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Since the late 1990s, a consensus has emerged among scholars of the post-communist
transitions that an enfeebled state is not an asset but a liability to a transition econ-
omy. Moreover, it is now accepted that underdeveloped fiscal capacity is a leading
cause of state weakness in Eastern Europe and the former Soviet Union. This article
compares the alternative revenue extraction strategies developed by state leaders in
post-communist Poland and Russia. It stresses political institutional constraints to
explain why Poland opted for a social pact with labor over household incomes,
while Russia developed a system of elite bargaining over corporate profits.

Since the late 1990s, a consensus has emerged among scholars of the post-
communist transitions that an enfeebled state is not an asset but a liability to a tran-
sition economy. Moreover, it is now accepted that underdeveloped fiscal capacity
is a contributing, if not leading, cause of state weakness in Eastern Europe and the
former Soviet Union. Revenue extraction offers an insightful glimpse into the pro-
cess of post-communist state building. This article compares revenue extraction
in the post-communist Polish and Russian states. It seeks to explain why Polish
and Russian state leaders opted for alternative strategies of revenue extraction.
While Poland worked out a social pact with labor over household incomes, Russia
developed a system of elite bargaining over corporate profits.

To account for this variation, the article introduces a political institutional
explanation, emphasizing the structural constraints inherited from the old regime
and the political constraints inherited from the old regime’s breakdown. Post-
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communist states emerge amid the makings of fiscal crisis. In finding a way out,
state leaders must locate and gain access to reliable sources of revenue in the tran-
sition economy. But this is no easy task given the institutional inheritance of com-
munism’s command economy. A narrow revenue base and weak fiscal adminis-
trative capacity present serious obstacles to revenue extraction in a transition
economy. Moreover, targeted societal actors may thwart the state’s new revenue
claims by mobilizing the power resources, which became available to them when
the old regime fell. As a solution, post-communist state leaders strike bargains
with those from whom revenues are claimed. These revenue bargains, in turn, help
to shape the subsequent course of the transitions.

This article illustrates the crisis-like conditions that confront post-communist
state leaders. In addition, it stresses the recombinant nature of post-communist
state building as new policies interact with old practices to create hybrid institu-
tional outcomes. Finally, it briefly suggests the way in which revenue bargains
redefine state-society relationships. The article is organized into six sections: (1) a
literature review on post-communist states and transition economies, (2) a discus-
sion of the determinants of post-communist revenue strategies, (3) an overview of
the Polish case, (4) an overview of the Russian case, (5) a comparison of the fiscal
capacities of the Polish and Russian states, and (6) a brief summary of the theoreti-
cal implications of the empirical findings.

I. POST-COMMUNIST STATES AND TRANSITION
ECONOMIES: ALTERNATIVE PERSPECTIVES

The debate over the roles of state and market in economic development is long
lasting and wide ranging. The twentieth century has provided ample material to
sustain the controversy—war economies, welfare societies, industrial latecomers,
and liberated nations. To this list, add the post-communist transitions. Scholarship
on the role of the state in the post-communist transitions has undergone a shift in
the past ten years. Whereas market and state were at first viewed as mutually
antagonistic entities, scholars have more recently recognized and sought to under-
stand better their interconnectedness.

Socialism’s command economy was an antimarket economic system. The
state-directed command economy promised a more rational and egalitarian path
to economic development than market capitalism. Efficiency and fairness aside,
the command economy provided a bruisingly up-tempo, alternative means of
industrialization for the agricultural-based economies of Eastern Europe and
Asia. But the distinctive structural features of the command economy—insulating
protective barriers, bureaucratically assigned values, soft budget constraints—
had the effect of undermining the system’s capacity to sustain long-term eco-
nomic development. The command economy’s inability to regenerate sufficient
growth to sustain its bureaucratic phalanx, to maintain coercive capacity, and to
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satisfy consumer demand ultimately led to its rejection, even in places where
communist political regimes still ruled.

The early discussions on the post-communist transitions were dominated by
the assumptions of neoliberal economics as espoused by a new cast of political
actors who came with the international community’s financial aid packages.1

Intent on creating the appropriate structural setting for a market economy, the pol-
icy focus was on the implementation of macroeconomic reforms: stabilization,
liberalization, and privatization. The command economy had failed, it was
argued, because politics had subverted society’s natural economic inclinations.
Thus, the disentangling of the state from the economy to uncover the suppressed
markets within became the priority task. “Many economic problems solve them-
selves,” assured economist Jeffrey Sachs; “markets spring up as soon as central
planning bureaucrats vacate the field.”2 Meanwhile, the issue of the state’s role in
the transition economy was accorded, at best, secondary consideration.3

The radical restructuring of post-communist economies was supposed to fol-
low a U-curve along which a sudden downturn in production would occur as the
old state sector wilted and that would soon be reversed as a new private sector
blossomed.4 But expectations for the spontaneous emergence of Western-like
markets were dashed as East Central Europe only slowly improved and the former
Soviet Union languished in depression. It was evident that unleashing individual
incentive would prove to be a more complex task under post-communist condi-
tions than had been originally foreseen. Economist Richard Ericson, once an
advocate of the neoliberal approach, observed that “the economists’ consensus
insufficiently appreciates the built-in obstacles to system transformation in the
Soviet legacy.”5

Scholars identified two sets of “built-in obstacles” to the transition process:
sociocultural legacy and the political-institutional setting. Those scholars empha-
sizing the sociocultural legacy argued that the disappointments and disparities of
the transition resulted from the persistence of values, beliefs, and behaviors from
the past that prevented market development in the present. They stressed such fac-
tors as the robustness of pre-communist commercial activity, levels of social capi-
tal and trust, ambiguity of attitudes toward private wealth, and pervasiveness of
the economy of favors.6 Those scholars emphasizing the political-institutional
setting directed their attention to the post-communist state.7 Since the mid-1990s,
an increasing number of analysts have sought to explain how the state has contrib-
uted to post-communism’s wayward development. Their efforts have yielded
three alternative perspectives on the role of the state in a transition economy: the
grabbing state, the captured state, and the incapable state.8

The first depiction projects an image of the state as a “grabbing hand,” as
opposed to the market’s “invisible hand.”9 From this view, the state is strong and
society is weak. The state possesses sufficient despotic power to make policy and
set rules with minimal interference from societal actors. Moreover, it maintains
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the infrastructural capabilities to implement policy and enforce the rules, at least
when it so desires. Post-communism’s protracted economic crisis is attributed to
the state’s resilient capacity for distortion and extortion through interventionist
forays. The state has employed its coercive and rule-making powers to exact con-
cessions from the business sector. In so doing, the state has undermined market
development by creating perverse incentives to individual economic decision
makers. To avoid the state’s grabbing hand, transactions take cover in the shadows
of the unofficial economy and investment capital searches out safe havens beyond
the state’s reach. By manipulating the redistribution of public sector assets, the
state effectively deigned the victors and losers in the transition economy. The
problem of the grabbing state is not that it is powerless; rather it is that it does not
use its powers for the public good. It confiscates, coerces, and connives for its own
advantage with little regard for its own rules.

The captured state sees political power as an instrument of economic forces.10

The relationship between state and society is reversed from that in the grabbing
state. The state is penetrated by particularist societal actors, who use its legal-
administrative and coercive resources for their private benefit instead of the public
good. The state, in effect, is captured by special interests. From this perspective,
the state is weak and society is strong. The state possesses weak despotic powers
since it lacks decision-making autonomy, although it is presumed to be sufficiently
competent to employ its infrastructural powers. Accordingly, post-communism’s
economic reforms went awry when narrow cliques highjacked the transition for
their own selfish ends. These cliques are epitomized by the “oligarchs” of the Rus-
sian transition, who managed to acquire the most valuable economic assets of the
state sector through insider deals, imposed their interests on the policy-making
process, and even occupied official positions in the government and legislature.
Through their access to the state’s despotic powers, these elite actors consolidated
their newly acquired wealth and status by obstructing further market reform.
Thus, the transition was derailed and recovery was delayed.

Finally, the incapable state redirects attention to the issues of implementation,
enforcement, and compliance.11 The incapable state cannot perform the most
basic tasks associated with the modern state. Its claim as rule maker and arbiter of
justice is disputed. Its claim to monopolize the means of violence is challenged.
And its claim on society’s resources and service is disregarded. From this view,
state and society are both weak. But the weakness of the state is not a result of its
capture by special interests. Instead, the source of weakness is a severe deficiency
of infrastructural power, which prevents the state from realizing the claims it
makes on society. As a result, the post-communist transitions have been hampered
by the inability of the state to provide the institutional supports and legal safe-
guards for a functioning market economy. Economic transactions are badly regu-
lated, contract enforcement is in doubt, financial investments are vulnerable, and
property rights are unsecured. Criminal protection rackets and private police
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forces have supplanted the state’s coercive capacity. This situation is compounded
by the state’s chronic failure to gather sufficient revenues to restore its administra-
tive and coercive capabilities.

These competing characterizations of the state in the post-communist transi-
tions are not mutually exclusive. The state is not a single entity, nor is it Janus-
faced. The state is a multifaceted institution whose representative human agents
often act at cross-purposes. What is called the state for the sake of analytical con-
venience is a complex organization ridden with horizontal and vertical, external
and internal, and formal and informal cleavages. Most analysts recognize that
each of the above characterizations can be found in one place or another across the
state’s multiple spheres of activity and territorial levels of administration. Each
conceptualization, however, highlights what is suspected to be the root political-
institutional cause for post-communism’s divergent transition outcomes. This
article constructs a political institutionalist analysis that builds on the notion of the
incapable state. It stresses the structural legacy of the old regime and the redistri-
bution of power resources in the breakdown phase as the defining constraints on
state capacity in the transition phase. Subsequently, post-communist state leaders
devise political solutions to the dilemma of exploiting new sources for revenue
extraction. These short-term revenue solutions, however, have a more lasting
influence on the reconfiguration of state-society relations in the respective cases.

II. CONSTRAINTS ON REVENUE EXTRACTION
IN POST-COMMUNIST STATES

Since the early modern era, states have relied on three interconnected means of
financing their activities: currency, credit, and revenue.12 While currency and
credit are certainly crucial components of state finance, this article focuses on rev-
enue extraction as the foundation of fiscal capacity.13 The capacity for revenue
extraction directly affects currency and credit policies. The type of claims made
on revenue as well as the nature of the means devised to realize those claims go a
long way in determining the character and capabilities of a state. Moreover, reve-
nue extraction is at the core of the state-society relationship. Social scientists and
historians have long noted the symbiotic relationship between revenue extraction
and state building. “The revenue of the state is the state,” Edmund Burke suc-
cinctly surmised over two centuries ago.14 “If finances have created and formed
the modern state,” economist Joseph Schumpeter noted, “so now the modern state
forms them (finances) and enlarges them—deep into the flesh of the private econ-
omy.”15 Historian Gabriel Ardant asserted that “each increase in the power of
states was linked to an increased possibility of levying taxes.”16 In short, revenue
enhances state strength, and strong states claim more revenue.

For the post-communist states, the introduction of radical economic reform
presents new untapped revenue sources and the demise of long familiar founts.
State leaders have to learn quickly to adapt to the conditions of a transition econ-
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omy. But the post-communist states are constrained in their ability to collect reve-
nue by the structural legacy of the old regime’s command economy. This struc-
tural inheritance includes, in particular, the revenue base and the tax
administration. The command economy featured a narrow revenue base in which
economic resources were concentrated into a small number of large, state-
managed production units.17 Poland began the transition with roughly seventy-
eight hundred state enterprises providing over 80 percent of total tax revenues.18

In Russia, the turnover and profits tax regularly accounted for more than two-
thirds of all recorded state income.19 Some important variation, however, existed
with the Polish and Russian revenue bases. Poland’s economy included a much
wider distribution of semiprivatized small businesses and agricultural holdings,
while Russia’s economy included a much richer stock of valuable commodity
exports, particularly metals, minerals, and energy resources.

Communist societies in the Soviet Union and Eastern Europe were among the
most heavily taxed in the world. But the state did not have to locate, claim, and col-
lect revenue from autonomous or dispersed economic actors. Instead, the produc-
tion process of the command economy was structured in a way that gave the state
direct access to society’s economic resources. The tax administration focused its
collection efforts on the large production complexes. The financial flows of state
enterprises were transparent and closely monitored by the tax administration.20

The bulk of tax revenue in the communist states came from a turnover tax and
profits tax on state enterprises.21 The communist states were able to extract reve-
nue routinely, but their administrative-extractive capabilities were narrowly
directed. Tax administration in the communist states never developed into a ratio-
nal autonomous bureaucracy. Instead, tax administration was a subordinate
department within the Ministry of Finance, and tax collection became just another
form of interenterprise resource reallocation. In this system, revenue was not
always automatically extracted; instead, tax administrators held discretionary
powers to negotiate the state’s claim with enterprise managers.22

The problem, as noted by economist Jozef van Brabant, is that “the state’s tax
administration is simply not set up to cope with taxation under a market environ-
ment; much less has it the capabilities to transform itself.”23 This structural weak-
ness of the Polish and Russian post-communist states was exposed very early in
the transition process. At the beginning of the 1990s, Russia and Poland embarked
on programs of radical macroeconomic restructuring, including liberalization,
stabilization, and privatization. In both cases, the implementation of these
reforms contributed to a steep drop in revenue as hidden “fiscal traps” undermined
state finances.24

The most common fiscal trap, the Tanzi effect, occurs early in the reform pro-
cess as price liberalization sets off an inflationary spiral that consumes the reve-
nue base.25 It has been estimated for Poland that the Tanzi effect contributed to a
drop in real fiscal revenue of as much as 25 percent during the first year of
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reform.26 Second, the implementation of monetary stabilization limits the
resources available for subsidies and investments in the state sector. For state
firms, reduced financial support is compounded by the severing of existing trade
agreements and the elimination of previously protected markets. State firms
tended to respond to this situation by scaling back production, which in turn
caused a further reduction in the revenue base.27 A third fiscal trap emerges from
privatization reforms. As the private sector grows, it becomes more difficult for
the state to collect taxes. This dilemma develops, in part, from tax policies that
offer concessions to the nascent private sector to encourage growth and, in part,
from the limited capacity of the tax administration to monitor transactions in the
transition economy. The radical reform package is meant to induce firms to be
more efficient and profitable. But the ensuing process of enterprise restructuring
leads to a fourth fiscal trap, which occurs when firms pass on to the state social
responsibility for excess labor and welfare benefits. Most post-communist states
continue to exhibit high levels of public spending. Between 1989 and 1995, public
spending in Russia declined moderately from just over 50 percent of gross domes-
tic product (GDP) to 43 percent; in the same period, Poland saw its public spend-
ing actually increase from 47 to 50 percent of GDP.28

These structural and conjunctural factors combine at the outset of the transition
to create the makings of a fiscal crisis for the new post-communist states. Given
the limited fiscal-administrative capabilities inherited from the old regime, gov-
ernment leaders must resort to political solutions to avert fiscal crisis. These short-
term political solutions, it is argued, become shaping influences on the course of
transition. Poland and Russia make a good comparison of this process, since post-
communist state leaders devised alternative strategies of revenue extraction.
Whereas Poland placed the tax burden on the households of state enterprise work-
ers, Russia sought revenue from large enterprises in the export commodity sector.
By decade’s end, preliminary evidence suggested that revenue extraction in
Poland was increasingly based on a system of “quasi-voluntary” compliance,
while Russia was heading in the direction of “bureaucratic-coercive” compli-
ance. To explain why new governments in Poland and Russia opted for such
divergent revenue extraction strategies, this article focuses attention on political
constraints.29

In recent years, comparative theorists have sought to understand better how the
structures of political power shape revenue extraction strategies. “Rulers maxi-
mize revenue to the state,” stated Margaret Levi, “but not as they please. They
maximize subject to constraints of their relative bargaining power vis-à-vis agents
and constituents . . . [t]hese constraints determine the choice of revenue system.”30

In a comparison of three industrial democracies, Sven Steinmo argued that varia-
tions in tax benefits and burdens are best explained by “the structure of a polity’s
decision making institutions.”31 The early phase of the post-communist transi-
tions, however, were marked by political-institutional conflict. The rules of the
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game were simply not clear, even to the major players. Given the institutional
fluidity of the early transition years, it is not surprising that scholars paid so lit-
tle attention to the political determinants of revenue extraction. This article
seeks to identify the way in which the reconfiguration of power resources that
accompanied the process of regime breakdown created political constraints on
post-communist state leaders in their attempt to devise new strategies of revenue
extraction during the transition.

Communist states came close in their attempt to monopolize the power
resources available in their societies. Communist regime breakdown is marked by
the redistribution of power resources both within the state and between state and
society. In some cases of regime breakdown, society was able to mobilize the
power resource of collective action in contests against the state, successfully
breaking the state’s resource monopoly. In other cases, power resources were
traded within the state and between state and society as part of a negotiated settle-
ment. In still other cases, power resources were simply seized by renegade state
actors or society-based movements. The process of consolidating and legitimat-
ing this redistribution of resources in new institutional forms is conflictual,
changeable, and protracted.

In Poland, power resources were reallocated to formal representative institu-
tions; however, in Russia, power resources were reallocated on the basis of infor-
mal elite arrangements. More specifically, Poland’s breakdown and transition
led to the rise of politicized trade unions, while Russia saw the emergence of par-
ties of power cobbled together from political and economic elites. These alterna-
tive political institutional constraints affected the process by which the post-
communist states sought to develop the capacity for revenue extraction. What
potential revenue sources are available in the transition economy? Who stands
between the state and these revenue sources? And what power resources can these
actors mobilize to prevent the state from taking revenue? The answers to these
questions reveal the political determinants that shape the strategies of revenue
extraction in the post-communist Polish and Russian states.

III. POLITICS OF REVENUE EXTRACTION IN POLAND:
PROTEST MOVEMENTS AND SOCIAL PACTS

Stalin once said that imposing the Soviet command economy on Poland would
be like fitting a saddle to a cow. He did anyway, and proved himself right. The col-
lapse of communism began in Poland, where economic crisis and protest politics
at last compelled the communist party to relinquish its monopolistic claim to rule.
As a fiscal crisis began to unfold in post-communist Poland, the new state sought
to enhance its extraction capabilities by breaking out of the inherited constraint of
a narrow revenue base. To do so, the state needed to shift a share of the tax burden
from industrial enterprises to worker households. Workers, in turn, tried to fend
off this new revenue claim by mobilizing the power resource of collective action.
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The revenue extraction system that eventually took shape in post-communist
Poland was based, in part, on a social pact between state and labor. This section
presents an overview of the redistribution of power resources during the break-
down phase, the making of a new revenue strategy in the face of fiscal crisis, and
the state-labor bargain underlying this strategy for revenue extraction.

Path of Regime Breakdown: Failed
Reform and Protest Politics

The breakdown of the communist regime in Poland offers a textbook case of a
failed attempt at limited democratization from above. The events of the break-
down marked the culmination of a long-term, incremental process by which pro-
test politics from below eroded the power resources of the communist regime.
Across four decades, various social movements challenged the ruling party’s
monopolistic claim on policy making through collective protest actions. The
regime responded to these challenges with a mix of coercion and concession.
Demonstrators risked truncheons and bullets, while strike leaders were denied
work and thrown in jail. But the regime tempered its punishments with policy con-
cessions. This cycle of protest, punishment, and concession chronicled the major
episodes of Communist Poland: the Poznan strikes of 1956, the student demon-
strations of 1968, the shootings of scores of shipyard workers in Gdynia and
Gdansk in 1970, the strikes in the central industrial regions of 1976, and the formi-
dable challenge of the Solidarity movement in 1980-81. By the early 1980s, the
regime could only contain the spread of movement politics by imposing martial
law. But even this extreme display of coercion did not effectively remove the
threat of protest politics. Thus, when strikes occurred again in 1988 in response to
yet another ill-fated attempt to implement unpopular economic reforms, party
leaders sought to break the cycle of protest, punishment, and concession.32

The breakdown of Poland’s communist regime began in the spring of 1989,
when Wojciech Jaruzelski, head of the Polish United Workers’ Party (PZPR),
opted for a negotiated settlement to the decade-long political stalemate with the
Solidarity workers’ movement. At that time, the regime offered formal recogni-
tion and a voice in the policy process to the outlawed trade union in exchange for
political peace necessary to implement austerity reforms. Instead, the sequence of
events that followed the signing of this accord made Poland among the most spec-
tacular cases of failed democratization from above. The negotiated arrangement,
by which the PZPR would remain in power, fell apart in practice. The party was
badly shown up in parliamentary elections in June 1989 and President Jaruzelski
was forced to accept a Solidarity-led government. Soon after, communist regimes
were swept from power in dizzying succession across East Central Europe, spoil-
ing once and for all the prospects for a communist-run power sharing scheme. In
1990, the PZRP dissolved into bickering factions, Jaruzelski resigned as presi-
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dent, and the party’s assets were seized by parliament. Poland’s communist
regime was vanquished.33

Poland entered the transition phase with a set of institutional arrangements
designed to sustain a political party that no longer existed. This situation of politi-
cal uncertainty coincided with the introduction of radical economic reform by the
recently installed Solidarity-led government. New political conflicts and realign-
ments followed. The loose alliance between workers and intelligentsia unraveled
into rival political groupings. In December 1990, Walesa won the presidency run-
ning against the economic policies of his erstwhile ally, Prime Minister
Mazowiecki. The first post-communist elections to the Sejm, in October 1991,
produced political fragmentation and paralysis. For the next eighteen months, the
institutional division of power remained unsettled as president, prime minister,
and parliament vied for influence over policy making. Some order was finally
restored to the process with the “Little Constitution,” which curtailed the powers
of the president and reformed the electoral system in 1992.

Despite the institutional flux of the early transition, policy makers were still
subjected to political constraints shaped during the old regime. Protest politics did
not disappear with the passing of the communist regime. On the contrary, given
the unfamiliarity and incoherence of new institutions, collective protest provided
society a familiar and tested strategy to engage in politics. The old regime’s legacy
of protest politics provided the “repertoires of contention and frameworks for col-
lective action,” which were employed in response to the adverse social effects of
the new regime’s policies of radical economic restructuring.34 Industrial workers,
farmers, and public employees resorted to various protest actions, ranging from
work stoppages to street demonstrations to hunger strikes to force their opinions
into the policy-making process. Unlike their predecessors, the new regime’s lead-
ers did not resort to coercion and selective punishments in response to protest
actions. But like their predecessors, they engaged protesters in discussion and pol-
icy compromises. In this way, the new regime’s leaders, many of whom had only
recently been on the same side as the protesters, accepted protest politics as a
legitimate form of interest representation. Collective action, thus, emerged as a
political constraint on state actors in Poland’s post-communist transition.

Politics of Revenue Extraction: From
Fiscal Crisis to Social Pacts

In 1989-90, the Solidarity-led Mazowiecki government managed to accom-
plish what had long been unattainable to its communist predecessors—introducing
economic reform without provoking immediate public protest. According to
Leszek Balcerowicz, the withdrawal of the old regime while the opposition move-
ment was still united created a situation of “extraordinary politics,” providing a
unique opportunity for the government to enact its package of radical economic
reforms. But this situation, common to the post-communist transitions generally,
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was temporary and would soon give way to a return to “normal politics.”35 Polish
society’s goodwill, indeed, did not last long as inflation soared, production
plunged, and consumption dropped well beyond initial expectations. The new
government was soon confronted by the threat of fiscal crisis.36 The share of over-
all government tax revenue as a percentage of GDP dropped from 28 percent in
1990 to 23 percent in 1991. The central state’s finances deteriorated as the budget
deficit reached 6 percent of GDP in 1992.37

The task of building fiscal capacity fell to Balcerowicz, the new finance minis-
ter. Appointed in October 1989, Balcerowicz took immediate steps to reduce the
budget deficit. Taking advantage of the situation of “extraordinary politics,” he
enacted a package of austerity measures. Budget expenses were slashed and
investment projects were suspended for fifteen months. The zloty was devalued.
Most important, the government succeeded in securing debt relief from Western
creditors, who wanted to make a politically motivated goodwill gesture to the new
regime.38 Existing revenue sources already had proved insufficient to meet bud-
getary expenses and service the debt. Finding a way out of the crisis required new
revenue claims on society.

The new state was confronted with the challenge of locating, claiming, and
extracting new revenue sources. Where in society were economic resources to be
found, and how could the state gain access to them? Poland’s existing revenue
base did not offer a readily accessible and sufficiently lucrative revenue source
that could be easily exploited. State-owned industrial enterprises were an encum-
brance on state finances. The state needed to break out of the structural con-
straint of a narrow revenue base. In response, a new tax system was designed that
featured a new personal income tax.39 The new tax system was crafted to facili-
tate the transition away from state ownership to private entrepreneurship. New
small businesses were initially exempt from corporate income taxes. As a conse-
quence, the state shifted the greatest burden onto the households of workers in the
state-subsidized public sector.40 The new income tax was introduced at the same
time that wage indexing was eliminated.41

To ensure that state expenditures did not accelerate, the government imposed a
special tax on wage increases, the popiwek, on public sector workers (see
Table 1).42 The popiwek was an excess wage tax first introduced by the communist
government to regulate the annual wage norms set for state enterprises. If an enter-
prise exceeded the norm, it was charged with the excessive wage tax penalty.
While the popiwek was designed as a punitive measure to preempt an inflationary
wage-price spiral, it became an important source of revenue for the cash-strapped
government in the early 1990s.43 The popiwek quickly emerged as a mobilizing
issue in societal resistance to the state’s attempt to extend its revenue claims on
worker households.

The government’s reinstatement of an excess wage tax quickly stirred resent-
ment among workers in the public sector. But given the institutional flux of the
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early transition, no formal political mechanism existed by which workers could
voice their demands regarding tax policy. Consequently, public sector workers
resorted to the familiar tactic of protest politics. The power resource by which Pol-
ish workers had effectively contested economic policy of successive communist
governments was now deployed against their Solidarity-led successor.

In May 1990, protest politics returned to Poland in dramatic fashion when
eleven railroad workers from Slupsk staged a hunger strike to publicize their
demands for wage increases and the elimination of the popiwek. The hunger strike
ended only after the intervention of Lech Walesa, who at this time did not hold for-
mal political post. In November 1990, sixty-six out of seventy coal mines went out
on strike to protest the government wage policies. Also that month, workers at the
Gdansk port began a strike in opposition to the popiwek. In December, the head
committee of Solidarity issued a public plea to the government to stop penalizing
wage increases through taxation. And the postal workers joined the ranks of pub-
lic employees demanding an end to the popiwek. Meanwhile, noncompliance
with the excess wage tax grew. Throughout 1991, enterprises increased wages in
disregard of the popiwek. By the end of the year, the Ministry of Finance was
owed over 31 trillion zloty in unpaid popiwek fees from delinquent firms.44

The popiwek was an issue in the Poland’s first post-communist presidential
campaign. In December 1990, Lech Walesa defeated Prime Minister Mazowiecki
after campaigning against the high social costs of radical economic reform. Fol-
lowing his poor showing in the run-off election, Mazowiecki announced his
impending resignation as prime minister. Balcerowicz, the chief architect of the
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Table 1
Excess Wage Tax (popiwek)

1991 1992 1993 1994 1995

Excess wage tax as % of consolidated budget
revenue collecteda 7.8 3.3 1.3 0.5 0.1

Marginal excess wage tax rate (%)b 500 400 300
Excess wage tax arrears as % of GDP 1.5 0.9 1.1

Sources: Poland: International Economic Report: 1996/1997 (Warsaw, Poland: World Economy
Research Institute, 1997), 180; OECD Economic Survey: Poland (Paris: Organization for Economic
Cooperation and Development, 1994), 63, 64; Stanislaw Owsiak, Finanse publiczne: teoria i praktyka
(Warsaw, Poland: Wydawnictwo naukowe PWN, 2000), 451, table 56; Mark Schaffer, “Government
Subsidies to Enterprises in Central and Eastern Europe and Tax Arrears,” in Tax and Benefit Reform in
Central and Eastern Europe, edited by David Newbury (London: Centre for Economic Policy
Research, 1995), 128.
a. As of 1994, more than six thousand public sector firms were still being charged excess wage taxes by
the government. The number of exemptions steadily increased, especially for firms in the exporting
sector.
b. The penalty is based on violations by state firms of annually established wage norms. The wage
norm was initially set according to a coefficient formula related to the consumer price index. In 1992,
the task of setting wage norms was given to the Council of Ministers, which takes into account a wider
range of indicators.



government’s fiscal policy, retained his portfolio as finance minister. But the elec-
tion results and the swelling public protest increased the likelihood of policy con-
cessions. Following a meeting with Walesa in early February, Balcerowicz
announced that the popiwek would be gradually phased out of existence. While
the government showed flexibility in its application of the popiwek in 1991, no
effort was made to eliminate what had now become a valuable revenue source.45

In parliamentary elections in the autumn of 1991, Poland’s former commu-
nists, reconstituted as left-of-center social democrats, won control of the Sejm and
the government. Despite fears of economic revanchism, the new government did
not break fundamentally with existing economic policy. The popiwek remained in
place but became subject to increasing negotiation and lax enforcement. The
maximum penalty rate for violation of the government’s established wage norms
decreased from 500 percent in 1991, to 400 percent in 1992, to 300 percent in
1993.46 Beginning in March 1993, state enterprises that expected to make profits
and were not in arrears were allowed to negotiate exemptions in the popiwek with
local tax departments. More than five hundred firms concluded such agreements
by year’s end.47 Meanwhile, many state enterprises that incurred excess wage pen-
alties simply refused to comply with the tax. Of the main sources of tax income to
the Polish budget, the popiwek was by far the deepest in arrears, accounting for
nearly half of all unpaid taxes from 1991 to 1993.48

The popiwek was initially designed as an instrument through which the gov-
ernment would use tax policy to enforce wage ceilings on public sector employ-
ees. In practice, it also provided a needed source of revenue at a time of looming
fiscal crisis. But the popiwek provoked protests and noncompliance. Poland’s
post-communist state lacked the capacity to overcome this widespread societal
resistance by administrative or coercive means. In effect, the costs of implementa-
tion had grown too high for the benefits it yielded. In response, state leaders struck
a political bargain with public sector workers, forming a social pact over wages
and taxes.

Negotiating for Revenue: State-Labor Bargain

Through a social pact, the post-communist state succeeded in making a new
revenue claim on society. At the root of this pact lay the entangled interests of
labor, concerned with living standards, and the state, concerned with revenue
extraction. The personal income tax provided immediate relief to the state’s badly
strained public finances. The social pact provided the conditions of political
peace, which enabled the state to gain access to this new revenue source despite its
weak administrative-extractive capacities. In turn, public sector workers derived
benefits from the social pact.

The attempt by the state to use the popiwek to control wage increases in the
public sector proved a failure. In the first year of transition, protest politics by
workers led to policy concessions by the government. Over the next two years, a
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pattern evolved of ad hoc and decentralized negotiations concerning the tax obli-
gations of state enterprises. Finally, in 1994, this pattern gave way to a more for-
mal and centralized process of negotiation. Instead of imposing wage norms on
public sector workers, a special Tripartite Commission, composed of the govern-
ment, management, and the trade unions, was created to work out a wage policy
for the year. In December 1994, the Tripartite Commission became a permanent
mechanism by which the state and workers negotiated wage rates and schedules.49

As the popiwek was repeatedly compromised in 1992 and 1993, the state
moved away from the use of punitive taxes on state enterprises and toward a per-
sonal income tax on workers. The personal income tax represented a new revenue
claim on the households of workers by the post-communist state. The implemen-
tation of the new tax was facilitated by certain compromises entailed in this social
pact. First, with the establishment of the Tripartite Commission, labor was
accorded a formal means for participation in the wage policy process. Second, as
part of the bargain, workers’ wages would keep pace with inflation.50 As the per-
sonal income tax went into effect, wages were raised to offset an immediate
adverse impact on worker households. Finally, in March 1994, the popiwek was
abandoned by the government. At the same time, the Ministry of Finance can-
celed the excess wage tax arrears of many state enterprises.51 Meanwhile, the
state’s revenue take from personal income taxes more than doubled in one year
without provoking further tax-inspired protest actions.52

IV. POLITICS OF REVENUE EXTRACTION IN RUSSIA:
CADRE DEFECTION AND ELITE BARGAINING

Despite many similarities with the Polish transition, Russian state leaders were
presented with crucial differences in the structural and political constraints on rev-
enue extraction. Like Poland, Russia inherited a narrow revenue base from the old
regime. Unlike Poland, the base contained revenue sources that were lucrative and
easily located. The Russian economy possessed export commodities in minerals,
metals, and energy resources, which had already been developed during the
Soviet period. But the ability of the new state to claim and collect revenue from
these sources was complicated by the redistribution of power resources that
occurred during the fall of the old regime. The Soviet collapse had less to do with
movement politics from below and more with defecting cadres from above. The
redistribution of power resources in Russia was an elite affair. When a fiscal crisis
loomed in the first year of transition, the Russian state opted for a strategy of reve-
nue extraction, which reflected these structural opportunities and political con-
straints. The post-communist state devised a revenue extraction strategy of elite
bargaining. This section provides an overview of the process of cadre defection
during the breakdown phase, the making of a revenue extraction strategy in
response to fiscal crisis, and the state-elite bargain that supported this revenue
extraction strategy.
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Path to Regime Breakdown:
Failed Reform and Cadre Defection

In explaining the Bolshevik triumph in the 1917 revolution, Trotsky
expounded that “power was lying in the streets.” This was hardly the case with the
revolution that toppled communism three-quarters of a century later. The central-
ized formal structures of the Soviet state did not simply melt away when Mikhail
Gorbachev signed over control to Boris El’tsin. Instead, the formal structures of
the Soviet state underwent a process of fragmentation or parcelization. Mary
McAuley called this the “dispersal of power.”53

The roots of this process can be traced back to Brezhnev’s tenure, during which
the formal powers of the central state were gradually weakened by a “diffusion of
power” along informal elite lines.54 The Soviet elite at this time became more
insular and particularist and, it seems, more corrupt.55 Egor Ligachev described
this process as it applied to regional administration:

The line at the time was clear: promote local cadres to the provincial offices. At first glance,
this principle didn’t seem so bad. But if you think about it, you can see it was insidious; it
created a situation where it was hard for new major figures to rise. Being trapped within the
bounds of a small district, only rarely coming to the center, was psychologically limiting. It
narrowed horizons.56

These were the constraints of power that Mikhail Gorbachev inherited when he
came to office in 1985. Gorbachev sought to restructure the Soviet Union accord-
ing to his vision of reform socialism. His limited democratization and market
socialism reforms initiated from above, however, could not be contained from
below. The fall of communist regimes in Eastern Europe in 1989 stirred move-
ment politics in Soviet society and exposed cleavages within the state elite. In this
revolutionary situation, some state cadres chose to remain loyal, others voiced
criticism, and still others headed for the exit. Defecting cadres tried to take with
them the power resources with which they had been entrusted in the old regime. In
effect, they were “stealing the state.”57 It is important to stress that these defecting
cadres had access to a particular power resource under the old regime but not a
proprietary claim on that resource. Thus, defecting cadres seized the opportunity
to switch loyalty to El’tsin’s rival “Russian state,” in which they sought to legiti-
mate their claim on the valued resources of the collapsing Soviet state.

In place of the unitary framework of the Soviet state, the post-communist Rus-
sian state in the 1990s resembled a mosaic of conflicting power and authority.
Political-administrative, economic, and coercive resources were seized and redis-
tributed by the former Soviet state elite. The redistribution of power resources
along informal elite lines led to hybrid institutional forms. In post-communist
Russia, the parcelization of the state emerged as a major political constraint on
revenue extraction.
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Politics of Revenue Extraction:
From Fiscal Crisis to Elite Bargaining

In January 1992, the newly independent Russian Federation launched a pro-
gram of radical economic restructuring led by acting Prime Minister Egor Gaidar
and modeled after the Polish reforms. Unlike in Poland, new state leaders did not
attempt to break out of the inherited structural constraints on revenue extraction.
During the initial transition, the Gaidar government sought to utilize existing
sources of income. In particular, the state intended to exploit revenue generating
commodity exports. This approach required minimal cost, since the large Soviet-
built firms in the export sectors were already penetrated by the tax administration.
As an indication of this continuity, in 1989, the turnover tax and the profits tax
accounted for 64 percent of total revenue; in 1993, after the first year of radical
reform, the value added tax (VAT) (which replaced the turnover tax) and the still
unreformed profits tax accounted for 60 percent of total revenue.58

As in Poland, the introduction of radical economic reform spurred rising infla-
tion and contracting production, and within a year, the Russian state was on the
verge of fiscal collapse. The crisis in Russia, however, was even more severe. The
state’s overall take in revenue collections in 1992 amounted to nearly 30 percent
of GDP. But in 1993, its take dropped to 25 percent of GDP, which itself had
shrunk by more than 20 percent.59 Between 1992 and 1993, the central govern-
ment’s share of revenues declined by a third from 17 to 11 percent of GDP. Col-
lecting revenue through the state’s fragmented administrative apparatus proved
far more difficult than had been anticipated. In 1993, Viktor Chernomyrdin
replaced Egor Gaidar as prime minister with the announcement that economic
policy would now entail “less shock and more therapy.”

Chernomyrdin was the former head of the Soviet gas industry, which had
recently been reorganized into a quasi-private monopoly, Gazprom. Under
Chernomyrdin, the threat of fiscal collapse was averted by the use of a new strat-
egy for revenue extraction—elite bargaining. Elite bargaining was a hybrid sys-
tem of revenue extraction that combined the new conditions of the transition econ-
omy with practices familiar to the command economy. It rested on a complex web
of informal elite ties stretching across political and economic spheres and from
center to regions. Given the structural constraints imposed by a narrow but selec-
tively rich revenue base and limited administrative-extractive capabilities, as well
as the political constraints imposed by the process of cadre defection, elite bar-
gaining became the principal means by which the new state gained access to reve-
nue sources in the mid-1990s.

The fall of the Soviet political regime and the introduction of radical economic
reform had led to the rise of three sets of elite actors in post-communist Russia—
regional governors, corporate directors, and private financiers. These new elite
actors stood in between the central state and the revenue sources it claimed in soci-
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ety. To gain access to claimed revenues, the state required the cooperation of these
actors, who in effect became intermediary agents in the collection process. The
elite bargaining strategy entailed the utilization of informal negotiations instead
of formal mechanisms to obtain revenue.

The rise of the regional governors was a direct consequence of the political
conflict between El’tsin’s Russia and Gorbachev’s Soviet Union. A decisive turn
in this conflict came in the battle over tax revenues. In late 1991, El’tsin exempted
Russia’s regional governments from turning over their collected tax receipts to the
central budget, effectively starving the Soviet state of revenue and hastening its
demise.60 After the collapse, the territorial division of power in the new Russian
state was formally restructured into a federation. But precisely where the line was
drawn between center and regions, particularly concerning claims on tax reve-
nues, was never clear.

During the first two years of the transition, the central state claimed the most
lucrative revenue sources for itself and continued to direct regional budgetary
matters from above. Under Boris Fedorov, the Ministry of Finance aggressively
pursued regional governments to fulfill their tax obligations to the center. But
given its weak administrative capacity, the central state was in fact dependent on
the cooperation of the regional governments to collect revenue. In the early 1990s,
several of the more prosperous national republics and regions challenged the cen-
ter with tax revolts. They disputed the center’s claim on revenue sources and with-
held tax payments from the center. As a result of their strategic location in the
extraction process, these regional governments were able to force the center to
renegotiate the division of tax spoils.

The directors of the large corporations were the second set of revenue interme-
diaries. These corporate heads emerged as a new economic elite, presiding over
newly privatized or quasi-private industrial enterprises. While many firms in the
industrial sector languished during the transition, others, particularly energy and
raw materials, quickly became profitable and even quite prosperous. These corpo-
rate entities were earmarked to be the principal sources of revenue to the new
state.

The tax reforms introduced at the outset of the transition placed the heaviest
burden on these corporations through the VAT, corporate income taxes, and export
tariffs. This arrangement was intended to facilitate the state’s effort to locate and
collect revenues given its limited administrative capabilities. But it also made the
state revenue-dependent on the corporations. By the mid-1990s, Russia’s twenty
most profitable corporations accounted for more than two-thirds of central state
income.61 A handful of firms in the energy sector provided one-quarter of tax reve-
nues collected at all levels of government.62 Regional governments were even
more revenue-dependent on large corporations than the central government. For
example, Iukos Oil alone accounted for 25 percent of budgetary income for Sam-
ara Oblast’.63
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The third set of revenue intermediaries was the newly arrived financiers who
headed Russia’s largest commercial banks. Many of these new private banks had
originated as the former financial departments of large state-run corporations and
economic branch ministries. As a result, they had access to enterprise funds and
corporate accounts, which provided a pool of operating capital. During the high
inflation of the early 1990s, commercial banks reaped enormous profits by bor-
rowing from low-interest deposits and providing high-interest loans. This process
soon gave rise to a small clique of financiers who proved to be particularly adept at
accumulating capital. These financiers then used those profits to acquire the
prized industrial and media assets of the old command economy in privatization
auctions, thereby solidifying their status as transitional Russia’s new economic
elite.

By the mid-1990s, the financiers had become an integral part of the state’s
strategy for building fiscal capacity. The financiers, however, did not constitute a
new source of tax revenue. Rather, they became the state’s main suppliers of
credit. Throughout the 1990s, the government ran chronic budget deficits as pub-
lic expenditures outpaced incoming revenues. For political and economic rea-
sons, the government resisted the inflationary option of increasing the money sup-
ply and instead chose to sell off debt through short-term, high-interest bonds to
finance the deficits. These financiers became the principal purchasers of the gov-
ernment’s short-term debt issues.64 Indeed, the rules of the debt auctions were
written so that Russia’s commercial banks would not have to compete directly
against wealthier international financiers.65

Negotiating for Revenue: State-Elite Bargain

Using elite intermediaries, the new Russian state was assured of access to reve-
nue at low political-administrative costs. In turn, each set of elites benefited by
negotiating its own special claims on and access to revenue sources.

The center managed to defuse the challenge of the regional governors through
closed-door informal negotiations. To begin, in December 1993, El’tsin issued a
decree that granted the regions increased access to revenues collected on their ter-
ritory and greater autonomy over their budgets.66 In effect, the decree formally
recognized the claims of regional governors to the central state’s main revenue
sources. Also at this time, the chief nemesis of the regional governors, Boris
Fedorov, was removed as minister of finance. In early 1994, Tatarstan, which had
threatened to declare independence, established the precedent of a negotiated
bilateral treaty. In this case, Tatarstan was allowed to withhold from the center an
additional 25 percent of its VAT revenues, the principal source of the central
state’s income.67 Meanwhile, Sverdlovsk Oblast’unilaterally upgraded its politi-
cal administrative status and claimed economic independence from the center in
late 1993. The center negotiated a special treaty with Sverdlovsk, which reduced
its total tax burden to the center by nearly 30 percent.68 Eventually, more than half
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of Russia’s eighty-nine regions would strike their own individual deals with the
center over revenue extraction as part of a central-regional bilateral agreement.

By design, the large corporations in the commodity export sector were meant
to supply the bulk of tax revenues to the state. Under the Chernomyrdin govern-
ment, however, Russia’s corporate elite was given the opportunity to lobby for
relief from this heavy burden. In exchange, these firms offered to supply valued
goods and services to the public sector at little or no cost. As a result of such nego-
tiations, favored firms and sectors received a variety of tax breaks, including spe-
cial exemptions, rate reductions, payment deferrals, and barter offsets. By 1997,
the Ministry of Finance estimated that negotiated privileges were costing the state
nearly 30 billion dollars in revenue a year.69 Meanwhile, the amount of uncol-
lected taxes owed to the central state budget neared 10 billion dollars.70

Finally, through informal dealings, a select group of financiers emerged as the
state’s preferred private lenders. They orchestrated the “loans for shares” scheme
by which they provided low-interest loans to the state in exchange for controlling
interest in the most prized enterprises on the privatization block. The financiers
also were used to supplement the limited fiscal administrative capabilities of the
state. The new state lacked a unified and coherent network of bank accounts for
collecting tax revenues and dispensing budgetary outlays. As a result, the state
relied on the new private banks to administer a variety of budgetary funds. Thir-
teen banks were bestowed the status of “empowered agents” of the state budget,
which in effect accorded them lucrative exclusive contracts to handle multi-
million-dollar budgetary funds.71 The government’s most loyal financiers were
rewarded with high-level political appointments.

V. REVENUE EXTRACTION AND FISCAL CAPACITY:
POLAND AND RUSSIA COMPARED

Poland and Russia began their post-communist transitions under the threat of
fiscal crisis. In both cases, crisis was averted. In the mid-1990s, Poland and Russia
showed signs of economic recovery. To be certain, recovery in Poland began
sooner and advanced much further than it did in Russia. But recovery was soon
threatened by the contagion effects of the international financial crisis that rav-
aged East Asian economies in late 1997. Poland, for the second time in the decade,
survived the threat of fiscal crisis and even managed to continue showing positive
economic growth. In August 1998, the Russian state fell victim to the crisis and
declared bankruptcy. This event set off an inflationary spiral and renewed political
stalemate, thwarting recovery for more than a year.

This article contends that these variant transition outcomes were caused, at
least in part, by the alternative revenue extraction strategies devised by post-com-
munist state leaders in response to the first fiscal crisis.72 These alternative strate-
gies were shaped by variations in the structural and political constraints on state
leaders. Poland’s strategy was based on a social pact between state and labor. This
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strategy enabled the state to break out of the structural constraints inherited from
the old regime. More specifically, the Polish state was able to expand its revenue
base by shifting a significant share of the tax burden from enterprises to house-
holds. In so doing, it gained access to a reliable revenue stream that enhanced fis-
cal capacity. In contrast, the Russian state adopted a revenue extraction strategy
based on elite bargaining. This strategy could be deemed a short-term success in
that it helped stave off the fiscal crisis of the early transition. In 1994, the central
government reported an upturn of income to the central budget. The central state’s
budget deficit in 1994 was 10 percent of GDP, but this figure dropped to 4 percent
in 1995. But as a long-term strategy, elite bargaining proved an ineffective means
of strengthening fiscal capacity in the post-communist state. The inherent weak-
nesses of Russia’s elite bargaining strategy were exposed during the financial cri-
sis of 1998. The following statistical comparison provides a relative indication of
the variation in fiscal capacity in the post-communist Polish and Russian states on
the eve of the 1998 events.

To begin, Table 2 presents a comparison of the major tax reforms enacted in
Poland and Russia. While the new tax systems looked similar, some unseen differ-
ences in application indicate the alternative revenue strategies. Poland, for exam-
ple, introduced a wider array of tax exemptions for the newly emerging private
sector and targeted the household incomes of public workers. Russia, meanwhile,
exempted many public sector employees from paying the personal income tax and
heaped the burden on new small businesses.73

The alternative revenue extraction strategies are evident in Table 3. Notable in
the Polish statistics is an indication of the social pact struck with public sector
workers. The decline in the popiwek as a source of budgetary income occurs con-
currently with the rise of the personal income tax (PIT). Poland’s success in shift-
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Table 2
Major Tax Reforms of the Transition Economy

Year Tax Reform Note

Poland
1988 Corporate income tax Replaced profits tax.
1990 Excess wage tax (popiwek) Revived excess wage tax first introduced 1982,

abolished 1989.
1991 Personal income tax
1993 Value added tax Replaced turnover tax.

Russia
1992 Value added tax Replaced and consolidated turnover tax and sales tax.
1930 Profits tax Rates readjusted in 1992.
1993 Personal income tax
1994 Energy excise tax

Sources: Marek Danbrowski, “Macroeconomic Policy,” Russian and East European Finance and
Trade 33, no. 6 (November-December 1997): 7-12; D. G. Chernik, ed., Nalogi (Moscow: Finansy i
statistiki, 1998), 49-53.



ing a share of the tax burden onto households is indicated by the sudden increase
in revenues collected from PIT in 1992. Throughout the 1990s, PIT readily pro-
vided nearly a quarter of all revenues collected. As a result, the state was able to
break its dependence on large corporations, as indicated by the decline in the cor-
porate income tax (CIT) as a percentage of all revenues collected. In 1990, CIT
accounted for 21 percent of all taxes collected, but by 1993, the figure had been
reduced to 14 percent.

By contrast, the Russian state continued to rely on large enterprises for budget-
ary income. The elite bargaining revenue strategy is indicated by the figures for
VAT, which was the state’s principal source of revenue throughout the decade. In a
figure reminiscent of the Soviet period, VAT and profits tax accounted for over
two-thirds of all revenues collected by the central government in 1994. The
dependence of the state on energy exports is especially indicated by the rise of
energy excise tax revenues. The vulnerability of the elite bargaining revenue strat-
egy is noted in the decline in profits revenues in the second half of the 1990s. Rus-
sia’s figures for PIT are also noteworthy in that they suggest that households were
not targeted as a source of income.
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Table 3
Main Tax Sources of Budgetary Revenue

1990 1991 1992 1993 1994 1995 1996 1997

Poland: % of total tax revenue collected
Corporate income tax 21 28 18 14 13 9 11 11
Indirect taxesa 43 23 32 39 43 43 47 45
Personal income tax 1 2 20 25 26 29 27 25
Excess wage taxb 19 24 8 3 1 — — —

Russia: % of total tax revenue collected
for consolidated budget
Corporate profits tax 28 36 31 30 20 18
Indirect taxesc 40 28 28 30 40 41
Personal income tax 0.75 1 1 1 1 1
Energy excise taxd — — — 7.5 16.5 12.5

Sources: OECD Economic Survey: Poland (Paris: Organization for Economic Cooperation and Devel-
opment, 1994), 37; Poland: International Economic Report: 1996/1997 (Warsaw, Poland: World
Economy Research Institute, 1997), 103; Poland: International Economic Report: 1997/1998 (War-
saw, Poland: World Economy Research Institute, 1998), 114; Stanislaw Owsiak, Finanse publiczne:
teoria i praktyka (Warsaw, Poland: Wydawnictwo naukowe PWN, 2000), 451, table 56; David
Newbury, “Tax and Benefit Reform in Central and Eastern Europe,” in Tax and Benefit Reform in Cen-
tral and Eastern Europe, edited by David Newbury (London: Centre for Economic Policy Research,
1995), 4; Russian Federation: Recent Economic Developments (IMF Staff Report no. 99/100) (Wash-
ington, DC: International Monetary Fund, 1999), 68; S. G. Sinel’nikov-Murylev and A. B. Zolotareva,
Rol’ pravitel’stva i parliamenta v provodimoi biudzhetnoi politike v postsovetskoi Rossii (Moscow:
Institute for Economic Problems of Transition Economy, 1998).
a. Indirect tax includes the value added tax and excise taxes.
b. Excess wage tax and the capital tax (dividenda—a punitive tax on state firms).
c. Indirect taxes includes value added tax and non–energy excise taxes.
d. As percentage of total revenues to federal budget.



Since the revenue extractive strategies of Poland and Russia rested on bargains,
the ultimate success of the strategy is indicated by levels of compliance. In this
regard, Poland’s strategy of a social pact would appear successful. In trying to
shift the tax burden onto households, the state was at first confronted with work-
ers’ resistance through a revival of protest actions. By 1993, however, state-society
conflict over revenue extraction had largely subsided and the state had success-
fully staved off the fiscal crisis. Notably, in 1992, the year that PIT first went into
effect, the state received 10 million tax returns; in 1996, the number of returns
reached 16 million. Russia did not receive 10 million income tax returns until
2000. Moreover, Polish compliance with PIT occurred without a strong coercive
threat. The Polish state, instead, directed its coercive resources at corporations
that were delinquent in paying their VAT obligations. The popiwek, by contrast,
was viewed as an illegitimate tax by public sector workers. In 1992, the popiwek
generated the largest amount of tax arrears owed to the state.

The Russian state was less successful in eliciting compliance from its elite bar-
gaining revenue strategy. By using elite intermediaries, the state was assured
access to at least a portion of total revenues claimed. But the state’s dependence on
these intermediaries came at the cost of having to share the revenues actually col-
lected. Between 1996 and 1998, the flaws in the elite bargaining strategy were
exposed as the central state’s take from the collected revenue pool steadily
declined in relation to that of its elite intermediaries. A sharp rise in tax arrears to
the central government occurred after mid-decade. In Russia, the largest debtors
to the federal budget were precisely the state’s elite counterparts in the revenue
bargain. The state’s one hundred largest tax debtors accounted for 40 percent of all
tax arrears to the central budget.74

A final indication of the relative success of each state’s revenue extraction
strategy is the endurance of the bargain. In 1998, the Polish state demonstrated
sufficient fiscal capacity to withstand the contagion effects of the crisis of emerg-
ing markets. Since this time, the Polish state has continued to employ a social pact
with labor. The Tripartite Commission has been relatively successful in contain-
ing state and society conflicts over wages and taxes.75 Poland, in effect, had
achieved quasi-voluntary compliance with the personal income tax on worker
households.

In late 1997, the weakness of Russia’s elite bargaining strategy was becoming
more apparent as world commodity prices dropped and elite noncompliance
increased. At this time, the state moved away from the elite bargaining strategy
towards a bureaucratic-coercive strategy. Decrees were issued that made it more
difficult for corporations to avoid taxes.76 In January 1998, the federal government
created a Temporary Emergency Committee on Tax and Budgetary Discipline to
go after tax-delinquent corporations. In March, Prime Minister Chernomyrdin
was dismissed and replaced by Sergei Kirienko. Under new leadership, the state
moved forcibly to undo elite revenue bargains by challenging the large corpora-
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tions and regional governors. The essence of the state’s new bureaucratic-coercive
strategy is aptly captured in the remarks of the new government’s head of the tax
administration, former finance minister Boris Fedorov: “The hands of the Tax
Service will not for long remain empty. We’ll arrest you, we’ll take your property,
we’ll make bankrupt you. I will be like a tank.”77 But the new government’s
attempted show of force was not enough, and the Russian state was in fiscal col-
lapse by the end of summer.

VI. CONCLUSIONS: REVENUE EXTRACTION, FISCAL
CAPACITY, AND TRANSITION OUTCOMES

The post-communist transitions encompass over two dozen newly inde-
pendent states across Eastern Europe and the former Soviet Union. These tran-
sitions present a valuable opportunity for comparative research in that so many
of these cases began the transition with similar institutional forms, introduced
similar policy reforms, and yet produced different transition outcomes. This arti-
cle investigated the variant outcomes in efforts to build fiscal capacity in the post-
communist Polish and Russian states. More specifically, the article sought to
explain why state leaders in Poland and Russia devised alternative strategies of
revenue extraction and to suggest how these choices influenced the course of eco-
nomic transition.

The article developed a political explanation for the revenue extraction strate-
gies of post-communist states. Since Russia’s financial collapse in 1998, much
criticism has been heard concerning the state’s tax collection efforts. Less effort,
however, has been expended toward explaining why the state devised the particu-
lar revenue extraction strategy that it did. This article stressed that revenue extrac-
tion was shaped by a configuration of structural and political conditions facing
new state leaders. Revenue extraction options were limited by the institutional
inheritance of a narrow revenue base and an incapable tax administration. As a
result, state leaders were forced to strike political bargains to gain access to reve-
nue sources in the transition economy.

The differences in the Polish and Russian revenue extraction strategies were
attributed to the redistribution of power resources that occurred during the old
regime’s breakdown. Lacking lucrative and easily accessed revenue sources, the
Polish state opted to make a new revenue claim on households. This claim was at
first met with social resistance in the form of worker collective actions. The new
government quelled this revival of protest politics through concession and com-
promise. The result was a revenue extraction strategy based on a social pact with
labor. The Russian revenue base, by contrast, contained rich commodity exports
to which the state had already established claim. But this claim was disputed by
new elite actors who emerged during the breakdown of the old regime. Taking
advantage of institutional fragmentation, they acted as intermediaries between
state and society in the revenue extraction process. They found ways to withhold
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revenue from the state center. The state resolved this conflict by sharing its claim
on revenue with a select group of elite intermediaries. The result was a revenue
extraction strategy based on elite bargaining.

In addition, the article’s findings provide insight into the larger question of the
role of the state in transition economies. Scholars of the post-communist transi-
tions have increasingly come to recognize that state weakness adversely affects
economic development. This article showed, more specifically, that variations in
fiscal capacity have an influence on transition outcomes. The Polish strategy pro-
vided the state with a modest, but reliable, revenue stream. While budget deficits
were still the norm in the second half of the 1990s, the state did not become
dependent on short-term credit or resort to currency devaluation. By contrast, the
Russian strategy exploited lucrative, but less reliable, revenue sources. The state’s
revenue take was dependent on the stability of world commodity prices and the
cooperation of elite intermediaries. In the second half of the 1990s, the risks of
this approach became clear when the Russian state experienced a severe revenue
decline. Growing budget deficits were increasingly financed through short-term
credit. The alternative revenue extraction strategies devised by Polish and Russian
state leaders were put to the test in the financial crisis of emerging markets in the
late 1990s. Poland survived the threat and continued to show signs of recovery.
But the Russian state, low on income and deep in debt, declared itself bankrupt
and devalued its currency. As the 1990s came to an end, the Polish state’s social
pact revenue strategy was sustained by society’s quasi-voluntary compliance. The
Russian state, by contrast, sought to abandon the elite bargaining revenue strategy
in favor of a bureaucratic-coercive strategy.
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