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Transition studiesis ahuge academic discipline these days.
From amodest start —e.g. a*“ passionate pamphlet” published in
Hungary in 1989 (Kornai, 1989)! — it has grown into a mass
industry. Given the proliferation of studies, why would anyone
read yet another book entitled The New Political Economy of
Europe, especially 18 years and arguably millions of worthless
pages after the birth of transition studies?

It is safe to bet, however, that this second (revised and
extended) edition of the book by Léaszl6é Csaba will become a
best seller against all the odds. Naturally, you havetoread it in
its revised version, not least because the first edition (Csaba,
2005) sold out quickly. You also haveto read the second edition
because the author has extended and improved the analysis in
various ways. Among other additions, two new chapters have
been added, entitled “Re-interpreting rules-based behaviour in
Europe” (chapter 9) and “Post-crisis perspectives on the future
of the EU” (chapter 10).

The remaining ten substantive chapters carry the same
titlesasin thefirst edition, although some of the data have been
updated and the style has been improved. After two forewords
(to the second and first editions), the first substantive chapter
looks at the empirical evidence on transition (chapter 3), and
then the author turns to the question of what post-communist
transformation means for development (chapter 4). The
prominence of development issues in the book implies that for
the author, the main benchmark of successin transition is based
on the pragmatic question of how people’slives haveimproved.
The development question is followed by examinations of the

1 1ts English version was re-baptized and given amore solemn but |ess
exciting title of “Road to afree economy” (Kornai 1990), probably to depict
transition asthereversal of the“ Road to serfdom” asargued in Hayek (1944).
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relationship between states and markets (chapter 5), and of the
relationship between globalization and regionalization,
especially in the countries that joined the EU in 2004 and 2007
(chapter 6).

The chapter on globalization and regionalization provides
a logical bridge to the subsequent four chapters(including the
two new ones), which all focus specifically on EU integration
issues. Indeed, one of the main merits of this book is that it
organically links transition with EU accession. We can largely
agree with the author that accession is not the end of transition,
but its logical continuation. It is again another key message of
the book that EU accession brings as many new challenges to
the development of new member countries as solutions to old
problems. The chapter titles are self-explanatory here: “Limits
to accession-driven transformation in Central Europe” and “A
non-stability and anti-growth pact for Europe?’. In the latter
chapter, indeed already in the first edition published in 2005,
the author was not afraid of taking an unpopular position against
the fashionable argument of the day that in EU accession
countries macroeconomic stability would not be conducive to
sustainable growth, and therefore they should aim for loose
monetary and fiscal policies. Recent history indicates that he
may well have been right. His own country disregarded
macroeconomic discipline for along period of time. When the
inevitable correction came in late 2006 — the fiscal deficit was
approaching 10% of GDP — it was accompanied by riots and
other forms of social upheaval. Since then, nobody challenges
any more Csaba's adherence to macroeconomic orthodoxy.?

The last four chapters of the book return to broader issues
in transition. They deal, successively, with transition in the
Russian Federation (chapter 11), the mutations of market
socialism (chapter 12), the issue of privatization and regulation
(chapter 13) and the nexus between institutions and growth
(chapter 14). In chapter 12, the author delvesinto thelong history
of market reforms (“ The viableimpossible?"), including the New
Economic Policy of the Soviet Union in the 1920s, Tito's

2 Not all politicians, however, have stopped preaching the “virtue” of
macroeconomic imbal ances.
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Yugoslav model from the 1960s onwards, Hungary’s economic
reforms after 1968 and the opening up of the Chinese economy
since the introduction of reform by Deng Xiaoping. The choice
of thetopicsin these chapters reflects the fact that Csabaisfirst
and foremost an institutional economist. He is a particularly
active member of the European Association for Comparative
Economic Studies (Vice President in 1990-1994 and 1996-1998,
President in 1999-2000, currently a member of the Advisory
Board).

Scholars of international business and international
investment will appreciate that the book pays considerable
attention to the role of foreign direct investment (FDI) and
transnational corporations (TNCs) in transition. This is very
important because, for a long time, the majority of transition
studies neglected this issue. As Csaba's compatriot, Peter
Mihalyi, noted: “by emphasizing de-etatization and certain
aspects of corporate governance, policy makersin the East and
the West (Hungary included) for many years misunderstood the
raison d’ étre of privatization, and had a distorted idea of where
the prioritiesshould be. [...] Inthismodel, FDI was not expected
to play akey rolein privatization.” (Mihdlyi, 2001, pp. 61-62).
In contrast, scholars of FDI noted at the beginning of the
transition that due to the relative weakness of the nascent local
private sector and its limited experience with the functioning of
market economy, FDI and TNCs had to play adisproportionately
larger role in economic transformation than in the development
of other countries at a similar level of development (Dunning,
1993).

Aninconveniencein the book’streatment of FDI and TNCs
isthat thisdiscussion is spread over various chapters and sections
of the book. In the chapter on empirical evidence (chapter 3),
there is a detailed section entitled “Foreign direct investment —
Do we possess a key?’ (pp. 64-68), and FDI figures again
prominently in the preliminary conclusions from empirical
evidence (pp. 68-70). In chapter 5, the analysis of the experience
of the front-runners countries deals partly with the topic
(especialy pp. 118-122). The chapters on the Russian Federation
(chapter 11) and on market socialism (chapter 12) discuss the
FDI component of transition in two large countries (p. 282 for
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the Russian Federation and p. 331 for China). Finally, the chapter
on institutions and growth (chapter 14) puts the spotlight on
Investment promotion policies (p. 377) and on therole of foreign
bankson financial intermediation (p. 382). The dispersal of FDI
Issues over various chaptersis understandable from the author’s
point of view, as he aimsto provide a comprehensive picture of
the key aspects of transition, for which FDI is only a part.

While most of the issues related to the role of FDI in
transition are discussed well in the book, the role of FDI in EU
accession and the impact of EU accession on FDI are treated
only implicitly in the most part. A more explicit analysis could
start with questions on the relationship between economic
integration and FDI and the changing structure of FDI-related
production, which are only partly touched upon in this book.
We know already that accession to EU leads to a major shift in
the composition of inward FDI, while also giving it a new
impetus. The enlargement in 2004 indeed resulted in a change
in the composition of inward FDI in new member countries
towards higher value-added and more services-related FDI.
However, at the sametime, their inward FDI plummeted in 2004,
to recover gradually afterwards (Hunya and Sass, 2005). Why
did this happen? Was it just a temporary drop resulting from a
wait and see attitude of investors with regard to the regulatory
uncertainty? Or did they also anticipate a potential increase in
production costs, as the full application of the rules and
regulations of the acquis communautaire requires additional
expenditure by business? Or did they think old Memberswould
pressure accession countries to increase their taxes? And when
it comesto the restructuring of industries, why isit that most of
us did not foresee that new countries could not just gain but
might also lose productive capacity during such rationalization?
These are issues which the author might consider incorporating
into future editions of the book.

A critical comment that might be added is on the FDI
statistics presented in the annex of chapter 3 (p. 87). Regrettably,
the data series stops at 2002. We know that one of the reasons
for thisisthe demise of the author’s main source of information,
the Economic Survey of Europe published by the United Nations
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Economic Commission for Europe (UNECE). Still, the last issue
of that series (UNECE, 2005) contained data at least up till year
2003. Moreover, the on-line statistical database of UNECE offers
further updates, and the FDI/TNC database of UNCTAD, the
main United Nations agency on such statistics, provides even
more detailed data, free of charge and on-line, which the author
could have used to update his table. One of the unintended
consequences of the lack of statistical updates is the author’s
limited attention to some new developments. For example, for
many years, we all contended that FDI in the Russian Federation
was relatively little because of the country’s investor
unfriendliness, and that the situation would not change any time
soon. However, since 2003, the inflows of FDI to the Russian
Federation have literally exploded — against the backdrop of
increasingly restrictive rules on inward FDI. It seems that the
need to access natural resources, for which global demand has
increased substantially, has overridden most concerns about the
business environment. Moreover, the sudden enrichment of part
of the Russian population on the back of high oil and gas prices
has provided an incentive for market-seeking investors, for
example, in banking.

These limited critical remarks, however, do not cancel or
lessen the merits of thisexcellent book. The author’s evaluation
of the development impact of FDI on countries in transition is
comprehensive and even-handed. On balance, FDI has had more
positive than negative impacts on transition. Going one step
further, one can say that, in hindsight, it is difficult to imagine
how transition could have happened at all without inflows of
FDI. That does not mean, however, that FDI has been the only
factor underlying successin transition. It has contributed to the
transformation of countries from centrally planned to market
economies in conjunction with an overhaul of the domestic
business sector, aredirection of external trade and financial links
with the world at large, macroeconomic stabilization and, last
but not least, social transformation. Without an interaction with
the latter processes, FDI would have created only an enclave
with little embeddedness in its host economy. The importance
of these processesiswell documented in Csaba’'s book. He also
pointsout that FDI is not a panaceato all problemsarising from
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transition; its risks and negative impacts have to be
acknowledged, too. The book again does that in a reasoned
manner, for example, when discussing the consequences of
foreign ownership in retail banking.

All'inall, thisisarefreshing book. It isacomprehensive,
balanced, pragmatic and non-ideologized account of both
transition and what comes after. It avoids most of the problems
related to the over-econometrization of the dismal science. Csaba
puts all data analysis under a critical scrutiny. The fact that he
is from inside the region helps. Moreover, by putting the
economic analysisinto the institutional and political context of
the societies concerned, the author is able to evaluate the
credibility of quantitative information. What follows from this
isalucid and uncompromised analysis of transition with all its
complexities. However, Csaba is not a thriller writer. His
sentencestend to be dense, perhapstoo long. Why doesthe magic
neverthelesswork? Why isit that if you started reading the book,
you do not want to stop reading it? It is the excitement about
the topic and the quality of the analysis that keep you there.

You are encouraged to obtain a copy of thisbook and enjoy
it. Whether you are a scholar, a student, apublic servant, or just
interested in finding out what is happening in formerly centrally
planned economies, | am sure you will find the book useful. It
can be used as atextbook or asreference material. We also hope
that the publisher, which ismember of the international Wolters
Kluwer Group, has printed a larger number of copies than the
first edition. However, if you do not want to take the risk of
seeing it sold out, it is better to buy it now.

Kalman Kalotay*

United Nations Conference on Trade and Development
Division on Investment, Technology and Enterprise Devel opment
Geneva, Switzerland

* Thisreview represents the personal opinion of the reviewer.
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