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Captains or Pirates? State-Business
Relations in Post-Socialist Poland
Roger Schoenman*

In the 1990s, post-socialist states faced a critical dilemma: how to privatize
and transform thousands of firms in the absence of domestic entrepreneurs
with enough capital to assume control of the state’s industrial patrimony. In
the fifteen years of post-socialism, the elites created by the processes of
transformation have been a decisive force in the economic and political
development of Eastern Europe. Yet few studies focus on these early win-
ners of reform. This article explores the interactions between the new eco-
nomic elite, their firms, and the Polish state to construct a multilayered
framework of state-society relations in post-communism. It concludes that
the structure of state-firm relations and heightened political pluralism was
crucial in limiting the predatory behavior of the new economic elite during
the period of restructuring and privatization despite. This was critical in
avoiding the rampant corruption present in other post-socialist countries
and placed Poland on a markedly different path.
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“And to think”—the mayor said to Dyzma—“that always and every-
where, it’s not important what is done but by whom it is done.”

—Tadeusz Dole�ga-Mostowicz,
The Career of Nikodema Dyzma1

The 1990s produced a vast literature on governance, institu-
tional reform, and privatization in post-socialism. Yet the rela-
tionship of firms, as an interest group with policy demands, and
the state has received surprisingly little attention in scholarship
on post-communism. One would have expected the effect of
economic interest groups on policy decisions to have been a
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prior question to the decade-long and highly prominent debate
that largely focused on the appropriate speed of privatization.
After all, any conclusions about the appropriate speed and
course of reform that emerged from this debate would be less
interesting when one considered that the actual heading would
be influenced, if not determined, by the political demands of
interest groups and elite coalitions.

In fact, we now know that many of the powerful new interest
groups in the post-socialist area were already forming in 1989
and quickly developed into formidable political forces through-
out the region, capable of altering even the most committed state
programs of reform and development.2 Thus, as the mayor points
out to Dyzma in the epigraph from Dole �ga-Mostowicz’s increas-
ingly pertinent novel about the Polish elite of the 1930s, scholars
should rather think about who is acting to understand what has
happened. The spirited debate about privatization in Eastern
Europe was largely devoid of such political context.

This article proposes both an empirical and a methodological
shift. First, it suggests that to understand the actual course of eco-
nomic policy making in post-socialism and its effects, scholars
need to move from a focus on institutions and rules to the power
struggles and endowments of competing groups of elites. We can
explore the relevant features of these struggles by answering the
following questions: What features determine which firms are
successful in lobbying the state? What determines the nature of
relations between firms and the state on a macro-scale? What
types of advantages were obtained by those successful in lobby-
ing the state, and were there patterns to the flow of these
advantages?

Hence, this article explores the intense interactions between
the new economic elite, their firms, and the Polish state to con-
struct a richer understanding of the post-socialist state and state-
society relations than offered by conceptions of a state largely
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detached from the economy. To advance this alternative concep-
tion, it explores state-business ties and the role of the state in
Poland’s post-socialist transformation in hopes of learning who
was involved and what they were doing during the first decade of
reform.

Second, based on insights gained from interviews and con-
firmed with a large-n exploration, the article argues that the
major struggle of post-socialism was centered around ownership.
By this, I am not referring to the debates over privatization policy,
which have already received a great deal of attention. Instead, I
am suggesting that attempts to structure property ownership
were part of a broader struggle for political power. The defining
feature of post-socialism has been the political competition to
control economic resources in an effort to minimize political risk
and uncertainty during the turbulent period of transformation.
Parties needed to secure larger flows of capital for campaign
finance to defeat their opponents. Naturally, they turned to prof-
itable firms. In turn, firms tried to offset the high financial risks
they faced during transformation by forming strong interfirm net-
works of capital and ownership. These networks then aligned
with political parties in hopes of receiving concessions that
would reduce the uncertainties present in a period of radical
political and economic reform.

In every post-socialist country, electoral dynamics favored a
particular relationship between economic interest groups and
political actors. In Poland, the central case in this article, political
parties were engaged in a pitched competition and had roughly
equal electoral strength. Because aspirations to long-term politi-
cal success required secure sources of capital, powerful political
actors favored midterm productive outcomes over asset stripping
or short-term distributive policies. Ultimately, this pattern of
interaction, and not the absence of state interference in economic
affairs, distinguished Poland from other post-socialist countries.

This article will proceed in four parts. In section 1, I will
explore the argument that the so-called “big-bang” versus grad-
ual reform debate misplaces emphasis on the speed of change
instead of the politics of change and relies on a caricature of the

42 Captains or Pirates?



state’s role in economic development. Section 2 discusses the for-
mation of the new economic elite and the role of the state in that
process. Subsequently, a measure is presented to estimate pat-
terns of lobbying in post-socialist countries based on a firm-level
measure of the tax concessions that firms are able to obtain. This
measure operates as a test to show that ownership links, in par-
ticular state-private links, were a widespread and a critical bond
for politics and business alike. In section 3, I will highlight the
mechanisms of this system through a discussion of the informal
institutions through which political actors exercise economic
control in Poland. Finally, in section 4, I present case studies of
three firms, for a micro-level view of the mechanisms discussed
in the previous sections.

Section 1: Revisiting the big bang—The case of Poland

The conditions behind the unmatched economic success of
Poland in the decade of transition have not received the attention
they deserve in the literature on post-socialist reform and devel-
opment. Poland was, after all, the first country in Eastern Europe
to return to its 1989 level of output (in 1999) and the country with
the highest average positive growth rate for the period from 1990
to 2002.3

The lack of attention to the workings behind this unrivaled
developmental path is likely due to the dominance of institu-
tional explanations in the literature on transition, which has devi-
ated attention from other questions.4 Where transition has been
successful, their line of argument goes, reform was quick,5 and
institutional reform limited the rent-seeking opportunities of the
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state.6 Thus, the literature explains Poland’s success largely as a
function of successful institutional reform.7

This set of ideas, broadly referred to as the “Washington Con-
sensus,” figured heavily in the toolbox of transition consultants.
Thus, after the wave of revolutions in Eastern Europe, an influen-
tial group of academics and policy makers agreed that govern-
ments should not have any planned midterm or long-term role in
economic development apart from guiding the privatization pro-
cess and harsh monetary and fiscal reforms, which were them-
selves intrinsically designed to reduce the state’s ability to exer-
cise interventionist policies. The euphoria of the moment was so
great that, as early as 1995, Anders Aslund published a book
titled, How Russia Became a Market Economy. Yet the wide-
spread distortions and the rise of the oligarchs that resulted from
voucher privatization in Russia strongly suggest that Aslund’s
choice of title was rather premature.

Much of this debate over approaches to reform has centered
on the speed of privatization, in particular because this was seen
as the key to limiting corruption and budgetary outflows in coun-
tries with collapsed fiscal capacity and entrenched demands for
government spending. Simultaneously, speed was considered
the key step to creating the “interests” and “incentives” that
would kick start the economy and that are considered critical to
functioning markets. In theory, by limiting access to state funds,
states would be forced to abandon loss-making ventures, such as
the production of poor-quality coal that could not be sold on the
world market. This would lead economies into a phase of wide-
spread unemployment known as the “valley of transition,”
accompanied by widespread dissatisfaction with bitter pill poli-
cies.8 In theory, however, following this period, the slack in the
labor market would be absorbed by a wave of entrepreneurship
and the rise of new private enterprises. Consequently, unem-

44 Captains or Pirates?

6. See Barbara Blaszczyk, Uwarunkowania Wzrostu Sektora Prywatnego w Polsce- Praca
Zbiorowa (Warszawa, Poland: Centrum Analiz Spoleczno-Ekonomicznych, 1999).

7. Timothy Frye and Andrei Shleifer, “The Invisible Hand and the Grabbing Hand: Private
Shops in Moscow and Warsaw,” American Economic Review 87:2 (June 1997): 354-58.

8. Adam Przeworski, Democracy and the Market Political and Economic Reforms in Eastern
Europe and Latin America (Cambridge: Cambridge University Press, 1991).



ployment would settle at acceptable levels and the economy
would rebound.

The emphasis of the “big-bang versus gradualism” debate was
misplaced for three reasons. Most importantly, the discussion
mistakenly focused on the speed of the state’s retreat during the
transition period rather than the content of state action during the
transition. In both views there seemed to be little doubt that a
retreat of the state was the ultimate goal on which economic suc-
cess hangs, because the decline of the state sector will, among
other things, reduce inefficiency, kick start the price mechanism,
and eliminate opportunities for corruption. By focusing on when
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Table 1. Growth of the Private Sector, 1992-2000

Country 1992 1993 1994 1995 1996 1997 1998 1999 2000

Private sector
as percentage
of GDP
Bulgaria 25 35 40 50 55 60 65 70 70
Czech
Republic 30 45 65 70 75 75 75 80 80

Georgia 15 20 20 30 50 55 60 60 60
Kyrgyzstan 20 25 30 40 50 60 60 60 60
Poland 45 50 55 60 60 65 65 65 70
Russia 25 40 50 55 60 70 70 70 70
Hungary 40 50 55 60 70 75 80 80 80

Private sector
employment
(as percentage
of total)
Bulgaria 18.0 28.0 36.0 41.0 47.0 55.0 61.0 65.0 —
Czech
Republic 31 47.1 53 57.2 58.9 59.7 60.6 65.0 65.0

Georgia — — — — — — — — —
Kyrgyzstan 39.8 52.4 41.7 68.5 72.5 74.2 76.3 77.3 —
Poland 54.0 57.0 59.0 61.4 63.0 66.7 69.2 70.9 72.0
Russia — — — — — — — — —
Hungary — — — 71.0 76.8 83.3 81.4 — —



the state will lose its ability to influence the economy instead of
what the state actually does in the economy, scholars overlooked
the range of functions that the state was performing in the
transformation of post-socialist economies.

That factors other than the level of privatization were critical in
determining the level of economic success in the post-socialist
area is clear when looking at Table 1, which compares the size of
the private economy across countries. Radically different out-
comes arose in states with quite similarly sized private sectors,
like Poland and Bulgaria after 1995.9

Second, the divide between rapid and gradual reform was
widely exaggerated. Where big-bang strategies were attempted,
widespread unemployment often became a long-term problem,
particularly in rural areas that struggled to attract new investors
once the local factory closed. Generally, radical restructuring pol-
icies in East-Central European countries proved politically unten-
able and were replaced by a series of drawn-out bargains
between some combination of politicians, workers, and emer-
gent economic elites. This was particularly the case in Poland,
where a publicly declared commitment to liberalism in a given
policy area often resulted in a much more gradual reform
process.

Third, the debate has often based its arguments on a moving
target: economic performance. During the period of Hungarian
“outperformance,” gradualism had the upper hand. Afterwards,
Hungary’s lag seemed to play in favor of the big-bang theorists.
When the negative effects of big-bang seem to outweigh its bene-
fits, gradualism again seemed to have the upper hand. In defense
of gradualism, it now seems clear that where whole sectors were
not supported, such as the devastated mining sector in Romania
or Polish sugar, the result has been widespread long-term unem-
ployment, economic contraction, and, often as a result, political
instability.

This should be familiar to Americans: when whole towns lose
their sole economic activity, such as those along the Erie canal or
in the “Rust Belt” that are crumbling around their remaining
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elderly residents, revitalizing without state support is a phenom-
enal challenge. The necessity of state guidance and support in
times of crisis is only too clear if we observe that even in the pur-
portedly liberalized U.S. economy, the state has played a large
role in bailing out companies and whole sectors: the Chrysler
bailout in 1979 and the post-9/11 airline industry bailout are just
two examples.

In Eastern Europe, very few investors are willing to enter this
sort of environment, so the failure of even loss-making firms has
had long-term social and economic consequences that are diffi-
cult to estimate and even harder to undo. Once this became
apparent in Eastern Europe, most governments strayed from the
“consensus” and opted for a more gradual approach to reform,
promising rapid and mass privatization in public statements, but
keeping a pace that was politically and economically acceptable.

Given these arguments, it is interesting to note that the devel-
opment of the East European literature on transition has followed
in the steps of the neoliberal literature on East Asian develop-
ment, prior to the state-led literature of the late 1980s.10 In that lit-
erature, as in the East European literature, an initial dominance of
explanations based on neoclassical institutional approaches was
powerful in turning the gaze of most scholars away from prac-
tices and informal dynamics. Similarly, scholars of Eastern
Europe have failed to pay enough attention to factors, such as the
rise and organization of business interests, that guide the state in
governing the economy in post-socialism. Despite the undeni-
able retreat of the state from 1989 levels of investment and man-
agement, I will show below that the state is very active in shaping
outcomes in the market.

I remind the reader that the point of this discussion has not
been to resolve the long conflict between the proponents of
gradualism and radical reforms but to suggest that the emphasis
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of this debate is misplaced and to propose an alternative. The
alternative being suggested here is the study of relationships
between firms and the state to understand how they contribute to
the policy-making process.

Given the wealth of empirical evidence that has become avail-
able since 1989, we are now able to better examine the actual
micro-processes of reform and the interactions of parties to the
decision-making process. The context of that process, that is, the
conflicts and bargaining processes between economic elites and
political elites, remains the key to understanding the divergent
economic paths of post-socialist states. In fact, even in 2003, we
are reminded of the continued centrality of these groups, more
than a decade after the fall of the Soviet Union, by events such as
the showdown between Russian President Putin and the head of
oil giant Yukos, Mikhail Khodorkovsky.

Section 2: States and their role in economic develop-
ment: Beyond “slow” versus “quick” reform

Karl Polanyi discussed the importance of the state in shaping
the institutions of the “self-regulating market” and the new class
of entrepreneurs engaged in internal trade. In this article, I argue
that state intervention in Eastern Europe has been equally impor-
tant in kick starting the move to industrial capitalism by manag-
ing relationships with new economic elites, picking the winners
of the reform process across the region, and helping to ease firms
into the private sector. In every post-socialist country, this has
occurred through a complex and corrupt set of informal institu-
tions. However, the configuration of actors in these institutions
limited the generation of corrupt outcomes in the Polish case.

What has led to this particular configuration of actors in the
Polish case? Three broad paths in the creation of new economic
elites can be observed: (1) Stark et al. (2000) pointed out that, in
the East European race to privatize, the lack of private investors
often meant that state-owned enterprises (SOEs) were “privat-
ized” to other SOEs.11 This formed webs of cross-ownership that
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presumably generate advantages to firms in applying pressure
for certain policies, sharing access to capital and other strategic
market moves. (2) Similarly, the lack of domestic private capital
meant that many current members of the new economic elite
were former managers who became owners of parts of large state
firms with the support or complicity of government officials.
Faced with the possibility of handing away a company with earn-
ing potential to a group of knowledgeable management insiders
or a foreign investor, the state often preferred the former. As just
one prominent example of many such transformations, a former
management team acquired Agros Holding, one of the largest
and most successful Polish canned food companies. (3) A third
group that benefited in this process was upstart private entrepre-
neurs whose success depended on securing concessions from
the state. This last group has reinforced a notion held by 74 per-
cent of Poles, that capitalism depends on alegal practices, insider
ties, and appropriation of capital with political support and has
not been beneficial for Poland.12 In turn, the largest entrepre-
neurs and corporate executives, when asked if they contribute to
corruption in Poland, regularly respond that they play a role
much like the Vanderbilts, Carnegies, and Rockefellers. “These
people,” they explain, “also did not make their first million by
playing within the rules.”13 Hence, they continue, much of the
public disapproval of their dealings is based on a misunderstand-
ing of their historical role as the first generation of large capitalists
whose historical task was to lead the Polish state sector into the
future.14

The economic elites that emerged from these three groups are
united by the fact that they owe some part of their financial suc-
cess to political support and readily admit that this was critical. To
explore the broader pattern of state-business relations generated
by these processes of elite formation, I now turn to case studies
drawn from the five hundred largest firms in Poland.
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This group of firms contributed more than 40 percent of GDP
in 2000 and was widely judged the most efficient group of firms
in the economy.15 Furthermore, in 2000, these firms were owned
roughly one-third by private capital, one-third by the state, and
one-third by foreign investors. The state’s interaction has created
a contingent of strong private firms and assisted the renewed suc-
cess of many SOEs, prompting Poland’s conservative business
paper Rzeczpospolita to assess the top five hundred firms, with
their large contingent of SOEs, as the most dynamic sector.16

Again, I will remind the reader that it is undoubtedly true that
the success of some firms from this group (such as KGHM, Pekao
Bank, Polkomtel, Orlen, TC Debica, and PZU) was based on the
temporary monopolies, protections, and transfers secured on the
strength of personal networks. They have nevertheless become
prosperous firms and engines of growth with large numbers of
employees and high profits. My primary task in this article is to
understand how such firms, as lobbyists, became contributors to
Polish economic development instead of resting on their ability
to extract rents from the state. It is the pattern of lobbying that
emerged from a particular approach to ownership that, I will
argue, differentiates Poland from other post-communist coun-
tries. Let us now turn to the question of ownership.

Exploring the benefits of mixed ownership

How can we investigate the impact of different ownership
forms in post-communism and understand whether benefits from
the state truly accrue to those that have such contacts? Recapping,
a defining dynamic of post-communism has been the struggle by
political actors to control economic resources. The objective of
firms, in turn, has been to extract benefits from political actors.
However, assessing the dynamics of this relationship and its
effect on policy directly is nearly impossible because participants
are rarely eager to announce their dealings. There are evident
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