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The Social Economy in Central East and South East Europe 
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The chapter explores the evolution of the social economy in Central East 
and South East Europe and highlights the way in which the development of 
the contemporary social economy is deeply rooted in the historical 
traditions established before the Second World War and the effects of the 
Communist era. Highlighting the impact of the transition, the strengths and 
weaknesses in the development of the social economy in the region are 
explained as being embedded in the similar national and international 
policies that have produced similar paths of developments. The 
mainstreaming of social inclusion policies and programmes, and 
decentralisation and local development, can hardly be successful if social 
economy organisations in the region are not provided with an environment 
which enables them to fulfil their potential.  
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Introduction  

The idea of delineating certain general features or models of the social 
economy in Central East and South East Europe is undoubtedly very 
attractive but it is also a challenging one. Although recognising the scale of 
the task, this chapter offers an attempt to trace some possible trajectories of 
the development of the social economy in the region rather than suggest 
solutions. The outlining of past, present and emerging trajectories leads to a 
consideration of the social economy as a component of the broader and more 
universal mechanisms of social inclusion. Consequently the birth and 
evolution of the social economy as a specific mechanism of inclusion is 
deeply embedded in the changes of the broader mechanisms of social 
inclusion.   

Social economy in Central East and South East Europe prior to the 
Second World War 

Despite common opinion, the social economy sector in Central East and 
South East Europe did not develop as a direct “product” of the 
breakthroughs of 1989. Foundations, associations and co-operatives have a 
long-lasting and diverse history in this region. Prior to the Second World 
War, social economy organisations played an important role in many 
countries of the regions, although the sector’s size and field of activity 
varied significantly from country to country. They represented the interests 
and developing survival strategies of disadvantaged populations – such as 
credit co-operatives which were popular among poor farmers all over the 
region for enabling access to lending facilities. In Poland, pre-war social 
economy organisations complemented the government by providing social, 
educational and health services and developing social entrepreneurship via 
the co-operative movement; in 1927 there were 3 539 credit co-operatives 
with over one million members. In Bulgaria, co-operatives based in villages 
increased in number from 492 in 1909 to 2 852 in 1927 and to 4 476 in 1941 
(Keliyan, 1992). 

In parts of South East Europe, the rural community played an important 
role in fostering social inclusion. The rural community not only used to be a 
bearer of economic development but was, to a certain degree, also a 
defender of the political interests of a large part of the population. These 
communities were characterised by a high degree of self-government, at 
least as far as the control and use of common resources was concerned, even 
in the long period in which many South East European countries did not 
have their own nation states. Indeed, it has been argued that Thomas Moore, 
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in his famous Utopia, followed the social structure and forms of social 
control from the South Slavic small societies. Throughout the years, the 
rural communities preserved and even increased their informal role in 
addressing social exclusion and influenced and determined the development 
of the social economy in the region. 

The second important feature is the comparatively late establishment of 
modern nation states in Central East and South East Europe. This has had 
considerable influence on citizenship, and the structures within civil society, 
as well as on the dimensions of social inclusion (and social exclusion). The 
late arrival of nation states allowed for the consolidation of the ethical and 
legal equality of all people regardless of ethnicity and religious affiliation. 
Moreover, people were incorporated by a form of social inclusion, namely 
citizenship with a strong connection to nationalism. This process was valid 
for Western Europe as well as Central East and South East Europe. 
However, a difference soon appeared as a result of the different types of 
citizenship.� Wallerstein described the situation in the West: “What 
citizenship did was to shift exclusion from an open class barrier to a national 
or hidden class barrier” (Wallerstein, 1998: 21). When the nation states in 
South East Europe emerged, the concept of citizenship was somewhat 
different – it was not class, but ethnicity which was important and went from 
being an open division to a hidden one in the new states. 

The particularities of the citizenship which emerged have undoubtedly 
influenced the various civil society structures. After nation states were 
established, the number of civil society organisations quickly increased and 
greatly developed their activity. Indeed, the social economy, which came 
into being in the second half of the 19th century in the region, developed 
widespread charitable activities, mainly mobilising private resources for 
welfare and educational activities.  

Long-term impact of communism on the social economy 

After the Second World War the long-standing traditions of the social 
economy in the countries under consideration, were destroyed and their 
continuity broken. In the late 1940’s and early 1950’s their activities were 
already under strict political and administrative control. The status of social 
economy organisations was significantly eroded, as the adverse political, 
legal and financial conditions almost totally inhibited a truly free working of 
social economy organisations. The communist authorities dissolved many 
foundations and associations, and deprived co-operatives and the remaining 
voluntary organisations of their greatest strengths – namely, defining 
democratic principles, meeting needs and representing interests 
independently from government. While truly independent civil society 
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initiatives of a socio-economic nature were drastically limited in Central 
East and South East European societies, various quasi-non-governmental 
organisations and co-operatives were allowed and even forced to exist. 
Deemed “social organisations” and “social actions”, they basically promoted 
the objectives of the totalitarian state and legitimised it via very high levels 
of, often coerced, membership and volunteerism. As a result, social 
economy institutions which existed under communism played the role of 
quasi-public agencies in nationalised economies, where central governments 
became the main providers and organisers of goods and services, without the 
independent involvement of citizens. The main mechanisms for 
implementing “socialist democracy” and social inclusion were accelerated 
industrialisation, state-dominated welfare regimes and the communist 
apparatus. The negative impact of the communist period on social economy 
institutions can be evidenced by: 

� A distortion of the notions of philanthropy, charity, pluralism, 
mutuality and self-help, and voluntary work, and their endowment 
with a pejorative and contemptuous meaning. 

� A dramatic drop in the size of social economy institutions: in most 
countries of the region, they were limited to only one allowable type 
of association and quasi-co-operative sector. 

� The nationalisation and incorporation of a portion of civil society 
organisations into the state infrastructure. 

� Forced and imposed co-operatives and participation, led to a 
proliferation of quasi-social economy organisations which were 
effectively tools of the state and were utilised and manipulated 
accordingly, thereby negatively impacting upon social capital. 

Consequently, these factors have led to a process of disorganisation, 
demobilisation, fragmentation, a decline in the levels of social capital and 
even a distrust of social economy institutions, thus contributing to a growing 
social anomie. Discouraging citizens’ involvement contributed heavily to 
weakening and shrinking civil society initiatives. 

Of course, it should be pointed out that there were considerable 
differences amongst the countries in question as to the extent of the 
communist state interference in the functioning of social economy 
organisations. In Romania, for example, even quasi-non-governmental 
professional associations were banned in the 1970’s, whereas in Hungary 
and Poland self-help networks and other circles of voluntary groupings, such 
as professional associations and certain mutual benefit societies, were 
allowed to exist.  
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Nevertheless, the imposed and ostensibly named “public initiatives” 
hampered spontaneous civil society initiatives and undermined the untapped 
reserves of genuine participatory motivation in different countries in the 
region. The Central European experience shows that severe limitations, such 
as an unfavourable ideological climate and legal and financial restrictions, 
prevented citizens from active involvement in socio-economic initiatives 
rather than any lack of desire to participate per se ��� �����	
� 

During the communist period, co-operatives existed as quasi-state 
agencies as they were an integral part of the planned economic system. 
Although formally co-operatives maintained different property status, co-
operative private ownership was effectively liquidated (Kolin, 2004; 
Huncova, 2004; Les and Piekara, 1998). As happened to many associations 
and foundations, numerous assets and properties held by co-operatives were 
taken over by the state (Les, 2004: 187). For example, in Czechoslovakia 
“credit and saving co-operatives with all their assets and liabilities were 
taken over by the state savings bank in 1954” (Huncova, 2004: 216). They 
were incorporated into national economic policies and their economic 
activity was subjected to central and regional economic plans. During the 
communist era, the state administration appointed its own people (the so-
called “nomenclature”) to key positions in co-operatives. Bureaucratisation 
and centralisation of co-operative organisations (as well as subordination to 
the totalitarian state and monopolistic position that co-operatives enjoyed 
under communism in some areas of the national economy) were all factors 
that contributed heavily to the rather unfavourable reputation that co-
operatives developed and which has hindered their development in the 
period since 1989 in Central East and South East European societies. 

After the Second World War, modernisation theories defined 
development as a specific form of industrialisation: an accelerated one, with 
a high degree of state interference and isolation from the developed centres 
of the world economy, although, influenced by the dominant ideologies, it 
had also been labelled “socialism”. Whatever we call this development, a 
main feature is industrialisation, which determined the basic changes in the 
mechanisms of social inclusion throughout this period. The accelerated, 
state-induced industrialisation turned the industrial enterprise workplace into 
a key component of the new mechanism of social inclusion. It is upon this 
that all other components of the inclusion mechanism were built, such as the 
state/social regime with national social insurance, national health system, 
social support, etc.. Whereas, after the Second World War, the central 
planning governments had adverse policies towards democratic civil society, 
they did promote the growth of human capital that gave rise to a new urban 
professional class. This, in turn, became an enduring presence, to a certain 
extent, in civil society culture and later “translated into leadership of civil 
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society organisations capable of challenging the state socialist regime” (Les, 
et al., 2004: 282).  

This post-Second World War mechanism of social inclusion in Central 
East and South East Europe exercised its oppressive effect upon the 
previous mechanisms of social inclusion. The decline in civil society 
organisations is usually associated with an explicit ban, due to the absence 
of democracy. However true this may be, the explanation is hardly 
complete, especially against the background of the specificity of citizenship 
in the region. The influence of accelerated industrialisation upon the 
changes in the social inclusion mechanisms is worth mentioning. Thus, it 
might partially explain why, and how, the number of social economy 
organisations were considerably reduced and instead several other types of 
mass organisations – such as sport and recreation associations, societies for 
the dissemination of knowledge, professional organisations, co-operatives 
for the disabled, consumers’ co-operatives and certain mutual benefit 
societies in various countries – developed instead.  

The re-emergence of the social economy in Central East and South 
East Europe: the impact of transition  

The growth of the social economy in Central East and South East 
Europe can hardly be attributed solely to the processes of democratisation 
and decentralisation that followed the overthrow of the communist 
governments and adherence to European integration policies. The re-
emergence of institutions of the social economy, notably foundations and 
associations who received significant early support from external actors, 
also finds its explanation in the deterioration of the socialist welfare state. 
Last, but not least, sources of inspiration for the upsurge of the Central East 
and South East European social economy were rooted in local, historical and 
religious traditions. The renaissance of the social economy was particularly 
strong during the first years of transition (�
� ��� 
����
���������� ����
��
Indeed, in the decade, 1989-1999, the size of associations grew 123 times in 
Slovakia, 81 times in the Czech Republic, 14 times in Poland and three 
times in Hungary. There is the potential for further untapped reserves of 
participatory motivation among societies in this region to materialise. 

The model of the socialist welfare state had been eroding in Hungary 
and Poland since the late 1970’s. The symptoms of this erosion included 
reduced subsidies for goods and services, the modification of state social 
policies and the increasing number of organised groups addressing issues 
independently of state control. The communist governments were forced by 
economic hardships to reform social welfare systems and to tolerate and 
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recognise the voluntary organisations working in this field. In order to 
increase the role of the voluntary sector, laws on foundations were passed by 
the governments of Poland in 1984 and Hungary in 1987. At the same time, 
countries of the former Soviet bloc manifested a growing dissatisfaction 
with the communist system that could not fulfil the promise of social justice 
and economic plenty. Political disappointment with the communist regime 
gradually led to the creation of the “alternative”, “parallel” or “second 
society”, which expressed itself through voluntary groupings and informal 
networks concerned with public and economic life in several Central East 
and South East European countries during the late 1970’s and the 1980’s. 
The rise of social economy institutions from the beginning of the 1990’s 
finds explanation as well in the untapped potential of voluntary structures 
under communism. 

Thus, it is no exaggeration to claim that the civil society organisations 
emerging in Central East Europe prior to 1989 constituted one of the 
principal mechanisms of breaking citizens’ apathy and setting up “small 
circles of freedom”. As the cradle for multiparty politics, organisations such 
as the Workers’ Defence Committee and the ����	���� ��(Solidarity) trade 
union in Poland, the Fund for Poverty Relief Szeta in Hungary, Charter 77 in 
the former Czechoslovakia, and the Popular Front in Estonia provided an 
institutional and moral basis for the peaceful democratisation process in the 
region.  

The rapid growth of civil society organisations in Central East and 
South East Europe was influenced as well by the processes of 
autonomisation of certain professions, such as the medical profession. This 
was a phenomenon described as “pressures for occupational autonomy”. For 
example “[t]hese groups pressed for the formation of alternative, 
independent, professional outlets such as centres specialising in preventive 

�������
���������� �����!������"����#���� �����	
� 

However, at least three other arguments seem relevant to these 
evolutionary and endogenous factors. Firstly, the transition period has had 
two important aspects connected with the social economy: political changes 
were accompanied by the reconstruction and liberalisation of former 
mechanisms of social inclusion. These were connected to a considerable 
reduction in social rights and access to social services. Both types of 
changes have greatly influenced the emergence and development of the 
social economy. To a great extent the sector itself had been created mainly 
as a result of, and in conjunction with, the political breakthroughs and they 
were one of the most important instruments for the implementation of 
changes (some were ecological, some came from charity organisations, and, 
in Poland, some from the Solidarity trade union movement). At the 
beginning of the transition, when the state withdrew from the provision of 
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various social services, it made room for some social economy organisations 
to penetrate into this sphere, and indeed the severe lack of services made the 
role of the social economy inevitable. However, in many cases, social 
economy organisations, representing local interests and needs, had engaged 
in local survival strategies and during the transition were left without public 
support and foreign aid and were not able to fully develop their potential, 
whereas organisations with an advocacy function proliferated and 
accumulated ample resources designated for “civil society development”.  

Secondly, the socio-economic transition of the late 20th and the early 
21st century in most countries of the region has largely had a monolithic 
pattern. In Poland, for example, economic institutions of advanced 
capitalism were introduced immediately at the beginning of the 
transformation (such as the liberalisation of the Polish currency and the de-
industrialisation policy) have been widely inadequate to the local economic 
situation and have inhibited society from developing local coping 
mechanisms relevant to the level of post-communist economy and local 
traditions. Staniszkis, an eminent Polish sociologist has recently coined the 
term “structural violence” for this phenomenon, a result of the pressures of 
international institutions and the trends of globalisation (Staniszkis, 2005). 
The same pressures towards homogenisation could be observed in social 
reforms in certain countries of this region, such as in pension reform, health 
care reform, social service delivery reform. It is hardly possible to explain 
the similarities of the reforms by internal (national) factors. These reforms 
have resulted in restricted access to, or even exclusion (through 
unemployment), from income as well as healthcare and social services, and 
thus enhanced the development of the social economy as a part of social 
inclusion mechanisms. These processes have largely been accompanied by 
the difficulties associated with economic restructuring, the presence of weak 
democratic institutions and a patchy legal framework, and have resulted in 
immense social crises in most countries under analysis (with high 
unemployment rates, dramatic increases in poverty and inequalities, and 
social fragmentation being common outcomes).  

Finally, the different international and foreign donors that had provided 
practical and financial support for the development of some aspects of the 
social economy, notably associations and foundations, in Central East and 
South East Europe introduced programmes based on similar aims and target 
groups with the expectation of similar results in different countries. This was 
hardly supportive towards the development of co-operatives or 
local/territorial civil society organisations representing local interests and 
developing pro-active coping strategies. At the same time, in most of the 
countries there was little state support or subsidies available. Perhaps it 
could be argued that the re-emergence of a civil spirit in the region was 
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conditioned more or less endogenously by political changes and the legal 
frameworks. However, to a greater extent, the real opportunities for the 
development of the social economy were, and still are, provided 
exogenously. This is demonstrated by the fact that, despite the political 
changes and the available legal framework, rural co-operatives have hardly 
survived as they were not supported by foreign donors. 

Thus, there are many grounds upon which to argue that international and 
foreign donors have provided a degree of impetus for the development of the 
certain segments of the social economy both in the broader and more narrow 
sense of the concept: 1) indirectly, by the impact on political changes and 
social inclusion mechanisms; and, 2) directly, by programmes and activities 
providing financial support for the social economy. The policies of 
international and foreign donors, and the logistical and financial support 
given by them have, largely, defined the social economy. Indeed, this 
complex (and still nationally differentiated) exogenous-endogenous 
interplay has greatly influenced the establishment and development of the 
social economy.   

Roughly speaking, two stages can be outlined in process of transition. In 
the first period (during the 1990’s) the basic direction seemed to be a shift 
from over-centralised forced mechanisms of inclusion based on 
industrialisation to over-liberalisation, de-regulation and the consequent lack 
of new mechanisms of inclusion. Most of the countries considered had 
undergone an economic and social crisis, characterised by high levels of 
anomie and distrust. At best, such societies could support the instrumental 
character of social economy. Put under strong institutionalised and non-
institutionalised pressure, the social economy organisations of this period 
served mainly as a shelter for the excess labour of previous middle-class 
representatives of the sector due to growing unemployment and decreases in 
real wages.  

In the second period, more evident after 2000, a mild shift could be 
observed which may, albeit with many reservations, be called a “re-
socialisation” of some institutions of the social economy. Some of its 
characteristics are seen in the enforcement of public-private partnerships, the 
growing importance of localities/territories and a community-based 
approach. In any case, it is worth pointing out the coincidence of this shift, 
which is also a consequence of an on-going process of decentralisation, 
with: a) the emergence of new mechanisms of social inclusion; b) the 
increased importance of social economy organisations; and, c) a change in 
the main direction of financial support from non-European to European 
Union (EU) actors.  
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The evolving legal frameworks  

After the breakthrough of 1989, the fundamental principles 
underpinning social economy organisations – freedom of expression and 
freedom of association – were generally guaranteed and enforced in Central 
East and South East European countries by the Constitutions and Charters of 
Human Rights and Freedoms. New legislation was conducive to the 
development of some social economy institutions and enabled a process of 
restoring and setting up the legal and fiscal structures for this set of 
institutions. The significant upsurge in the formation of foundations, 
associations and unincorporated civil society groups after 1989 was 
evidence of the lifting of political and legal restrictions on voluntary 
organisations. It is important to recognise that co-operatives actually 
declined as a result of a failure to politically recognise their economic and 
social function, and their contribution to the social economy. This was as a 
result of the focus on for-profit enterprises and the perception of their 
primacy in filling the gap left by the withdrawal of the state, complemented 
by the belief that foundations in particular could ameliorate the worse 
consequences of the market vis-à-vis social exclusion. 

The legal institutionalisation of some social economy institutions 
gradually improved during the transition period, simultaneously following 
and supporting the stages outlined above. In the 1990’s, especially in the 
first half, general legal frameworks were put into place in the countries of 
Central East and South East Europe. The development of these legal 
frameworks reflected and responded to grass-roots level activity to re-
establish the social economy, as well as pressure to conform to basic 
democratic standards. Associations and foundations are the most widespread 
organisational form, with co-operatives and other income-generating non-
profit organisations also being recognised by legislation.  

Framework laws regulated social relations concerning the rights of 
citizens to associate and stipulated the principles of creation, registration, 
development, and the termination of the activities of civil society 
organisations. Their importance lay in the way they legitimised both the 
involvement of civil society organisations in the political changes and the 
implementation of different projects, financed by donors’ programmes. 
Generally these first generation laws provided room for the recognition of 
social economy institutions and their support by foreign donors, without 
differentiating between different forms and purposes of the social economy, 
and “liberally” providing a high level of freedom of activities and autonomy, 
both in contextual and financial terms. The withdrawal by governments 
from many welfare activities had left civil society organisations to cope 
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themselves with the growing uncertainties which people confronted, 
dependent upon their own human and social capital.  

As time passed, the need and pressure for better harmonised legislation 
gained force in all countries of the region. The evolutionary adjustment 
followed, more or less, three interconnected lines. 

Development of more specialised social economy legislation 

In almost all of the countries, new legislation for the social economy 
was developed and adjustments were made both to the new realities of the 
social economy, and to address the abuse, corrupt practices and violation of 
different laws (for example, taxation law and inappropriate duty free 
imports) to which inadequate legislation had contributed. Similarly, new 
legislation attempted to differentiate between the organisations which 
focused on general and private interests, and socially useful 
organisations/foundations. This enabled the development of new 
requirements towards the general interest social economy.  

However, legal obstacles continue to be seen as one of the barriers for 
the development of social economy organisations, and there exists pressure 
for new reforms in certain countries (including the Czech Republic, Bulgaria 
and Poland). The legal basis is seen as being inappropriate for the successful 
functioning, fundraising and sustainability of social economy organisations. 
All the countries of Central Europe suffer from incomplete and unstable 
legal and fiscal frameworks for social economy organisations, especially 
those organisations evolving towards producing goods and services. A 
general impression is that there is a need for fiscal systems and support 
services for the social economy sector comparable to those established for 
small and medium enterprises.  

In most countries of the region, perspectives on regulations conducive to 
social enterprises exist, but further active policies at the level of framework 
regulation, taxation, financing infrastructure, governmental incentives and 
subsidies, contracting out services and, improving the public’s awareness of 
social enterprises are required. New laws that attempt to legitimise social 
entrepreneurship have been enacted in Poland and Hungary (Social Co-
operatives), in the Czech Republic, Slovakia and Hungary (Public Benefit 
Companies), Slovenia (Not-for-Profit Institutes) and Lithuania (Social 
Enterprises). In other countries, the legislative framework does not yet 
recognise a legal form of social enterprise and the understanding of their 
role is rather poor and based on existing co-operative law (such as in 
Bulgaria, Croatia and Serbia). Whilst these laws were built on and improved 
the first framework laws, there are still significant short-comings which 
prevent the full exploitation of the legal form. For example, in Poland the 
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law on social co-operatives (Law of April 27 2006 on social cooperatives 
(DZ. U. 2006 Nr 94, poz. 651), only allows for social co-operatives to be 
founded by people threatened by social exclusion) and 80% of the members 
must come from the target group. This law is currently being revised, with 
the percentage of members required from the target group expected to be 
reduced. 

Creating an enabling environment 

To ensure that social economy organisations can fulfil their potential it 
is important to provide an environment that enhances the role of social 
economy organisations and encourages stronger linkages between social 
economy organisations, local authorities and other actors, as well as 
acknowledging the important role of users of social economy organisations.  

Providing space for the social economy with laws on social 
assistance and social service delivery 

Legislative reforms in the provision of social services have provided a 
role for social economy organisations and the involvement of local 
authorities by institutionalising their functions and enabling local authorities 
to delegate tasks to social economy organisations. Examples of this include: 
Law No. 34/1998 adopted to give associations and foundations the legal 
right to establish and manage social assistance in Romania; Social 
Assistance Act/2003 and the Regulations for its implementation in Bulgaria; 
the Humanitarian Assistance Act of 2003 in Croatia; and, the Law on Social 
Assistance of 2004 in Poland. 

These legislative reforms enabled the provision of social services to be 
contracted out and entitled the social economy organisations to deliver 
selected social, education, healthcare and other general interest services 
financed by the local authorities and the state budget. In addition to this, in 
many of the countries the changes in these laws have gone through a 
consultation process with selected social economy organisations. 

Improving the linkages between the social economy and local 
authorities 

Another factor contributing to the institutionalisation of the non-profit 
sector in Central East and South East Europe is the decentralisation of public 
administration. In most countries of Central East and South East Europe, 
public administration reform led to a three-tiered system, except for Poland 
where a four-tiered system was introduced. Although the overall impact of 
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decentralisation on the development of the social economy had been positive 
and contributed to the involvement of non-profit organisations in 
consultation, service delivery and local development, the reforms have not 
been particularly helpful in strengthening the capacities of non-profit 
organisations, particularly at the grass-roots level.  

Examples of such developments are: the Public Administration Reform 
2001-02 in the Czech Republic; the Public Administration Reform of 1999 
in Poland and the Act on Public Benefit and Volunteering, which became 
effective 1st January 2004. Whilst the Polish regulation did not replace the 
discretionary character of delegating public tasks to the social economy by 
central and local governments, it was a significant step forward as it obliged 
local authorities to co-operate with social economy organisations based on 
yearly and long-term programmes of co-operation.  

Promoting state support and partnerships 

The legislative framework has provided a new role for the state in the 
development of social economy organisations. In most of the countries, legal 
arrangements for budgeting and auditing, and formalising the relations 
between state structures and social economy organisations were 
implemented. These arrangements followed two main directions: 

Enforcing partnerships between the state, local authorities, and social 
economy organisations 

By way of illustration, in an attempt to give the social economy the 
role of an equal partner in the implementation of social policy, the 
government of Croatia adopted, in 2001, a Programme for Co-operation 
between the government and the social economy. In 2002 the Council for 
the Development of Civil Society was established, aimed at the elaboration 
of strategies for the development of civil society (Zganec, 2004). Another 
example of this trend are the amendments to the Polish Act on Public 
Benefit and Volunteering of April 2007, which envisages welfare 
partnerships as a form of co-operation and co-production of services 
between local authorities and social economy organisations. 

Providing public finance for the social economy 

In most of these countries, legislation already permitted the social 
economy to receive state government contracts for service delivery; in the 
Czech Republic, the subsidy reached 70% of the proven costs of the social 
economy. In addition, in Hungary, Lithuania, Poland and Slovakia, the laws 
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provided citizens with the right to devote one percent of their income for 
socially useful causes performed by public benefit organisations as well as 
public sector institutions (the case of Hungary). In Bulgaria 10% of the 
income of individuals is exempted from taxation, if it is given to public 
benefit organisations.  

Better addressing the needs of vulnerable groups and introducing 
pro-active measures  

During the early 21st century, laws concerning different vulnerable 
groups, notably children and the disabled, were also adopted in many 
countries. The national legal frameworks especially addressed some 
vulnerable groups. For example, in the Czech Republic, the valid legal 
framework distinguished several groups of citizens (mostly those vulnerable 
to social exclusion and requiring social services): families and children, the 
disabled, elderly citizens, people who require social assistance and people 
who could not adapt socially.1 In Poland two legal acts, one on social 
employment and one on social co-operatives, have provided the homeless, 
the long-term unemployed, the disabled, refugees, drug addicts and ex-
prisoners, with such measures as supported employment and the possibility 
to establish social co-operatives.2 

Better adjustment to the European inclusion process 

The period after 2000, unlike the previous one, witnessed the official 
recognition of poverty and exclusion as problems within Central East and 
South East European societies. Influenced by European developments and 
supported by European and international institutions (such as the United 
Nations Development Programme and the World Bank) countries in Central 
East and South East Europe devised “Poverty Reduction Strategies” and 
“Strategies for Development”.  

The European Inclusion Process and the Lisbon Agenda played an 
important role. In many countries the Joint Inclusion Memoranda and 
National Action Plans were the first reports illustrating the overall picture of 
poverty and social exclusion. The focus on European programmes, the 
requirements to mobilise all stakeholders, the implementation of active pro-
employment policies, and the involvement of social economy in projects 
connected with pre-accession and structural funds had all started to 
influence the activities of the social economy (legislative changes included). 
Furthermore, these programmes have acted to enhance the role of the social 
economy as welfare providers and to improve their visibility both to policy 
makers and the public. 
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General overview of the social economy in the region  

Key Areas of Activity and Types of Organisation  

Considering the types of social economy organisations and their 
activities, three points of particular importance can be made:  

The re-emerging social economy and the lack of vision for the 
development of co-operatives 

Public opinion is very often strongly negative towards many social 
economy organisations in Central East and South East Europe, not 
necessarily without reason. Two basic reasons for the public negativism can 
be identified. The first is the lack of financial transparency and the 
opportunities for corrupt practices. The second reason is rooted in historical 
antipathy to the co-operative form following their use by the state during the 
communist era. 

Thus, despite the general legal frameworks that guarantee freedom of 
expression and freedom of association, which were put into place in the 
countries of Central East and South East Europe, the process of establishing 
a supportive political climate, and a sound legal and fiscal basis for the 
social economy to deliver public services, thereby enhancing the inclusion 
and integration of the marginalised parts of these societies remains 
incomplete.   

This is particularly valid for co-operatives. In contrast to the remarkable 
proliferation of foundations and associations since 1989, the Central East 
and South East European co-operative sector has not experienced vigorous 
growth and similar political and legal institutionalisation. In many of the 
countries, such as the Czech Republic, law and policy have not, as yet, given 
co-operatives a chance to participate in the development and implementation 
of policies for employment, social cohesion and regional development 
(Huncova, 2004: 219). As in many countries of the region, in Lithuania, the 
co-operative social economy sub-sector suffers from “the lack of effective 
legislation, the mistrust of people in one another, as well as a certain fear of 
a return to the kolkhoz or collective farm” (Bubnys and Kaupelyte, 2004: 
254).�In Poland, with the exception of credit unions, the co-operative sector 
is still overlooked either as the mechanism of local economic self-
sufficiency and socio-economic development, or as a means of transforming 
the public welfare system. In the span of transitions in most of the countries 
under analysis, the co-operative sectors were also overlooked as a possible 
form of privatisation via co-operative ownership structures, though they 
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could have preserved jobs and contributed by decreasing unemployment and 
preventing bankruptcies.   

Whilst co-operatives are an indispensable element of a democratic 
system and a modern market economy and should play a vital role in 
restoring the sense of trust, solidarity, local economic sustainability, it will 
be necessary for considerable public hostility to be overcome before co-
operatives can effectively play such a role. Instead, as the Polish case 
indicates, the co-operative sector had been left alone lacking political 
recognition, public financial support and other national (internal) and 
foreign (external) investments. As a result, instead of investing in the 
restructuring of co-operatives, the co-operative sector in Poland saw a 
dramatic decay through dissolution or the transfer to private ownership. 
Indeed, as with many actors, co-operatives were unprepared to face the 
conditions which the implementation of a market economy brought. Three 
main problems were identified at the time: 1) a shortage or complete lack of 
capital (co-operatives were weakest in terms of capital); 2) a low-skilled 
labour force; and, 3) a low-skilled management unable to run co-operatives 
in free-market conditions (Sztanderska, 1997: 96). 

A clear exception is the sub-sector of credit co-operatives which has 
undergone, and is undergoing, a remarkable renaissance since the transition. 
By April 2007, they had over one million and a half members. They render 
financial services to individual employees in a form of savings and credits as 
well as providing credits to small enterprises.  

Promoting “development”: social economy organisations in the field 
of employment 

An important tendency seems also to indicate a different direction in the 
rise of the social economy in new EU member states. Instead of the 
traditional provision of social services, this tendency is focused on 
development and has to do with the pro-active, pro-employment EU 
policies. Perhaps one of the most important examples comes from Poland, 
where a new generation of social economy organisations of unemployed, 
low-income and low-employability groups have developed. Among new co-
operatives are agricultural producers’ marketing groups and social co-
operatives established to create jobs and address social exclusion issues. In 
1999, the first Polish institution aimed at the promotion and support of local 
co-operative initiatives – the Co-operative Development and Local 
Entrepreneurship Association in Olsztyn (WAMA-COOP) was established. 
Its main goals are to: 

� Help the development of new co-operatives. 
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� Promote good economic practices and the sound management of co-
operatives. 

� Create employment opportunities. 

� Encourage entrepreneurship and local development. 

� Foster social inclusion in the region. 

An important category of social economy organisations is that of 
organisations which focus their activities on assisting groups threatened with 
social exclusion by combining humanitarian aid along with socio-
occupational/economic activation. Indeed, they increase the potential of the 
sector in the area of socio-economic re-integration of the disadvantaged 
populations. Comprising about three thousand civil society organisations, 
this includes organisations that benefit particularly those groups threatened 
with social exclusion, including the homeless, people with disabilities, and 
minorities, as well as populations where combating unemployment is of 
great importance, such as young people and rural populations.  

Distortion in the composition of resources and financial assets 

An underestimation of the innovative roles that local social economy 
organisations can play in local development, produces financial constraints 
on the vast majority of this sector in the region. This, consequently, has led 
to diminishing numbers of social economy organisations and puts a limit 
upon their scope of activities. In 2002 only 58% of Polish associations and 
foundations had adequately met their stated role and functions, whereas 30% 
were inactive, mainly due to a lack of financial resources. Indeed, a high 
death rate within the social economy was reported in most countries in 
Central East and South East Europe. 

The model of financing the social economy in South East Europe differs 
to a large extent depending on the way it is institutionalised. Some countries 
have adopted special legislation in this field, such as in Croatia where 
funding is secured from the government budget and from gambling. In 
Macedonia, most social economy organisations receive funds for specific 
projects from donors and international organisations, with an insignificant 
part coming from the state. The social economy typically submits 
financing applications directly to donors; it is very rare for the donors 
themselves to contact the social economy. Subsequently, there is no 
regulatory organ that supervises performance standards or effectiveness 
of services rendered by social economy organisations. 

In turn, in the majority of countries, the share of social economy 
organisations actually delivering services is limited. The Polish findings 
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reveal the small share that Polish organisations have in the market of 
services ranging from 0.01% in general health care, 0.6% in primary 
education, 3% in secondary education, to �	$� ���������%���&��� ��� � 
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to the total output is 5% and 3% in education, and health and social care 
respectively” (Kuti and  Sebesteny, 2004).   

Thus, a crucial factor in terms of the social economy organisations’ 
economic status in the countries of Central East and South East Europe is 
revealed as a distorted composition of their financial assets. The prevailing 
majority of resources belong to a relatively small group of social economy 
organisations, a phenomenon which might be called the “oligarchisation” of 
the financial base of some of the social economy in Central East and South 
East Europe: 9% of Polish organisations possess almost two-thirds of 
financial assets in the sector and 75% of organisations have only one-tenth. 
In Hungary, 94% of the total revenue of the social economy profit 
organisations’ belongs to one-third of the organisations (Kuti and Sebesteny, 
2004). Another contributing factor to the analysis of these organisations’ 
economic potential in the region is that their paid workforce and material 
assets are concentrated in big cities and that local organisations often lack 
paid personnel and public support. This reflects the fact that a good part of 
the social economy in Central East and South East Europe have not evolved 
from the traditions and interests of local communities. Moreover, in some 
countries a notable element of local social capital retains its informal 
character rather than being incorporated into formal organisations.   

Conclusion 

In Central East and South East Europe the re-emergence of institutions 
of the social economy has occurred mainly in conjunction with the transition 
process and associated socio-economic restructuring. In most countries, its 
re-development had to do with massive unemployment and poverty 
experienced as a result of the economic transformation, and deficiencies in 
the market mechanisms of the national economy. Growing institutional and 
administrative vacuums in the social welfare system, and the decline in 
public service coverage during the transition, have led socially-minded 
leaders to establish new organisations and institutions, such as foundations 
and associations. They, then, have attempted to bridge the post-communist 
welfare gap albeit with varying levels of success. At the beginning, they 
were oriented towards reactive measures, addressing the social and material 
needs of the weakest groups and, gradually, following the financial flows, 
have expanded the scope of their activities, seeking far more effective 
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modes of assisting groups with low employability by providing skills 
training and job creation services. 

In addition to creating innovative instruments of social inclusion, the 
potential of the social economy in Central East and South East Europe is 
slowly being increasingly utilised for the citizen-led production of local 
public services. Co-operative run schools managed by parents and teachers, 
associations running small village-based schools managed by parents, local 
public entities transformed into limited companies owned by local 
authorities and citizens’ groups, and new women’s co-operatives are all 
examples of the new generation of social economy institutions in the region, 
revitalising solidarity, democracy, and economic self-reliance.  

Presently, the main roles of the social economy sector in Central East 
and South East Europe are: 

� Filling the gaps generated by market failures in the credit, housing, 
consumer and agricultural sectors. 

� Bridging the post-communist welfare gaps in social services, 
services of general interest and public utility services. 

� Filling the gaps in government policies and programmes for 
inclusive labour policies and social inclusion via the provision of 
work and social integration programmes for the long-term 
unemployed and other groups of special needs. 

� Building partnerships for local development.   

Although the social economy sector has been re-discovered in most of 
the countries of Central East and South East Europe, many of them are at the 
crossroads of their development.  Whereas in some countries, such as the 
Czech Republic and Romania, service oriented foundations and associations 
have enabled a financial basis for development, in other countries many 
local social economy organisations and most of the co-operative sector do 
not benefit from pro-active policies.  

The most basic strategies to re-establish social economy institutions in 
the countries of Central East and South East Europe as meaningful 
mechanisms of inclusion, integration and local development require:  

� The use of different policies by national and international 
institutions which support largely grass-roots, territorial innovative 
initiatives and different local structures as primary mechanisms of 
social inclusion and local sustainable development. The contribution 
of the social economy to social, economic and political 
developments in the region will be strengthened while retaining the 
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local cultures of coping with social and economic problems, as well 
as through building modern effective institutions and procedures 
locally. 

� The means by which to foster the development of social enterprises 
in the work integration sector, as well as in the provision of social 
services, general interest services and public utility services. 

� Creating an enabling environment for social economy organisations, 
especially financial and business support bodies. 

� Ensuring fair compensation from the state and local authorities for 
the production and delivery of goods and services by social 
economy organisations. 

� Supporting, both organisationally and financially, grass-roots social 
economy organisations. 

� Building training capacity for social economy entrepreneurs. 

Well developed social economy structures can successfully 
counterbalance the negative effects of globalisation and protect local 
communities against pauperisation. The analysis herein shows that social 
economy organisations have considerable, but as yet sufficiently untapped 
potential to develop innovative forms of action in socio-economic policies 
and local development.  
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Notes 

 
1. Social assistance benefits are provided in accordance with: Act No. 

482/1991 Coll., On Social Neediness; Act No. 100/1988 Coll., On Social 
Security; Act No. 114/1988 Coll., On the Jurisdiction of the Czech 
Republic Bodies in Social Security; MPSV Decree No. 182/1991 Coll.. 
The state social support benefit system is codified by Act No. 117/1995 
Coll. 

2. Law of April 27 2006 on Social Co-operatives (DZ. U. 2006 Nr 94, poz. 
651); Law of June 13 2003 on Social Employment (DZ. U. 2006 Nr 94, 
poz. 651). 
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Glossary 

Civil society 

Civil society may be defined as a space or arena between households 
and the state, which affords possibilities of concerted action and social 
organisation. Thus, it encompasses all voluntary associations of citizens, 
whether politically motivated or active or not (although the term carries an 
implication of political consciousness and activity): business, labour, non-
governmental organisations, churches, special interest or purpose groups. 
These elements are the constituents of civil society, but none can 
individually be representative of it. Business is often excluded, although the 
OECD does include it, given that channels of communication between 
traditional organised business and labour and government are generally well 
established. Most frequently the term is used interchangeably with “NGOs” 
where the term “NGO” refers specifically to activist groups, although these 
are simply one category of civil society as a whole.   

Co-operative 

A co-operative is an association of persons united voluntarily to meet 
their common economic, social and cultural needs and aspirations through a 
jointly-owned and democratically-controlled enterprise. Examples of co-
operatives in Europe can be traced back to the 19th century. The 
International Labour Organisation has recently (2003) suggested that co-
operatives should be based on the values of  self-help, self-responsibility, 
democracy, equality, equity, and solidarity and share the principles of: 
voluntary and open membership; democratic member control; member 
economic participation; autonomy and independence; education, training 
and information; cooperation among cooperatives; and, concern for the 
community, which were identified by the International Co-operative 
Alliance in 1995. A co-operative includes one or more kinds of users or 
stakeholders: 1) consumers who use the enterprise to acquire products or 
services (such as a retail co-operative, housing, healthcare or day-care co-
operative); 2) producers (such as independent entrepreneurs, artisans, or 
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farmers) who use the enterprise to process and market the goods or services 
they produced, or to buy products or services necessary to their professional 
activities; and 3) workers who use the enterprise to secure their employment 
and control their working conditions. Co-operatives operate democratically 
(one person, one vote) through two bodies (general meeting of the members 
or delegates, and the board of directors, which is composed of members 
elected at a general meeting). The delegate structure may be required to 
reflect the size of the organisation or the distance covered by the co-
operative. The co-operative’s start-up capital usually comes from co-op 
shares purchased by members. Since 1980, special co-operatives, known as 
social co-operatives, have become more widespread in OECD member 
countries. 

Foundation(s) 

Foundations are philanthropic organisations, organised and operated 
primarily as a permanent collection of endowed funds, the earnings of which 
are used for the long-term benefit of a defined geographical community or 
non-profit sector activity. Foundations operate as grant-making institutions, 
and also as providers of social, health and cultural services. It thus provides 
a significant link between the private and non-profit sectors, acting as a 
recipient of private capital and a funder of non-profit organisations. 
Foundations are tax-exempt, incorporated, not-for-profit, organisationally 
autonomous, and cannot be controlled directly or indirectly by government 
at any level, corporations, associations and their members, or individuals). 
Because they occupy a unique and central place in the non-profit sector, the 
development of foundations will strongly affect the future of the sector as a 
whole. 

Mutual organisations/societies 

A mutual organisation is an organisation owned and managed by its 
members and that serves the interests of its members. Mutual organisations 
can take the form of self-help groups, friendly societies and co-operatives. 
Mutual organisations exclude shareholding as they bring together members 
who seek to provide a shared service from which they all benefit. They are 
widely represented in the insurance sector.  

Non-profit sector 

The best known definition, while not commonly shared, particularly in 
European countries, is undoubtedly that supplied by the Johns Hopkins 
University in Baltimore (www.jhu.edu/~cnp/). According to this definition, 
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the sector includes organisations which are voluntary, formal, private, self-
governing and which do not distribute profits, such as hospitals, universities, 
social clubs, professional organisations, day-care centres, environmental 
groups, family counselling agencies, sports clubs, job training centres, 
human rights organisations and others. In fact, entities belonging to the non-
profit sector can vary from country to country according to national history 
and tradition. The term non-profit, born in the USA, refers mainly to the 
absence of profit distribution. This is substantially different to the European 
approach of “social economy”, which includes co-operatives. However, this 
difference is less significant when investigated through empirical research. 
C. Borzaga and J. Defourny (The Emergence of Social Enterprise, 2001, 
Routledge, London) argue that the distribution of profits is in any case 
limited by internal and external regulations in co-operatives and mutual 
organisations in European countries.  

Social economy 

The term “social economy” first appeared at the beginning of the 19th 
century in France. It was, nevertheless, only at the beginning of the 20th 
century that it began to be employed to indicate various entities aimed at 
improving collective working conditions and individual lives. This concept 
is now also used by Anglo-Saxon countries to refer to the production of 
goods and services provided not solely by the non-profit sector, but also, in 
some cases, by private enterprises with shareholder agreements that force 
the majority of shareholders to agree to social objectives undertaken by the 
firm. Among the organisations belonging to the social economy, one can 
find associations, co-operatives, mutual organisations and foundations. This 
type of economy is essentially regulated by the stakeholder principle, which 
stands in stark contrast to the notion of shareholder capitalism. The “social 
economy” is a broader concept than the non-profit sector, as it is less strictly 
bound to the non-distributional constraint, according to which organisations 
cannot legally redistribute their surplus to their owners (see also “Third 
sector”).  

Social enterprise 

An organisation form which has flourished in recent years, many 
definitions of social enterprise exist. Apart from academic definitions, and 
those elaborated by international organisations, which are built around 
general criteria, definitions used within countries are specific to the national 
understanding of the phenomenon of social enterprises. Increasingly 
countries are developing legal definition of social enterprises. Generally, 
this concept refers to any private activity conducted in the public interest, 
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organised with an entrepreneurial strategy and whose main purpose is not 
the maximisation of profit, but the attainment of certain economic and social 
goals, and which, through the production of goods and services, brings 
innovative solutions to problems such as social exclusion and 
unemployment (see Social Enterprises, OECD, 1999). In this way, social 
enterprises combine the entrepreneurial skills of the private sector with a 
strong social mission that is characteristic of the social economy as a whole. 
Social enterprises are part of the thriving and growing collection of 
organisations that exist between the private and public sectors. They come in 
a variety of forms including employee owned businesses, credit unions, co-
operatives, social co-operatives, development trusts, social firms, 
intermediate labour market organisations, community businesses, or 
charities’ trading arms. They mainly operate in two fields of activity: the 
training and integration into employment of persons excluded from the 
labour market, and the delivery of personal and welfare services. 

Solidarity economy (économie solidaire) 

The idea of the solidarity economy is mainly used in France and Canada 
(Quebec), and is also widespread in Latin America. It has different 
meanings according to the geographical context in which it is used: in the 
South American context, it mainly refers to fair trade and the popular 
economy, in Quebec it is linked to cooperatives, non-profit enterprises as 
well as to community economic development (mouvement économique 
communautaire) and in Europe to solidarity initiatives, mainly, but not 
exclusively, in the proximity services. Sometimes the term is used in 
association with the term social economy (as in Quebec) and sometimes in 
opposition to it, notably where the social economy is seen as composed of 
established organisations, while the solidarity economy mainly refers to 
non-established citizens’ initiatives aimed at experimenting with new paths 
of economic development. In the European context, examples such as the 
fair trade movement are developing inside the sector, together with 
innovative forms of financial/non monetary-exchanges based on reciprocity. 

Third sector 

The concept of “third sector” is often used as a synonym to the non-
profit sector and, more recently, also to “social economy”, particularly in 
European literature. The term was chosen to reflect the idea that the sector 
assembles these otherwise disjointed entities, and that it sits between the 
public and private sectors and follows unique social goals and internal 
organisational rules. Its mode of financing is mixed, as it can seek both 
private and public funding. The idea of establishing a distinct “third sector” 
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has given rise to many hefty debates, which have centred upon the danger of 
using the third sector as a residual sphere or “dumping ground” for those 
individuals excluded from the private and public sectors. To avoid the 
danger of social polarisation, the third sector should not merely be seen as 
an alternative route or juxtaposition to the public and private sectors, but as 
an interactive and reflexive component of economy and society. Others have 
argued that the boundaries of the third sector cannot be established with 
certainty, and for this controversial reason the European Commission 
preferred the use of the term “Third System”.  

Third system 

The term “Third System” was first utilised by the European Commission 
in 1997 and refers to the economic and social fields represented by co-
operatives, mutual companies, associations and foundations, as well as all 
local job creation initiatives intended to respond, through the provision of 
goods and services, to needs for which neither the market nor the public 
sector appear able to make adequate provision. On the initiative of the 
European Parliament, in 1997 the European Commission introduced a new 
pilot action entitled “Third System and Employment”. The aim of the action 
was to explore and enhance the employment potential of the “Third System” 
with an emphasis on the areas of social and neighbourhood services, the 
environment and the arts 
(http://ec.europa.eu/employment_social/publications/2002/ke4502555_en.ht
ml). 
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