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the two countries: “it is good to remember that the UK and India of course have a long 

history together, and I doubt that turning off the aid spigot for a while will have that 

much effect on their relations.” 

Professor Jha is an assistant professor of political economy in Stanford’s Graduate 

School of Business with research interests in development economics and the political 

economy of South Asia.  

He commented that the UK’s decision in some ways was unsurprising:  that “if 

the UK wants to buy influence with its aid, it is unlikely to get as much for each pound in 

India as it may in other countries.” However, Professor Jha also stressed that South Asia, 

particularly India, provides many opportunities for the UK government to reduce poverty, 

if that is its objective. 
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Abstract 

There is a clear economic difference between the more economically-developed 

Western Europe and their poorer counterparts in Eastern Europe and central Asia. But 

what caused this economic divergence? How big of a role did communism play? If 

communism is responsible, through what economic mechanisms did it manage to hinder 

growth? This paper will look at GDP/capita, growth in GDP/capita, human capital, labor 

to land ratio, ratio of unskilled to skilled workers, growth in lifespan, average expenditure 

per student and variations in these outcomes in order to determine a more specific impact 

of communism. This paper finds not only that communism had a huge negative impact on 

growth, but that even though communism was completely gone from Europe by 1991; it 

still impacts the growth of former communist countries. Moreover, there seem to be 2 

blocks of countries within the communist bloc: non-Soviet Central and Eastern Europe 

and Soviet Eastern Europe and Central Asia and these two regions behave very 

differently. 

Introduction 

In Romania there appeared some articles in the newspapers which presented 

theories according to which the true reason for which Romania’s economy is not at 

Western European standards is not solely communism. According to those newspapers 

there is a deeper reason and that would be that there is something innately wrong with the 

Romanian economy, and that would be more difficult to change. How big was the effect 

of communism on the economies of Eastern European countries that were forced into the 

communist regime? 

What is the impact of communism on development in these countries today? 

What are the exact mechanisms that affect development? These are the type of questions 

that this paper will attempt to answer. It was believed that there was going to be a smooth 

transition to democracy after the fall of communism, however, even today, after more 

than 20 years, the effects of communism can still be seen and there still is a large 

economic difference between Western and Eastern former communist Europe. Is the 

current economic difference between the Western world and Eastern Europe caused 

solely by communism, or is there a different reason for this economic difference? The 

most difficult part of this paper is that we do not know what would have happened to the 
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economies of these Eastern European economies in the absence of communism. The 

Soviet Union and Eastern Europe were part of an economic system that was isolated from 

the rest of the world. Therefore, all the trade was done within the closed communist 

system. The economy was not allowed to evolve naturally following the demands of the 

market, but was centrally planned at Moscow for the entire communist regime. 

From the existing literature analyzing growth, the main growth determinants seem to be 

the following factors: initial level of GDP/capita, human capital, labor to land ratio, trade 

openness, foreign direct investments, and taxation rates. Communism, as a political 

system, directly regulated the above mentioned factors, thus indirectly affecting growth 

in communist countries. Since money is not the only measure of a country’s welfare, this 

paper also looks at changes in longevity during and after communism in order to gain a 

broader perspective of the larger effects of communism on life. 

Some of the statements that will be made throughout this paper will be not be 

backed by statistical significance because of the small dataset. This thesis contains both 

quantitative and qualitative data. I am drawing evidence from related things without 

looking into the data myself. Democratic Europe grew more than communist Europe 

during the communist regime. Within communist Europe, at the end of communism, 

former Soviet Europe had higher absolute levels of income than non-Soviet former 

communist Europe. However, after the fall of communism, non-Soviet former communist 

Europe had a positive growth rate, as opposed to former Soviet Europe, which had a 

negative growth rate. These effects, especially the latter one, were so dramatic that 

former communist non-Soviet Europe clearly surpassed the income levels reported in the 

former Soviet Union within the first decade after the fall of communism. 

The amount of foreign direct investment a country received does not seem to have 

had any significant impact on GDP evolution, longevity, or spending on education. The 

fact that a country was not a part of the Soviet Union, the fact that a country was 

democratic during the communist regime, and exports all seems to be positively 

correlated with growth, both during and after communism. Imports and taxes seem to 

have a negative effect on growth. 

In terms of longevity, not having been part of the Soviet Union seems to have a 

positive effect on increase in lifespan. Exports and taxes seem to have a negative effect 
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on lifespan. Imports have had a positive effect on lifespan, except for women after 

communism, when they had a negative effect. Being democratic during the time of the 

communist regime had a positive effect on lifespan during communism, but not after. 

After the fall of communism, countries that were part of the non-Soviet communist bloc 

tended to spend a larger portion of their GDP on education. Countries that relied more on 

imports tended to invest more in education, whereas exports and taxes had a negative 

effect on education spending. 

Conclusion 

After the fall of the communist system, it may have been easier for a country like 

Czechoslovakia to transition to the market economy considering the preexisting industrial 

infrastructure, compared to a country like Bulgaria which had almost no industrial 

infrastructure and was producing agricultural goods at inefficiently high costs, mainly 

because of the lack of modern mechanized equipment. I conclude that communism had a 

large overall negative effect on Eastern Europe and that even now, more than 20 years 

after its fall, Eastern Europe is still fighting against the inertial self-projecting ghost of 

communism. 

Democratic Europe grew more than communist Europe during the communist regime. 

Within communist Europe, at the end of communism, former Soviet Europe had higher 

absolute levels of income than non-Soviet former communist Europe. However, after the 

fall of communism, non-Soviet former communist Europe had a positive growth rate, as 

opposed to former Soviet Europe, which had a negative growth rate. These effects, 

especially the latter one, were so dramatic that former communist non-Soviet Europe 

clearly surpassed the income levels reported in the former Soviet Union within the first 

decade after the fall of communism. The amount of foreign direct investment a country 

received does not seem to have had any significant impact on GDP evolution, longevity, 

or spending on education. The fact that a country was not a part of the Soviet Union, the 

fact that a country was democratic during the communist regime, and exports all seems to 

be positively correlated with growth, both during and after communism. Imports and 

taxes seem to have a negative effect on growth. In terms of longevity, not having been 

part of the Soviet Union seems to have a positive effect on increase in lifespan. Exports 

and taxes seem to have a negative effect on lifespan. Imports have had a positive effect 
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on lifespan, except for women after communism, when they had a negative effect. Being 

democratic during the time of the communist regime had a positive effect on lifespan 

during communism, but not after. After the fall of communism, countries that were part 

of the non-Soviet communist bloc tended to spend a larger portion of their GDP on 

education. Countries that relied more on imports tended to invest more in education, 

whereas exports and taxes had a negative effect on education spending. 

 My findings raise a few questions that future work should address. The first 

question would be why doesn’t foreign direct investment have any significant impact on 

any economic indicators? The second question would be why do imports have a negative 

effect on economic growth? What is the meaning behind the negative relationship 

between exports and longevity? What is the meaning behind the negative relationship 

between imports after communism and women’s longevity? Why does non-Soviet 

Eastern Europe spend more on education as a percentage of GDP than former Soviet 

countries? What is the meaning behind the positive relationship between imports and 

education spending? Similarly, what is the meaning behind the negative relationship 

between exports and education spending? How about the negative relationship between 

taxes and education spending? These questions are meant to show that even though this 

paper has identified some interesting results, much work is still left to be done in order to 

identify the complete magnitude of the economic effects of communism. 

 

Rise of Political Extremism Following the 

Eurozone Economic Crisis 
By Rehan Adamjee 

The European economic crisis has become the center of much of the economic 

discourse that is taking place around the world. Unemployment rates of over 25 % in 

Greece, unstable bond markets in Ireland and Spain, and exploding levels of government 

debt across Europe have exposed both the fragility of the Eurozone as well as raised 

questions about its future. What many people don’t know however are the greater 

ramifications of this crisis on the political stability of Europe as well as the threats to its 
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democracy. Crises such as these often provide the perfect breeding ground for extreme, 

undemocratic ideologies to flourish. What do I mean by this? 

In Greece for example, individuals have had to endure enormous cuts to social 

security, education, health care and pensions. 150,000 public sector jobs will be slashed 

by 2015, 80 billion dollars of public sector assets have ben sold to the private sector, and 

half of its young people are out of work. This has increased the level of frustration among 

the people and thousands are regularly engaged in violent protests on the streets of 

Athens to protest austerity measures that the Greek government is being forced to make. 

While the economic ramifications of this are huge, there is an even greater worry- the 

loss in faith in democratic institutions. This was evident in the outcome of the recent 

elections in which the Neo-Nazi part the ‘Golden Dawn’ gained 21 seats in parliament- 

far more than it has ever gained. ‘Golden Dawn’ is widely acknowledged to be both 

xenophobic and nationalist and operates primarily on an anti-immigrant agenda. It has 

also praised Nazism and used Nazi symbolism. The point is, that a party like this has only 

gained preeminence in the wake of the economic crisis. While claiming that such a party 

will gain the majority of the popular vote in the near future is a long shot, historical 

precedents give us reason to believe that such an outcome is not improbable. The Nazi 

party for instance gained preeminence in the wake of the hyperinflation that followed 

after World War 1. Long breadlines, scarcity of jobs, and high inflation frustrated many 

ordinary Germans who proved more willing to accept radical ideologies to get them out 

of the mess they were in. We can make a parallel with the current Greek economy that is 

predicted to shrink by 4.7% this year, and thus need to take seriously the threat of parties 

such as the “Golden Dawn’ gaining yet greater preeminence. 

The road forward for countries like Greece is not an easy one. Austerity measures 

by and large have failed and ordinary Greeks have to make greater sacrifices than ever 

before.  One can only hope that the Greek leaders and the Eurozone leaders make some 

gains in curbing the debt and eventually restore some economic growth. The cost of 

failure is the potential rise of ideologies that would certainly cause major instability in 

Greece, harm democracy, and correspondingly send ripples cross the Eurozone. 

 

  


