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FROM PLAN TO MARKET: HOMO SOVIETICUS
vs HOMO ECONOMICUS

This chapter focuses on the social transformation of post-Soviet society through the lens
of economic sociology, utilizing the path dependence methodology. From the early 1990s on-
wards, Ukrainians have faced novel challenges regarding employment and workplaces, mark-
ing a significant departure from the Soviet policy of lifelong full employment and its cor-
responding ideology. As a consequence, all developments within the socio-economic sphere,
as evidenced by statistical data and sociological findings, illustrate the initially spontaneous
shifts in employment dynamics, work motivation, and the pursuit of sustainable livelihoods.
These changes were accompanied by the growth of market-oriented thinking. However, it is
important to note that these transformations were not devoid of remnants from the Soviet era,
resulting in phenomena such as the expansion of the shadow economy and the concurrent rise
of informal employment alongside the emergence of a movement toward self-employment.
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By means of an introduction it would be quite appropriate to recall an important point
made by American sociologist N. Fligstein: «there are two great institution building proj-
ects going in post-socialist societies: state building and market building and these pro-
jects cannot be divorced from one another because much of state building is about market
building, both in terms of setting rules for markets and state role in markets and also
deciding how societies will respond to markets in fields like social policy. This period in
the former socialist societies is like the 1880-1920 era for the advanced OECD countries in
that the basic outlines of institutions are being laid down»".

! Fligstein N. The economic sociology of transition from socialism, AJS, Vol. 101, no.4 (1996): 1074-1081.
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In essence, the socio-economic disparities observed across Central and Eastern Euro-
pean countries are closely tied to the specific economic models each of these countries has
adopted. This stands in contrast to the notion of «differences in trajectories of transitions
across reforming state socialist and post-communist societies [which] have become more
pronounced over time, path dependence is likely to result in structural similarities across
transition societies»*.

The challenge lies in the fact that while certain countries within this region have un-
dergone comprehensive economic reforms through substantial economic restructuring,
others have only experienced limited changes or minimal adjustments. This situation be-
comes more apparent when considering the backdrop of these countries continuously re-
lying on pre-existing economic resources. Ukraine following the post-soviet transition is
a perfect example of this, with its non-structured economy based on the exploitation of a
huge industry inherited from the USSR - a historical economic showcase harkening back
to the mid-2oth century.

Amidst the absence of modernization, an economy emerged where substantial indu-
strial assets were privatized by chosen representatives from the red directorate and the party
nomenclature. These individuals emerged as the true beneficiaries of the post-Soviet tran-
sition at the very start of its inception, their actions inspired by the desire to legitimize their
ownership status.

Conversely, the working people as the ideological concrete of the Soviet regime were
thrust into a new socio-economic experience of work. A key ideological rule, that of one
life — one job, had been broken, the workers now having to search for means of survival.
Ukrainian politicians during the post-soviet period were unable to offer any kind of vitally
needed employment policy. Armed with the ability to lead communist cadres within a com-
mand-administrative system with no sign of market experience, the majority of communists
and red directors in Ukrainian parliament formed the biggest and influential MP group «For
a Just Soviet Ukraine» (1990-1994). This fraction became the framework for the contra-
revolution after 1991, coined by V. Lanovyy, former Minister of economics of Ukraine
(1992). Starting from the early 1990s, ordinary Ukrainians found themselves confronted
with a stark reality of unemployment - a departure from the previous Soviet policy of
lifetime full employment and its accompanying ideology. It's important to clarify that the
Soviet concept of full employment differed markedly from the Western understanding,
where anyone actively seeking work could find it. In the Soviet context, the notion stipu-
lated that every individual of working age must be employed; failure to do so could lead to
legal repercussions such as imprisonment.

This principle was encapsulated in the well-known Article #12 of the Soviet Constitu-
tion, first introduced in 1936. According to this article, work in the USSR was mandated
as a duty for every capable citizen, or “he who does not work, does not eat”. Subsequently,
in 1961, a law was enacted to strengthen the campaign against individuals who refrained

2 Nee V., Matthew R. Market transition and societal transformation in reforming state socialism, Annu-
al Review of Sociology, no. 22 (1996): 401-435.
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from socially useful work and relied on "nonworking" incomes. This law allowed the use of
assets like land, automobiles, and housing as instruments to curb such parasitic behaviors.
Later in 1961, a Law based on and supplementing Article #12 was passed, «On strengthen-
ing the struggle with individuals who omit socially useful work and live on ‘nonworking’
incomes» by means of using their land allotments, automobiles, or habitation as instru-
ments to support their parasitical lifestyles.

The term "socially useful work" referred solely to labor approved by the state. How-
ever, in the 1980s, efforts against nonworking incomes were dialed down, coinciding with
perestroika-era changes. These changes included the introduction of the Law of Individual
Working Activity (1987) and the Law of Cooperation (1988). Finally, in 1991, the campaign
against this issue reached its conclusion with the new Law of Employment, which abolished
criminal penalties for such activities and, for the first time, recognized the concept of unem-
ployment.

This Soviet system of prohibitive measures shaped a distinct perspective on work, earn-
ings, and the uniformity of living standards. As the 1990s dawned, the majority of people
were unfamiliar with this new economic landscape brimming with market opportunities.
This era saw economic initiatives stifled, emphasizing the mere pursuit of survival means.

After an epoch of job security marked by low wages within a full-employment struc-
ture, millions of Ukrainians experienced abrupt job losses from industrial units and non-
academic research institutes, particularly those tied to the military defense industry. This
sudden upheaval led to the forfeiture of previously assured positions and salaries.

As a result, all the dynamics within the socio-economic sphere, as evidenced by statisti-
cal data and sociological findings, mirror the initial and spontaneous changes pertaining to
employment, work attitudes, work motivation, emerging work aspirations, and the develop-
ment of market consciousness. These changes are concurrently intertwined with persistent
remnants of the Soviet era, represented by the low-wage system, and the convoluted post-So-
viet fiscal structure, leading to the expansion of the shadow economy and the prevalence of
informal employment.

The preceding argument aligns closely with the established methodology of path de-
pendence in its endeavor to encompass a comprehensive range of concepts that aid in
comprehending and explaining post-Soviet social realities. This transition involves a shift
from the previous transitological approach to a more pertinent research logic that focuses
on understanding first "from", and then "where." Once the state of the previous socio-eco-
nomic system was proven to wield a more significant influence on future developments
and changes, this realization led to the prominence of the path dependence approach,
particularly in the 2000s, spanning across a wide range of interdisciplinary works on eco-
nomics, sociology, cultural studies, and history.

Path dependence, in essence, signifies that present and future actions, decisions, and
outcomes are contingent upon prior ones, all while considering the temporal dimension.
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This phenomenon shapes the institutional "sticking" model3, wherein new state formations
are heavily reliant on prior proto/state existences. This dependence hinges on key factors—
institutional, circumstantial, and attitudinal in nature. Such a framework showcases the
institutional manifestation of entrenched social norms and technologies, perpetuated in
new contexts. Consequently, it underscores that the politico-economic trajectory of de-
velopment is most profoundly influenced by institutional factors, encompassing mindset
and values.

M. Burawoy, a prominent figure in the study of transitional societies, astutely observed
that post-Soviet countries passed transit without transformation. For instance, in the case of
Russia, the trajectory led not to a revolutionary neo-liberal break from the past or an expec-
ted neo-institutional evolution towards capitalism, but instead culminated in involution and
degradation®.

Consequently, political choices within the realm of the social state model across most
post-Soviet countries were not primarily driven by distinct national attributes, but rather
dictated by principles inherent to Soviet social policy. Even following independence, elec-
tions consistently favored individuals from the Soviet nomenclature, yielding the same old
Soviet leaders and their authoritarian command-administrative management practices.
Thus, the period of transition from socialism was essentially marked by the replication of
the previous Soviet model of social policy.

Persisting characteristics of social organization and culture from the Soviet era-left un-
treated and subsequently perpetuated—-emerged as significant impediments to market-ori-
ented changes. Key among these are: 1) the prevailing low living standards and modest as-
pirations of the masses during the Soviet era; 2) a national trait of patience, which correlates
with limited protest potential and an underdeveloped civil society; 3) a mass perception of
social justice rooted in socialist ideology, with an emphasis on work orientation over market
dynamics. This perspective is particularly evident in the fact that entrepreneurial labor is
not assessed through innovative economic criteria, but rather is measured using the tradi-
tional metric of working dayss.

The concept of a second economy in Eastern Europe pertains to all income-generating
endeavors existing outside the framework of the redistributive economy. This second eco-
nomy operates relatively autonomously from the state and encompasses activities like private
construction, repairs, handicrafts, extracurricular tutoring, medical care services, and more.
However, engaging in such activities within the USSR was fraught with danger, as the right
to pursue additional work was severely restricted due to the ideology of social equality and
redistribution policies.

The term second economy itself was introduced in the 1970s by American economist
G. Grossman. This concept focuses on productive and exchange-based activities guided by

3 Scott E. Page. Path dependence, Quaterly Journal of Political Sciences, n10.1(2006): 87-115.

* Burawoy M. Tranzit bez transformciji: involucia Rossiji k kapitalizmu, Sociologicheskije issledovani-
ya, no.9 (2000): 3-12.

5 Shabanova M. Problema vstraivanija rynka v ‘nerynochnoje obschestvo’, Sociologicheskije issledo-
vanya, no. 5 (2005): 33-45.
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one of two principles: personal gain or participation in an informal, often illicit, system. Cer-
tain scholars of Soviet history, such as G. Shreider, H. Gramatski, and others, emphasized
that the shadow economy pervaded all aspects of production and consumption. It operated
beyond the purview of state control and played many roles, including information dissemi-
nation, supply management, stability maintenance, and even innovation. By the mid-198os,
economists within the Soviet Union began describing the functions of informal activities
in the context of individual work as a harbinger of private entrepreneurship®, marking
a notable shift within Soviet economic literature. Therefore, right from the outset of the
transition to a market-based economy, a portion of individuals involved in the second
economy sought to legitimize their quasi-market activities, becoming the pioneers of en-
trepreneurship. However, only a subset of this group adopted parallel economic practices
as a means to evade the burdensome fiscal responsibilities still present in the otherwise
informal economy. The extent of informality in economics varies across countries in terms
of degrees and methodologies used for measurement, and this has garnered significant
research attention in post-Soviet countries.

The concept of informal employment, founded on the International Labour Organi-
zation (ILO) definition, has gained prominence as the most suitable framework. It encom-
passes individuals engaged in producing or distributing goods and services in small quan-
tities, driven by market demand, and often displaying a degree of regularity. However, as
the scale of informal economic activities has expanded, a substantial portion has evolved
into what is now recognized as the shadow economy sector.

The measurement of the shadow economy, as formulated by Austrian economist
F. Schneider, offers a comprehensive view of economic informalisation on a global scale.
The extensive analysis conducted by American researchers M. Alexeev and W. Pyle, who
examined various methods for measuring the informal economy in post-Soviet republics,
led them to conclude that this economic phenomenon is more of a historical occurrence
than a product of institutional determination’. Therefore, understanding the aspect of
voluntary or involuntary informal employment is key to comprehending labor dynamics
within the post-Soviet economic landscape, shedding light on the labor market formation
process.

The IZA research group, under the leadership of H. Lehmann, embarked on an am-
bitious long-term project investigating emerging labor markets in Ukraine. Their assess-
ment on a post-socialist core to informal employment aligns with my own. In their study,
H. Lehmann and his colleagues® employed three conceptual approaches to analyze infor-
mal employment in Ukraine:

© Khavina S. Superfin L. Burzhuaznaja teoriya ‘vtoroj economiki, Voprosy economiki, no. 11 (1986):
104-112.

7 Alexeev M., Pyne W. A note on measuring the unofficial economy in the former Soviet Republics,
Economics in Transition, Vol. 11(2003): 153-175.

8 Lehmann H., Pignatti N. Informal employment relationship and labour market segmentation in tran-
sitional economies: Evidence from Ukraine (December 2007). IZA DP No. 3269.
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1. The traditional view, focusing on involuntary engagement of workers in a segmen-
ted labor market. This market comprises a primary formal sector with "good" jobs and
a secondary informal sector with "bad" jobs.

2. The "revisionist" approach, which explores voluntary involvement in informal em-
ployment due to the perceived greater utility of informal jobs compared to formal ones. It
also envisions the labor market as a continuum of options available to workers over time.

3. A more intricate perspective, segmenting the labor market into "upper ties jobs" and
"free entry jobs" within the secondary informal sector. The former represents quality jobs
with restricted access, while the latter entails open entry but involuntary participation —
a common situation for most informal sector jobs.

It's important to distinguish between economic activity within the informal sector and
informal activities within the formal sector, including distinctions between salaried work-
ers and the self-employed. According to IZA's findings, formal salaried workers overwhel-
mingly dominate the Ukrainian labor market, both in terms of quantity and in their atti-
tudes towards unemployment and informal jobs. For many, informal jobs are considered
"waiting stages" before obtaining formal employment, reflecting a strong inherited post-
socialist work pattern.

For the majority of post-Soviet individuals, the decision to adopt a self-employment
model that combines employee and employer roles is exceedingly challenging. Only
a brave few venture into voluntary self-employment as formal entrepreneurs, while a larger
portion is pushed into involuntary informal employment as a means of survival®.

Last but not least is to study the phenomenon of informal activity beginning from
Hart’s long-lasting structuralist approach and its further development within the legalist
‘other path’ approach introduced by de Soto in 1986. Both of these approaches consistently
point to informal activity as a search for livelihoods. It should be added that de Soto asserts
that the informal economy is certainly a natural or normal form of mass capitalist entrepre-
neurship for a population struggling with bureaucratic and overregulated market economy
institutional structures. In such structures, the sphere of legal large businesses is tightly
connected with state power, leaving little room for small businesses, which are often forced
into the shadow sector. Optimistically, de Soto insists that the growth of the informal sector
should be seen as evidence of a widening cohort of dynamic and entrepreneurial people
seeking economic deregulation. The research focus on the post-Soviet market transition
aims to elucidate the factors behind and the resulting persistence of politically constructed
socialist non-market characteristics, which became outdated by the 1990s. These characte-
ristics significantly impacted Ukraine's broader process of social and economic transforma-
tion, including the development of a market-oriented mindset. The conceptual framework
for this research comprises five key points.

Firstly, the Soviet labor system, characterized by numerous prohibitive elements, in-
stilled a distinct perspective on work, income, and the uniformity of living standards. This

9 Ivashchenko O. Sotsiologiya vartosti zhyttya v post-radyanskiy Ukraini: v poshukah dzherel, So-
ciologija: teorija, metody, marketing. No. 3 (2011): 84-113.
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led to a lack of familiarity with and even resistance to the new economic landscape of mar-
ket opportunities among the majority of the workforce. In the 1990s, economic initiatives
were swiftly stifled, leaving behind only the pressing issue of survival and the search for
livelihoods.

Secondly, the concept of private property, which was expounded upon in communist
theory as a call for the abolition of private ownership, became a foundational tenet of the
Soviet ideological framework. This can be encapsulated in the words of Marx and Engels:
"In this sense, the theory of the Communists may be summed up in the single sentence:
abolition of private property" (Marx, Engels. Manifesto of the Communist Party. II. Prole-
tarians and Communists).

Thirdly, the concept of "homo sovieticus," representing the fundamental individual
within the Soviet socio-economic structure, as outlined in the Levada Center's compre-
hensive study titled "Sovetskiy Chelovek," proved resistant to transformation or alteration.
This can be attributed to several reasons. Homo sovieticus, as a collectivist entity, is a con-
stituent part of the larger whole. Furthermore, Homo sovieticus is not a proponent of
communism per se, but rather a recipient of communism's benefits through avenues such
as labor, authority, and self-worth. This phenomenon is also underpinned by key characte-
ristics of the Soviet populace, including tendencies toward self-isolation, state paternalism,
an (egalitarian) hierarchical structure, and a marked imperia syndrome*°.

Fourthly, the distinctive characteristics of Soviet social organization presented signi-
ficant barriers to the adoption of a market economy. These obstacles included widespread
low living standards and minimal expectations among the masses during the Soviet era.
The prevailing national trait of patience corresponded with a low potential for protest and
the underdevelopment of civil society. Additionally, a crucial factor was the mass percep-
tion of social justice as defined by the socialist Soviet ideology. This ideology emphasized
a non-market work orientation, which stood in stark contrast to the entrepreneurial labor
measurements employed in other economic criteria, even those related to innovation.

Fifthly, it's worth noting that the existence of a "second economy" sector in Eastern
Europe was revealed by numerous foreign studies during the 1980s. This sector encom-
passed all income-generating activities operating outside the redistributive economy,
maintaining relative autonomy from the state, and often operating in the shadows due
to their divergence from established legal frameworks. In the case of the USSR, this sec-
tor encompassed productive and exchange activities aimed at obtaining currency benefits
directly outside the official legal system. Despite its unofficial status, this sector fulfilled
several essential functions, including information dissemination, supply provisioning,
promoting stability, and fostering innovation.

Hence, the highlighted key socio-economic characteristics in the post-Soviet con-
text played a pivotal role in shaping the framework for new economic and market devel-
opments. This was especially evident in terms of cultivating market consciousness and

1 Gudkov L., Dubin B., Zorkaya N. Postsovietskiy chelovek i grazhdanskoye obshchestvo. M.: Moc-
kovskaya shkola politicheslih issledovaniy, 2008.
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driving the processes of social transformation in a non-market society. Additionally, these
factors intersected with the challenges posed by an unprepared Soviet nomenklatura for
effective market reforms, the lack of appropriate "tools and rules," and the absence of an
independent judicial system.

To illustrate these dynamics, the following statistical and primarily sociological data
offers insights into the critical junctures and evolving trends of social transformation in
Ukraine. This is achieved through a detailed examination of employment and labor prac-
tices, the public's attitudes towards work, entrepreneurship, self-employment, and private
business. Emphasis is placed on addressing the hesitancy associated with embracing op-
portunities for market development.

Throughout the entire post-Soviet period, work and employment guarantees held
paramount importance within the value system of Ukrainian citizens. Following the era
of full Soviet employment, where each individual was institutionally linked to a specific
workplace, millions suddenly found themselves confronted with overt and covert unem-
ployment. Consequently, a widespread pursuit of work and basic livelihood, along with
various challenges related to social adaptation, played a pivotal role in shaping historic
transformations in the labor sphere.

In 1994, a staggering 80.4% of respondents had never changed their workplace. Ho-
wever, within a mere 5 to 6 years, this figure plummeted to 43% by 2001. This evolution
coincided with shifts in Ukraine's economic and employment landscape. The private
sector expanded by a factor of six, while the state sector contracted by threefold. This
restructuring led to an overall reduction in employment, with the industrial workforce
shrinking by half and the agricultural workforce diminishing fourfold. Meanwhile, the
service and retail sectors experienced rapid growth, expanding sixfold. This growth was
notably fueled by segments such as finance, insurance, information technology, medical
care, and education.

The growth of the private sector reflects quantitative structural changes, yet it doesn't
necessarily capture the qualitative aspects of individual entrepreneurial initiative. Despite
the inclusion of various types of entrepreneurs within a group of two million individuals
amid a workforce of 15-20 million, the self-employed sector emerged as a significant con-
tributor to this shift. Official statistics, including those from the agrarian sector, indicated
an 18% self-employment rate, in contrast to a 14% self-reported rate from a sociological
standpoint.

Despite efforts to counter the downward employment trend of the 1990s, resulting in
an increase from 56.5% in 2000 to a historically high 59% in 2010, social tensions related to
unemployment remained persistently high. The rate surged from 54.4% in 2008 to 80% in
2010 and 70% in 2020, reminiscent of the 84% levels observed in the 1990s. The absence of
comprehensive economic reforms, particularly the lack of a robust state employment po-
licy, exacerbated the predicament. Consequently, the segment of non-working individuals
consistently grew, from 39.3% in 1994 to 48.1% in 2010. This increase was notably driven
by a growing contingent lacking permanent employment, which stood at 10.7%.
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A prominent and enduring concern is the misalignment between one's occupation
and educational background. Among the employed population, 51.6% attributed their em-
ployment status to their specialized education. In contrast, 30% acknowledged a mismatch
between their profession and educational qualifications, while 12% were uncertain. As for
employment practices relative to professional expertise, approximately 30% worked in po-
sitions aligned with their professional level, another 30% did not, and the remaining 30%
were indecisive in their response.

An important point that should also be taken into consideration is that in Ukraine, as
in other CIS countries, a segment of working poor has emerged due to the low-wage sys-
tem inherited from the USSR. As a result, professions such as teachers, medical doctors, re-
searchers, and university faculty often need to seek additional sources of income. In 2010,
around 10-12% of respondents were engaged in additional work for extra payments. By
that year, the proportion of individuals working in addition to their primary employment
along with those who lacked permanent employment had already risen to 30%, forming a
significant portion of the informal economy sector.

Contrary to expectations prior to the transition, new market opportunities in Ukraine
led to relatively low rates of involvement in entrepreneurship. These rates could now be
compared to figures from pre-reformed Central Europe. While the expansion of the pri-
vate sector indicated changes in structural quantities, it did not necessarily reflect cor-
responding qualitative developments in terms of individual entrepreneurial initiatives.

Various factors contribute to the orientation towards self-employment. These include
economic crises, low wages, the initiative to secure one's livelihood, and a slow but per-
sistent growth of market awareness directed towards starting one's own business. The issue
of finding well-paid employment in accordance with one's qualifications remains a pre-
ssing concern for the majority of Ukrainians. In fact, 73% of respondents find this to be a
significant challenge, and even for 55%, the search for any type of work poses difficulties.

Against the backdrop of these discouraging statistics, a notable trend emerges: a gro-
wing willingness among Ukrainians to establish their own businesses. This sentiment is
exemplified by the following figures: 20% strongly agreed in 2004, 30% in 2010, 20.7% in
2016, and 18.5% in 2020. When combined with respondents who simply agreed, these
percentages rise to 41% in 2004, 49% in 2010, 42.4% in 2016, and 37.1% in 2020". These
figures offer a potentially hopeful foundation for a positive economic outlook, showcasing
the ongoing development of an entrepreneurial culture and a growing market conscious-
ness. This is especially noteworthy when compared to the extremely low rates observed in
other CIS countries.

Conclusions. In the context of post-Soviet employment practices, various survival
strategies have emerged, including informal employment, labor migration, and involve-
ment in plural labor markets. These strategies have accentuated the prevailing influence of

* Annual nationwide survey results for the 1992-2020 years. Ukrainian society: social changes mon-
itoring, no.7 (2020): 441-541. Kyiv: Institute of Sociology NAS of Ukraine.
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the traditional Soviet mentality, which centers around common dependency values. Over
time, this mentality has evolved to adapt to the dynamics of the market, manifesting as
a fusion of roles where individuals function as both boss and worker, a concept akin to the
idea of "people's capitalism" proposed by de Soto.

The working population, which was once the ideological cornerstone of the Soviet
regime, initially found itself searching for ways to survive following the collapse of the
ideological framework that advocated for a singular lifelong occupation under abolished
private property. Over the span of three decades, this population transformed into ac-
tive participants in their workplaces and businesses, indicative of the growing influence
of market-oriented thinking. In 1996, American economic sociologist Victor Nee posed
the question "Where do labor markets come from?" and suggested that labor markets do
not emerge solely from state hierarchies, but rather they are linked to the emergence of
production markets. However, in the context of reforming state socialism, the formation of
labor markets holds paramount importance in interpreting changes in social stratification
and broader societal transformations.

Steering clear of any overly rhetorical slogans, it is essential to conclude that studying
the process and nature of labor market formation provides an avenue to trace the multi-
faceted political, economic, socio-economic, and social factors through concepts such as
redistributive, mixed, hybrid, informal, and market economies. Delving into economic
history helps unveil the genuine paths of social transformation within the transitional pe-
riod from Soviet state socialism to post-Soviet capitalism. This understanding serves as the
departure point, enabling a comprehension of the trajectory toward the eventual "arrival
point."



