resnich & Wolff, 2002.
15 Callinicos, 1991, p.134.
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two types of capitalism'® (state to multinational) and the process
is not an example of a revolution in an analytical sense. “The
transition from state capitalism to multinational capitalism is nei-
ther a step forward nor a step backwards, but a step sideways.”"”
This approach leaves some questions unanswered. Why was
there a need to change from state capitalism to private market
capitalism? Why could not a hybrid system of state capitalism
and multinational capitalism coexist? Another implication is that
in the transformation process, social structure and forms of class
domination and exploitation need not change from the previous
one. A ruling capitalist class was already in place.

In this paper, I shall contend that the global factor was of cru-
cial importance, but it did not operate, as argued by some world
system theorists, to undermine economically the state socialist sys-
tem. This becomes clear as we examine empirically the extent of
the integration of the state socialist societies into the world economy
before 1985, a date taken as a cut off, as the later reforms associated
with Gorbachev undermined the state socialist economic and politi-
cal order.

1-2. Integration into the World Economy ?

It certainly is true that the socialist countries increased their
trade from the 1960s to the 1980s as indicated by the figures in
Table 1. From 1960 the rates of growth of trade in the socialist
countries was much greater than in the developed market ones.

Table 1. Growth of Trade, Developed Market Economies and
Socialist Countries 1960 to 1985

1960-70 1970-80 | 1980-85
Developed market economies 4.9 32 2.3
Socialist countries 6.7 52 4.4

Source: Trade and Development Report 1985, p. 155. Percentage increase in
the given time period.

16 Ibid., p. 56.
17 Harman, 1990, p. 82.
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Trade for all the major state socialist countries between 1950
to 1985 experienced an exceptional growth. The index of turn-
over in value terms rose some 95 times for Bulgaria, 39 times for
the USSR, and 24 times for Poland (See Appendix Table Al for
comprehensive statistics). But these developments do not, as
contended by world system theorists, involve a high level of de-
pendency on the world capitalist market. If we disaggregate these
data by trading blocks, we find that the state socialist societies
were far from being included into the world economic system.
As illustrated in Table 2, a high proportion of this growth was
between the socialist countries themselves and therefore did not
involve them in the world capitalist trade system.

Table 2. Distribution of Trade: Socialist, Capitalist and Devel-
oping Countries, 1983

Percent of Socialist Capitalist Developing

Total A|B|C|A|B|C|]A|B]|C
Bulgaria 78 |76 | 80 | 12 | 10 | 14 | 10 | 13 | ©6
Hungary 54 | 54 |53 3333|3413 |13 ] 13
GDR 65164 |66 (29130(29] 6| 7 5
Mongolia 99 199|199 | 1 1 1 00O
Poland 71| 67 | 75 (22124120 7 9 5

USSR 56 | 56| 56|30 (2931|1415 12
Czechoslovakia | 77 | 75 | 79 | 17 | 16 | 17 | 7 9 4

A Turnover ; B Export; C Import
Source: Statisticheskii ezhegodnik 1984, p. 297.

The Table shows trade (for 1983) disaggregated by trading
blocks: socialist countries, developed capitalist countries and
developing countries. By far the greatest proportion of trade was
with socialist countries: just under a third of imports originated
from capitalist countries, the three highest importers being Hun-
gary, the USSR, and the GDR. The scale of imports from capital-
ist countries, however, was not great. Table 3 shows total imports
as a percentage of gross national product and as amounts per cap-
ita. In 1984, it was only 1.39% of gross national product for the
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USSR, and 4.2% and 2.1% for Hungary and Poland."® The dollar
values of imports expressed as an average per capita of the popu-
lation were only $97.7 for the USSR, though a considerable
$307.2 for Hungary.

Table 3. Imports from Non-Socialist Countries 1984, as Propor-
tion of GNP and Per Capita: Hungary, Poland USSR

Imports ($)* % of Population Imports

(mills) GDP (mills) Per capita ($)
Hungary 3,257 4.2 10.6 307.2
Poland 4,838 2.1 37.4 129.3
USSR 27,392 1.39 280.2 97.7

* Value of commodities expressed in 1975 dollar prices.

Source: “Recent Changes in Europe’s Trade”; Population data, Statisticheskii
ezhegodnik 1988, p. 16.

GNP data derived from: CIA, 1986. CIA calculations for per capita income in
1984 are: Hungary, $7,200; Poland, $6,190; USSR, $7,120.

A second development was the growth in debt to Western
governments and financial institutions. By 1973, gross indebted-
ness was some $17.6 billion."” As shown in Table 4, indebtedness
rose steeply from 1971. By 1986, net debt for the European so-
cialist countries had risen greatly though it was distributed very
unevenly: of particular significance was Poland and Hungary.
The high level of imports, mentioned above, was financed
through loans from the West. The USSR, however, was not a
particularly large debtor; and East Europe and the USSR’s total
export earnings covered imports, with a large positive trade bal-
ance in 1984 and only a two percent deficit in 1985. The loans
mentioned above were the financial side to the growth of east-
west trade agreements which enabled the exchange of licenses
and designs, co-production ventures (usually Western firms pro-
viding key components).”’

18 GNP data from CIA, 1986, p. 227.

19 “The European Economy in 1975,” p.144.

20 For details of the 1970s see Wilczynsky, 1969, pp. 382-383. See also the
discussion in Frank, 1980, pp.194-202.
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Table 4. Debt of European Socialist Countries 1982 to 1985

Convertible Currency Ratio Net debt to
Debt § billions exports to market
economies (%)
1982 | 1983 | 1984 | 1985 1984 1985
Bulgaria 1.9 1.2 0.7 0.7 21.7 27.1
Czechoslovakia 3.0 2.6 2.1 2.1 427 44.0
GDR 10.7 8.4 7.0 53 76.5 65.8
Hungary 7.0 6.9 7.3 7.8 170.8 240.5
Poland 252 | 252 | 253 | 25.7 431.3 492.0
Romania 9.5 8.4 6.6 6.2 934 87.9
Total E. Europe | 57.3 52.6 | 48.8 | 48.8 142.2 155
USSR and
CMEA banks 184 | 160 | 143 18.5 254 429
Total E. Eur
and USSR 75.6 | 68.6 | 63.1 67.3 81.3 102.0

Source: Economic commission for Europe, Economic Survey of Europe in
1985-86, pp. 255-256.

Taken as a whole, we might conclude (a) that the state social-
ist societies were entering the capitalist world trade system by the
mid-1980s though they were not dependent on world capitalist
trade and (b) that the USSR was much less exposed to world trade
than the central European countries. While the state socialist
societies as a whole were in debt to the West, only in the cases of
Poland and Hungary was this significant, and the USSR’s export
earnings were sufficient to cover the level of imports.

1-3. International Capital Flows

A further criticism of dependency as a form of globalization
lies in the absence of the interpenetration of companies between
the capitalist and socialist economies. Investment occurred both
through outflows to Western countries and through foreign in-
vestment inflows to socialist countries. Both were small in scale
before the collapse of state socialism.

Outward investment from the state socialist countries went
both to the advanced capitalist nations and to the Third World. It
included the setting up of offices of companies abroad (such as
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airlines and banks) which were registered in the host states as
well as direct investment in their host companies. Carl H.
McMillan estimates that by 1983 some 500 companies in OECD
countries had equity participation from state companies in Come-
con countries: from the USSR were 116°'; followed by 107 from
Hungary, 102 from Poland, and Bulgaria with 48. The most im-
portant hosts were West Germany (83 companies), United King-
dom (68), France (46) and Austria (44).** The major role of these
companies was to support the marketing of exports from the
home country; only 34 companies were concerned with material
production.”” The scale of such investment was small: a total of
only $550 million in 1983 and more than half of this was capital
in banks and financial companies.**

The Third World accounted for approximately a third of
outward investment which was directed to resource exploitation
and was in small local companies. Overall, the outward invest-
ment from the state socialist countries was relatively meagre.
Table 5 shows the foreign outward direct investment in 1985 of
the combined socialist countries compared to the foreign assets of
individual TNCs. Even relatively small TNCs like Pepsi Cola
had a greater share in the world stock of foreign investment than
did all the state socialist countries combined. In 1985, the share
of socialist countries (excluding China) in the world stock of for-
eign direct investment was between 0.1 and 0.2 percent, whereas
IMB alone had 3.32 percent. The state socialist countries’ foreign
holdings were low in capital value. As the CTC Reporter puts it:
“... these figures suggest that the economic impact of equity capi-
tal originating in socialist countries on the market economies is
negligible and that the role of this capital in the international

21 The following companies had investments in foreign countries, and after the
collapse of the socialist countries officials in these companies were well
placed to procure and deal in foreign assets. For instance, from the USSR,
Gosbank 20 investments, Soyuznefteexport (18), Vneshtorgbank (20), Sov-
racht (23), Exportles (14), Stankoimport (15), Mashpriborintorg (10),
Soyuzchimexport (12). For a full list see: McMillan, 1987, pp. 53-55.

22 McMillan, 1987, p.34.

23 TIbid., p.35.

24 TIbid., p43.
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economy is insignificant — considerably less significant than that
of selected TNCs.”® Moreover, one must take into account the
political factors. The economic corporations were controlled by
the home governments, they did not operate with the freedom of
capitalist firms and they exerted little pressure over governments.

Table S. Foreign Assets of Selected TNCs, 1985

Foreign Share in No of

Rank Company Assets world stock foreign

(mills US $) | of FDI (%) affiliates

1 IBM 21422 3.32 68

2 Ford 14 158 2.19 137

21 Merck 2 245 0.35 103

55 PepsiCo 1 055 0.16 39

Total (61 top companies | 17y 706 26.62 8204

by foreign assets)

All Socialist Countries

(Excluding China) 1000 0.15 >90

Source: “Socialist Countries’ Enterprises Abroad: New Trends,” p. 18.

The position in the European socialist countries with respect
to attracting FDI was similar to that of capital export: given the
size of its economy, the USSR was very much behind Poland and
Hungary. These countries, already by the accession to power by
Gorbachev, had moved, albeit cautiously, towards a market soci-
ety.

Direct foreign investment info the socialist states was rela-
tively low before the mid-1980s. The loans mentioned in Table 2
above were the financial side to the growth of East-West trade
agreements which enabled the exchange of licenses and designs,
co-production ventures (usually Western firms providing key
components).”® But there were few transnational corporations in
the socialist countries. Until 1975, only five joint ventures had
been established between enterprises in the COMECON countries

25 “Socialist Countries’ Enterprises Abroad: New Trends,” p.19.
26 For details of the 1970s see Wilczynsky, 1969, pp. 382-383. See also the
discussion in Frank, 1980, pp.194-202.
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and the West.”” But there were already important differences
between the socialist countries. Poland and Hungary had small
but significant Western investments from the 1970s. Hungary
had eight joint ventures in 1980, rising to 66 with a capital value
of $80 million dollars in 1986.®® Hungary by 1986 had given
enterprises the right, with relatively few restrictions, to engage
in foreign trade: “The policy of promoting joint ventures in
Hungary forms an integral part of an economic policy whose
main objectives are the further progress of economic reform and
a fuller integration of the national economy in the world econ-
omy.””

In Poland, from 1976, direct foreign investment was legal
though it applied only to small enterprises. By 1982, 252 foreign
enterprises were operating, rising to 695 in 1986.”° This was,
however, a relatively small contribution to the economy: such
enterprises accounted for about one percent of sales even in 1987
and employment was only 0.4 percent of the total. Fifty-three
percent of the foreign enterprises employed less than 50 employ-
ees and only five, over 500.°!

In the USSR, strong controls were exercised over foreign
companies, some (such as Pepsi Cola and Fiat) were given li-
cences to produce under government control. And there were
limitations on the foreign owners. Only in the mid-1980s did the
government encourage FDI and, under Gorbachev, liberalization
of trade took place, special areas of joint entrepreneurship were
established and free economic zones were set up though they
were not very successful.’> In 1987, agreements in principle had
been reached with 20 foreign firms to set up joint ventures and
200 proposals were being examined.”> But the total number of
joint ventures was only 23 in 1988. Thereafter, associated with

27 Data cited in “Socialist Countries’ Enterprises Abroad: New Trends,” p.22.
28 Data cited by Sklair, 2002, p.226.

29 Matonyi, 1987, p. 226.

30 Nawrocki, 1987, p.49.

31 Ibid.

32 See Sklair, 2002, p.226.

33 Data cited in “Socialist Countries’ Enterprises Abroad: New Trends,” p.21.
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perestroika policy, the numbers increased to 1,572 in 1990.%*
These, however, were relatively small and insubstantial. The
only large investment ($1 billion) was that of Fiat in 1989 for the
production of cars.

While the scale of this investment was not great, more impor-
tant effects were the intangible ones, particularly in Poland and
Hungary, where foreign trade and foreign enterprises improved
the standards of the consumer sector, and acted to promote posi-
tive psychological attitudes to the market and foreign linkages.

1-4. The World Economy and State Socialism: Conclusions

By the mid-1980s, the state socialist countries had moved
marginally into the global system. Their economies had a rela-
tively low participation in world trade, their companies (the “red
transnational” corporations) were small and had insignificant
external penetration. Foreign direct inward investment involved
small companies, and there was negligible penetration by transna-
tionals. There were important differences, moreover, in the levels
of exposure to international economic influence in the different
socialist countries: those adjacent to the European Economic
Community (particularly Hungary and Poland) had much greater
links compared to the USSR.

One might conclude that inward and outward penetration of
capital was absent and therefore could have had no direct precipi-
tous role as an agent of transformation. Global capital, neverthe-
less, brought indirect consequences for the state socialist system —
at best a modicum of Western capitalist know-how concurrently
with a market ideology. There were, however, no capitalist en-
terprises; the economic plan was not under threat. Capitalist en-
terprises were symbolic islands in a centrally-planned sea.

The state socialist societies were not part of the capitalist
world system. Capitalism is distinguished by the production of
exchange value through markets, competition of capital, the ne-
cessity to make surplus and consequent labor exploitation, and the

34  Economic Commission for Europe, East-West Joint Ventures News Letter,
no 3, 1989. These data are cited in Gutman, 1992, p. 135.
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continual accumulation of capital; class conflict is an in-built
motor of social change. Soviet-type societies made surplus but
the dynamics of the system of production did not stem from com-
petition of capital (as enterprises had no economic autonomy and
were not profit maximising); there was no production of exchange
value as there was crucially no free market for commodities and
assets; money (as it functions under modern capitalism) was non-
existent and there were no financial institutions or banks. Super-
structural institutions (such as ideology and a dominant commu-
nist party) are beyond the scope of this paper, but they too were
not supportive of capitalistic forms of exploitation and accumula-
tion. Hence the context in which surplus value was extracted was
quite different from that of modern capitalism.

To integrate these economies into the world economic system,
a qualitative, not a quantitative change was required. Hence the
world system argument that transformation involved a movement
between types of capitalism is not correct. The transformation of
state socialism into a form of market capitalism, required the
creation of a capitalist economy and superstructure, as well as a
capitalist class. The dynamics of this process cannot be addressed
here. Such an account would include the underlying influence of
cultural globalization, particularly the consumer ethic, the rise of
an “acquisition” class concerned with valorising their skill assets
through a market and an administrative class, which was able to
turn executive power into ownership of capital assets. Finally,
note has to be taken of external political factors, particularly the
global political class.

2. The Global Dimension: the Move to the
Market and Privatization

After 1989, the move to markets and private property strongly
impacted on the shape of foreign trade, foreign investment and the
place of the post-communist countries in the global world order.
The global dimension of change is usually regarded positively as
part of the victory of liberalism and democracy; globalization in this
perspective empowers people through the development of wealth,
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communications (travel, networks), and culture. Others contest this
judgment and contend that globalization has negative connotations:
global corporations and political organizations disempower indi-
viduals and weaken the responsibility of states because the proc-
esses of government, previously subject to democratic control, are
spheres for autonomous (and non-accountable) decision-making by
transnational organizations. = Asymmetric relationships develop
between the core industrialized and militarized countries and the
periphery.

This paper can deal only with a limited range of economic is-
sues. To evaluate the global presence of the former state socialist
societies, I focus on the levels of foreign direct investment and the
formation of transnational companies. Global exposure is also
measured by a study of market capitalization and listing on foreign
stock exchanges. Transnational influences are also surveyed in
terms of foreign investment as a proportion of gross capital forma-
tion, the value added by, and the employment dependency on, for-
eign company affiliates. Finally, I evaluate the impact on the rank-
ing of post-communist countries in the world order of their varying
degrees of linkage to the world market.

2-1. Foreign Direct Investment

Immediate release from the constraints of state socialism led to
a reorientation of trade and the flow of investment capital. Outward
and inward capital investments reflected the openness of the
economies to the purchase of privatized assets by foreigners, as well
as previous linkages and commercial opportunities. Between 1989
and 1994, the cumulative total of FDI put Hungary clearly at the top
with a total investment of $6,316 million ($558 per capita), fol-
lowed by Russia with $3,558 ($20 per capita), the Czech Republic
with $2,820 ($242 per capita) and Poland with $1,365 ($28 per
capita); the Ukraine had a total of only $498 million ($4 per capita
for the whole period).” (FDI cumulative flows 1988 to 1994 and
1989-1998 are shown in detail in Table A2 of the Appendix which
orders countries per capita.) By 1998, this pattern continued: Hun-

35  Economic Bulletin for Europe, Vol. 46, New York : UN, 1994, p.119.
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gary’s FDI per capita again outstripped that of other East European
countries: for the period 1989-98, Hungary received $1,652 per
head, followed by the Czech Republic with $968, Estonia $947,
Latvia $634, and Slovenia $596. Ukraine received only $54 and
Russia $60.

Table 6. Foreign Direct Investment Inward Stock by Host
Country 2001 and Outward Stock, by Home Country 2001 (Se-
lected former State Socialist Societies)

2001 2000 2001 2000

FDI FDI FDI FDI

Inward Inward Outward Outward

stock stock as stock by stock as

by Host % of GDP | home % of GDP

country Country

US$ mill Percent USS$ mill Percent

Belarus 1412 119 18 0.2
Ukraine 4615 12.1 129 0.3
Russia 21795 7.7 14 412 4.7
Moldavia 609 35.7 19 1.5
Estonia 3155 53.2 429 52
Czech Rep 26 764 42.6 832 1.5
Hungary 23 562 43.4 4377 4.5
All
Developing
Countries 1 786 057 30.6 748 486 13.9
(Ex. China)

Source: World Investment Report 2002, pp. 312-317, 335-336.

By 2001, we may estimate the extent of foreign ownership by
expressing total FDI inward investment as a percentage of GDP.
Selective data are shown in Table 6 (the full table may be consulted
in Table A3 in the Appendix). Relative to the other post-communist
countries, Estonia, Hungary, Czech Republic and Moldavia have
very high foreign investment. Capital inflows were generally
greater than for developing countries, though not for Russia. These
higher levels were probably due to the “one off” privatization of
state assets and their purchase by foreigners. As to outward invest-
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ment, the central and east European countries were similar in char-
acter to the least developed countries: they had on average a very
low level of capital export — only six (notably Hungary, Estonia and
Russia) being higher than the world’s least developed countries.
Their foreign direct investment was less than the least developed
countries. On both counts the inward and outward flow of direct
investment, when expressed as a proportion of gross domestic prod-
uct, was very much lower than the average of developing countries.

Transnational Companies

As noted in the discussion of the spread of foreign companies
to the state socialist countries, the number of foreign corporations
and foreign affiliates in the immediate post-communist period was
small. In 1991, given the size of their economies, Hungary and
Poland had by far the most companies with foreign affiliates. (Hun-
gary had 66 foreign parent companies and 2,140 foreign affiliates,
and Poland 58 and 2,168 respectively. The whole of the CIS had
only 68 parent corporations and 2,296 foreign affiliates.) On a
global scale this is a very small presence. The developed countries
have transnational corporations in thousands (in 1991, the USA had
3,800, and Germany 6,984), with foreign affiliates in tens of thou-
sands. Individual countries like Germany, Brazil and China, had
more foreign affiliates than all the former state socialist societies put
together (See details in Appendix Table A4).

These data are for the early period of the transition to capital-
ism for the former state socialist countries. By 2001, the numbers of
transnational companies had grown considerably. On an imperfect
information base, on a world scale, there were 64,592,000 transna-
tional companies with 851,167 foreign affiliates. Of these, only 850
companies were reported in the six central and eastern European
countries. A total number of 255,442 affiliates of foreign companies,
however, were operating in al// the east and central European coun-
tries shown in Table 7. (Though it must be emphasized that data for
the countries of the former USSR were incomplete).
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Table 7. Number of Parent Corporations and Foreign Affiliates,
Post 1994 (latest year available in 2002)

Parent Corporations Foreign affiliates

based in economy (a) located in economy (b)
Central and
Eastern Europe 850 255,442
Bulgaria 26 7,153
Czech Rep. 660 (c) 71,385
Hungary - 26,433
Poland 58 35,840
Belarus - 393
Ukraine - 7,362
Russia (1994) - 7,793
Albania - 2,422
Bulgaria 26 7,153
Romania 20 83,934 (¢)
Slovakia - 5,560
Slovenia - 1,655
Croatia 70 353
Lithuania 16 1,893
Latvia - 193
Estonia - 3,066

Comparisons:

Turkey (1995) 357 136
UK 3,208 8,609
Germany 8,522 13,267
Brazil (1998) 1,225 8,050
China 379 363,885
World Total 64,592 851,167

(a) Number of parent companies in the economy shown.

(b) Number of foreign affiliates in the economy shown.

(c) These figures appear abnormally high, but are given in the source. The high
figure for parent corporations in the Czech Republic is probably accounted for
by the splitting of the former Czechoslovakia.

Source: World Investment Report 2002, p. 272.

The companies formed after the collapse of state socialism
have little presence in the world of transnational companies. After
the collapse of the USSR, its new export orientated companies, such
as Lukoil (now the largest Russian transnational company), have
sought a global dimension, though their opportunities initially were
limited. The Russian government under Yeltsin fixed a limit on
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foreign shares in Russian strategic companies (originally not more
than 15 percent of shares in Russia’s oil companies, for example,
could be foreign owned) and the state in different forms owned (and
still owns) a very large proportion of assets. The largest Russian
companies are located in the energy sector — the top five companies
by market value and 19 out of the top 50 companies.*®

In the Financial Times 500 (2003) Index *’ (capital market
value), the USA dominated with 240 companies, Japan followed
with 48. Russia had five companies, all in the energy sector: Yukos
(Rank 144), Gasprom (169), Surgutneftegaz (280), Lukoil (294),
Sibneft-Siberian (375). No other former communist country ap-
peared in the list. If we turn to revenues earned as shown in the
Fortune 500, China had 11 companies, UK 33, Japan 88, the USA
again topped the list with 197 companies; of the former state social-
ist countries, there were only two, both from Russia: Gasprom (rank
236, no profits data), Lukoil (422, for profits it ranked 74). Even in
the top 500 European companies (capital market value), there were
only ten companies: Telekomunikacja Polska (rank 170), Surgut-
neftegaz (214), Lukoil (231), Gazprom (232), Cesky telekom (310),
Matav (Hungary) (326), Yukos (Rus) (336), Unified Energy (Rus)
(383), Mobile Telesystem (Rus) (464), and PKN Orien (Pol) (482)
(Data for 2002 from FT website).

If we measure the companies by value added, the presence of
the post-socialist countries is small. Of the top 300 European com-
panies in 2001, Russia had only three (Sperbank, Gasprom and Lu-
koil),” two of which were then largely state owned and controlled
and the third (Sperbank) had a major government stake (Lukoil by
2003 has sold most of its government stake). Of the other post-
communist countries, only one company, Telekomunikacja Polska,
came in the top 300. The total value added of all companies in Rus-
sia, came to about half that of Shell UK, Russia was around the
level of Belgium (See Table 8).

36 Kommersant reyting, 200 Krupneishikh kompanii Rossii. No 01 (01), 2003,
pp. 93-96.

37 FT Global 500, published in Financial Times 28 May 2003.

38 Fortune (European Edition), August 19, 2002, No.15.

39 The Value Added Scoreboard, p.90
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Table 8. Rank and Value Added of Russian and Polish Com-
panies with European Comparisons, 2000/2001

Company Rank Value added £mills
Daimler Chrysler 1 27,117
Shell UK 2 25,663
Gasprom 31 8,200
Lukoil 69 4,531
Telekomunikacja Polska 175 1,746
All Companies 1,080,752
Russia (total) 13,791
Belgium (total) 13,523

Source: The Value Added Scoreboard, p. 90.

Foreign Assets

In terms of their foreign assets, the transnational corporations
of the former state socialist countries are relatively minor companies
compared to the Western TNCs. Of these, Russia has the top two in
terms of foreign assets — Lukoil and Novoship. Their foreign assets
are 4,189.0 and 963.8 million dollars respectively,*’ this compares
to the world’s top company (Vodafone) with foreign assets of
221,238 million and General Electric (in second rank) with 159,168
million dollars.*’ Other countries in the top central and east Euro-
pean ten included, in the following order, Latvia (Latvian shipping),
Russia (Primorsk shipping), Hvatska elektroprivreda (Croatia),
Gorenje Group (Slovenia), Far East shipping (Russian Federation),
Podravka group (Croatia), and Atlantska Plovidva (Croatia) (For
full details see Table A5 in Appendix).

2-2. Stock Market Capitalization: Country Profiles

The extent to which companies have a transnational presence
and are open to domestic and foreign ownership is dependent to a
great extent on their stock market capitalization. This is a major
feature of Anglo-American capitalism though less so for German
and Japanese. Stock marketization in the countries’ own exchanges

40 World Investment Report 2002, p.112.
41 Ibid., p.86.
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(enabling take-overs as well as the raising of capital), with Latin
American and European comparisons, is shown in Table 9.

Here we note the early start to stock market capitalization in
Hungary and Poland. All countries between 1990 and 1999, includ-
ing Western ones, have had a rapid increase in stock market capi-
talization: of particular note are China and Brazil. By the latter date,
the former Eastern European countries were on average at the level
of Brazil, though there were important differences: Russia and
Ukraine were much behind the East European countries whereas
Hungary and Estonia were in the lead. Stock market capitalism was
much less firmly set than in the leading capitalist countries — UK,
USA and Japan.

Table 9. Stock Market Capitalization

Percentage of GDP I];Io of hgted .
omestic companies
1990 1999 2000
Eastern Europe:
Lithuania 0 10.7 54
Pola