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lem, particularly in the post World War II period, the suppression of any non-
ersalist idea in the fight against Nazi mental heritage, the over-estimation of
European and universal humanistic ideas, lack of earestly facing one’s own
{Vergangenheitsbewidiltigung), and last but not least, the loss of previous
es ‘and related stabilisatory enforcement mechanisms. In the ideological and
ér vacuum the west positively lost its legitimating enemy, while the east was
in a vacuum, without relevant points of orientation for many, or even most,
tical forces. And above all, in many areas, especially in south-east Europe and
: . . : e newly independent states, nation-building and state-building, having
ﬁﬁg ;gjf:g’ E‘;‘;‘f‘:f :“ P(_’SSIbtlﬁ reforms of the International financi ‘ bminated wgstern é)urope in the 18-19" century, is just belatedly, but unmistak-
accord (Bonte [19919)] rvlséon’ ¢ overhaul of the'B aste Core Pri taking place in post cold war context.
financial instability 21?280;1 8‘;"91;1]318 éntcmanonal Institutions for red his is, i.a. an outcome of the collapse of not only the post-Yalta system, but
have attempted to mak 5 - By contrast, in the present: . the post-Versailles system of international relations. Thus, it is hardly
g € @ ooitom-up approach. Either by relying rising that theorising about small countries and their viability has a long history
£ . ! , e . k back. By the same token, the more one had been impressed by arguments
S::i‘é‘;lesfo‘:fa::\zgzﬁggntl;e adé;l;:l?;n;e they have been joining th sing on scale and scope economies, the more tended one to be sceptical about
price makers or regulators if"’his o w of price takerS,'not from ¢longer-term viability and welfare potential of the newly formed small political
previously available literature o tha it - C 0¢ @ Huitful add fities. While the Austrian economist Kurt Rotschild [1944] highlighted the
re on the subject. fmportance of international trade for the well being of small nations (in direct
efiance of the economic nationalism of the inter war period), the more typical
wias formulated by the Hungarian post-war political theorist, Istvdn Bibd
6/1991]. He talked about the misery of small nations. In this approach only a
reer community of regionally close and possibly like-minded democratic nations
ind a chance to meet the challenges of a modern economy. Only they are able to
vide welfare and overcome the historic dead alley of the interwar period. This
‘obviously not a far cry from the Adenauer—Schuman idea of the united states
urope, making way in reality to the compromise of European Steel and Coal
mmunity in 1951, with the obvious idea of making any war, waged against each
r; impossible.
t is worth noting that much of the theory of economic integration has been
uing with the obsoleteness of nation state, with the narrowness of national
ndaries, with the incongruence between full-scale and sophisticated demand
"specialised national production. And in terms of finalité, the idea of a
upranational Europe has been re-emerging ever since the 1950s.
ince this finaliré has proved unattainable, two types of answer emerged to the
uestion of viability of small nations. One was the already quoted integration
ry, which called for political and institutional integration as the precondition
way-out. The 1974 world congress proceedings of the International Economic

ociation (Machlup (ed.) [1975]) comparing economic integration in east and
Act Bar nhvinne resenne inteoration nnder the red hanner Comeron. was missing

the Asian contagion, and of course, the then collapsj d-oil
Wwas probably the first time since World War I, tlp;z]tn tght\: (ljlr:(sis'(i};:lm'
exposed in its total defencelessness, of its extreme vulnerabilit
markc_t agents, whose herd behaviour simply ovefwhelmed 3’
C(')ordlpatxon, culminating in the unsuccessful IMF rescue package
Likewise, concerted policy efforts could do little to help the Suhq

Thai economy, or to sustain the 1 i ]
. , e level — if not the re -
in Brazil. sime = of e

The political economy of country size

But does country size matter? In standard — introductory ~ textbooks
and on political science this item does not show up in the subject ind
at times of political earthquakes, when country borders are redra
exogenous conditions of economic activity, including the norms and i
game, or the geographical territory on which it tnay be extended ‘sut
change, such as in times of transformation, a sizeable amount of theor:
and re-emerges on the subject.

Itis not at all trivial why the national issue has resurfaced with th
the Soy:ct empire with such an extreme and mostly unforeseen
Intgr_naﬂonal relations theory lists at least ten factors having contribu
resﬂ?cnce of nationalism all across Europe and not only the ruins £
empire (Balogh [2000]). This includes i.a. the negation of the exis

3 The tripli il pri ock
tripling of oil prices and statist measures i imarily stock)
. ; , producing primarily stock

marketable output, lie behind the Russian ‘success story' of 1999, (DPIW n Ogtm
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tation as the clue to sustaining economic progress against external
turbarices, especially for small open economies {Balassa [1981]). The secret of
wly industrialising nations was precisely in their ability to get lose of the
etermination of natural endowments, and follow policies not constrained by
jonal or historic considerations. This required a de-emphasis of overpoliticised
jonal integration projects and the bravenness to choose pariners overseas,
ould these be more forthcoming and solvent for the products, manufactured in
line with the changing comparative advantage of the exporting nation.
In a way, this insight was not in line with the liberal mainstream of economics,
ice outward orientation did require strong states, sometimes even picking winner
ategies, and extensive régimes of export promotion. Some of the European
Siccess stories were not based on resorting to such interventionist policies.
EMeanwhile global and regional trade liberalisation in the framework of GATT and
e EFTA, but also the opening up of much of the non-farming markets of the US
ind the EC have contributed to the success of “outsiders’, consisting not only of
an, but also several small nations, like south Korea, Taiwan, Hong Kong, in this
beriod. '
I ‘While the EC stagnated and Comecon decayed during the seventies and the
cighties, small economies exhibited extraordinary resilience, and not even
imarily as resource based economies. By 1998 among the ten leading economies
the world in per capita terms we find Norway, Switzerland, Denmark, Iceland,
elgium, Austria and the Netherlands, but according to the traditional definition,
ed above, Canada would also count as small in terms of inhabitants, leaving only
e US and Japan among the top ten as large economies (Wall Streer Journal
urope, 4 January, 2000). Size and wealth creation does not seem to be inter-
rined.
" Disintegration of the bipolar world during the nineties led to quasi-automatic
dissolution of a large number of old and to the creation of new states. To cut a long
ry short, some of these were regaining their independence, while others, like
aine, Bosnia-Herzegovina, Moldova, Macedonia, Slovakia or Slovenia were
ntirely new state-constructs for contemporary history. Given the predominance of
¢ integrationist school as well as the traditions of international relations theory,
rese developments were mostly ascribed ruinous, destructive features.
While the political science argumentation cautioned against the power vacuum
nd the generalised erosion process — sometimes termed Africanisation — economic
reuments focussed on the conceived need to preserve intraregional trade, and
5 advocated currency and payments unions. The view was predominant that
! disintegration may though be a nationally or politically virtuous deed, its economic
onsequences must be per definitionem deleterious. International agencies have
vested considerable amount of time and energy in trying to forestall the process

some of the carnest idealism of its west European counterparts
adhere_nts of eastern integration were not at all so rt:ad;p to s.élérif'
sovereignty in order to attain more (planned) efficiency. But if We_‘!
pohtl.cal component,* the integrationist stance was fundamentally scep
f‘he v:qbility of small national economies on the longer run Thusytlf: = 1
is bf'isllcally not about sustaining it. To paraphrase thcr.n being ‘s l n
virginity: a virtue where the basic question is how to lo.;e it gr erlys
C:vdeged fizlshion, with mutual benefits to the partners, gk
ere has also been an alternative, a softer view, especi in Brit
US (Robinson (ed.) [19601). This called only for more g:cl'::lzgs;g(fam
offset the inherent weaknesses and vulnerabilities of price-taking small-
'.I'he conceptualisation of smallness is an economy below 10-15 il
inhabitants, characterised by inherent diseconomies of scale and €O B
enl{al}ced vulnerability to external shocks, and limitations to condu(l:)t endo:
policies, and last but not least, by shallow local linkeages? s
Eer today’s perspective, the ‘Golden Age’ of the :SOS and 605;'d'
em.pmcal support to either of these approaches. Some small economie
quite exceptional resilience that could not be atributed to either
Comecon, .and these were not the United States either. Austria S
Sweden, Finland, Spain all exhibited robust economic devellopment v;'it'h ]
?erpbglr ofdanylregional political integration grouping. They all had-vqu
issimilar developmental ' issimi =
oo devel "?Odd. path heritage, and a dissimilar poIz_cy-_.;

‘ I:Iungaxian economics highlighted the possibility of { eakt
vis-a-vis the mainstream of the day. BélapKdddr [?971]&;:;:15:1322?5221{ 1
of the continued viability of national economic success stories. pr i
follo\.vcd. the political of outward orientation, against the then n’iol:‘mn ntiin
substituting view of development economics. Later, Kdddr [1984] thi"aln 2
re-_stated against the background of two oil shocks, when the idea éf Vsselli'r
enjoyed new popularity. In the ‘second world’ as attempts at regional: Ol
autarky, in the third world as attempts to create a new international economi
: ant‘i thf: adpption of the basic needs approach by various UN fora. This insigh
quite in line with contemporary international economics hig}ilightin'

[y}

) . L

]There was, of course, an economic component supporting it, i.e. the lack of meaningf

zou d have g:{lded macro- and microeconomic decisions. For expanding this point, origin
udvig von Mises, and discussion of related literature c.f: Csabg (1990) o H

5 This i
15 is what Joe in thi i i i
large beodaiy o Brada in lhls: }'olume terms the indusirial era view, where large organi
fa p on units, large quantities seem to have mattered more than anything else has. T
e conceptualisation of the national economy followed this “microfoundation” -
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and discourage all actors from ‘going astray’. IMF support fo; 'th
the rouble zone was probably the most extreme example.
‘ Thc.s? approaches usually abstracted away from the most sali'én
pre-crisis’ systems, i.e. the blatant lack of efficiency at both mag
?evels and the lack of freedoms, both individual and collective, othes
in the UN charter, as well as in all pan-European (OSCES) ,doéu“ '
proper prices was of course not the single most evil of the' a,
However, this factor made, by definition, impossible to make pfo’ e
terms of allocative efficiency. Therefore abolition of suc
irrespective of the liberties, was bound to have some efficien
falements. The more important we see the role of money as a:
Instryment in a modern economy (Dietz [1991] and Riese {1990])
dangers of a demonetised and overcentralised system for efﬁcien"; nd
Thus abolishing deficiencies and the mere introduction of decentrali
releva.m money was bound to improve both co-ordination and welfare ;
This puts the problem of viabiliry of smaller units of a fonher-'gi"
structure in a completely different perspective. We could expect at least
of .the potential efficiency and welfare gains to matérialise by way of s
adjustment. Should conscious policies of institution building prc{m ‘
transformation process had to be dynamically efficient and self-sustainin
The experience of the respective countries is mixed. Bert van Seln:
among the first to highlight the inherent duality in the process, While somny
the f9rmer. Soviet Union managed to capitalise on the newly acquires
Ukraxqe_rmssed this opportunity. The analysis referred above underseo
of p911c1es and institutions supporting spontaneous adjustment and ‘i
seekm.g, otherwise potentials and outcomes were bound to differ substantisl
. This ﬁnc}ing has been retroactively supported by the analysis of tran ‘
in the Baltic states, (Haavisto (ed.) [1997]). These small courtries wo
seemed to be the most ill-suited for independence in the g]obal‘;s1
economy. In fact, the contrary proved to be the case, if and when'ap
pthnFS .alming at and actually delivering stabilisation, liberalisa
privatisation have been put in place. Estonia has secured the, country’s. ¢
Latvia anq Lithuania, where similar policies were put in place with con
delay. All in all, the segregation from the previously unified Soviet econo;
co_uld be mastered, and the institutions of the market economy could be pu
Wlth Teasonable success. The sustainability (or failure) of the rcspec?i’v '
policies were contingent upon success (or the lack of it) in terms of ins

g rather than on the endowments with raw materials or from the degree of
ous' integration to the Soviet economic space (Haavisto (ed.) [1997]). This
ng receives an in-depth empirical backing allowing for extending the
‘clision to other transition countries by the chapter of Attila Soés disentangling
:components of success in joining global trade relations.
Tntroduction of new currencies has probably been the most palpable sign and
trument of success, one of the least controversial achievements of the small
¢ countries against Russia and most other post-Soviet states. The sustainability
Btiboth convertibility and low inflation rates for the Baltic currencies stands in
arp contrast to the Russian disinflation, which proved unsustainable. The same
és for the proliferating currency restrictions instituted by Centrobank in the post-
ncy-crisis period. While the Baltic states did run into serious current account
uilibria, these never lead to rescheduling, as happened in the casc of resource-
Ukraine in February 2000. To sum up, the story of the Baltic is one about the
evance of institutions and policies over endowments, including size.

omparing postsocialist and other trends towards disintegration Dallago [1993]
opted the Olsonian theory of collective action to prove, that disintegration may
éll be efficiency-enhancing, and that breaking up old states and creating new ones
es not necessarily lead to an endless process of decay (Africanisation), since the
tion, as a special kind of public good, is likely to set limits to this process.
ationalism, in this approach, is an investment into the redistribution of property
ghts, and aims at new equilibria that may be beneficial to those initiating the
ge. Meanwhile, it can not be taken for granted that this game is zero sum, i.e.
-other players should necessarily loose out, as the integrationist school mostly
lies. Disintegration may be positively efficiency enchancing if it creates a more
mediate link between marginal productivity and wages, further if it helps
ercome information asymmetries that used to characterise oversize and

vercentralised arrangements of the status que ante. _

This analysis is supported by the growing regionalisation inside the European
ion. The devolution laws of the Blair government in Britain have resulted in one

the most far-reaching decentralisations in contemporary Furope. Limits to
ecession may be set by the rationale of the EU in its currently evolving form,

ng full independence largely impractical. Likewise, the far-reaching .-
entralisation in Spain in the 1990s has overcame much of what used to be the
ential for secessionist movements. In Germany the autonomy of provinces has
ays been considerable in many areas, from education to funding practices. All
all, it seems democratic policies and market-driven institutions did allow for a

OSCE stands for Organisation for Securit ion i R
y and Coeoperation E ished?
November 1990 pan-European conference in Paris, P i =urope, _'es??!lmcd‘"
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ese. external conditions rendered disintegration in eastern Europe more
tructive, ruinous process. In fact, as the examples of Slovenia, Estonia, the
“zech Republic and Slovakia indicate, disintegration may be parallely freedom and
{fare enchancing. Echoing the western experience, also in central and eastern
ope small, rather than large, countries have proved to be the true success
ries. This is explained, to a great extent, by changes in technology, capital and
iformation flows, making scale economies less important, while rendering both
orporate and country boundaries relative, ie. issues taken up by several
ontributors to this volume.
* These findings do not, however, invalidate the relevance of country size for
onomic analysis. Country size does effect trade patterns (Torstensson [19987).
Small countries, relatively better endowed with skilled labour, are more often
xporters of R+D intensive products. Meanwhile the presences of large internal
arkets do not necessarily favour specialisation in industries or activities with
B:cale economies. Small economies’ health is often crucially dependent on their
-onstituent region’s (Amstrong and Read [1998, p. 578]). This is demonstrated by
the modest success of Kyrgistani economic reforms, where remoteness of the
country scems to overarch any other consideration for international investors. By
ntrast, neither Slovenia nor Slovakia are particularly highly regarded for their
similarity amo . i ‘ reformist fervour, still, their embeddedness in flourishing regional economies —
resmctt?ring angga rt:szltgnltsla(flt(ag}s,(f(::]e igtr?r:::jj d(:)fméz‘t:ikmg reforms, ‘p el ¢ Friuli-Veneto and Bavaria-Austria, respectively — seems to have had a highly
and a reconstruetion. hat hind . ) capital for restructil} E beneficial impact on both their actual performance and on their perception -
208 the $2e oF lhmn, that hinder their recovery and prosperity, (ibid 238 abroad. 10
4t the ront of & IZ ;;ii’;c::(? :;?Efé ;33232 it:cu pf)ltc:e; ar}d institutions wh Small countries obviously benefit from multilateralism, both in the trade and
[1999]) advocate the introduction of WTO ni;:lz;:c;?;:' (Olcont _e’ a £ defence areas. In the former, generalis:ation o_f any cpncession Wagfad by stronget
to remedy the problems, rather than any form of enchantl clil Y and SLIP stra partners allow small countries to free ride, while multilateral arbitration procedures
based on geographical closcness or re-establishing histar ed regglonal co:oger limit the unilateral use of forcg, figuring hlgi_l e.g. in traditlgna}l us trflde policy
To sum up the contrast, while western Euro g fustoric ties.” . E practices. Individual defence is though possible, however it is definitely more
with integration to global flows of inf rope managed disintegration p costly, in terms of both armament and mobilisation, than collective defence, where
g 5 O Intormation, capital and technology, Ia small countries may specialise on certain activities, while benefitting from the
S ymbrella provided by an alliance.
 Small countries also face a problem in defining the optimal degree of theis
freedom in terms of monetary and exchange rate policies. While the official creec -
of the 80s and 90s were pegged rates, combining stability with flexibility, the
lessons of the Asian crisis prompted both theorists (Schuler [1999]) and policy
advisors (Goldstein (ed.) (1999, 178]) to reject this option, as a panacea for runs or
currencies, due to asymmetric risks and decentral information. However, fre
floating may be practically unacceptable to small countries with large — sometime:

:::;);Slgrgc degree of regionalisation, without however, breaking u_p‘c.x1
By contrast, both the Yugoslav and the Soviet disintegrétion
attnbuﬁa.ble to the lack of both democratic forms of interest represeps
recor}c:hation, and to the lack of truly market driven forms of ec[c,mofrii
The mt.e.grating role of foreign capital and supranational arrangemén
up traditional borders, were equally missing. -
I'n' the course of disintegration most new independent states  resort
trad1t19nal statist policies to help foster nation building, and reflecy
protectlo.nist policies to fund state building. An earnest beliéf built on the 55
and natlopalist doctrines, in the ‘inevitability’ of cris,is manage
bureauc.ratlc means has also had a role to play. This drive has been:"sﬁ pper
the ad\‘rlce. of international agencies, i.e. clearing arrangements licen’sirip 0
strategies in opening up. Michalopoulos and Tarr [1994] have ;]ready' uf -
the success of free market Estonian policies, and contrasted this to hesitan
and Ukrainian reform practices (not promulgations).
The causes of the failure of the Commonwealth of Independent'Stétés
suu_ln‘lansed as the lack of market-based institutions, the lack of market-pr
polzc;es and the lack of democratic interest harmonisation among the maj?
of failures (Olcott et al (eds.) [1999]). It is not the pure diversity, bﬁtjra

7 . .
Le.lter. produced monographic analyses (Barthus [1599]) continved to have difficulti
estabh§hmg h_ow‘far secession can go; similarly these approaches — as all purely economic theoricsid
have dlfﬁcu!ues_ in delineating what a naticn is, or what is the optimal/minimum unit for wh i
beneﬁllcal_culanons in the spirit of Gary Becker can meaningfully be made. Likewise, tl(;l %?t
generalise in quantitative terms when devolution pre-empts, and when it fosters -secession P

8 S . .
SLIP = stabilisation + liberalisation + privatisation

9 If we takc Incrementa gIOW[h as the sole success tndicator the EU has not been muc;
1 } i i
> t h
SUCCLSS Cltllcr. As Laﬂhoudt ]999 dcmonstlalBS, llllpacts ofa ]algﬂ Inﬂlke‘ were negllgeahle a
tlad]tlonal items in the Sﬂlaw model.

10 Cf. the econometric exercise in the chapter by Asila Sods.
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over 100 per cent — shares of foreign turnover against their GD

may offset all the fundamentals. Since exc feature was that the chain reaction has not originated in any of the G 7

ies, still the waves of disturbances have not left the major OECD
mies untouched. The ‘one world’ symptom was felt more than ever.
icy in exch " ‘a second economic disurbance shock oil prices skyrocketed. In 1998 oil
cange for an autornafy és fluctuated between 9~11 $ per barrel, they climbed to 32 $ per barrel by
2000. Recall that in 1973 the quadrupling of il prices induced recession
alance of payments crises. New terms, as ‘stagflation’ and ‘epochal changes
1e world economy’ were introduced in the economic vocabutary. When in 1979
econd oil price hike restored the 1973 price relatives, economists talked of a
JEW price revolution’. Many analyses were produced to elaborate on the limits to
, notwithstanding ¢ . - wih and expand ways to change tecl'mologies to make production less energy-
€conomic costs the preparation for this step implied & te :sev;: V_nsive. The second ad_]ustme.nt recession co'uld also not be saved. In 19982000
Experiences of transition economies as well as Oih B Lo ' fothing similar happened. While oil prices tripled, EU growth accelerated to 2.5
Support to the insight drawn ©f Luropean co ‘ cent, with inflation in the euro zone remaining at 1.3 per cent, well below the
[1986]) that being small is not B target of 2 per cent, Also in the United States growth reached 4 per cent,
i dtion remained barely above 1 per cent, and unemployment fell to 4 per cent to
storic low. Also a series of small countries managed to survive these shocks in
od -shape, as the contribution of Magas on Hungary and Gottlieb on Israel
gemonstrates in this volume. :
[ As a third economic shock to small countries a series of mergers and mega-
ergers have been going on in the period under scrutiny. While the first wave of
fgers may have been attributed to forward-looking strategies making use of the
cementing and deepening the single market of the EU, the US wave of mega-
gers is hard to attribute to this factor. The concentration in the banking and
jancial sector exemplified most recently by the (unsuccessful) merger of two
Jirst disturbance was the chain reaction chtivals in the German landscape, Deutsche Bank and Dresdner Bank, or the
attack on the Thai baht in June, 1997 and ending wi : iega-mergers of Japanese banks may be indicative of the increasing importance of
attack on the Brazilian real (where the g with the _halfway fale economies. Other contested mergers, as the failed Volvo—Scania project, or
odafone-Mannesmann deal seem-to be indicative of this feature.
However, it is important to avoid the conventional post hoce, ergo propter hoc
tpumentation, Fréliche... [1998]. This is surely not the first merger wave.
riences with former such actions often have shown mere fashion, rather than
ia wh : X d business economics, behind this trend. Following the acquisition of Bankers
» WheEre curre : st Deutsche Bank concluded its financial year with a loss, for the first time in
' jany years. Also in many other examples, it seems managerial megalomania,
er than enhancing shareholder value that lies behind the merger craze. The new
iends in industrial organisation, highlighted by XKocsis, Szabd, Dallago and
lavetz as well as the limits to transferability in the area of management and
dustrial organisation, as exemplified by the contribution of Lukdcs to this
ume, all are indicative of strong counteracting tendencies.

the uselessness of discretionary interventions and of the auth

fimf.-tune ec‘:onomic processes, the weightier this argument m gntl
pohcytmakmg. The current rush of candidate countries for takz;y o
clear sign how widespread this conviction has become amongngo 5

1997-1999 saw a series
disturbance for small open economies,

11 . —_

Tht_)ugh this finding is well established both th
provoking to the majority departmental views, th
Journal, no. 459. (va, 1999.) pp. F652-F69].

roggp th:?nry and empirical evidence,
at it 1s still contested. Most recently |
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In a way, these countervailing forces t '
Lion .Of f‘he boundaries of the Jg,m Cetei?;e;zlgbl;zth:]? L portant than anything else, (ibid p. 688). This means the limited ability of
mulhnguonals, having contributed significantly to Z.:en__afn : ‘country authorities to do much more than conduct sound policies that
countries and other simall economies, as elaborated b S% o ' ghance credibility in the respective countries, like avoidance of much too heavy
Y Sereghy ance on short-term finance, and enhancing transparency across the board.

ever, this may not be entirely sufficient to prevent the spillover effect. This is
tly what Keren's model and discussion implies in this volume.
ese all sound like serious warnings for small countries, where open door
glicies have played a major role in catching up and modemisation, as the
Security on the ruins of cold war era should be mentioned usly quoted literature in general and the contributions of Sereghyovd, Boltho
ed. Angl ‘ Benczes in particular in this volume highlighted. Should they continue open
F policies? Or should they be more restrained, heeding the suggestions for
owing sand among the wheels of capital markets’, a call originating with James
in? There is no simple answer. On the one hand, countries, having conducted
‘ ard-oriented policies and having integrated themselves to international flows,
(Mangelnde.. [1999]). The clash in Kashmir, that hag been clac d reasonably withstand attacks. This holds for Greece, Portugal (cf. Braga de
nuclear conflict between India and Pakista’n is just een clog ' edo in this volume), Poland and Hungary, but also for Singapore, Switzerland
f:xamples of the grave conflict potential, Ob\;iouslJ Sthone 0 ‘Austria. On the other hand, closer scrutiny of the Hungarian success story is
Integrity and stability of small nations, in a manner 3}: .t ose trends cative of the high intervention costs (Darvas and Szapdry [2000]), as well as of
;:]‘;fz:;?ll}l; by the second world war, or by the post—?:olsgiirnafoeil ¢'i‘ucial role of the still existing limitations on short-term portfolio operations in
Iy prompts larger defence and peace. ; e efficacy of crisis management. ‘
small states. In more extreme cases, it niya(;(;lllc?zfcl)ngu:;(trij - does it imply that capiral controls, at least on short-term flows, are to be seen
Or €conomic viability, as in the case of Macedonia qub on thc:; e principal answer to the problem of contagion? The answer is clearly no.
rece(::nt years hf?olr:go/Zaire could be observed. - bants, S ntries where contagion has triggered lasting troubles, like in Indonesia or
oming back to economics, how d . B or Ukraine, had been facing more or less covered structural and policy ills
gFOWFh and other activity indicators OS}‘;';CWCOEI;C[:E;;I:II Sel-m.s Fablh,ty? quite some time before the crisis erupted. Controls alone, lackilr)lg gund
function of prices get blurred, that leads to depres sivzo .auhty’ If, amentals and solid financial structures, have not been particularly helpful in
o ons of the problem cases. Controls alone are no substitute to sound finances and
b ible policies, since they have a tendency to cement themselves as lasting policy
inevitable, that depreciate assets of banks. Thus eve L ' ents, further they do allow for postponing overdue reforms (Edwards [1999]).
wouch warranty against financial collapse. This has bmlrl1 chOd mac, is danger is imminent not only in Latin America, where Sebastian Edwards
financing, Making book-keeping largely irrelevant owi ompoune : iws his policy examples from, but has clearly been observable in Malaysia,
recorld activitics, that may have gone up to 46 N8 2 large sia, Ukraine, Rumania, and Croatia, just to list some other recent cases.
contribution of Bencges elaborates, how these racti pe}: cent of ecent semi-official and quite radical proposals (Fischer [1999]) to overhaul
contagion in east Asian small countries. practices have l_ead t mational lending and reporting practices conspicuously miss any old-fashioned
How does contagion spread? Fratzscher [1998, 644-645 s ttist measures, controls and prohibitions. Instead they aim at bailing the private
channels: unsustainable fundamentals contagion du;:t h 2] fames. tr ctor in, at making transparency, both at the level of corporate finances and
’ 0 herd behaviour.of; foeneral government finances, enforceable and uniform in standards, so as to make
gnals comparable and cross-checking practicable. Furthermore they aim at more

;zves:;:rs,‘ ﬁn;lly contagion due to close trade and financial

vestigating the importance of each fact mores

gati : or he finds the thi more:ing |

e ey Fundamentats, bus et he v the (t)l;‘lrd to be more formation sharing among creditors and more publicity vis-d-vis governmental
capital flows, corporate malpractices. Requiring non-banks to publish reports on their

rendering both macro- and micro-boundaries fluid, may have. ho}

explanation, why small ¢ . .
shocks, y ounirzes have not suffered more from
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ertibility, exchange rate stability and endogenous monetary policy can not be
- ed at the same time. If open capital markets weigh so heavily in terms of
Cormmittee, all go in the right direction, without instituti ; Blvelopment strategies, as seems to- be the case on the base of above cited
1 N new con icoretical insights and country evidence, it is not that surprising to find that
ing specialists caution from premature pegging of candidate countries’
Birrencies to the euro, from premature joining the ERM, due to the overdose of
ty this option would entail (Backé [1999, p. 60]).

s finding is in line with other insights gained from transition-specific
Fecearch. While the rate of exchange serves, by and large, inevitably as a nominal

chor in the first stage of stabilisation, this is but a short-term, temporary option
ba {1997, 1051) and (Desai [1998, 640]). Fixing the exchange rate is a poor
bstitute for disciplining fiscal policies or for reforming the system of financial
mtermediation and regulating it properly in terms of soundness and transparency.
refore too early and too long a fixing may actually backfire, as the Czech and
ssian cases evidenced. The resulting enforced devaluation undermine the entire
ardly-won creditability of economic policies of the previous periods. This implies
more and not less than the candidate countries can simply not meet the EMU
cession criteria as defined in Maastricht i. e. including two years of membership-
i ERM before joining EMU. They have to be waived either from the inflation
terion, which seems politically next to impossible or from two years of
membership in ERM before joining EMU, which has already two precedents with
fitily and Finland. In fact, this waiver would not equal to softening up the
penhagen criteria, but adapting them to the needs of chatching up small open
onomies, though not in their capacity of postcommunist transition régimes.

;Icti?;gf:s, public information notes on the performanée on g
e . - » = ‘
XIOUUY In reserve-building practices tailored to debtor specificit

;ﬁt;;‘:iﬂporal agd f_international combination of factors. Furthermor
€ sound financial institutions and ¢ : i
St : : ransparency, which ma
ok a;l;egluetm;le, :11;_:tl as pre-emptive before crises, and 36 -is
ent of portfolios and asset value in, as |
and/or exchange rate risk. ° therln, as 2 conseane
This finding is quite in tune with a broad analysis of thP;

z;)ll;;t:y e.xperienccs, they conclude that deep reforms make financj
-resistant. Sound financial systems retaj : ;
( ‘ . tain, or gquickl !
;zzgig;na{v cap;tﬁ;c nllarkets, thus the suffering associar(eld wityz :;r;g? -
as likely to be much shorter ang o
' ! recovery -mo
Not\‘mthstandm'g these general conclusions the small coue’y o
C}’CIIC?J f:ffccts is unlikely to disappear. : t qu
ot '{,T;;s 13 qu‘it.e.lmportant an insight for transition countries On tﬂe"
~voIced criticism, levelled against their icali .
building, oo leir overzealous radicalism in.
! ) Y in the early transition years, see ivel
; ¢ ' s ms retr Vel
g]usti?dle;iggalr; !1; sounded in contemporary times. Output anc? ?gg‘if)ls
' 3 period, have to be measur i
. , ed against ive
. znmepigymfnt losses in the control groups of CIS and sgouthea?tnlji]::i]‘ﬁgv
_ one-time losses must be weighted against lati )
those incurred from contagion i 741999 period. e I
gion in the 1997-1999 peri e othe Perspecti '
i;i;ancement of transformation and broadening thg slc;]cc),;é oofncg;tome rpestives ofsmall ceshoms
lance on portfolio investment is gaining i
risks. Also enchancin quidity of capityl meckors wemar
g the liquidity of capital markets and b 1cce
nehancing aity ette
c;:)rc;olt :; fo?mgn saving is becoming important, as well as the op;oarf:;f
abr?) d p;vate pension funds to find safe and lucrative investments, :y b
b ad ( t:;h ;1; al, [1999, 212-213]). The more a country transits, i
even the third (pre-EU) maturit i 1l
_ ] y stage of systemic ch '
aﬁtfli"}c]i a regresmon. to capital controls and other statist policiesange, e
o trcizse are all 1mportant_ theoretical and also policy relc.vant‘inm h
oun CZ .w1th no a_Itematwes but striving for EU-accession as %I
En " ayeal in the contribution of Prdger to this volume, have to fac,:e' the li
wn also from the Mundell-Flemming model, i.e. that full (capital

mall economies have positively been refuting the ‘big is beautiful’ ideclogy of the
dustrial period, and the related integrationist school all across the fast half of a
atury, Eight out of the ten richest economies are small. Many of the lasting
cess stories, from Finland to Singapore, have been written by small nations.
om the ruins of the Soviet and Yugoslav empires only small, previously
sibordinate, nations have been emerging victoriously in economic terms: Estonia
nd Slovenia, respectively. The great east Asian contagion has not shaken small
nomies, as such, and success or failure has not been related to country size.
witzerland has not suffered more than Germany, and Greece or Israel proved
sitively more successful than Russia or Japan.



Lészlé Csaba 413

The underlying causes for thi . o
golitjcal econoﬁ;yglevel by Bmdtgl;na Yo _ rtisan politics are still important in determining the level and pattern of
ereghyovd, Dallago, Szabé and Szalave bor ending, as well as the modes and structures of collectin g public dues and their
might be, all point to the same direction : L : els. No overall retrenchment of the welfare state could be empirically
) -0 served, only its continuous expansion, onée termed Wagner’s Law, seem to

We have found insi
1d some new insights: o hy
I ; ve been invalidated by the neoliberal counterrevolution of the last quarter of a
ntury. The overall tax burden has not shrunk either. In sum, in line with our
ifth finding; globalisation is not about the extermination of the nation state.

Another interesting and reassuring finding is our sixth one, i.e. how much
fransition economies and their problems are becoming sruly akin to non-
ransition economies of similar size and similar level of complexity. The latter
jimay sufficiently explain why picking winner strategies and statist export
romotion policies do not work any longer in east Asian small economies
ither. Likewise, what transition economics has delivered in terms of the
3. Earlier and I o ) ‘ , mportance of financial institutions and the focal role of transparent and well

oo Faobal insights seem to have gained new. UppOK e;ulated capit{;l markets can no longer be contested with a shgre reference to
ast Asian successes (Park [1991]) where high growth rates sustain without
uch devices. On the contrary, with their maturing economies, east Asians had
either, Quite analogously, smail economies R o similarly reform their corporate, disclosure and public finance practices,
niches, to be more innovative and flexibl are pushed to spec; . uch in the same way as transition countries have done, or €lse choose to

exible than larger ones. E tagnate, as Japan has been doing all across the 1990s.

2. Qood i{zstirutions and good policies seem {o Wﬁrk
lrrespe_ctwft of history and country size. The relatively ¢
contagion in Israel (cf. Gottlieb in this volume), Hug v
Greece, the resilience of the Singaporean an , gary-,._ "
taken as empirical evidence for this thesis,

.

an Austrian eco

4, But. dqes not .globalisation, i.e. the rendering the borders; :B‘
temtoru'a] nation-states permeable and fluid lead to the a
€conomies, their full absorption by 2 larger group or intc:grat'i‘'(;n"'7

‘Having said that, we do not subscribe to the bureaucratic view seeing primarily
the EU or WTO as a forum for cross-border standardisation, and measure
merger wave itself prove th; : ) uccess purely in terms of meeting their respective criteria. On the contrary, the
findings, the insmuu-fms :nihuﬁng':,f: l:;:; n?izage m;’d to ShOW:F.:alS trength of the EU lays in the balance it strikes between common rules of the
Very inherent features of capitalist order alread 01:(') shareholde an ¥ game and regulatory competition, which ensures freedom and efficiency. The
Similarly to the industrial era, but this time suy i counrerya : existence of such small safe heavens as Luxembourg and Liechtenstein, that are
trends in modern technology and organisation if P orte.d by the de not subject to populist pressures of the politicians of large and heavily taxing
better. Megafirms are often inefficient op e ilst natv countries, contribute to the sustained competitiveness of west European
network of relations actually may expla‘in how co';ﬁima countries. They do so as they countervail the otherwise hardly constrained
function so crisis-resistant in the 1990 ‘heavy hand of the taxman’, as the Finnish minister of finances called it
) recently. Such complex structures as the Swiss wouch warranty against what is
traditionally called the dictatorship by the majority. This may count as our
seventh finding on the future role of small economies, :

> t(:;‘; Ifigm:;lg is iIll line with a broader review of literature and relatéd &
Opular assumpti

- 347)). The;/) clljaim that c‘ggjt]’t‘:?:s’ ggh:;éi i?i?:g a[:"s We tried to underscore the ongoing devolution and decentralisation process,

manner, thus there is no empirically testable sion P 1d : which is observable from Belgium to Rpssia. This process is made possible by

policies seem to have remained fairly inde en&g taf omogenisatio f the very same technological, organisational and motivational changes as we

societies require more welfare spending, j¢ bendent, moreover ‘if discussed primarily in the context of postcommunist transition. The ﬁndmg, in

& 1t could mostly be accomm both cases, points towards the limitations of purely economic generalisation.



415

LA LNUD

ng, Henry W. and Read, Robert (1998), ‘Trade and growth in small
s: the impact of global trade liberalisation’, The World Economy, Vol. 21,
4, pp. 563-585

Peter (1999), ‘Exchange rate régimes in central and eastemn Europe: a brief
w of recent changes, current issues and future challenges’, Focus on
tion, Qesterreichische Nationalbank, Vienna, Vol, 4, No. 2, pp. 47-67

Béla (1981), The Newly Industrialising Countries in the World Economy.
endon Press, Oxford

» Andrds (2000), ‘Ethnic conflicts in European perspective’. In: Dérer, M.
The Future of Common European Foreign and Security Policy. Hungarian

- Having reached the external limj our approac
. . Imits of our apny,
assuming that the viabje sjze of a nation or anpf:cgz(;?n j
c:ulturally and technologically constituted. As sych it’fﬁiz
tlme: It must certainly be different by the historic. er
F;{);SSlbIe exchanges and the scope of the extended order
malts‘, our ethth thesis goes as follows: 8lobalisation en.h'a'i:
l 1 - 1] 13 B ' e
: bette: é;h‘;nretfclz;;wigezm;”b"dnon viable, with the chances hay antic Council Budapest, (fortcoming)
X € 5ay, in Antiguit - in th ’ ,
St wm they cconomea Y n quity Or even in jitkes, Valerie 0. (1999), The Dynamics of Secession, Cambridge University
. y € move viable, -ghp'. : ss, Cambridge and New York

Rudi (chair) (1999), ‘Supervisory lessons to be drawn from the Asian crisis’,
Committee on Banking Supervision, Basle, Working Faper, No. 2. (June)

, Claudia, Heinrich, Ralph and Pierdzioch, Christoph (1999), Foreign
capital and Economic Transformation: Risks and Benefits of Free Capital Flows.
Kieler Studien, No. 295. J.C.B. Mohr (Paul Siebeck), Tiibingen

3, Laszlé (1990), Eastern Europe in the World Economy. Cambridge

niversity Press, Cambridge and New York
iba, Liszlé (1995), The Capitalist Revolution in Eastern Europe. Edward Elgar.

grubl., Aldershot and Brookfield

ba, Lészl6 (1997), ‘Economic transformation: state of art and some theoretical

flections’. In: Brey, H.-Wagenlehner, G, (eds.): Die Staaten Stidosteuropas
d die europiisch atlantischen Strukturen.  Eine Bestendaufnahme.

dosteuropa Studien No. 60 Sudosteuropa Gesellschaft, Miinchen, pp. 102-125

allago, Bruno (1995), ‘Az integralédds és a dezintegralodés — gazdasdgelméleti
megkbzelitésben’. Kilgazdasdg, Vol. 39, No. 12, pp. 31-46. (Integration and
integration in economic theory) in Hungarian
vas, Zsolt and Szapsry, Gyibrgy (2000), ‘Contagion of international financial
rises under various exchange rate régimes’, International Finance, Vol. 3.

forthcoming)




417
Ldszld Csaba
+1U dmait country adjustment 1o international economic disturba;

e 'l isation i d Taiwan’. In: Koves, A. -
' - 1 {1991), ‘Liberalisation in I.({)rf?'a an . . A

?l;l’g (ggu) (Forei?gn Economic Liberalisation: Trangforman;)f?s L?Ggoaahst
tarket Economi i Boulder (Colorado), pp. 147—

farket Economies. Westview Press, (

--‘yl{;r'o (1990), Geld im Sozialismus. Metropolis Verlag, Marburg he Size of

i ? Edwar:i (ed.) (1960), The Economic Consequences of the

inson, .

illan, London o i

- ;;ﬂé;{iﬂgxlilég%)’ “The purchasing power parity puzzle'. The Journal of

W nomic Literature, Vol. 34, No. 2, pp. 647668 I

‘ ff, Kenneth (1999), ‘International institutions for reducing g ) e

{ b,'l' *. The Journal of Economic Perspectives, Vol. 13, No. f,l, Pp- i

: 'léwkuﬂh W. (1944), ‘The small nation and world trade’. The Ec

S y . [}

. 26-40 ,
urzgf,ly;f(‘ll,gpgg) “The problem with pegged exchange rates’, Kykios, Yol. 52,
? ]

I, 9 ] iet Break-up. Routledge, London
4), The Economics of Sovie -up. ]
lz}:eré::;l f:.}]igU)rsprung, Hans (1999), ‘Globalisation 50f3?§ economy an
: nat,ion—state’, The World Economy, gﬁéﬁég%gég&;g S:n o emote, land.
niva “The costs an ,
l"“w:is?::,nz;ﬁNs.t;tleg Sgc);nomy’. The World Bank Research Observer, Vol. 1, No.
e -
. - | - . ] -Cal
' ténzsgznz?liu (1998), ‘Country size and comparative amt?ge. an empiri
l'T"d * Wel’twirtschaﬂliches Archiv, Bad 134 Heft 4, pp. 590-6 e cconomic
Y Peter (1999), ‘Did the European unlﬁcauo,n increa e
nhotttllc'l?t,ln secarch of sca’lc effects and persistent changes’. Welrwirtscha
owth?

E{7chiv, Band 135, Heft 2, pp. 193-220

Desai, Padma (1998), ‘Macroeconomic fragility and exchange raf
cautionary record on tramsition economies’. The Journal
" Economics, Vol. 26, No. 4, pp. 621-641 .
Dietz, Raimund (1991), ‘The role of western capital in transform
perspective’. In: Csaba, L., (ed): Systemic Change and Stabilis
Europe. Darthmouth, Aldershot, pp. 103-123 - R
DIW (1999), ‘Russland: Schuldenerlass jst keine Losung’. Wocher
Edwards, Sebastian (1999), ‘How effective are capital controls?;
Economic Perspecties, Vol, 13, No. 4, pp. 65--84 o
Fischer, Stanley (1999), ‘Reforming the international financi
Economic Journal, Vol. 109, No. 459, (Nov.) pp. 557-576.
Fratzscher, Martin (1998), ‘Why are currency crises contagious
of the Latin-American crisis of 1994-1995 and the Asian ¢
Weltwirtschaftliches Archiv, Band 134, Heft 4. pp- 664-691:-
Fries, Steven and Raiser, Martin and Stern, Nicholas (1999
east Asian contagion’. The Economics of Transition, Vol. 7, No.
- Friliche ... (1998), ‘Froliche Fusionitis?’, Neue Zilricher Zeitung;, 5
Golsdstein, Morris (ed.) (1999), “The future of international finaine
Findings of the Council on Foreign Relations Task Force’. F, rei
78, No. 6, pp. 169-184 .
Haavisto, Taamo (ed.) (1997), The Transition 10 & Ma
Transformation and Reform in the Baltic States. Edward Elgar Pul
(U.K.) and Brookfield (USA) R
Kadéar, Béla (1971), Kis orszdgok a vildggazdasdgban (Smal
world economy). Kézgazdasigi és Jogi Kényvkiads, Budapest
Kiddr, Béla (1984), Structural Changes in the World Economy. S
New York ‘ Lo
Machlup, Fritz (ed.) (1975), Economic Integration in Eagt
"Basingstoke N
Makin, Tony (1999), ‘The great east Asian capital flow
responses and ramifications’. The World Economy, Vol. 22, No
Mangelnde ... (1999), ‘Mangelnde Sichercheitsarchitektur in ie
sorgt fiir Destabilisierung’. Newe Ziircher Zeitung 2. Nov., .
Michalopoulos, Christos and Tarr, David (eds.) (1994), . Trad,
Independent States. The World Bank/UNDP, Washington .
Mishkin, Frederic (1999), ‘Global financial instability. ‘Frame
issues’. The Journal of Economic Perspectives, Vol. 13, No. 4, p
Olcott, Martha B., Aslund, Anders and Garnett, Sherman.
Getting it Wrong. Caregie Endowment for International Peace, Was




