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ABSTRACT

In the past 15 years, the post-communist countries have attempted to rebuild state
society relations. Central to this process has been the formation of business associations.
Despite roughly similar starting points, the post-communist countries vary dramatically
in the number and type of business associations. This variation poses a number of
empirical questions. Why do business associations form? What kinds of firms join
associations? What roles do business associations play in the creation of capitalism?
Existing literature often treats business associations as marginal players, but my
dissertation demonstrates that they are important organizations that have a profound
effect on the political and economic life of post-communist countries. Moreover, while
scholars have examined the behavior and influence of interest groups, the actual causes
of group formation (or non-formation) remain underdeveloped. My dissertation examines
the creation of business associations and their subsequent development across countries
and economic sectors.

Based on a cross-national survey of firms in 25 countries as well as a comparative
analysis of business interest representation in Russia, Ukraine, Croatia, and Kazakhstan, I
find that low-level bureaucratic corruption and excessive state regulations facilitate the

formation of business associations. This might seem counterintuitive, but I argue that
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increasing bureaucratic pressure on businesses stimulates collective action to combat
corruption. Another empirical finding is that firms in different sectors of the economy are
unequally represented by business associations. Contrary to prevailing theoretical
arguments, firms in the service sector are most likely to join business associations, while
firms in mining and heavy industry are least likely to join. This finding is consistent with
my argument because firms in the service sector are more vulnerable to invasive
regulations. My analysis suggests that the nature of state regulatory institutions and
policies affects business association formation. When corruption and regulations by
bureaucrats are rampant, businesses have greater incentives to join associations that
provide legitimate means to counter bureaucratic pressure. Thus, business associations
arise as a defensive mechanism to protect business against corruption and extensive
regulation.

This contributes to the debates about the sources of civil society organizations
suggesting, ironically, that petty corruption may strengthen business associations — a
crucial element of civil society. In addition, my investigation contributes to the on-going
exploration of economic transitions and evolving patterns of governance in the post-
communist countries of Eastern Europe and the former Soviet republics. Identifying the
roots of the formation of business interests is a critical step in advancing a more general

understanding of the development of capitalism in the post-communist countries.
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CHAPTER 1

INTRODUCTION

In the past 15 years, the post-communist countries of Eastern Europe and the
former USSR have witnessed the emergence and development of new systems of interest
group representation. For the first time, after decades of communism, a new kind of
organization—business associations—came into existence. Despite their substantial
membership and developed organizational structure, post-communist business
associations are often treated as marginal players that have little influence over state
policy and economic development.! Moreover, while scholars have examined the
behavior and influence of interest groups, the actual causes of group formation (or non-
formation) remain underdeveloped. However, if associations are so unimportant in
serving the interests of business community, it is unclear why firms across the post-
communist world join them and why the number and membership in these associations
grow. Contrary to the prevailing perception, this study demonstrates that business

associations are performing functions vital to their constituents—functions, that have

' But see Thomas F. Remington (2004). Analyzing activities of one Russian business association,
Remington writes: “The RUIE [Russian Union of Industrialists and Employers] is the single most powerful
organized interest group in Russia” (p. 153). Another work echoes Remington’s assessment of business
interests: ... interest groups with more independent resources and greater power (especially economic
interest groups) have succeeded in their pressure to create more institutionalized policy networks with an
important influence on behalf of non-state actors” (Fink-Hafner & Krasovec, 2005, p. 414). Still such
assessments are rather infrequent and the majority of scholars report weakness and disorganization of the
post-communist employers.
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remained below the radar of the transition research. They protect firms from the
predatory state behavior.

Based on a cross-national survey of firms in 25 countries as well as a comparative
analysis of business interest representation in Russia, Ukraine, Croatia, and Kazakhstan I
find that low-level bureaucratic corruption and excessive state regulations facilitate the
formation of business associations. This might seem counterintuitive, but I argue that
increasing bureaucratic pressure on businesses stimulates collective action to combat
corruption. Another empirical finding of this dissertation is that firms in different sectors
of the economy are unequally represented by business associations. Contrary to
prevailing theoretical arguments, firms in the service sector are most likely to join
business associations, while firms in mining and heavy industry are least likely to join.
This finding is consistent with my central argument because firms in the service sector
are more vulnerable to invasive regulations. My analysis suggests that the nature of state
regulatory institutions affects business association formation. When corruption and
regulations by bureaucrats are rampant, businesses have greater incentives to join
associations that provide legitimate means to counter bureaucratic pressure. This
contributes to debates about the sources of civil society organization suggesting,
ironically, that petty corruption may strengthen business associations — a crucial element
of civil society. Thus, unlike a large body of literature on business-state interaction that
sees interest groups as making claims on the state and seeking protection from the market
forces, I argue that business associations are defense mechanisms to protect businesses
against the state. This dissertation also investigates the role of formal institutions in

shaping the aggregation of economic interests. Comparative analysis of business
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representation in the voluntary and compulsory membership systems offers little support
to the institutional perspective but suggests a greater role of agency in shaping the
institutions. Between these empirical and theoretical contributions, this study of the
formation of business organizations becomes an important piece of research advancing a
more general understanding of the development of capitalism and civil society in the

post-communist countries.

1.1 DEFINING THE SUBJECT

Interest groups are an important element of the political system. According to the
liberal intellectual tradition, they link society to political decision-makers; they express
the demands of distinct social groups and make relevant information available to political
actors; and they organize citizens to solve urgent problems requiring coordination and
interaction with state institutions. Interest groups are also essential players in the sphere
of economics; their activities shape the nature and extent of state regulatory and
distributive policies. Interest groups are such an essential part of political and economic
systems, but how do they form and evolve, and what roles do they play in times of
fundamental political and economic transformation?

The literature on the varieties of capitalism, although primarily concerned with the
strictly economic aspects of firm and production organization (Whitley & Kristensen,
1997; Appelbaum & Schettkat, 1998; Hodgson, 1998; Hall & Soskice, 2001, 2004),
points to business and employer associations as the central non-market institutions of
information transfer, standard setting, industrial policy implementation, coordination, and

public policy setting. Important differences between types of capitalist economies can be
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traced to the different structures and roles played by business interest groups and to
employer/producer associations in particular. Theoretical and empirical studies point to
associations representing business interests as potentially important actors in directing the
trajectories and producing the outcomes of socio-economic transformation.” However, we
know little about the emerging systems of interest group representation in post-
communist countries. The dynamics of group mobilization and mechanisms of exerting
influence on reforms beg further consideration. The number and strength of interest
groups, their functions and relative power vis-a-vis the state and political parties, and
patterns of interest aggregation and representation are widely believed to shape the
outcomes of interest group politics. The task of this project is to explore similarities and
differences in the systems of business interest representation across post-communist
countries. In this dissertation, I establish and test hypotheses accounting for the divergent
patterns of business interest group formation and development in post-communist Eastern
Europe and Eurasia.

This dissertation investigates the causes of business associations’ formation and

their interaction with state institutions in the wake of the collapse of state socialism.” It

? The studies of the political economy of the East Asian newly industrialized countries point to organized
industrial interests as one of the central components of the East Asia’s developmental success (Johnson,
1982; Lim, 1983; Wade, 1990; Morley, 1998).

3 It is important to emphasize that the objects of this research are formal associations of businesses rather
than business interest groups broadly conceived. By concentrating on formal associations, I evade the
fundamental problem facing any study of interest groups — the question of what a social interest is and what
constitutes an interest group. If one follows an established notion that ““...an interest arises from the
conjunction between some private value held by a political actor — public officials or groups thereof as well
as private sector operatives — and some authoritative action or proposed action by government” (Salisbury,
1991, p.12), not all civic associations are interest groups. Based on the two elements of such a definition of
interests — private values and governmental authority to grant or deny acquisition of such a value — civic
organizations that do not lobby the government are not interest groups. I find such exclusion of groups that
have overcome the problem of collective action and formed organizations unjustified. Contrary to the
lobbying literature, this dissertation concentrates on the organization of business communities rather than
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advances a theory of the relationship between economic actors and state institutions and
contributes to the on-going exploration of post-communist economic transition and the
evolving patterns of governance in the region. The primary empirical focus of this
dissertation is to explore variation in the development of business associations across
countries and across sectors of their economy. Surprisingly, given roughly similar
starting points,” the post-communist countries vary on both the number of emerging
business groups as well as their organizational characteristics. Why some businesses in
some sectors of the economy in some countries form associations has not been the subject
of rigorous scrutiny in the field of post-communist comparative research. My dissertation
places business interest groups at the center of analysis.

Despite the evidence of substantial membership and developed organizational
structure, post-communist business associations are often treated as marginal players that
have little influence over state policy and economic development (Peregudov &
Semenenko, 1996; Kubicek, 1996; Fortescue, 1997; Rutland, 2001; McMenamin, 2002;
Lehmbruch, 2003). This dissertation demonstrates that business associations are
important organizations that have profound effects on the political economies of the post-

communist countries. Bringing attention to the formation and development of business

the actual granting of private benefits by the government. My approach excludes formally unorganized or
individual demands and activities, does not necessarily require attempts to influence or lobby, and when
such attempts are present, does not specify the channels of influence.

* The early literature on the post-communist transition tends to emphasize “Leninist legacies” as a common
factor accounting for the weakness of civil society vis-a-vis the post-communist state (Geddes, 1995;
Jowitt, 1992; Schopflin, 1994). Such a perspective, however, seems to exaggerate similarities among
countries of Eastern Europe. It should be acknowledged that these countries’ experiences under communist
rule differed substantially. Although countries of Eastern Europe inherited different legacies from their
communist past, the formal mechanisms of business-state relations followed similar patterns. An important
empirical question to be investigated in the course of my research is how the diverse pre-communist and
communist legacies are shaping the emerging business-state relations.
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associations and to the causes of cross-country variation in the strength of business
groups should change the way we think about business-state relations in Eastern Europe
and Eurasia. Understanding how business associations affect the emerging capitalist
economies and the relationship between the business sector and the post-communist state
will inform policy-making in the areas of economic development assistance, regional

cooperation, and civil society development.

1.2 WHY SHOULD WE CARE?

This research is important along the following dimensions. On one hand,
investigating the causes of lobbying and business associations’ formation can advance
general theory of the relationship between economic actors and state institutions. My
dissertation will contribute, for example, to research on the “varieties of capitalism”,
which examines how different countries organize relations between business and the
state. In addition, my investigation contributes to the on-going exploration of economic
transitions and evolving patterns of governance in the post-communist countries of
Eastern Europe and the former Soviet republics. Identifying the causes of group
formation and divergent patterns of interest group representation is a critical step in
advancing a more general understanding of the development of capitalism or of what type
of capitalism will develop in the post-communist countries.

The development of civil society in post-communist settings and the emergence of
groups representing the interests of the entrepreneurial sector in particular present a
natural laboratory for testing existing theories of group formation. The investigation of

the causes of business associations’ formation in the new capitalist economies provides
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an opportunity to trace the developments of a very important component of civil
society—business and industrial organized interests. The study of business associations
in post-communist countries can bring to light previously unexplored aspects of such
research. Post-communist countries provide excellent cases for studying this topic
because business-state relations are still in the process of their formation; while in the
developed capitalist countries, such a process is generally completed. The emerging
systems of interest representation in post-communist countries present an opportunity for
developing and testing new theories about the causes and effects of group formation.

The task of this dissertation goes beyond “presenting new wine in old theoretical
and conceptual bottles” (Kubicek, 2000, p. 296). It indicates a promising area of research:
the connection between developments within the economic domain of civil society and
the nature of state bureaucratic structures. Such research inevitably touches upon the
central problems of political economy. Namely, how state authority shapes the workings
of markets by changing the incentive structures of market agents? How do these agents
interact with the state in pursuit of their economic gains? As Polanyi (1957) suggested,
economic and political spheres of society cannot be analyzed as separate entities. The
markets are embedded into the net of social and political institutions regulating their
workings. Business associations comprise an important component of such a net.
Investigation into the formation of business associations speaks to the issues of social
“embeddedness” of the economic sphere.

This project underscores the importance of the state bureaucratic institutions and
speaks to the on-going debate about effects of good governance. Other than its

importance for the theory of interest group formation, the relationship between the state
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and economy, and issues of governance, the question of business association formation
has significant ramifications for the study of post-communism. Understanding why post-
communist countries differ in the ways social groups organize is an important element in
solving the overall puzzle of success and failure in political and economic transformation.

Testing the alternative theories of group organization also contributes to the
debate about state capture, influence, and exchange. Although this debate is typically
waged about the consequences of group politics, rather than causes—which are the focus
of this research—the intersection of the two perspectives will paint a clearer picture of
the issue at hand. Much of the research on capture, lobbying, and influence is motivated
by the question of under what conditions do interest group politics produce positive
results in economic performance, accountability, fairness, and efficiency, and under what
conditions do groups’ interactions with the state lead to the opposite effects? The more
specific questions are under what conditions does the group interaction with the state
produce the effects associated with state capture and under what conditions does such
interaction result in a more benign relationship? Why, in some countries, do strong
business interests coincide with vigorous reforms and economic growth; while in others,
they coexist with poor economic performance and stagnant reforms?

Research on the caus