








several phone calls from top officials in one ministry warning him th ion for receiving benefits in privatization, or dispensations from economic
would be held fully accountable if even one Slovak lost his job as a result ol “was a close connection to the government or the AEU-dominated,
investment. He lost his nerve and cancelled the deal. The enterprist strysgovernment network. HZDS members were generally pretty open
remained in debt and was unable to raise the money on Hs oW this. As the late former Minister of Industry Jan Ducky argued, “every
modernization; nor was it able to make marketing contacts abroad. The a ment gives advantages to those groups that cooperate with them. This is
noted that this was typical of the government’s attitude towards forei ntroversial.” In their defense, HZDS officials argued that_economic
ventures,'** ‘ y would be equally clientalist if opposition parties controlled it. o

“AEU officials lobbied hard for a cancellation of the second round of
her privatization. To many managers, canceling voucher privatization was
As in the Czech Republic, Meciar’s privatization program produced er-of survival. After the first wave, investment privatization companies
reform rents. That this would be the case was not necessarily pre-ordaing taken-a large stake in a number of firms and now competed for control of
of the advantages of management buy-outs was supposed to be the crea firms with industrial managers. A second round of voucher privatization
clear owners who wonld seek the highest rate of retum on their as dhave decisively shifted control to the funds.

restructuring. But in reality, the new owners were never exposed fully i

downside of lax financial discipline. While credits and subsidies we: In:early summer 1995, the government cancelled voucher privatizalion
exactly readily supplied to most poorly performing firms, neither were rely./AEU President Michael Lach claimed partial credit for the decision,
threatened with liquidation. Eventually, (and due in part to missed tax payr§ ning, "the privatization philosophy assumed by the government has been
or the need 1o subsidize a banking sector beset with non-performing ent jointly."" The cancellation of voucher privatization made it even
loans) a slow drain on government resources led to growmg for managers to acquire their companies cheaply. The government
government borrowmg, cmwdmg out of private investment, and eve ated voucher holders with an FNM bond worth a face value of 10,060
corporate performance.'”’ Many of the origins of this downward spiral: s the National Bank of Slovakia’s discount rate. Ensuing government
found in the network of industry-state-party (HZDS) ties generate Howed bonds to be traded and a market developed in which the actual
privatization process. alue was 75% or less of the face value. Industrial managers could,
while, purchase these bonds below their face value and then use them to

a. Industry’s Influence in Government Policy: Slovakias | their privatization debt to the FNM at face value.'

focused privatization framework strengthened a state-society network ths :
disproportionate policy influence to Slovakia’s industry and created th AEU influence could also be detected in government regulation of equity
for political and economic rent seeking. Second hand anecdotes sugge ts, Unlike Klaus' Ministry of Finance, Meciar's Finance officials had few

much of HZDS party finance came from privatization-related kickback

. . it 130 . . :
industrial beneficiaries.” More evident however is the fact that th was HZDS campaign manager. Discussion with Tibor Papp, Campaign Director, Party
Jemocratic Left, July 1998,

o — : . hot's notes from “Slovak Spectator Live, Debates for Democracy Series: Brigita

Most of the foreign financial services execulives and consultants I spoke with hav gnerova & Jan Ducky,” Brauslava, (DATE), 1996. Interview with Oto Balogh, April
stories, Confidential interviews,

' Between 1996 and 1998, the government pumped $US 1.343 billion to "either di venska Republika, June 21, 1993, as cited in Miklos, "Economic transition”, 63; See
indirectly rehabilitate commercial banks.” This total was approximately the equiva ssociation of Employers” Unions”, 5. Vyrocie AZZZ SR, 1991-1996." Spravodaj AZZZ
??aof 1997 GDP. ' » Bratisiava, March 1996. :

Cne opposition campaign manager recalls being shocked at how HZDS managed ionds could be redeemed with intercst after five years. Bond holders could also redeem
billboard ads and space at market rental would have outstripped the legal limit of ¢ for shares in some limited number of enterprises or purchase health and pension
spending in the 1998 election. One way HZDS might have finessed this is by calling 1 “According to the world bank, while a minimum price of 7,500 SKS5 is in place,
from former privatization clients 1o provide goods and services at a fraction of their bondholders have sold out for much less. The effect has been to allow entrepreneurs to
In one example, movie stars were flown 1o Slovakia to campaign for HZDS in a co the price they pay for their enterprise at the expense of the defunct voucher program.
awned by the couniry’s largest company, VSZ Holdings, a.s. VSZ President, A Bank, A Straregy for Growth and European Integration, 31-2.
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compunctions about aggressively regulating the market. Slovak reg he result was a still woefully intransparent market. As in the Czech
claimed 1o target the same abuses by fund managers and market speculatg lig; minority investors ventured their capital at their own risk and were
plagued Czech markets and blamed these abuses on the voucher prival y. rewarded by having the value of their shares slowly evaporate or
concept. A July 1995 amendment to the Collective Investment Act wen irtually over night. For similar reasons foreign portfolio investment
further than Czech regulations to improve transparency and prote market for all but a few "blue-chip" stocks, while domestic investment
shareholders.’™ The law was nevertheless easily circumvented ‘abroad or into the money or state securities market.’

leaving minority shareholders under protected. o
sspite Magula's timely intervention in Parliament on behalf of minonity
Rut while the Meciar government did take some, albeit inadequatg Iders and transparency, between 1995 and 1997, he gained a reputation
to regulate the markets, it also targeted the ownership rights of in ciar’s opponents for politicized and potentially illegal regulatory
privatization funds. Some speculate that this done was on behalf of the ns:In-early 1995, the Ministry of Finance took aggressive actions
managers which saw in them a rival for control of their firms.'™* In Sep he largest, most successful privatization fund company, Prva slovenska
1995 Parliament circumscribed the power of IPF’s to act as owners, It cna spolecnost (PSIS). Magula claimed PSIS had violated a number of
the maximum proportion of shares that IPFs could hold in other <o ipulations in order to attract voucher booklets for the second wave of
entities from 20% to 10%, and forbade them to appoint representa privatization and suspended their license. The Constitutional Court
directorial boards.””® Many IPFs circumvented the regulation by con ed -the decision but the Ministry of Finance revoked the license a
themselves into holding companies - a controversial move that was e in 1996. According to one account, it then put £ROTMOUS pressure
the courts - much to the frustration of the Ministry of Finance regulat dimir Lexa's Harvard Capital before the senior Lexa agreed to manage
Magula, who argued it was specifically prohibited by the law. ‘ ghly successful Sporofund.

In September 1996, Parliament passed a law that completely e i Magula claims that the counts weie politicized and refused to uphold the
all regulation on trades and made the market virtually opaque. The e law.'®® He was supported in the claim by Meciar’s economic
vetoed the legislation and Ministry of Finance regulator, Magula, spoke sor-and Magula’s subsequent replacement, Peter Stanek, who likened the
of Parliament explaining the negative ramifications of the bill for th conflict with the courts to "trench warfare.""' For both officials, the
small shareholder and upon the ability of Slovak firms to raise capital politicization of the court’s decision justified Magula’s decision to
future. Parliament responded with a second, but still inadequate bil itsrulings.

1997 that restored some transparency and shareholder protection S
allowed enterprises to trade anonymously off the market at unknow wie But-opposition analysts argued that it was the Ministry's attack on PSIS
often at a detriment to minority shareholders."”’ s politicized. PSIS, through its largest fund, Sporofund, was also an
: ant.shareholder of SME, a leading daily newspaper with a significant
position slant. PSIS management was also rumored to have strongly
ried the Democratic Union, an opposition party containing a number of
™ There was at feast some minimel atiempt to protect minority shareholders, ing eciar colleagues from HZDS, in the 1994 general election. But
requirement to publish ail trades that brought ownership up or down 5%, most importantly, as Slovakia's largest investment privatization
stipulations to buy out minerity shareholders at the market price if ownership excee y: PSIS became a rival to industrial management on the boards of a

13% . " . . . . . N s
Gigﬁ:}“gi}ﬁt‘%‘;ﬁ;ﬂ:{’;ﬁ ;‘zi’;‘;gi?cr‘;‘l"“’dy privatizacic a kolectivichq 1n umber of Slovak companies in the first wave of privatization. Had it
B8 ¥nown as the Investment Corporations and Funds Act, Miklos, "Economic T - : .

‘63?' : mist Intelligence Unit, Slovakia Country Report, 1997-8, 30.

Interview with Jozef Magula, National Bank of Slovakia, Bratislava, Siovaki fidential interview with former Slovak broker, Prague, Czech Republic, July 23, 1997,
1998; Interview with Rudolf Lachovic, Chief of the Board of Dirgctors, Global ew. with Jozef Magula, National Bank of Siovakia, Bratislave, Slovakia, July 28,
Bratislava, Siovakia, June 23, 1997; For early market regulatory climate, see Andej o
(1994) "Capital Market Development in Slovakia®, Seminar Bulletin II, Center for hid-Interview with Peter Stanek, Economic Advisor to the Prime Minister, Slovak
Development, Bratislava. ent Offices, Bratistava, Slovakia, January 16, 1997,




successfully competed in a second wave of voucher privatization, the b y then sought to pay off this debt as well as meet the installment obligations
of power on many boards would have tipped decisively in favor of P3 ir putstanding FNM debt though the earnings of the company.
other investment funds.
This did not bode well for restructuring. Managers privatized their firms
Indeed, the conflict between the courts and the Ministry of Finang to find themselves apparently condemned to eke out a living at the
PSIS can probably be boiled down to this sitnple, zero-sum fight ov 5. of solvency for years on end.'® Facing such choices, and given
actors would control large numbers of companies: the pro-Meciar mang, . opportunities for cash assets elsewhere, new owners would
the AEU or the pro-opposition managers of some (but not all) of the pr onally strip their companies and return them to the FNM before making
investment privatization funds. This conflict was sharp, and liberal dem t-installment payment. Other managers would slowly consume the
institutions - the balance between autonomous centers of government ay y - meeting its minimal obligations to the FNM and tax office,
and universal application of the rule of law - wefe the primary victims. ulting on inter enterprise debt and siphoning off the extra cash."™
Afficially, the FNM was allowed to control major asset transfers 1 firms with
b. Manipulation of Debt: Coupled together, the Czech and:§ debt, but in practice they were too over-stretched to monitor all
experiences confirm the Coasian observation that a government’s cap ns and some FNM monitors may have even profited from them.'*
enable and enforce coniracts is more important to the efficiency of priva -
outcomes than the first distribution of propeny rights.i‘u indeed, w In addition 1o the FNM debt, most firms that privatized under the FNM-
Meciar government’s privatization policy led to more rapid conce z_ggime-of 1995-1997, owed money to one of three stalg-owned banks, and
ownership than Czech privatization, it did not produce more efficient metimes behind in tax payments to the Ministry of Finance. This thus
on the pat of the new owners or their creditors. According to a ¢ the government a number of direct channels by which it could provide
confidential interviews with Western financial services experts and punish uncooperative behavior. Ironically, it also meant that the
market actors, Slovak owners often engaged in the same sub-optimal b '_"v.es_ to rip-off stake holder and minority sharcholders were greater for
as their Czech counterparts - even though they frequently had greater s:who did not enjoy close contacts to the government. Unlike their well-
ed competitors, they were not likely to win any dispensations from

over their firms. _
mment creditors at the siate-owned banks, the FNM or the tax office. In

Much of the reason relates to debt, Like Czech firms, Sievak fi cases, however government officials were more concerned with eaming
a large outstanding burden of debt which they were not necessarily pressysiribes than granting dispensations based on political behavior.'*
honor. Three reasons existed for this. First, similar to the Czech i
Slovakia's bankruptcy law privileged debtors over creditors prod In shart, Meciar’'s HZDS - through the government - held the ends of the
enormous problem with moral hazard. Second, and also similar to th trings of debt that permeated the economy. ideally, given its commitment
lands, the administration of the first wave of voucher privatization in. ral industrial policy, these debt obligations should have been used by
led to an initial concentration of privatized property in bank owneg ermmment and Ministry of the Economy to coordinate restructuring
These state-owned banks suffered many of the same conflicts of interes Indeed, the Ministry of the Economy’s official statement on industrial
Czech counterparts. They thus frequently failed to discipline client made it clear that control over lability networks was a crucial
particularly if it would entail significant unemployment or harming the inggbmponent of its effort to engage in industrial restructuring. The Ministry of
of a politically connected manager. A

. o . . fidential Interviews.

) Thlﬁ’d? privatization by managen_"lcm buyout - like \joucher pyva eid; .one EU sponsored consultant that 1 spoke with actually advised his clients to
failed to bring new cash or debt relief to the companies. Despite the in-a similar "triage" srategy of debt management, Specifically, he advised that
symbolic purchase prices and favorable repayment terms, managers: erg-should simply default on obligations 1o those creditors who were no longer
often increase debt by borrowing to make their down payment to the the firm while meeting obligations to those creditors who were, Confidential

. iew with Oto Balogh, April 22, 1997, Confidential Interviews.
Y2 Coase, "The Problem of Social Cost”. fidential interviews.
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it ation. Like the Czech Republic, the Meciar government tried
fully to privatize its four largest financial institutions. Yet Meciar's
ion of privatization led his political opposition to form a one-time
ith HZDS governing partner ZRS 1o get the banks placed on a list of
nterprises. The opposition hope was to prevent the privatization of
to the AFU's industrial debtors.

the Economy also sought to promote the development of asset netwa
supporting groupings of enterprises into holdings,” to “pool in
resources.”

Yet the reality was that due to HZDS permeation by industrial in
it was the AEU (as well as those firms that could “arrange” for -ad
dispensations) that often pulled the strings of Slovak industr
privatization policy. The result was that state-society networks were
channel present and future tax revenues into the pockets of politically 1
industries and individuals.

few key ZRS deputies later reversed their vote allowing the
zation. of two banks, Vseobecna uverova banka (VUB) and Investicna
Bjova banka {IRB). B Even without the reversal however, Slovakia’s
tpompany, VSZ Holdings a.s. (which is in tum the majority owner of
s largest steelworks) ignored NBS regulations and rulings to gain 40%
of the highly undercapitalized IRB through its network of over 147
ompanies and associated holdings."”' Significantly, the bank’s other
archolder, the FNM, voted with VSZ “as a block” at IRB's general
olders meetings.

¢. Revitalization and industrial policy: Even inter-enterprise
provided opportunities for government manipulation. Generall
government inherited and retained a bankruptcy framework that privi
debtors over creditors. As most AEU members were debtors, there wa
incentive for a change in policy. Yet the government also passed a controy
Revitalization Act that granted chosen firms the right to enter into.a
sponsored debt relief program. % The Revitalization Act was design
conjunction with the Ministry of the Economy on behalf of Slovakia'
engineering and machinery sectors. Based largely on tax relief, in praci
was used to "restructure” companies owned by the quasi-private
company, DMD Holdings as. DMD (ran by Meciar's former M
Finance Julius Toth) is an umbrella holding company for a network of f
state-run defense manufacturing firms that were most severely hit by g}
cutbacks at the end of the Cold War.

V8Z then weated the bank like one of its daughter companies. Rather than
a foreign partner to help recapitalize and begin 1o rationalize its high
i of classified Joans, VSZ's new management team allowed the situation 10
¢ - contributing what the NBS has since “suggested” consisted of "serious
sgresswns which negatively influenced the bank's activities” IRB failed 1o
' depositors demands when they lost confidence in the bank. This forced IRB
0 National Bank administration in December 1997. In spring 1998, VSZ
ed its influence with the FNM and shareholdings in the two remaining state
al institutions, Slovak poistovna (state insurance company) and Slovenska
lna, to provide a costly capital injection, while it refused 10 contribute any cash
wn beyond the initial amount required by the NBS. Nor was there any real
npt-by' VSZ to find an adequate foreign buyer.'” VSZ's tmeatment of IRB
justified the decision by the opposition to block the privatization of the
ing two financial institutions until foreign partners could be found.

In addition to restructuring, DMD also profited from significant Mi
of Economy support - mostly in the form of encouragement and coordi
for the development of a an indigenous automobile supply netw
Industrial elites - particularly in the construction industry - profited enors
from a massive infrastructure development program that required signj
government borrowing.

we include the third siate owned financial institution, Slovenska sporitelna, these three
count for as much as 90% of all Slovak deposits and 60% of all loans, Economist
ce Umit. Slovak Country Report, 1997-8, 29; Slovak I Quarter Country Repont,

d. Politicization of Bank Privatization: The doubly fa
privatization framework raised levels of conflict surrounding

" Ministry of the Feonomy (1997) “Slovakia’s Industrial Policy Update”,
document.

 Ibid., 18.

¥ ABU "S. Vyrocie AZZZ SR"; See also the interview with Ministry of
Plenipotentiary for the Automotive Industry in Slovakia, Alfred Richter in Samuel |
"Velky Plany", MOT, August 1998, 4-8. Interview with Jan Lesinsky, Pfes:dem,
Society of Automotive Engineers, Bratislava, Slovakia, August 10, 1998,

mrdmg 10 Ivan Mikios, VSZ President Jan Smerek, accused the NBS of “dlahkmg V&2
pparently, disliking Slovakia's development.” Miklos, “Economic Transition,” 71-2.

ter Laca (1998) “Troubled IRB bank approves capital injection”, The Slovak Spectator,
7:21. An added wrinkle was that the collapse was triggered by an illegal wansfer of
lary funds earmarked 1o compensate IRB for low-interest loans to subsidize young
and home builders. This money was appropriated by Ministries controlled by the
k National Party (SNS). Confidential interview, 1998,
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This latter infringement is significant because the tight monetary policy
NBS was a crucial element in the strong macroeconomic perfoﬁnunce of
Y?I_ since NBS monetary discipline alse significantly raised the cost
maintained the real value of liabilities, and put constraints on fiscal
he NBS came under pressure from the Ministry of Finance to be more
ve with Slovak industrial policy. In 1997-8, the NBS namowly
an attempt by Parliament to place it more directly under Govermment
> Heavy borrowing, low foreign investment and this attack on the NBS
r ivestment rating agencies to downgrade Slovak bonds to below
tment grade level in Spring 1998.'%

e. Slow Restructuring: By the end of Meciar’s third te
government’s politicized and clientalized privatization and industrial
had virtually stalled enterprise restructuring in Slovakia. Firms that sou
injection of capital to restructure had to face, among other things:’
functioning equity markets rendering an imtial public offering
impossible; a goverament that was suspicious and even hostile to:
strategic investors; politicized or rent-seeking government decision making
frequently violated the equal application of the rule of law; and an incre
profligate fiscal policy, capped by a costly infrastructure development p
that crowded out borrowing.

Slovakia’s democratic decline also had an international institutional
I;g_:'IQIQ_ﬁ and 1997, NATO and the European Union both decided against
n Slovakia to join advanced postcommunist states to enter accession
tiations. Notably, the European Commission remarked in its critique that
{ reason for Slovakia’s exclusion was the low "stability of institutions
integration into political life."'*®

By Spring 1998, the Meciar government had 1o finance this by borm
on European markets at 3.5 percent above LIBOR. It also borrowed sh
domestically at a nominal rate of 28 percent. The high level of dor
borrowing aggravated the credit squeeze on Slovakia's already sty
enterprises.'™ Against this background of short term borrowing to megl
term debt obligations, the Slovak macroeconomic "miracle” under Meciat
appears to have been largely financed, over the past two years at }
unsustainable fiscal spending and borrowing. .

tlw Winners

he 1998 elections, the key to dislodging Slovakia's rent seekers lay in
ng their political patron, HZDS. This potentially was a mixed blessing.
hy io_ng:_nband, all it would take was one successful election and the

Ties of Meciar’s economic patronage would be forced to approach the
parl;yuqf power” on highly disadvantageous terms. The apparent strategy
mple and straight forward: cut off the head and the body would

f. Institutional decay: As noted, privatization and
implementation of industrial policy also had institutional effect
politicization and clientalization of the Slovak economy was characterized
disregard for (and subjective implementation of) the rule
unconstitutional legislation and a willingness to disregard the rulings
Constitutional Court; and the politicization of government procurement, i
and export policies, tax enforcement, debt restructuring measures, the ext
of credits from state-owned banks, as well as the issuing of licenses (o
market actors.

‘the other hand, this approach was extraordinarily dangerous. The
tween winners and losers closely traced the country’s political divide.
fuli participation of the state in delivering partial rents, moreover,
thr. winners would eventually require dismantling a state apparatus
been mobilized on the behalf of Slovakia's industrialists. Indeed, it
‘that the fundamental interests of Meciar's closest industrial allies were
n the 1998 election. As if to emphasize the point, Meciar's opposition
mmber of promises during the campaign to reopen the books on

'This was based on a government policy that (untl fall 1997) ¢
any significant opposition oversight of, or participation in, privatizat 1
sought to undermine any independent centers of authority that challen
control of the process. Most notably, these attacks included the Presi
investment privatization funds, the state-run media (an indepe
opposition-oriented private media flourished, however), and the Nationa
of Slovakia (NBS). ’

onamist Intelligence Unit, Slovak Country Report, I Quarter 1998, 16-1,
Anﬂt_?; Agency Downgrades Slovakia’s Risk Indicator”, The Slovak Spectator, May 7-

3 One benefit may be that the profits from state borrowing are recapitalizing the
banking sector. MLE.S. A 10, Siovak Monthly Report, May 1998, 1-2; MES.A 10
Monthly Report, Juty 1998, 2.

3y wla

pean Comemission, Commission Opinion on Slovakia's Application, Sec. 1.3.
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@fm the ﬁfrm be given any kind‘ of state relief. Rather than simply take over
Teigns of patronage from Meciar, the new government appears to be intent
ntling patronage networks.

privatization and prosecute those that broke the law.'"

Challenging the winners in the 1998 election thus raised the lew
political conflict to a point where it potentially threatened Slovak eleg
institutions. In the run-up to the election, HZDS amended its electoral I3
ways that gave the Ministry of the Interior greater influence in countin
vote, put ambiguous and potentially expandable limits on the ability -0
private media to cover the election, and shackled the ability of small part
coalitions 1o compete in the election. In August 1998, HZDS had the't
review its prite opponent’s eligibility to take part in the elections.™ Follg
the election, it held on to power until the very last possible minute in or
arrange for the interests of its members and allies. Throughout this period
was there was increasing speculation that would Meciar prefer to ¥

democratic principles than to give up power.

-Wi{iie reducing the influence of industrial owners over economic polic
crucial ‘ﬁrst step to eliminating partial reform rents, as | have arvuec);
here with chp Krause, the government also needs to repair daiia e
‘1o Slovak institutions. This includes restoring the principie of e uil
fication of the rule of law for all economic subjects; enhancing the inte ?rit
ndependent centers of authority - such as the courts, the presidency&anc}i(
g::jm;nems. gnd then using the government's constitutional majority to
¢ changes into place. They could also make change harder by raising

er of deputies needed .to make ituti
atlovel of Py e constitutional changes from the low

312,1 ﬁgi;c{;?fﬁi iasténfxitional renewal will reduce rent-seeking and dampen

d poitical conflict. Reducing industry’s 1

nd p ry’s unequal access to decision

gi‘;:;l:s _::;ake ;qnnol of the government less important to securing wealth.

s ¢ ; _xhty of Fhosc who control the government to pursue policies
_catastrophic to their opponents. Individual institutions have less power

groups will fight less bitterly 1o win contrel over them.

On hindsight, however, HZDSs aggressive  polarization.
clientalization of the country may have done its opposition a favor. Mo
by a sense of crisis, a non-gcvemmcntai organization, OK YR, mobilized
t0 vote with the clear understanding that they would vote against Me
overwhelming numbers. A remarkable 842% of eligible voters turned
HZDS emerged from the election virtually isolated on the political scene
mere 7% plurality over its rival Stovak Democratic Coalition (SDK):
single opposition parly was willing to negotiate a coalition with
participation. United primarily by their negative experience in the oppo:
Meciar’s opponents united to form a grand coalition with a constil

majority in Parliament and SDK at its head.!”

: c;e;t:e pol;t;cal impediments to a full strategy of institutional renewal
'.héii..{i]er conflict may lez.zd E_he new government to feel that it should nog
her b powers of institutions that HZDS might eventually control
i ) the;aro ver an allylwm ugcoming elections for the Presidency, for.
#xamp) K'd'e‘u’c . ﬁm:vr::xcgt n;tdght. decide not to restore some of the powers of the
s y Meciar’s last government, Ind i

: : . . eed, strengthenin
::::: ;fn::nls being more generous o HZDS and SNS in the opgposi;ioi
gither ese parties were when they were i ‘ i

il n power. Yet in the lo
enling & return to rent seekin i i oation
enting &1 g and intense social and- political polarizati

es institutional renewal now, To ; netaphor. thi
e - now, return 10 the central metaph i
Y 15.essentially one of turning down the thermostat. phor. thi

The new government coalition has shown some willingness to ¢h
the legacy of Meciar's industrial networks and restore damaged po
institutions. Both steps require forgoing substantial short term p
advantages that profited the former regime. As of this writing, VSZ Ho
Slovakia's largest company led by one of Meciar's staunchest allies
bankruptcy. The government is insisting that V8Z’s owners surrender

T John Gould & Sona Szomolanyi, "Bridging Slovakia’s Elite Chasm", Trang

November 1997.
138y M Viersma, "Spriva docasnej pozorovatelske] misie na Stovensku,” Euro Report, i

1958, 22-23.
See also John Gould & Sopa Szomolanyi (1999) "Elite Division and Converge
Slovakia” in John Higley, & G. Lenyel (eds) Elites after State Socialism, Boulder, Co
Rowman and Littiefield. E
5% wMantin Butora & Zorz Butorova, "Slovakiz's Democratic Awakening”, Jou

Democracy, January 1999, 80-95,

Gowtd & Krause, “When Elections M M Krause & G
i & . ections " Kr
osity”. ons Matter Too Much™; Krause & Gould, “Seif-Interested




CONCLUSION ection blocked swift movement in this direction. An agreement between

CSSD gave ODS a chokehold over decisive left-leaning reform
he ew government. As CSSD and ODS continue to disagree over
escriptions, reform remains slow,

The politics of reform have played themselves out differently in the Cze
Slovak Republics. The “loser backlash” expected by Latin Americanists
early stages of reform never came in the Czech lands.-and in Slovakis
an unexpected direction. The communist era left Slovakia and the Czech
with weak and compromised societal formations that could not defen
interests against reforms imposed by the state. This was bolstered in xhe
Republic by strong, pro-reform preferences and reasonably dynaml
creation resulting from unique economic advantages.

- "doubly focused" privatization framework, by contrast,
ly coherent state-party-industrial alliance - knit together by a
nationalist rhetoric, concentrated privatization benefits, a clientalized
bt ‘manipulation, and self-interest. As in the Czech Republic,
produced opportunities for rent seeking by managers, funds,
d politicians. Unlike the Czech experience, however. Slovak
focused its rewards on a coherent network of political and
actors. To provide privatization benefits to these actors and not
ar had to undermine the integrity of a number of liberal democratic

mciudmg horizontal accountability, rule of law and

ality. This diminished Slovakia’s chances of j Jjoining its neighbors in
ith the West.

In Slovakia, where preferences tended to be more favorable
material status quo, economic vulnerabilities brought sharp e
unemployment. Societal interest groups, particularly industry, Tecovere
quickly when their complaints about the country's sharp eCOnoHNC
comresponded with concurrent nationalist sentiment for greater ecoao
political autonomy. In 1992 Meciar promised more Slovak conlr‘
economic reforms and greater sensitivity to local conditions iy
application. Perhaps as importantly, the new popular- -nationalist reform ¢
provided for an enhanced role for old industrial interests in setting in
and privatization policy.

cause privatization in Slovakia fused economic rent seeking to

wer, challenges to partial reforms were simultaneously challenges to
HZDS the state, and some top industrial leaders. This raised the stake
cal competition and led to the political isolation of HZDS. In
er 1998 elections, Meciar's opponents won enough seats in Parliament
thc Constitution. They then formed a fully inclusive grand-coalition
‘opposition parties, This has provided them with an unparalleled
nity to- dismantle patronage networks and create robust liberal
ic- institutions. By ensuring that institutions this time remain the
ther than the products, of distributive conflict, Slovakia's new
nt could help to ensure its country's democratic future.

Similar fo the initial reform period, reforms since the Velvet
have closely reflected unigue Czech and Slovak paths of development
of privatization frameworks were a “critical juncture” in each of thest
The Czechs under Klaus, continued with the "doubly diffuse” concept in
from the former federal republic. This created enormous problems in corp
governance, equity markets and the financial sector and contributed to
growth, delayed restructuring and higher public debt. The primary bene
of these market distortions were market and financial insiders who hap
information they needed to benefit from post-privatization’s market dista
Klaus® ODS similarly benefited, at the very least, by not pushing fo
reforms that would have restructured industry. ODS thus aveided payi
political price of strings of bankruptcies and rising unemployment prio
1996 general election.

big University/Tufts University

But the winners from partial reforms were dispersed across party
and interest groups. Challenges to winners thus put ODS against ODS; be
against bankers and brokers against brokers. The dispersion and low sali¢
political divisions had a taming effect on the politics of reform in the’
Republic. Attempts to dislodge rent seekers were, for the most part, ha
through democratic institutional channels. Yet the murky results of th




