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After the fall of state socialism, the post-socialist countries entered the world economy. 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 world global order. The values of neo-liberalism defined the norms and conditions which the hegemonic world powers  sought to impose on the post socialist countries. Neo-liberalism is an economic doctrine which contends that unfettered capitalist market relations provide the best economic system to promote growth and well being; market capitalism involves private ownership of economic assets, a developed financial system which, through the profit motive, drives investment to allocate resources to their most effective and efficient uses. 

The argument of this paper is that the acceptance of neo-liberal financial policies has led to the incorporation of the central European post socialist states (the NMS of the European Union) into the core of the world economy; however their position makes them highly dependent on hegemonic Western powers. The CIS and China have moved into the world economy but have less financial and economic dependence on the economic core. They remain on the semi-periphery of the world economy giving greater actual and potential power to further independent developmental policies.

Foreign Direct Investment 

Following the collapse of Comecon and the opening of markets to the West, capital flowed to the former state socialist societies. In neo-liberal economic policy, finance through FDI drives development. Such investment had the important political effect of linking the post-socialist societies to the West through ownership and control of foreign companies in the host countries; in this way they became part of the capitalist global class system. In comparison with advanced countries of the West, however, such flows were relatively small. Before the world financial crisis of 2007- , the average inflow for the whole period of transformation (1989 to 2005) (EBRD 2006: 32,38) for the CEECs was $2,714 per capita; the largest, for the Czech Republic, came to $5000. For the CIS states, the average was only $643 per head. The total cumulative dollar inflows for the period between 1989 and 2008 are (in million US dollars): Poland 111,529; Czech Republic 75,226; Hungary 53,242; Russia 43,108; Ukraine 40,756; and Belarus 6,708 (EBRD 2010). We may conclude that the ‘driving’ effect of FDI was much lower for the CIS countries and China while concurrently they were less integrated into the world economic system. For China FDI also was not as high per person as in the European post socialist states (averaging $681.1 per capita). 

Foreign direct investment leads to a direct linkage between the parent company and affiliates in host societies. Transnational companies (TNCs) play a significant role in determining the level of global integration.  In this respect, a major distinction may be shown between the post-communist new member states of the European Union (NMS) and the former republics of the USSR which became members of the Commonwealth of Independent States (CIS). The level of foreign company penetration reflects the level of investment in a host country which in turn has important consequences not only for development (new technology and management practices) but also in terms of dependency on foreigners and the formation of class and political identities. 

The post-communist countries in the European Union host an exceedingly high number of foreign based firms. In 2005, there were over 26 thousand in Hungary alone.  In the CIS countries, foreign ownership is much less: of the 10,234 firms operating in the CIS, Russia in 2004 had 1,176, Belarus in 2008 - 71 affiliates, and Ukraine in 2004, only 367. These three countries would appear to have a small number of relatively large investments, whereas in the New Member States, there are a large number of small investments – and a wider spread of companies 
 Export Dependency
The trading pattern of a country is captured by its profile of exports and imports. A country with very large export earnings can be economically dependent on the quantity and price of its exports – especially if it has few internal resources. The pattern and type of foreign trade is therefore also indicative of global dependency. 

Exports and imports may be measured as a proportion of GNP: the higher the index the greater the foreign trade. The postsocialist European countries (Estonia, Hungary and Czech Republic) have an exceedingly high dependence on foreign trade (over 70 per cent of GDP) – much greater than, for example, major Western trading countries such as the UK; Belarus also has strong import and export commerce. Ukraine is a major exporter (similar to China in relation to its GDP), whereas Russia is at the other end of the chain, with rather more exports but fewer imports than the UK. China, Russia, United Kingdom – although important trading nations - have considerable home markets. (World Bank 2010). 

Corporate Financial and Non-Financial Companies

Foreign affiliates in the post socialist countries are principally investments by companies from the advanced capitalist countries. With some notable exceptions, the development of large indigenously owned companies lacked domestic and foreign political and financial support. Few post-socialist companies are comparable to the very large Western transnational firms. A list of the top world 2000 companies has been constructed by Forbes. Each company has an index derived from four major commercial components: sales, profits, assets, and market value. 


Only seven post-communist NMS enter the list. Of the CIS countries, Kazakhstan with one company and Russia with 28 are represented: the latter is the only serious player of any of the European post-socialist societies in the world economy. The sector breakdown shows that for Russia the largest group of companies was composed of oil and gas (10 companies) followed by those in raw materials (iron, steel, aluminium, gold, nickel with 7 companies); there were four banks, three telecom companies, and one utility (UES), two in consumer durables and one in chemicals (Uralkali) (Global 2000). China is a much more serious player in the world economy. The number of global companies (91) is equal to Europe’s most globalised economy (UK with 96 companies). 



While the NMS have ostensibly joined the ‘core’ of the world economy, they bring very little economic power with them. They represent a bundle of different types of economies. The most advanced – Hungary and Czech Republic- have their most advanced industries in foreign ownership. The CIS countries, while being on the semi-periphery, possess considerable assets in the primary sector; their manufacturing and particularly high tech manufacturing is in decline.


Financial companies play a significant role in directing investment in the world economy. In neo-liberal theory, investment through banks ‘drives’ development, though in addition speculation on sales of assets has played an important role. In the world of economic finance, of the world’s top 50 financial transnational companies, there is not one parent company located in any socialist or post socialist country (including China) (WIR 2009: Annex Table A.I.12).  Financial companies are dominated by American and European companies which wield enormous financial power. The US based City group in 2008, for example, had 723 foreign affiliates spread over 75 countries (WIR 2009: 234). Countries in the developing world and in transition seeking a place in the world economy are highly dependent on banks in the core countries for finance.


Foreign bank ownership has increased greatly in the post-communist countries and the post socialist countries of central Europe and the Baltic States have become highly dependent on foreign banks. In the NMS states, in 2004, on average over 70 per cent of the assets of banks are foreign owned (in Estonia the figure was 98 per cent, Czech republic 95 per cent); whereas in the old member states, foreign ownership in the Euro area zone was less than 20 per cent on average, with countries like Germany and France having less than ten per cent; even a neo-liberal economy like the UK only had 20 per cent of its bank assets in foreign hands. Since the financial crisis of 2007-, ownership has increased slightly in Hungary and Ukraine, whereas in Kazakhstan, it has fallen
.  Foreign banks' share of ownership rose in Ukraine from 12.1 per cent in 2004 to 39.4 per cent in 2007 and escalated to 51.1 per cent in 2008 (EBRD, Structural Indicators). Belarus, on the other hand, has far less foreign bank ownership and shares a similar profile to the Asian CIS countries. 


In Russia, no comprehensive privatization of the banking sector has taken place. Consequently, ownership by foreign banks is relatively low – 202 banks had some foreign ownership at the end of 2007, but only 62 of them were fully foreign-owned. By 2008, however, the number had nearly doubled to 108 (out of a total of 1108 banks) (EBRD Structural Indicators). The Russian economy would appear more insulated from external shocks than the NMS of the EU, being less dependent on foreign banks and having greater regulation of the banking system.  

With the worsening of the economic climate in 2007, banks in CEE became exposed: a large number of speculative loans had been made and failed in the economic downturn and the number of non-performing loans increased. The undercapitalised banks in the Baltic countries in particular had a very large number of foreign currency denominated loans. 

State owned banks are a mechanism through which a government may alleviate or counteract market forces – including the effects of the global financial crisis. The CIS not only has far fewer foreign banks, but they have many more state banks. Belarus, Uzbekistan and Turkmenistan have over 65 per cent of banking assets in state ownership. Other significant shares are held by Azerbaijan (40% in 2008) and Russia (38% in 2008). At the other end of the spectrum, the Baltic States, Czech Republic, Kazakhstan have under 10 per cent; Latvia and Ukraine, as a consequence of nationalisation of failing banks during the financial crisis, have increased somewhat state ownership (EBRD Structural Indicators). 


States with high levels of foreign bank ownership and low levels of state ownership had higher levels of bad debts. In the European post-communist societies, countries with higher levels of state ownership of banks have less insolvency risk, and foreign banks have higher insolvency risk. The correlation between non-performing loans and foreign bank ownership in 2008 was +.23, whereas it was negative (-.33) between such loans and state bank ownership (that is, the higher the state ownership, the lower the number of non-performing loans; and the higher the foreign bank ownership, the higher the level of bad debts). Despite the controls placed on the banking sector in Russia after the financial crisis of 1998, private banks probably take imprudent financial risks. These results would seem to cast into doubt the widely held assumption that foreign banks are more rigorous and effective in ascertaining risk levels than state banks. As we know from the effects of the economic financial crisis in 2007- , many banks had been driven to take high speculative risks to enhance profits and bonuses.
Effects of the World Economic Crisis
The world economic crisis of 2007- illustrates the levels of interdependence of different states in the world economy.  Factors connected to globalisation are amongst the major causes as well as the lending policies of banks. We may hypothesise first: that the greater the levels of economic globalisation, the presence of foreign banks, and the higher the level of domestic credit, then the greater the fall in GDP growth; and second, the greater the state ownership of bank assets, the lower the fall in GDP. I plotted the EBRD market liberalization scores against the change in GDP for 2009 (EBRD 2008).  The correlation coefficient is – (minus) .51. The higher the transition score the lower the rate of growth in 2009.  The financialisation of the NMS and Ukraine certainly had direct effects on the economy in the period of financial crisis. Banks are not only concerned with providing credit for business investment but also speculative gain.


One might conclude that Belarus, Russia and Ukraine have different financial profiles. Both Russia and Belarus still have strong state banks and relatively low foreign ownership, though Russia in recent years is becoming more open.  Most of the CIS countries are less likely to be directly affected by banking crises fuelled by foreign banks than those in the NMS.  Foreign banks have a dominating presence in the NMS. While the new EU member states have been integrated into the world economic system and its political and military (NATO) apparatuses, they are not equal to members of the dominant ‘core’ nations.          


CONCLUSIONS
In all the new European Union post socialist states, integration into the world economy has occurred. While they have become integrated with the ‘core’ member states, foreign investment has entailed large scale foreign ownership of their financial, commercial and industrial assets giving a high level of dependency on foreign companies. The Commonwealth of Independent States is far less integrated into the world economic system. Its largest economy, Russia, is a hybrid capitalist economic system: the energy sector is integrated into the world economy and significant transnational companies are emerging. The transnational capitalist class seeks a place in these economies through ownership and control of the primary sector exporting industries which provide a firm link with the hegemonic countries of the core. However, their penetration is much weaker than in the EU new member states where foreign ownership of banks is comprehensive. 

In all the post-socialist states the negative impact of the economic depression has weakened the ideological and economic attraction of globalisation in general and the neoliberal market model of coordination on which it is currently based. The continental EU states, France, Germany and Italy, have revived a more regulated form of financial coordination which will legitimate change in the NMS. 


The global recession brings into question the role of the core hegemonic states, particularly the Anglo-American model of capitalism. Financialisation has driven accumulation of profit through financial channels, essentially through speculation on the sale of ownership titles. This process has led to enormous profits and bonuses, but not to investment and growth.  There are two main reactions to the underlying causes of the current economic crisis: first, strengthening the power and legitimacy of global institutions of world capitalism - organisations such as the International Monetary Fund, the World Bank and the World Trade Organisation. One consequence of the global financial crisis is the greater participation of non G8 countries in global decision making. Countries like China, India and Brazil have benefited politically and the G20, which became a forum for a global economic response, incorporates countries from the semi-periphery. 
The second reaction involves a move towards national sovereignty, concurrent with a rejection of neoliberal globalisation. A weaker version of retreat from economic neo-liberalism entails a shift to, and a strengthening of, a more regulated type of capitalism (as in Germany and France). Even in leading neoliberal economies, such as the USA and UK, the state has been forced to take strategic stakes in leading financial and non-financial companies. The problem here is that political elites seeking to promote more statist ‘Keynesian’ solutions to the financial crisis come into conflict with financial elites legitimated by neo-liberal ideology to which paradoxically they themselves subscribe. 

A third scenario involves a reconfiguration of the relationships between the core and semi-periphery of the world economy. Critics of the global system envisage a polarisation of interests between core and periphery. The core countries extend their economic power which is constitutive of their political hegemony and military power. The peripheral states provide out-sourcing as well as the provision of primary and secondary products. 
This position is overdetermined and underestimates the potentiality of the ‘semi-periphery’. It is true that many nations on the periphery, when confronted with the economic, political and military power of the core states, have little alternative than to accede to their policies. Others (Russia, China, India, and Brazil) of the ‘semi-periphery’ have more options than assumed by world system theorists. Global capitalism is as inherently unstable as national capitalisms and incompatibilities may arise between the driving forces of a neoliberal world economy and institutional regulation as proposed by the IMF.         

This gives rise to a fourth alternative. The ‘semi-periphery’ is a site for major changes in the world economy. It may lead to the rise of alternative groupings of states which interact with the core but are not part of it – analogous to the state socialist societies before their collapse. These might form economic and political counterpoints to the capitalist world system. The economies of many countries have production which is local in character and could be developed, if given protection. Regional companies and political actors have considerable scope for action independently of the global economy. In the post-socialist countries, developments such as the formation of the Shanghai Cooperation Organisation, the Collective Security Treaty Organisation, the Eurasian Economic Community and the Organisation of Central Asian Cooperation, are evidence of the rise of regional economic and political blocs.  


Such tendencies may be accelerated by the impact of the global depression which has severely weakened the neo-liberal model of development and change. Some Latin American countries, such as Brazil and Venezuela might well follow the example of Russia and China and constitute a more state-led trading bloc having less dependency on the hegemonic capitalist world system. Such a grouping would be able to develop an alternative value system to that of global capitalism, with a greater emphasis put on economic development and social security – the provision of employment, more equal distribution of income and wealth, less poverty, and the expansion of local and regional industries. Keynes’s General Theory was entitled a treatise on Employment, Interest and Money. We need to give more attention to the employment aspects and less on the other two. While the IMF is widely accepted as the world ‘lender of last resort’ to the world’s banks; to meet the economic needs of world’s citizens, some body should be founded to be ‘employer of last resort’. Rather than a focus on monetary regulation and market coordination, as entailed in the neo-liberal model, an alternative requires an emphasis on prioritising economic development and employment and the utilisation of Keynesian models of state economic stimulation. But policy may need to go further than Keynes. There is an option for a type of national corporatist capitalism, or even a revival some components of redistributive socialism, - as a ‘counterpoint’ - an alternative to participation in the global economy on the terms of neo-liberalism. 
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