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This thesis looks at the differences regarding institutional structures in Latvia and Bulgaria, and the implications that this has for the economic development of both countries. How institutions function and interact between each other results in specific relationships that affect the way a country performs economically and politically. The institutions are examined during the process of an economic transition. This is the reform process that both countries had to go through in order to become a member of the European Union. Both the corporate and government aspects of the institutional structure of both countries will be examined. The assessment will concern the ability of these institutions to hinder or further the transition process and in what way this is possible. Through this analysis it will become possible to weigh the role of separate institutional structures in the transition process and the degree to which this has affected overall economic development in Latvia and Bulgaria. 
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[bookmark: _Toc75401328]Introduction

After the collapse of the Soviet Union in 1991, the Cold War came to an end. This meant that the barriers between western and eastern Europe started to fade. The former Soviet (satellite) states in Eastern Europe sought more economic and political ties with western Europe.  The European Union (EU), which had only western and southern European member states until this point, now received applications from Eastern European states (Pula, 2018). These states sought to become a member of the EU in order to integrate with the more prosperous west and to reduce their dependence on Russia economically. However, these new prospective EU members were very different economically and politically. The starkest difference was the socialist institutional structure that was established in these states after the Second World War. This structure was very divergent from the capitalist institutional structure that was established in western Europe (Bohle, 2008). Therefore, the Eastern European countries that wanted to join the EU had to meet the same standards as the rest of the member states. This led to each prospective member having to implement reforms and undergo an economic transition process in order to reach the same level of economic development (Appel, 2004).
These economic transitions were set up in a similar way for every eastern European state that wished to become an EU member. This was the case because every prospective member was more or less in the same position economically and politically. Thus, the reform program that had to be implemented was expected to affect every country in the same way. The reasoning behind this was that every country that underwent the same economic transition would eventually be eligible to join the EU as a full-fledged member (Paraskevopoulos, 2001). However, the reality was very different. Instead of having the similar results in every country, the economic transition process unfolded differently in almost every country. This led to different cohorts on the path to EU membership. Of these countries, the Baltic states (Estonia, Latvia & Lithuania) had the least problems during the economic transition. The intermediate group consisted of the Visegrad countries (Czechia, Slovakia, Poland & Hungary) and encountered some difficulties. Both of these groups eventually joined the EU in 2004 (Kopecky, 2006). The last cohort consists of Romania and Bulgaria, who had the most difficulties in their economic transition. These two joined the EU only in 2007 with restrictions and monitoring to make up for their deficits. While all of these countries are now EU members, the expectation is then that every country must be one the same level economically. However, the differences in economic development that emerged during the economic transition persist even as EU members. There is a still a large difference in economic development between the Baltic states and Romania and Bulgaria (Kolev, 2012).
To pinpoint the causes for these differences in economic development during the economic transition process, two countries will be analyzed. This will be Latvia and Bulgaria. These are two countries that started out in a similar position, underwent a similar process, yet turned out differently. The two countries can be placed at opposite ends with regard to economic development during the economic transition. Latvia has enjoyed one of the highest levels of economic development, and has profited a lot from EU integration (Bohle, 2018). In contrast, Bulgaria has been subject to the lowest level of economic development in the EU, the country is ranked as the poorest EU member and development overtime has been slow. (Pula, 2018). In addition, there is the different role of cultural and social factors in both countries, which created different labor regulations, firm governing traditions and different practices with regard to formal and informal dealings in the economy. These subtle differences make for a different institutional structure in these two countries (Mygind, 2012). This results in the following main research question:
What explains the difference in economic development in the economic transitions of Latvia and Bulgaria?
Economic development has been linked to the performance of structural elements in a country. The EU has published various evaluations of the reforms undertaken in both Latvia and Bulgaria (European Commission, 2016). In addition, the structural elements within these countries have also been assessed by international organizations such as the Organization for Economic Co-operation and Development (OECD). However, these reports often focus on specific problems, such as corruption or incompetence of institutions, separately. Therefore, these problems are assessed apart from the larger picture within a country, as these structural problems are often interlinked (Karo & Looga, 2016). Thus, the focus of these assessments is right, but they omit the larger picture. Hence, a more inclusive, encompassing approach is needed in order to get to the root of economic development problems. 
 A start for this approach can be found in studying institutional structures within a country. By focusing on how institutions function, what they consist of, and how they are linked, a problem that results in less economic development can be traced through the entire system. The same then also becomes possible for factors that are beneficial for economic development. For this notion, a good place to start would be the Varieties of Capitalism (VOC) framework. This theory, first coined by Hall and Soskice in 2001, and expanded on by other scholars, such as Vliegenthart and Nölke, was created to assess the capitalist structure in a country by focusing on a few key aspects in the relationship between firms and institutions in a state. In summary, these are industrial relations, education, corporate governance, interfirm relations and employee relations. Based on this assessment they came up with two types of market economies for western nations. The first is the Liberal Market Economy (LME) in which competitiveness and deregulation for market freedom, among other factors, play a large role. The other type is the Coordinated Market Economy (CME), in which collaboration between parties and complementary policy to market functioning are more dominant, among other aspects. Vliegenthart and Nölke (2009) add the Dependent Market Economy (DME) to this, which are economies of which the functioning is dependent on foreign direct investment and transnational corporations.
Alongside the VOC framework, analysis of the network between politicians and firms on the local, regional and national scale can provide an addition to the analysis of the power structure in Eastern European countries. Schoenman (2014) has created a network model in which the nature of relationship between firms and politicians can be assessed by the way the power is distributed.  This depends on whether the parity between the two groups is equal, or if one of the two is dependent on the other one for financial support. Another useful assessment is of Szanyi (2019), who uses the conduct of state ownership as factor in order to explain the transition process in Eastern Europe. His argument is that the state ownership has been a driving factor in shaping the outcome of the transition process in various Eastern European members of the EU.
The VOC framework allows for the assessment of institutional complementarity, these are added benefits from an institutional structure that strengthens its specific qualities and thereby its economic performance. For example, the LME variety specializes in flexibility, this results in an increased potential for adaptability throughout the entire economy. Therefore, economic development is higher because of the complementary effect that all these economic institutions have together. However, the VOC framework is limited in the regard that it mostly focusses on firms, and leaves out other institutional structures (Mariotti & Marzano, 2019). Nevertheless, this can be mended by including additions to this theoretical foundation in order to make institutional complementarity expanded to other institutional structures as well, namely the governmental institutions. This can then result in a framework that can analyze differences in economic development through the presence of institutional complementarities. The more the institutional structure complements the economic performance of a country, the better this is for the economic development in that country (Hall & Soskice, 2001).
This thesis will consist of three main chapters and a conclusion. The first chapter will expand on the theoretical framework on this research. This includes the concepts and theories previewed above, in order to present an overview of previous literature and current debates between authors. This will result in a theoretical foundation that will then be applied in the empirical cases of Latvia and Bulgaria. The next chapter will lay out the methodology and the operationalization of concepts of the research. The third chapter will consist of the empirical case studies and comparing both in light of the theory. These will then be summarized in the conclusion with discussion and recommendations for further research.
[bookmark: _Toc75401329]Chapter 1: Theoretical Framework

In this chapter the theoretical framework of this thesis will be discussed. This will form the groundwork for the research in the later chapters. The chapter is split up into six main sections. In the first section of the chapter, the history around the varieties of capitalism (VOC) framework will be summed up. Secondly, the core assumptions and foundations of the VOC will be discussed. Thirdly, the main criticisms of the VOC approach will be listed. Next, some of these criticisms will be addressed with some additions to the original framework, these will be summed up in the fourth section. The fifth part will then present a renewed VOC framework and the main causal mechanisms will then be discussed. From these mechanisms, hypotheses will be formed that are then applied in the empirical analysis (chapter 3) of this thesis. 
1.1 [bookmark: _Toc75401330]Historical Foundation and Assumptions of the Varieties of Capitalism 

The latter half of the 20th century was dominated by the distinction between two ideologies, Soviet-led communism and US-led capitalism. When the Cold War ended in 1991, with the fall of the Soviet Union, communism was deemed defeated. This left capitalism as the dominant world ideology (Paraskevopoulos, 2001). The declared victory of capitalism saw competition between ideologies move inward. Thus, a new competition between capitalisms now emerged. This resulted in a pluralization of capitalism in which the differences between various regions with capitalist systems became more pronounced. (Peck & Theodore, 2007). One of the first scholars to analyze differences between capitalist system was Albert (1993). In this theory, there were two models of capitalism, a European ‘Rhine’ model and an American ‘neo-American’ model. These models allowed capitalism, which was now free of other ideological challenges, to reflect on itself. This concerned differences in values, ideology, company practice, employment, wage setting, finance, education, health, housing and religion (Albert, 1993). This drive for comparative capitalism through regional diversity was expanded on throughout the rest of the 1990s. 
The VOC approach in its current form was primarily introduced by Hall and Soskice in 2001. Their attempt was to combine and modernize various theories that were published in the 1980s until the 1990s. These included multiple comparative capitalism approaches from both economics and political science. Two of the theories that were influential in creating VOC were neo-corporatism (Katzenstein, 1985) and social systems of production (Whitley, 1999). The first one concerns the capacity of the state to set up durable relations between employers and workers with regard to wages, working conditions and social or economic policy (Alvarez et al., 1991). This theory focusses on the organization of society and the coordination between workers employer relations. The second theory is about the interplay between sectoral governance, innovation and production regimes. This is a focus on the political economic workings in a national economy. Which show how the production mechanisms in a country influence institutional structure (Whitley, 1999). The VOC framework then uses the aforementioned theories to focus on the strategic interactions between economic actors. Which are not discussed in detail before the VOC approach was created. The prevailing argument is therefore that this aspect of comparative capitalism was neglected, and can now be assessed by putting the role of the firm at the core of the analysis (Hall & Soskice, 2001). The main theoretical assumptions that are part of most VOC framework adaptions can be found in table 1.
[bookmark: _Hlk75399990]Table 1.1: Main assumptions of the VOC framework
	Aspect
	Varieties of capitalism interpretation

	Agency or structure based
	Structure based, strategy follows structures

	Rationality
	Actors exhibit bounded rationality and are opportunistic

	Role of institutions
	Reducing uncertainty, opportunism by functioning as guarantees and commitments

	Role of power
	Reducing opportunism

	(Strategic) preferences of actors 
	In-line with institutional framework

	Main beneficiaries of institutions
	Companies, state actors


Source: Allen, 2004.
From the table above it can be seen that institutions in the VOC framework serve a dual role. One the one hand, they provide structure in which the economic activity takes place. This means that institutions determine how actors operate and which parties achieve a dominant economic role (Allen, 2004). However, this interaction in turn changes the institutional structure to better fit the economic activity, meaning that the economic activity and growth also reshape the structure in the long term. On the other hand, the institutional structure also serves as a safeguard against negative repercussions from the economic activity, as it provides certainty and options to reduce any large-scale fallout (Hall & Soskice, 2001). This can be done with reforms in any of the main economic spheres within the framework 
1.2 [bookmark: _Toc75401331]Core Elements of the VOC Framework

The VOC approach consists of economic spheres, which are at the heart of the analysis. These can unravel the relationships between the multiple actors that interact with each other within a national economy. Thereby it has to be mentioned that the approach is firm-centric, meaning that this is the primary focus in the framework. Firms are always developing and seeking to expand competences and capabilities for producing and distributing goods and services in an efficient way (Williamson, 1985).  This is dependent on the relational structure that they have established to accomplish this. These relational structures are formed by the economic spheres. These economic spheres within the VOC framework result in a presence of institutional complementarities. This occurs when the interplay between present institutions generates additional returns and efficiency (Aoki, 1988). Thus, providing an additional incentive for development in spheres of economy for even more cooperation between firms and institutions alike. Which can result in an establishment of comparative advantage in a specific conduct of an economic system. Various types of capitalism can thus create specific advantages.  This also creates a form of interdependence between these spheres as this benefit and increased efficiency will only work in the current composition of the economic system (Ban, 2013).  These economic spheres can be split into five distinct dimensions. The first of these is industrial relations, this is the interplay between the labor force and companies over wages and levels of productivity. Next is vocational training and education, which is the investment of firms in the workforce to improve their skills and knowledge to create more efficiency. This also relates to the kind of skills that are preferred by the corporations (Milgrom & Roberts, 1995). The third sphere is corporate governance, what concerns the interaction between investors and the firm with regard to financial matters and how certain funds are used in the production process. Fourth, there are inter-firm relations, which are the connections between enterprises, such as suppliers or clients in and across a certain economic sector. These are aimed at create a stable relationship for demand and supply between these chains. The last sphere is the relationship between employees and employers in a firm. This is the cooperation between workers and employers on matters of management and each how they share information (Culpepper, 1999). 

 Two dominant relational structures have led to the creation of two main categorizations of capitalism. The first is the liberal market economy (LME) in which hierarchy is a prominent factor. Market relationships are the most dominant in this type of capitalism, which means that most interactions occur as a result of price fluctuations and changes in supply or demand (Paraskevopoulos, 2001). The other type is the coordinated market economy (CME), which is built around cooperation which results primarily from non-market relationships. In CMEs, strategic interaction between actors is often the main way of creating equilibria, while in LMEs this is determined by supply and demand. In these typologies, there has be a difference between relations fully influenced by market forces and those only partially influenced by the workings of the market (Hall & Soskice, 2001).

To show how the economic elements of the VOC framework function, they will now be applied to the two original varieties of capitalism, the LMEs and CMEs. In addition to these two, several scholars have also expanded the VOC framework to apply other countries as well. This has resulted in many different classifications, as well as some mixed varieties. One of the most important additions is the Dependent Market Economy (DME) (Nölke & Vliegenthart, 2009). These three categories of economies will show the explanative approach of the VOC framework and how the assumptions and mechanisms work when analyzing an economy.

In the first category of liberal market economies, the industrial relations are heavily dependent on their importance to market demand. The firms have considerable freedom in regulating their labor force and are under no obligation to organize representation. This makes firms highly flexible to lay off workers if the economic conditions demand so, but the workers have little protection from these decisions, making their prospects mostly short-term. Education is organized in a similar way, meaning that is suited to adapt to change in the market demand (Karo & Looga, 2016). Thus, employees are only trained in-house if truly necessary, as it is not clear if the investment in education will pay off in the long-term. The system of cooperate governance stimulates forms to have high earnings and high prices of their shares on the stock market. This is a result of the competitive nature of the system, in which every firm tries to outpace the others. Which is also reflected in the inter-firm relations. These are mostly based on market relationships and formal contracting. There is almost no transfer of information between firms as a result of the competitive nature. Instead, the information comes from employees who switch companies and get compensated for transferring valuable information (Boycko et al., 1996). This is reflected in the relations between employees and employers. Employees can thus use the information that they learn to their own benefit in getting a better work offer. Other than that, there are few opportunities for them to work together in social way. With these characteristics, LMEs have institutional complementarities for flexible market approach. As all spheres have a focus on market fluctuations, this also allows them to rapidly and efficiently adapt when it is necessary. Thus, having lower costs by adapting, as the lay-offs of one firm can be absorbed by another firm (Kuokstits, 2011).

When looking at the industrial relations in a CME, wages are also mostly on a comparable level between firms. Thereby, an investment is made in long-term employment, in order to maximize personnel investment. Cooperation between rivals is thus vital to achieve this. With regard to education, the firms are often dependent on highly skilled labor and are therefore prepared to invest in such training. Thereby as investing in the relationship with the employees in order to prevent them from switching jobs afterward (Culpepper, 1999). The corporate governance between firms is dependent on network monitoring. Therefore, there must be agreement between various organizations that represent different interests within the company. Only when this is reached, then a decision can be taken. There is no unilateral decision making as in LMEs. Inter-firm relations are also seen as an investment, as these will benefit both parties and discourage hard competition efforts. They also work together with incentives that is in their common interest, such as research and development. Relationships between employees and employers are also seen as an investment, as a team that will work together long-term must work as efficient as possible (Hall & Soskice, 2001). In a CME, firms that coordinate their actions and work together in multiple economic spheres the best position, which can be as an institutional complementarity in a CME (Whitley, 1999).

Dependent Market Economies are fundamentally different from the original two type of capitalism. This is because of their dependency on a specific kind of firm, namely transnational corporations (TNC). This makes the industrial relations of the nation dependent on large amounts of foreign direct investment (FDI). Which gives TNCs a hierarchical role above other firms. The role of corporate governance of a TNC is in close partnership with institutions in the country, because a TNC are the main source of investment (Nölke & Vliegenthart, 2009). This allows them to bargain specific regulations or agreement for more investment. The education in a DME is not linked to a TNC in general, because a TNC is often in demand for low-skilled labor and low labor costs. The high-skilled labor that they need will come from abroad. The inter-firm relations are few in between. These transnational corporations seek to keep the knowledge at their headquarters in other countries in order to prevent competition abroad. This restrictive approach to knowledge combined with the established hierarchy in dependent countries allows for institutional complementarities (Jiyan, 2018). As the increased bargaining position in these dependent countries while keeping knowledge spillover risk low allows for better position. Which is also more efficient and thus gives a TNC institutional complementarities in these countries, which are reflected by their share of FDI in return (Bohle, 2009).











[bookmark: _Hlk75400009]Table 1.2: Economic Spheres and the differences between different varieties of capitalism
	Economic Spheres
	LME
	CME
	DME

	Industrial relations
	Dependent on firm market performance
	Mostly equally comparable between firms 
	Dependent on foreign direct investment

	Vocational training and education
	Adaptable to market demand
	Mostly high-skill investments
	Mostly low-skill, few options

	Corporate governance
	Structured by revenue options
	Structured by network monitoring
	Structured by TNC-State agreements

	Inter-firm relations
	Predominantly market relationships
	Predominately cooperation relationships
	Few relationships at all

	Relations between employers and employees
	Based on short term agreements
	Based on long term agreements
	Mostly of informal nature


Sources: Nölke & Vliegenthart, 2009; Bohle, 2009; Kuokstits, 2011.

These three types of capitalism show how the VOC framework can be applied and how the causal mechanisms of these economic spheres yield the best positions through institutional complementarities. There are also many different forms of VOC that are also proposed by scholars in addition to these three. Examples are mixed market economies or hierarchical market economies (Jiyan, 2018). But these are mostly combined version of two the above types and thus less suitable for application of the VOC framework. 

Next to the economic spheres, there also other kind of relationships in the VOC framework. These concern the kind of relationships are between firms and institutions, and are seen as secondary to the primary economic spheres, but are also mentioned as an extension of the VOC framework. The first secondary sphere is the institutional infrastructure. Examples of institutions are trade unions, shareholder unions, employer associations and regulatory or legal bodies. These institutions allow for exchange of information, monitoring of actions and sanctioning of certain behavior (Oström, 1990).  This means that institutions are able to set certain terms on how actions and behavior should be managed. Therefore, the difference in deliberations and the presence of these institutions in certain countries can lead to fundamentally different relationships with firms. These institutions can be private, public or a combination of the two (Witt & Jackson, 2016).

Next to the institutional infrastructure, there are also other elements that are part of this secondary sphere. Another element is the culture and informal practice that also determine relationships in country. This is not limited to the present situation, but can also be affected by historical events. This is called the context of strategic action (Drahokoupil, 2009). This context is both defined by formal practices (such as institutions) and informal practices such as culture. The social and historical experiences within a nation are therefore partially determinant in the development of a form of capitalism in a country (Kopecky, 2006). These experiences shape the mindset within a country and influence the direction of development. This determines what factors are deemed important in the various relationships between actors. Another important difference in this secondary sphere is the one between market relationships, hierarchical relationships and network relationships. This distribution of relationships is determined by power relationships in a certain economic system. These three kinds of relationships are not exclusive within a certain economic system. Which means that a country is not limited to one kind of these relationships (Bohle, 2018). In summary, the main spheres in the economy and the secondary spheres that both influence the relationships in a country are shown below.

[bookmark: _Hlk75400019]Table 1.3: Spheres within the VOC framework.
	Economic Spheres
	Secondary spheres

	Industrial relations
	Institutional infrastructure

	Vocational training and education
	Strategic context of action

	Corporate governance
	Distribution of relationships

	Inter-firm relations
	

	Relations between employers and employees
	


 Source: Hall & Soskice, 2001

The five economic spheres allow for extensive analysis of a certain country, but certain aspects reflected in the secondary spheres are omitted or discussed sparsely. This is because the focus of the VOC framework is on the economic spheres, with the inclusion of some relevant secondary information.
1.3 [bookmark: _Toc75401332]Criticism of the VOC Framework

The main point of criticism is the firm-centric approach of the VOC framework. It discusses mainly the firm perspective in the economy, disregarding wider social and political implications. In addition, other economic and political actors are discussed only in context of the firms, with little regard for their condition. While this is also the core of the explanatory power, it unnecessarily excludes some of the state-centric elements that should also be present (Szanyi, 2019). Therefore, this needs to be an addition to the explanatory spheres as set up in the framework. In the VOC framework, there are secondary sphere that can hold equal explanative power if they are supported by the right theory. These are the context of strategic action by corporate and state actors, the institutional infrastructure and the distribution of relationships between the state and corporations. All three of these factors include the role of the state but this is spread too thin to truly show its influence. This also shows the weakness in relational approaches of neoliberal variations of capitalism (Peck, 2013). The role of the state being a combination of various institutions and social elements. The main solution to this would be to exclude the role of the state from the economic spheres and reflect this through these three. This would include both the political, social and economic effect of government actions within the greater capitalist structure presented by the VOC. This would also show how this would reflect back on the institutional complementarities (Appel, 2004).

The second point of criticism is the encompassing and bloated nature of the VOC framework. This approach seeks to include very different elements in order to have a large explanatory power. This can be noticed from the way these are presented in the approach. However, this is done in such a way that any methodological foundation is weak or absent outside of the original VOC approach. The focus lies on the relations between firms and other actors, but also at the institutions and organizations present and also cultural, social and historical elements (Peck & Theodore, 2007). The first is addressed extensively, while the latter two are only discussed sparsely. This is understandable, as the relational approach is the greatest strength of this framework, but this allows for insufficient addressing of other factors. The final point of criticism is the easy application of the VOC framework to different countries. All countries addressed originally are western countries, this means that the framework must be adjusted when it is applied to other countries who are not western (Drahokoupil, 2008).

A third point of criticism is about the approach of comparative capitalism as a whole. Namely that is not equipped to sufficiently understand any of the complex contexts it analyzing is, oversimplifying it instead. The VOC framework is the main foundation for this field of study, and therefore also subject to its main flaws (Peck & Theodore, 2007). This includes the focus of countries as ‘national state containers’ which can be analyzed based on characteristics. These comparable containers, as states are viewed, are often so different that a comparison on the national level is impossible to generalize or even study without omitting significant factors. The inclusion of growth models into the framework, and thus focusing on economic development solely, shows an inability to go outside of economic theory and take social elements into account (Bruff, 2021). This is vital when comparing countries, and therefore shows the shortcomings of the VOC framework.

1.4 [bookmark: _Toc75401333]Additions to the Varieties of Capitalism Framework

The first addition to the VOC framework is State Property Management (SPM). This is in reaction to the Dependent market economy variety, which is seen as a too positive portrayal of the situation of the capitalist system in these countries. What is seen as result of a selective focus of analysis. Instead, the inclusion of institutional ties and evaluation of the functioning of national public institutions would create a more representative view (Ban, 2013). This is because of the role of corruption that is dominant in Eastern Europe. Which is often the result of rapid de-nationalization of state property. Privatization was seen as a step towards a more western-oriented economy and therefore a positive requirement that needed to be realized at all costs (Appel, 2004). This has led to conflicting economic principles. On one side, there were the reformers, who saw de-nationalization as a force for the better. They were supported in their drive by interest groups who were supportive of neoliberal thought or investors who saw an opportunity (Appel, 2004). On the other side, there were those who advocated for de-nationalization in moderation. This meant that sectors that were vital for satisfying primary needs of the population could best be kept under state ownership. While the extent of these two different viewpoints varied across countries, it attributed to differences in national policy (Pula, 2018).
Aside from transition implications, privatization could also increase the popularity of the government. Privatization was viewed as a measure against the former communist system, and fervent usage of this measure allowed the government to capitalize on the anti-communist sentiment that was present at the time (Karo & Looga, 2016). In addition to being a popular measure, privatization was also a tool to keep the old communist elite (nomenclature) in check. If certain influential stakeholders were resistant to government policy, they could be pressured to keep their objections to themselves, or lose influence by means of privatization of their assets (Szanyi, 2019). When the transition process continued, but did not show to be as promising as was initially thought, public opinion shifted against the neoliberal argument. The political parties in the government had to adjust to remain popular which resulted in weak ideological foundations. The previously influential liberal values were not as useful anymore and could be replaced by arguments and value that where popular (Paraskevopoulos, 2001). What remained was the ability of the government to restructure society in order to maintain control. For this, state property management and privatization or nationalization of dissident voices was the one instrument that had worked during the transition from communist oriented economy to a western capitalist-based society (Pula, 2018).
 Another addition that strengthens the theory above is a network ties analysis (NTA) (Schoenman, 2014). This comes from the role that networks and interest groups play in a specific society, something which has to do with the structure of a network and the amount of uncertainty present in a state. A structure in a network can be broad or narrow. Broad networks are ones where collective action is common and often consist of links across multiple private sectors. While narrow networks are closed and are only comprised of interactions between select people, there is less cooperation between business (Scholz, 2008). These networks grow in importance in states where the institutions are weak, as the connections between these people become the primary means to get things done. The uncertainty in a state sets the foundation for the interaction between the state and businesses. With low uncertainty portraying a solid-state structure that is efficient and high uncertainty being a more flawed state structure that often proves incapable. In contrast, broad networks are strong mutual private ties, while narrow networks have weak mutual private ties. This sets up the power relationship between the public sector and private sector in a state (Bartosz, 2019).
[bookmark: _Hlk75400034]Table 1.4: Network relationships between corporations and state government
	
	Low political uncertainty
	High political uncertainty

	Narrow corporate networks
	Patronage state
	Captured state 

	Broad corporate networks
	Embedded corporatist state
	Concertation state


Source: Schoenman, 2014.
As a result, there are four relationships possible, some unequal and some equal. The first is the patronage state. This occurs in countries with low political uncertainty and narrow corporate networks. In these countries there is a selective advantage principle. This means that the state selects which businesses are successful and how they operate. In this relationship, the government has the dominant position over the government (McMenamin & Schoenman, 2007). Secondly, there is the embedded corporatist state. This occurs in countries with low political uncertainty and broad corporate networks. In these states both government and businesses enjoy a strong position and can function in partnership with each other. This means that the relationship is equal between government and corporate networks. This set-up is unlikely to manifest in any of the countries with a competitive election system (Schoenman, 2014). Thirdly, there is the captured state system. This occurs in countries with high political uncertainty and narrow corporate networks. In this system there is a clear domination of corporate and economic elites over political officials and elite. Politicians are often dependent on private funding and can be pressured to exchange favors for this support. In this relationship, the corporations have the dominant position over the government (McMenamin & Schoenman, 2007). The last relationship is the concertation state. This occurs when there is high political uncertainty and broad corporate networks. In this system, there is regular cooperation between the state and the business community. The state makes policy that favors business and business provide political parties with financial support. This is a mutual beneficial arrangement, because the state functions as a coordinator. Therefore, the state mediates conflicts of interest and controls the flow of information between parties. Thus, making this relationship equal between the government and corporations (Karo & Looga, 2016).
There is overlap between the VOC framework and SPM. More specifically between the secondary sphere of institutional infrastructure. However, this sphere does not take into account the role of government-led institutions. Therefore, extending this secondary sphere with the theory of SPM would increasing the institutional analytical power of the VOC framework. The presence of institutions is determined by interaction between economic actors and would therefore be shaped on the basis of performance in those specific economic circumstances (Hall & Soskice, 2001). Thus, economic institutions in LMEs would facilitate flexibility, in CMEs institutions would facilitate coordination and in DMEs institutions would facilitate transnational corporations (Drahokoupil, 2009). This argument can be made from economic reasoning, but the political argument is missing. Based on SPM, it can be stated that DMEs and to a lesser extent LMEs benefit from the presence of weak institutions as this would increase the influence of the dominant parties. Therefore, if the government could be persuaded to manipulate or neglect the functioning of these institutions this would benefit the large firms present (Szanyi, 2019). In addition, if a government would be instable or poorly functioning this would allow influential corporations to take advantage of the government position in order to force it through economic pressure. The reverse is also possible, if a government is able to extent control over a certain firm and uses it to strengthen their position (Pula, 2018).

Next, there is also overlap between the NTA and the VOC framework. This concerns the distribution of relationships in capitalist system and the inter-firm relationships.  This secondary sphere and economic sphere are split from each other because the firms are the central focus. But it is more realistic to combine the two spheres as there is considerable interaction. The presence of market, hierarchical and network ties are greatly influenced by the functioning of the state and are also intertwined. This means that the ties run through both private and public sectors. Therefore, this affects the degree in which relationships are affected by the market, and whether there is a certain type of hierarchy when interacting (McMenamin & Schoenman, 2007). Network cronyism can create different kinds of network ties within a state. Whether there is a broad corporate network present can have large implications for both the position of the government and the firms. Ties between government officials and firms can also facilitate dealings based on corruption which allow biased decisions in exchange for investment or financial support (Schoenman, 2014). To further strengthen this combination of spheres, it can be complemented with NTA, in order to systematically analyze the entire network of interactions. 

The last secondary sphere, the context of strategic action has overlap with both SPM and NTA. This because the national, social and political conditions affect the forming of relationships in an economic system. This can be done by focusing on certain historical events, political aspects or cultural traits of a country. Because it shows in great detail how the practice works in the system of a state (Bohle, 2009). The relationship that firms have with the government is also important for the context. Which can be determined by the dominant parties or whether both act in concertation. This also affects the basis on which firms can operate within a certain country. The sphere as discussed in the VOC framework was more subtle and more culture oriented. While this has its merits, it results in culture being absent from the larger picture. Therefore, the effects of cultural, social and historical event in government functioning show a more representable and measurable view in addition to the VOC framework (Jiyan, 2018). 

By fusing the additions of NTA and SPM to the VOC framework and limiting the economic spheres to just firms, two new spheres can be created. In the renewed VOC framework, the economic sphere now becomes the corporate sphere, which consists of Vocational training and education, corporate governance and industrial & workforce relations. The latter sphere is a combination of the former industrial relations and relations between employees. By incorporating the two, the labor relations as a whole can be addressed in a uniform way. The former secondary spheres become government spheres, primarily focused on institutional relationships alongside firm relationships of the corporate spheres. This means that both corporate and government spheres now hold equal value in this renewed VOC framework. The government spheres consist of state property management, socio-political context and inter-firm & state-firm relations. Here, the last sphere overlaps with the corporate sphere, but this necessary because this network interactions cannot be split from each other in an analysis.  An overview of the spheres in the renewed VOC framework can be seen in table 4.
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Table 1.5: Adaption of the Spheres in the VOC framework
	Corporate Spheres
	Government spheres

	Industrial & workforce relations
	State property management

	Vocational training and education
	Socio-political context

	Corporate governance
	Inter-firm & state-firm relations


 Sources: Hall & Soskice, 2001; Schoenman, 2014; Szanyi, 2019.

The above spheres can also attribute to institutional complementarities, which is the increased efficiency as a result of a focus on a specific element of an economic system. By focusing on both the institutional and the corporate relationships, these complementarities become even more pronounced (Pula, 2018). This can work in a variety of ways. For example, in DMEs the transnational corporations present will seek to get a privileged position in order for their investment in those specific countries. Network ties have shown that this could work both to the benefit and detriment of the government (Ban, 2013). As the nature of these ties could be mutually beneficial or a result of TNC dominance over government actions. The favor is in both cases towards the TNC, but whether the state as whole profits from this arrangement is not always clear. Therefore, it adds an additional critical view on whether such an institutional complementarity is desirable as the VOC framework makes it out to be. As the trade-off could be worse in the larger picture. What is also notable is that this shows the interdependence between a TNC and the government (Appel, 2004).

The proposed additions to the VOC framework are mainly aimed at the first point of criticism, namely that the approach is too firm-centric. As established above, the interaction between state and corporate institutions are often so interlinked, that is hard to separate the two instances. Instead, it would be more appropriate if each of the government spheres has its own delineation on what it should entail (Szanyi, 2019). This way, each of the explanatory spheres could become more similar to an evaluation of certain elements. Something that is already present the in the VOC approach, but the explanatory nature focusses more on the greater picture. Therefore, each of these elements get analyzed together in a large context, while the individual context and elements are just as important (Peck, 2013). A clear classification on what each element and sphere should entail could work to the benefit of the explanatory power of the VOC framework. This is because an analysis on two scales could be realized, one on the implicit workings of each separate element in a country, and one on the overarching economic picture when taking everything together. 
This can also be used with regard to the second criticism, which is that the VOC framework would be too bloated and inclusive for clear conclusions. A clear structure on what each part of the framework should analyze can serve as a counter to this criticism. As this could allow for a revision of the VOC approach to make it more specific and less catch-all (Peck, 2013). This could even translate to a multitude of approaches with each a specific focus that could be taken together for the larger picture. It would also result in a framework where every discussed facet is maintained throughout the analysis. Current criticism focusses on parts of the approach being left behind if they are not impactful enough. An example would be certain social or cultural elements. This can be used as response to the last criticism, as the shallow application of the VOC framework to multiple countries could be strengthened. The western-oriented foundation of the capitalist systems would be less applicable and reproducible in different contexts (Bohle, 2018). As a result, these contexts in both the state and corporate structures can become more easily assessable. This would make the western bias of the theory less of an obstacle when using the VOC approach in other parts of the world. In the end, this would only aid the usefulness of the VOC framework.
1.5 [bookmark: _Toc75401334]Causal Mechanisms of the Renewed Varieties of Capitalism Framework

By choosing to look at both the role of corporations and the role of institutions, an economic system within a country can be more thoroughly analyzed through the VOC framework.  This framework is built around the notion that a certain economic capitalist system can result in a comparative advantage over other nations. This is often the result of an institutional complementarity between the instructions and networks within a certain country. The original VOC framework has shown extensively how interaction between several economic spheres allows for specialization (Hall & Soskice, 2001). This specialization and focus allow for additional returns and efficiency. This makes the present economic system more beneficial and therefore more valuable to maintain. These complementarities also create interdependencies across these spheres (Bohle, 2018). The arguments from an economic corporate viewpoint are clear. However, this also ties in to criticism of the VOC framework. Because this firm-centric approach neglects other explanations for the presence of institutional complementarities. 
This where a more state-centric approach comes in. The argument here is that there are also state government spheres that also attribute to the presence of institutional complementarities. However, the outlook is not as positive as it is from a solely economic perspective. Each element addressed by the government spheres can show the interdependence between the state government and the economic system (Schoenman, 2014). This means that there are political, social and economic interests that need to be taken into account. These interests can be analyzed by means of the government spheres. This results in the expectation that inclusion of the role of the state to the VOC framework will result in even bigger institutional complementarities in an economic system. The interdependence between the state and the economic system will create bigger efficiency and specialization benefits, but will come at a cost. Namely, that it will result in a set of social and economic problems, such as corruption, cronyism and reduced independence. All of these will also affect institutional complementarities in a country (Szanyi, 2019). As a result of this renewed research framework, it now becomes possible to create expectations for each of the six spheres in the framework below. These each have to do with creating optimal situations for economic development during an economic transition, and thus also larger institutional complementarities by extension.
[bookmark: _Hlk75400055]Figure 1.1: Research framework for institutional complementarity
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Sources: Hall & Soskice, 2001; Schoenman, 2014; Szanyi, 2019.
The first expectation is based on the notion of asymmetrical labor relations. Asymmetry in these relations allows for more efficient functioning of sectors, as the dominant party is better suited to act in the most beneficial way, leading to a better economic performance overall (Schoenman, 2014). In these asymmetric relations, the power is skewed towards the employer who can shape the labor relations without being constrained by a lot of requirements or workers’ rights that limit their autonomy. While this can be detrimental for the quality of workplace standards, the increased ability of firms to adapt during an economic transition will then result in a larger potential for economic development (McMenamin & Schoenman, 2007). This expectation results in the following hypothesis:
H1: Economic development is higher if industry & workforce relations are more asymmetrical and thus allow for more potent utility maximalization
The second expectation has to do with the historical character of corporate structure. A more traditional structure is more resistant to reforms and other changes that are implemented during an economic transition (Szanyi, 2019). This resistance will then result in firms that function more according to the traditional ways, instead of adapting to the new standards during the economic transition. As a result, stagnation may hamper economic development, which could then lead to two kinds of firms. These are the firms that adapt to the new economic systems, and those who stay behind (Paraskevopoulos, 2001). This results in the following hypothesis:
H2: Economic development is lower if firms in a country have a more traditional corporate structure.
The third expectation is focused on diversity in required skills. A greater diversity in skills leads to more autonomy for the workforce in a country. (Muller et al., 2019). This means that they can better adapt to different situations, and are less disadvantaged when reforms or restructuring is required. This is especially useful during an economic transition as this may result in low job security. A more diverse labor pool could then mean that the changing economy would have less trouble with finding suitable labor. This in turn benefits economic development (Karo & Looga, 2016). This results in the following hypothesis:
H3: Economic development is higher if firms require more diversity in labor skills and therefore more universal education
The fourth expectation is rooted in equality within networks. This expectation is the same for both inter-firm and firm-state relationships. Equal power relationships between government and other economic partners, such as countries and firms, must not be subject to dominance from either side (McMenamin & Schoenman, 2007). This causes one party to subject the other to their interests. As a result, inequality in economic development emerges, meaning that the dominant party enjoys more growth at the cost of the subordinate party. The possible disparity during an economic transition means that only the dominant actors will profit from the transition, while others fall behind (Pula, 2018). This also affects economic development as a whole. Therefore, this results in the following hypothesis:
H4: Economic development is higher if there is more equality in inter-firm & firm-state networks
The fifth expectation concerns privatization and how it is conducted. Privatization is only beneficial for economic development when it is used in the national interest (Szanyi, 2009). It must not serve specific interests or political gain. Any opportunistic usage of privatization will result in inefficient functioning of these institutions. This in turn will result in a situation where the institutions are not operating (entirely) in the public interest. Instead, it the privatization of public institutions will only benefit economic development if it is done in such a way that the whole population profits, and not a select few (Appel, 2004). Therefore, state property management must not be subject to opportunist usage in order to benefit development. This results in the following hypothesis:
H5: Economic development is higher if state property management is done on basis of their original public purpose, without any ulterior motive
The last expectation is based on increased political stability in a country during the reform period. Political stability causes the government to be a more reliable partner, as well as reducing uncertainty within a country. It also increases the capability of the government to manage the reforms during the economic transition (Bohle & Greskovits, 2009). As a result, the economic performance of the whole country increases. This results in more economic development if the government functions efficiently without structural problems (Blondel, 2001). Therefore, this results in the following hypothesis:
H6: Economic development is higher if there is more political stability in government
The hypotheses above are each based on one of the six spheres of the research framework. This research framework is the result of the original VOC framework and the additions made during this chapter. These hypotheses will now need to be tested in an empirical analysis. This will be done through a methodology that will be outlined in the next chapter.
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Chapter 2: Methodology

This chapter will consist of the method used during this research. It will begin with the aspects of the case study method; this is followed by the justification of the used sources. The last part consists of the operationalization of the hypotheses from the previous section, in the which the abstract constructs will be transformed into measurable aspects. 

[bookmark: _Toc75401336]2.1 Aspects of The Case Study Method and Case Selection

The case study method is an in-depth examination of a particular sample of a population over a specific time period. The case that is selected often holds specific importance in the greater group of cases. Next to highlighting a specific case, important cases can also be compared. This is beneficial when there are two similar cases with different outcomes. Or different cases with similar outcomes. A case-by-case comparison is can led to new insight by looking at the differences and similarities and pinpointing what the root cause is (Gerring, 2007). This can be done with both qualitative and quantitative data, or a combination of the two.
In the context of this research, the population is the group of eastern European countries that have undergone the transition to EU member state. To further understand the aspects of what makes a successful transition the focus will lie at two European Union members that have undergone a similar process from a similar position to different outcomes. These difference in outcomes can possibly be explained by subtle differences in the process. The method used will therefore contain elements of analytical narrative and comparative case study research. The analytical narrative will concern the difference in outcome between the two cases, this will focus on changes that have caused this in retrospect. The case study elements will concern the method of difference, looking at the similarities but different outcomes between the two cases, also known as most similar case study design (Gerring, 2007). The aspects discussed above will allow for the construction of a narrative in which the hypotheses will become the main focus of the research. From there, the implications from the hypothesis could clarify what has led to the different outcome between these two cases. 
Specifically, the two cases of Latvia and Bulgaria will be analyzed in the context the economic transition, why this is the case will be underlined in the next chapter. For the period of study, the developments from 1992 to 2016 are the most suitable. This is because it includes most of the transition period of the last thirty years, with the exclusion of the most recent years. Therefore, most of the data is readily available. Furthermore, this period also includes both countries for a minimum of ten years within the EU. This means that both cases can be studied accordingly in all stages of their transition. Three phases will be distinguished within the time period. The first period will be the one from 1991 until their application for membership. Then, the second period will consist of the membership negotiations and reform process until membership. This is then concluded by the last period in which the respective country is a full-fledged member until 2016. These three periods allow for context in which certain developments have occurred and can therefore be used to organize the narrative within these cases. These narratives are what has driven the developments and reforms within these countries. Thus, a change throughout each of these periods which can have implications for the development of the respective narrative, which can in turn led to subtle differences. 
[bookmark: _Toc75401337]2.2 Justification and Usage of Sources and Data

The data used in this research will consist of both primary and secondary sources. This is because of the different insights that both types will add to the research. To test the hypotheses, it is necessary that both quantitative and qualitative data are included. The quantitative data mostly consists of economic data from various organizations, such as the European Union, Organization for Economic Co-operation & Development (OECD), European Trade Union Institute (ETUI), national statistics offices and the Worldbank. The data from these sources can give a perspective on the development of the various aspects discussed in the operationalization. The qualitative data is then used to get a better understanding of the context surrounding these developments. This data consists of evaluation reports concerning the accession process to EU membership, as well additions from monitoring organizations, such as Freedom House and the OECD. The main inclusion from secondary sources will come from research articles and regional development books. This will be done in order to cover the historical context during the entire time period, as well as important events that had effect on the aspects in the hypotheses. Furthermore, the perspective that other scholars have on the developments within this time period can also attribute to this research. The combination of these various forms of data can be seen as a form of data triangulation. Therefore, the findings can be confirmed by multiple sources and will give a more detailed an insightful look into the complex nature of this research.
[bookmark: _Toc75401338]2.3 Operationalization of the Hypotheses

In the previous chapter six hypotheses were formed, these will form the focus of this research. These will be assessed for both cases. Any difference in aspects between the cases will then be portrayed in its entirety. How the aspects are measured is specified below. 

Asymmetry in labor & workforce relations is measured by looking at the influence differences in the relationships between firms and their workers. This is done by analyzing four forms of these relationships. In each of these relationships will then be assessed whether there as an asymmetry present and if this is in favor of the employers or the employees. The first of these is the influence of the workers is measured on basis of the influence of the respective labor unions. This can be assessed by the number of labor unions memberships in a country, as well as the context that the labor union operates in. The context can be determined by the amount of influence that the unions have in agreements between the government, firms and their members. The second is the amount of collective bargaining options and level of influence that this has on labor relations, as well how the structure holds on a national level. The third concerns the worker representation options available and how these are used. These forms of representative influence do not solely have to be present in structures, but the context in which they operate are similarly important. The last relationship is the financial participation, this concerns the amount of leverage that employees can have with regard to financial investment in their workplace. The main sources for this information will come from EU related organizations, such as the European Trade Union Institute and reports from the European Commission. 

Traditionality in corporate governance is measured by the number of family businesses in a country, particularly the small and medium sized businesses. This is because family businesses in a country often follow a long tradition within the established firms and are subject to a lot of informal dealings. This can be assessed by looking at the development of family businesses over time. Both the number of the family business and the context of the dealings that they have within the country can reflect on this. In this regard, family businesses are considered the more traditional firms within a country. The portrayal of family business then allows for a more general verdict on the practice of corporate governance in both countries. The primary sources that will be used are specialized research reports on common problems with family business by the European commission and OECD.

Diversity in training and education is measured by the development of the labor market within the various economic sectors. The expansion or shrinking of a certain economic sector will lead to more demand for various forms of labor. This will by extension also lead to increases or decreases in labor diversity and thereby the ability of the workforce to adapt to economic circumstances. Therefore, the interplay between the type of education given and the labor required in a country can lead to scarcity or abundance of a certain type of labor. The examination of this relationship will show the situation on the labor market and the diversity of education in both countries. The primary sources that will be used for this assessment are OECD country reports of the economies.
Equality in inter-firm and state-firm networks is measured by the amount of influence that one party has over the other. This can be the result of dominance because of an economic or political position. This can be assessed by looking at the characteristics of the networks within a certain country. This includes the nature of the formal and informal ties, the scope of the respective networks and the transparency of the different networks. All these characteristics can be used to sum up the workings of these networks and whether they benefit certain parties or are based on equal relationships. The main sources that will be used are academic articles and analysis on networks in the respective countries.

Privatization on the basis of the original public purpose in state property management is measured by the political and economic motivations behind it. There is a difference between privatization for public interest and private interest (often of a more opportunist nature). This can be done by assessing political, economic and social contexts behind a certain decision, as well as the development of the public sector as a whole. These contexts can then be used to determine the motivations behind privatization decisions. The main sources for this will be academic studies on the development of privations in the respective countries.  

Political stability in the socio-political context is measured by the number and length of governments that have been in power. Instability can lead to a premature end of cabinets and early elections as a consequence, while serving out the term can be the result of stability. Prolonged stability or instability in a country will affect development in the long term, as this will affect the reputation of the government. This in turn will make the government a less preferred partner or the country as a whole a less attractive place to conduct business. Next to the longevity of governments, the context also plays a role, as this will be used whether government shifts are the consequence of instability or have other causes. The main sources for this are political yearbooks for the dates and number of governments, as well as historical narrative books for the surrounding context.






[bookmark: _Toc75401339]Chapter 3: Empirical Analysis
The phenomenon that will be analyzed in this chapter is the difference in economic development in Latvia and Bulgaria between 1992 and 2016. These are two countries that have started their economic transition from former Soviet (satellite) states to EU member states at the same time and with similar economic circumstances as points of departure, yet their development trajectories have turned out differently. Latvia has had one of the most successful transitions in terms of reform and economic performance, while Bulgaria falls behind every other EU member in multiple domains of economic development. These divergent paths will be analyzed and explained on the basis of differences in the degree of institutional complementarity, the central causal mechanism offered by the Varieties of capitalism approach (VOC). The logic of complementarity suggests synergetic benefits arising from the interplay and interdependence of multiple economic and political institutions within a country. The institutional complementarity will be assessed on the basis of six dimensions, which can be grouped together in the corporate or governmental sphere of institutions. There is also one dimension which overlaps within both spheres. These will each be discussed in the sections below, after which the interplay of these spheres will be summarized. Each of the sections will also discuss the economic trajectories of the respective countries within these spheres. The different paths that have been taken can then be analyzed, which will result in a reflection on what the implications are for the institutional complementarities. 
Figure 3.1: Research framework for institutional complementarity
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[bookmark: _Toc75401340]Sources: Hall & Soskice, 2001; Schoenman, 2014; Szanyi, 2019.

3.1 Industrial & Workforce Relations

The industrial and workforce relations in Latvia and Bulgaria can be summed up in trade union membership, collective bargaining structures, workforce representation and financial participation. Firstly, when looking at the labor union membership in both countries, there can be stated that both countries have a relatively low union density. This has remained constant over the entire period 1992-2016, with only small fluctuations. This is because both countries saw a large drop in union membership after abandoning socialism in 1990-1991. At the end of the period the union density in Bulgaria attributes to 20% of the workforce and in Latvia this is even lower, at 13% (Visser, 2019). When looking at the functioning of the labor unions, Latvia has one labor union, who aside from negotiating power, has relatively little power in shaping industrial relations (Fuller, 2020). In contrast, Bulgaria has two labor unions, who operate separately from each other but maintain good relations. They also maintain advisory relations with the Bulgarian Socialist Party, who was in government multiple times. This gives the labor unions, aside from their power in social negotiations, also political sway with the government (Dimitrov, 2018).
Secondly, the corporate bargaining coverage in Latvia and Bulgaria are on similar levels, with 34% and 30% respectively in 2016 (Visser, 2019). The difference is that the collective bargaining structure in Latvia is much more minimalist than in Bulgaria (Dimitrov, 2018). The Latvian law allows for representation and agreements on industry, organization and regional level, but only the first two options are used. The Latvian law also includes provisions to extend specific organizational agreements to the whole industry, given that such an organization is an influential and large enough part of the sector. However, these legal provisions are hardly used (Müller et al., 2019). This results in significantly differing the social positions of workers between various private industries and also within the public sector. On a national level, the main collective bargaining element that applies to everyone is the minimum wage. However, in 2016 negotiations have started between the government, the labor union and major firms to reform the fragmented regulations to one uniform system. In practice, this means that any expansion of collective bargaining outside of the minimum wage is still far away, as reforms have been stagnant over the entire period (Fuller, 2020). In Bulgaria, collective bargaining was continued in the communist tradition and therefore saw small changes since 1992 (Dimitrov, 2018). There are three levels on which negotiations are undertaken. These are: industry, company and municipal levels. While this is similar to the Latvian levels, the major difference here is that all three levels are used and primarily serve to complement workers’ rights. There is often friction between labor unions and employers about what to cover in collective bargaining as there are no national provisions to do so. This results in a labor code that is not always interpreted the same way in negotiations. An example is that smaller corporations often forgo their obligation to include their personnel in collective bargaining as they can do so by not having any union structure. Therefore, the field of collective bargaining is fragmented in a similar way as in Latvia (Müller et al., 2019).
Thirdly, worker representation in both countries is primary done by the labor unions. These organization elect representatives which handle business on their behalf. However, this representation is not applicable in every case, as there are a lot of regional varieties. In addition to this, there are also other forms present in both countries. In Latvia, there are also forms of employee representation. This is a representative within the organization that acts on the behalf of their co-workers. Yet, only 9% of registered working places, public or private, has such a representative that is active. Something which shows that this option is not used much (Fuller, 2020). In Bulgaria, there is a similar construction. Here, the amount of employee representatives is double that of Latvia, at 20%. However, relative to the EU average of 32%, this is still not very high. The final form of representation is on the board level, but contrary to some EU members, both Latvia and Bulgaria do not have any options for workers to gain a representative on corporate boards (Dimitrov, 2018). Lastly, there is the financial participation of workers in their workplace. In Bulgaria, there is the option of employee ownership. This is a construction in which workers can opt to hold shares and become an owner of their workplace. This is a continuation of the voucher system of privatization that was used in the 1990s. Despite the long usage of employee ownership, it is not a popular option under workers. Instead, shares are often bought by executives (Visser, 2019). Next to this, there also the option to establish cooperatives, something which exists as part of the Bulgarian tradition and is thus used in a more common fashion. In contrast, Latvia does not have any forms of employee ownership. This form was abolished after independence in the 1990s. Rather, there is no dominant form of financial participation except from acquiring them on financial markets. The only exception to this is that cooperatives exist in Latvia, but they are relatively rare on a national scale (Mygind, 2012).
[bookmark: _Hlk75400153]Table 3.2: Overview of National Labor & Workforce Relations
	
	Latvia
	Bulgaria

	Trade Union Influence
	Low
	Intermediate

	Collective Bargaining
	Fragmented
	Fragmented

	Worker Representation Options
	Rarely used
	Sometimes used

	Financial Participation
	No employee specific options
	Some employee specific options


Sources: Dimitrov, 2018; Fulton, 2020; Müller et al., 2019; Mygind, 2012.
From the above figure, it can be stated that both Latvia and Bulgaria have relatively asymmetric industrial and workforce relations. With the situation in both countries being better for employers than for employees, however it cannot be determined whether this leads to more economic development, because of the small differences between Latvia and Bulgaria. Additionally, this has to do with the nature of the relations, which can both positively and negatively affect development. This also means that the hypothesis is rejected, as there is no indication that more asymmetry in labor relations results in more economic development in either country.
[bookmark: _Toc75401341]3.2 Corporate Governance

Traditional forms of corporate governance can best be defined by the oldest forms of corporations. Next to state owned property, family businesses in a country often have a long history and have a specific culture within them. Both Bulgaria and Latvia have a significant number of family businesses within their borders. In Bulgaria, 70% of registered firms can be considered family business, while in Latvia this is 58%. In comparison with other EU member states, Bulgaria is around the average of 73%, while Latvia is among the bottom three (only Sweden and Lithuania have lower percentages) (European Commission, 2016). The large majority of family businesses are small and medium sized firms, however some large firms exist in both countries. When looking at the legal definition of family business, both countries have different qualifications of what it entails. (European Commission, 2016). The Bulgarian definition is that it must be run by at least a second-generation family member or that these persons must at least be a majority owner. While the Latvian definition is that the family must completely own the firm. In addition to this difference in conception, another difference in these countries lies in the conduct and regulations in these countries (Austrian Institute for SME Research, 2009). Both definitions allow for considerable leeway for families to enact power over the firm, resulting in a rather strict grip. This, in combination with the low amount of influence of other bodies of representation allows the corporate structure to be regulated primarily by legal provisions, such as transparency requirements (European Commission, 2016).
The Bulgarian regulations on family business is rather open, particularly on financial transparency. Therefore, family businesses do not have to give financial information to external parties and are reserved on these matters. Nonetheless, government data shows that the main financial sources are family savings and loans from relatives. By being predominately reliant on close partners, it can be noted that Bulgarian family businesses are averse to financial dependency on external financial partners and the transparency that comes with it (Austrian Institute for SME Research, 2009). This is also a continuation of the tradition that comes with family business in Bulgaria. Because of their reserved nature, there also a limited interest from national (public) financial observers. Instead, family businesses are viewed as an extension of family privacy and therefore subject to little scrutiny. There also the Bulgarian family business association, which functions as a representative of groups of firms that have specific issues and interests to address (Mygind, 2012). Another aspect of Bulgarian family business is that they do not necessarily account for family subsistence. This means that the family often has other side activities to sustain itself apart from running the firm. An estimation is that only 40% of family business in Bulgaria fully sustain the family that runs it. In the other 60% of the cases, there is some side-activity that the firms partake in or at least have some connection to. (Austrian Institute for SME Research, 2009). 
The situation is different in Latvia, where family businesses do not have a prominent role in society as they have in the Bulgarian culture. The contrast here is that family businesses are not seen as an extension of tradition, but rather as part of the transition process. Therefore, family businesses were only (re)established in the 1990s. This allows for a different treatment within society, as they are seen solely as an economic entity and less as an extension of family dealings (OECD, 2017a). Something which is also reflected in the regulations, which are less forgiving and open than in Bulgaria. Family businesses are not treated as a specific type of firm and are also not represented as an interest group. Rather, the aspect of family business is seen as a detail and not something important. These firms must meet the same demands for transparency as every other firm and are monitored in the same way as every other corporation. This is formally the same in Bulgaria, but informally different. This position as common firm has led to family businesses often modernizing their executive structure to meet government and EU standards. Any traditional role of family business is thus not present in Latvia. Therefore, family businesses start out in a similar position as every other firm in the country (European Commission, 2016). 
The way family businesses operate in both countries shows the ability and regulations of these different countries to modernize their corporate governance structure. While Bulgaria seems to be more traditional in the sense that family businesses need to be preserved, Latvia does not share this sentiment. This leads to different economic visions on these firms, and by extension on corporate governance. In Bulgaria, family businesses enjoy a certain informal leniency with regard to economic transparency, as well as having a representative body. This gives them a different position than non-family businesses (Austrian Institute for SME Research, 2009). In Latvia, this difference does not exist, as all requirements and rules apply to all firms in an equal manner. Therefore, the modernization process of firms towards EU standard is further developed in this country. Furthermore, it also indicates that the position of family businesses in these respective countries allows for different developments in national corporate government structures (European Commission, 2016). This also reflects on the economic development in these countries, as more modern corporate governance structures benefit the development. Thus, it can be stated that more traditional forms of government negatively impact the development in these countries. This means that the hypothesis is accepted on grounds of these results.
[bookmark: _Toc75401342]3.3 Vocational Training & Education

When looking at the education in Latvia and Bulgaria, it is important to assess the division of labor in various sectors of the economy. From there, the division in high and low skilled labor within a country can reflect on the potential for economic development. Firstly, when looking at the division of labor in Latvia and Bulgaria there are three sectors of note. In Latvia, the largest share of labor is working in the services sector at around 68%. The second biggest sector is the industrial sector, in which around 23% of the workforce is employed. Lastly, the agriculture sector has around 7% of the jobs in the country (OECD, 2017b). The situation in Bulgaria is different, with 63% working in the in services sector, 30% in industry and 7% in agriculture. These numbers apply to the formal sector only. In addition to formalized forms of labor, there is also a sizeable informal sector in both countries. Bulgaria has the largest informal sector in the EU, at 30% of GDP, while Latvia is fourth at 23% (Romania and Estonia are in between) (OECD, 2017b). In Bulgaria, informal labor is estimated to be construction work (35%), agriculture (17%), small retail (13%), personal services (13%), with the rest (22%) being mostly seasonal tourism related jobs (OECD, 2021). For the Latvian informal sector, no such estimations are available, but informal activities are projected to be primarily low-skill construction jobs. 
Secondly, when looking at the education level in both countries, there is a similarity in the proportion between low and high skilled education. In Bulgaria, about 83% of the workforce has completed secondary education, compared to 88% of the Latvian workforce (Bergseng, 2019). These are two of the highest in the EU, and is considered the minimum qualification for entering the labor market. The continuation from secondary to tertiary education is 17% in Latvia and only 3% in Bulgaria. These numbers exclude students that study abroad (OECD, 2016). This also reflects in the employment rate in both countries. In Latvia, 88% of people, either with or without tertiary education find jobs, while in Bulgaria this is only 67%. A final remark is that both the workforces of Latvia and Bulgaria are shrinking due to emigration to other EU member states. These emigrants mostly concern high-skilled laborers that are unable to find a suitable job in their own country. This affects their future in both countries, opting instead to find a job in other EU members that offer more perspective and certainty (Bergseng, 2019).
From the above information can be observed that both countries have a mismatch between the education in the country and the demand for jobs. Especially in Bulgaria, the most jobs in the country require low-skilled labor. Therefore, there is less incentive to pursue higher education. Instead, those who do so often study abroad in order to create a foundation for their chosen profession in another part of the EU and find a job there. This is also true for Latvia, but as this country has a bit more demand for high-skilled labor, the problem is less stringent here (OECD, 2021). Another factor is the large size of the informal sector in both countries. Informal labor is often low-skilled, and the presence of a large informal demand for low-skilled atop the formal demand, further affects the already low demand for high-skilled labor. While this attributes to a larger diversity for low-skilled labor, these are not the jobs that have the most effect on economic development (OECD, 2017b). While the market for high-skilled labor seems saturated in both countries, this does not have to be the case in the future. If this happens, then both Bulgaria and Latvia would encounter scarcity for these high-skilled labor positions. In the current economies, high-skilled labor is only employed in the public sector and in some aspects of the services sector. The agriculture sector in both countries is almost completely dependent on low-skilled labor, and the industry sector often has their high-skill labor subsidiaries in other countries. Therefore, the diversity in high-skilled labor positions is rather limited. The creation of these jobs in a country is fundamentally important for further economic development. This means that this will most likely be a detrimental factor for the development of the economy in both Bulgaria and Latvia (Bergseng, 2019; OECD, 2016).
[bookmark: _Hlk75400250]Table 3.2: Overview of the Labor and Education Diversity 
	
	Latvia
	Bulgaria

	Formal Labor Market Diversity
	Some high-skilled, mostly low
	Predominately Low-skilled

	Education Diversity
	Both High and Low skilled
	Predominately Low-skilled

	Informal Labor Market Diversity
	Predominately Low-skilled
	Predominately Low-skilled


Sources: Bergseng, 2019; OECD, 2016; OECD, 2017b; OECD, 2021.
The diversity of labor demand in both countries is two-faced. On the one hand, both countries enjoy a large diversity of low-skilled labor. This is due to the nature of their economy and the presence of a large informal sector. But on the other hand, the diversity of high-skilled labor positions is rather limited. This mismatch between supply and demand for high-skilled labor will impede the position of these countries to further develop in the future. Of the two, Bulgaria is worse off and will see considerable challenges with regard to economic development. Thus, there can be said that a greater diversity of labor will result in higher economic development. This means that this hypothesis can be accepted based on these results.



[bookmark: _Toc75401343]3.4 Inter-firm & Firm-State Networks

The difference between state-firm and inter-firm interactions in Latvia and Bulgaria is determined by the level of closeness within network structures. In this regard, closeness can be both formal and informal ties between corporate and state institutions. These two countries have varying approaches to the way they conduct their ties and interaction within a network. How these interactions and relationships were established has to do with tradition and power relationships. The interplay and distribution of formal and informal relationships is also dependent on the amount of transparency and political decision making. This differs significantly between the two countries (Schoenman, 2014).
In Bulgaria, there is a mix between formal and informal ties. But when looking more closely at the interactions, it becomes apparent that the informal ties are more significant in determining the relationships within networks. This has to do with transition process in Bulgaria. In the beginning of this process (1992), the state was still the determining factor in shaping the economy and firms within. Therefore, the people close to those in power often had links with state-owned enterprise. Outside of this, there were a few groups of industrial firms that maintained formal supply relations, but the network of interactions was mostly limited to these small clusters and the big state-led concentration of interactions (Kolev, 2012). This changed during the transitions, during the 2000s there were three main types. The first kind were industrial clusters of firms that operated on an equal, formal basis. The second type consisted of holding companies that tried to integrate firms within a single organization, these mergers were mostly done on a formal basis, but the negotiations and relationships were mostly build on an informal foundation. The last type consists of privatized companies that were considered strategically important (Scholz, 2008). Of these three types, the latter two had a strong informal relationship with state actors, as they were mostly political allies that enjoyed strong relationships on a personal level. This resulted in informal dealings that were almost impossible to follow by observers, this complete lack of transparency was considered to come from the construction of networks that were formally in-line with legal regulations, but informally much more extensive than was visible on the surface. Towards the end of the 2000s these state-led networks began to fade, with smaller isolated clusters of firms emerging in its place. While any formal ties have since then faded, the expectation is that the informal ties have not. However, this has yet to be confirmed by any studies. Given the traditions and the lack of transparency this is difficult to pinpoint. These remaining small clusters of firms, have almost no interaction with other clusters, which has resulted in cooperation on a national scale being limited (McMenamin & Schoenman, 2007).
In Latvia, the inter-firm and state-firm relations were mostly conducted on a formal level. This was done because of a strong desire to establish a new economic system. Therefore, the restructuring of the economy was subject to extensive monitoring by independent agencies, both national and international. This led to a high level of transparency in the network ties between the state and firms. This was necessary to facilitate the shift from the dominant role of the state in the economy to a more intermediate factor between the firms. As a result, most ties that were established between firms and the state were similar to EU standards (Schoenman, 2014). This resulted in less corruption and people in conflicts of interest were removed from functions. Despite these improvements, corruption levels in Latvia are still above the EU average. The newly established firms in the country worked together in small clusters in their respective sectors, these inter-firm relations can be described as having a competitive nature, meaning that the dealings were only conducted on a formal level, and only when necessary and mutually beneficial. This was to prevent any knowledge spillover, personnel transfer and other factor that could negatively impact their economic position. The absence of informal dealings and formal transparency was only strengthened by the aim to meet EU standards in order to become a member (McMenamin & Schoenman, 2007).
[bookmark: _Hlk75400272]Table 3.3: Characteristics of inter-firm and firm state networks 
	
	Latvia
	Bulgaria

	Network scope
	Narrow
	Narrow

	Nature of network ties
	Mostly formal
	Mixed between formal and informal

	Transparency
	Similar to EU standards
	Below EU standards


Sources: Kolev, 2012; McMenamin & Schoenman, 2007; Schoenman, 2014; Scholz, 2008.
The difference in the nature of the network ties and dealings in Bulgaria and Latvia has resulted in large differences in transparency and cronyism. However, they are also similar in the regard that this has both left these countries with a collection of firms that operate as small isolated clusters. These rather narrow networks contribute to less collaboration and greater vulnerability to economic currents. The difference is that in Latvia, these firms can fall back on formal ties with the government that are transparent and serve as a safeguard. In Bulgaria, this is mostly informal, leading to opaque dealings without any formal influence for the government. From these findings it can be stated that formal dealings are better for economic development, because they are a more reliable and transparent foundation. Therefore, it can be stated that less informal dealings in inter-firm and state dealings attribute to a better position for economic development. This means that this hypothesis is accepted based on these results. 



[bookmark: _Toc75401344]3.5 State Property Management

The handling of state property has been handled differently in Latvia and Bulgaria. This started with the context in which privatization was enacted. In Latvia, privatization was seen as being the key to breaking with their Soviet past. Therefore, there was consensus that it was a necessary good to begin with. Privatization was a reset for the Latvian majority, which has been treated differently from the sizable Russian minority during the Soviet years (Pula, 2018). The context was rather different in Bulgaria, where proponents and opponents of privatization were equally split, which lead to a half-hearted approach to privatization. One government would incentivize privatization, while the next government would go back on previously passed reforms in order to preserve state ownership. This caused the privatization process to be full of problems and there being a constant struggle on whether the path taken was the right one (Szanyi, 2019). When looking at the private share of the economy, both countries follow a similar trend. Starting at 25% in 1992, developing to around 75% percent in 2016. This similar trend is an indication that both countries saw an almost equal growth of their private sector over these 25 years. In contrast, the share of the public sector decreased from being the largest part of the economy to only a small part of GDP (OECD, 1998; Mygind, 1999).
The major difference in state property management is the approach between the two countries. In Latvia, the approach to privatization was done through a mixed system. In this system, about 18% of state-owned enterprise was leased to insiders. Who gained control for a period of five years, with a commitment to improve and safeguard the functioning of the enterprise for the Latvian people. If this was unsatisfactory, the lease could be cancelled (Szanyi, 2019). The largest share of enterprises (75%) was sold to investors through vouchers or auctions. The remaining 7% remains in government ownership (Mygind, 2012). An important aspect of these privatization is the small role of foreign investors. Only 13% of the firms were sold to foreign investors, because ethic Latvian investors were given priority (OECD, 1998). This resulted in predominately Latvian ownership, which was in some cases supported by foreign credit. This influx of foreign credit was monitored by government bodies and was subject to financialization transparency checks (Mygind, 1999). The Bulgarian approach to privatization was notably different. This can be divided in two main systems. The first one was voucher based, this included means for Bulgarian nationals to invest.  A system which also included provisions for foreign investors, which could also buy these vouchers if they familiarized themselves with the conditions and integrated within the Bulgarian economy. This led to over 40% of privatized enterprise being owned by individual investors (Szanyi, 2019). The other privatization system was government-led restructuring of state-owned sector, something which transferred state ownership to newly established state enterprises. The idea behind this was the alter the power distribution within a specific economic sector and put the old nomenclature out of power (OECD, 1998). However, this negatively impacted the privatization drive as this reversed previously taken plans. Another concern was the transparency of the entire process. Both types of privatization only took place within a limited circle of people. Insider privatization made it difficult for other parties to gain access to this system. This led a concentration of privatized property to selective parts of the population, while formally being available to every Bulgarian citizen (Pula, 2018).
The difference in context, foreign dependence and privatization practice resulted in a different outcome in Latvia and Bulgaria. The former country pursued privatization out of social, political and economic interest, while the latter was divided over the issue. This led to diverging practices on the basis of different interests. While in Latvia the government wanted privatization to be a tool that would be beneficial to ethnic Latvians, the Bulgarian government saw it more as a means to serve selected interests (Szanyi, 2019). This is also reflected in the transparency of the process. The Latvian privatization process was monitored, while in Bulgaria, shadow constructions where also created in order to make sure that assets transferred into the hands of political allies. This difference in conduct shows that the intention and motivation behind a process or decision matters, both on a political and a social level. The economic benefits from the privatization process were larger in Latvia because the process was conducted better (Kuokstis, 2011). This in turn was the result of the intrinsic motivation and context within the country. This motivation was less strong in Bulgaria, causing other interests to gain priority. This ultimately, reduced the economic benefits of the privatization process (Pula, 2018). As a result, it can be stated that state property management results in more economic development when it is done out of an authentic motivation, instead of rent-seeking or private interests. This means that this hypothesis is accepted when looking at the results from the difference in conduct of the privatization process in Latvia and Bulgaria.
[bookmark: _Toc75401345]3.6 Socio-Political Context

When looking at the political stability in Latvia and Bulgaria, it becomes apparent that the two countries share a similar pattern in government longevity. In the 25 years between 1992 and 2016, both countries have had a lot of different cabinets. Latvia has had 19 governments with an average length of 16 months (Political Data Yearbook Interactive, 2015; Sonntag, 2015). In comparison, Bulgaria has had 13 governments with an average length of 23 months. Both countries thus have an average government length under two years. In a political system where the length of the parliamentary term lasts four years, this is not even halfway. Early elections are therefore not a rarity in both countries (Political Data Yearbook Interactive, 2015; Sonntag, 2015). However, there are some differences between the political systems that contribute to this rather low average length of cabinets in these countries. Firstly, the Latvian political system has fixed election dates which are held separately from early elections. This means that if early elections are held because of political paralysis, the regular election date will not change. Thus, this results in parliaments with terms that can be as short as two years, because the early elections are held halfway through a regular term (Blondel, 2001). The second difference is in the Bulgarian system, in which caretaker governments are appointed if elections result in no new government being formed. The incumbent government is then replaced to ensure independent conduct of the second round of elections, this is a necessary requirement of the Bulgarian electoral law (Gallagher et al., 2011). These two differences in these countries contribute to governments with a shorter lifespan, which in turn affects the number of governments that are in place during a period of political instability. [bookmark: _Hlk75400323][bookmark: _Hlk75400324]Figure 3.2: Timeline of the Latvian Governments 1992-2016
[bookmark: _Hlk75400340][bookmark: _Hlk75400341]Figure 3.3: Timeline of the Bulgarian Governments 1992-2016

When looking at the figures above, it becomes apparent that the governments in Bulgaria more often serve out their entire term, and that the lower average is mostly the result of the four caretaker governments (Indzhova, Sofiyanski, Raykov & Bliznashki), which each served between two and four months. Latvia has not had a single government complete the regular four-year term. Another contrast is that Latvian governments are more often a continuation of a previous administration (Gallagher et al., 2011). There are five Latvian prime ministers who have more than one cabinet, while there is only one Bulgarian prime minister with more than one cabinet. The Latvian governments are therefore more often a continuation, while Bulgarian governments are often entirely different from the previous one[image: ][image: ] (Political Data Yearbook Interactive, 2015; Sonntag, 2015).Sources: Political Data Yearbook Interactive, 2015; Sonntag, 2015.
Sources: Political Data Yearbook Interactive, 2015; Sonntag, 2015.

Next, the number of early elections is also a factor in political instability. Latvia has had two early elections (1995, 2011), compared to five in Bulgaria (1994, 1997, 2013, 2014, 2017). These early elections were in both countries the result of persistent political instability, in which elections were seen as the only outcome (Pula, 2018). The difference is that in Latvia, a collapse of government does not have to lead to new elections. There is also an option of trying to create new majorities in the existing parliament, thereby circumventing early elections, which are seen as a last resort. In Bulgaria, the collapse of government almost always leads to new elections, which are seen as a necessary reset from the existing stalemate (Gallagher et al., 2011). Another difference is the party landscape between the two countries. In Latvia, the parties in government are often a continuation of existing parties that have fused together because of declining electoral support, this results in a long tradition of parties that has held power in various forms. In Bulgaria, the lifespan of political parties is shorter, with the exclusion of the socialist party, which is a continuation of the former communist party, all parties that were previously in power no longer exist. This means that political parties lose political support after one or two terms, and are then no longer able to survive. Thus, new political parties are created every election to fill this gap of support. This has resulted in different political parties holding power every electoral term (Gallagher et al., 2011).
Understanding the political stability within Latvia and Bulgaria is not straightforward. On the one hand, both countries have had a lot of different governments over these 25 years. But the patterns and context in which these have happened are more important than these numbers. The main difference between these two countries is that the Latvian system is more consensus-based and rooted in political tradition, while the Bulgarian political system seems to have various life-cycles in which different political parties exist to hold power for a short amount of time (Blondel, 2001). Therefore, Latvia is more politically stable over the entire period, while Bulgaria has had its ups and downs. This political stability has affected the reputation of the country and thereby the economic performance. Over the entire period, Latvia has profited more from political stability, while Bulgaria could only do in specific years. This is reflected in the economic development of both countries. It can thus be said that higher political stability leads to more economic development. This means that this hypothesis is accepted on the basis of these results.
[bookmark: _Toc75401346]3.7 Institutional Complementarity in the Corporate & Governmental Spheres

After having discussed the situation in Latvia and Bulgaria in light of these six dimensions, the effect of corporate institutions and governmental institutions on economic development becomes clear. 
Regarding the corporate sphere there can be said that the labor relations in both countries were more skewed towards employers and thus more asymmetrical. However, the effect of this on economic development is ambiguous, as there were almost equally positive and negative consequences. Next, the corporate governance structure in Bulgaria was more traditional than in Latvia, which has had a negative impact on their development, as it led to a more conservative approach to reform. Finally, it can be stated that both Latvia and Bulgaria have more demand for low-skilled work. This makes their labor market less diverse and results in less opportunities for high-skilled workers which are vital for further economic development. This problem is the worst in Bulgaria, which negatively affects their development in the long term. 
Regarding the governmental sphere there can be stated that there are more informal ties between firms and between firms and the government in Bulgaria, which negatively affects their economic development. Next, there can be said that the purpose and motivation regarding privatization was more in line with the original intent of the process in Latvia. This affected the economic development of this country in a more beneficial way than in Bulgaria, where this was less the case. Finally, the political stability in Latvia was much stronger than in Bulgaria during the first twenty-five years of their independence. This positively affected economic development in this country.
The differences in the corporate and governmental spheres resulted in two divergent paths from the same starting point in 1991. These paths were shaped by the ability of both countries to adapt. This ability was much stronger in Latvia. Therefore, the economic development was also much higher in this country. This was the result of higher institutional complementarities that were formed during this process. Latvia could profit from these institutional circumstances because they were better suited to the reforms during the transition. Bulgaria underwent the same process, but its institutions proved to be more resistant to the reforms and change during the economic transition. This, in combination with the smaller room to adapt led to less institutional complementarities and thus less economic development. 
There are also synergies between the two countries, some economic struggles have had similar outcomes. Firstly, both countries did not have ideal level of labor diversity in the economy. This resulted in difficulties during that the economic transition in various economic sectors that required high-skilled labor. Therefore, Latvia and Bulgaria could not stimulate development accordingly during the economic transition period. Secondly, both countries also had equal level of asymmetry in their labor relations, however this played less of a role in the economic transition as the effect of this characteristic did not prove as influential as expected. But, the similar conduct of labor relations did not lead to any advantages in the economic transitions either.
[bookmark: _Toc75401347]Ultimately, the larger presence of flexible institutional complementarities in Latvia gave that country a larger ability to adapt. This resulted in a more successful economic transition in that country. 

Conclusion
This thesis sought to explain the differences in development in the transition of Latvia and Bulgaria. This was done to answer the research question: What explains the difference in economic development in the economic transitions of Latvia and Bulgaria?  With the insight that has been gained in the previous chapters, there can now be stated that these differences can be explained through the varying presence of institutional complementarities. The political and economic institutions in Latvia function better as a result of more fundamental interplay and relations between them. In Bulgaria, there are more fragmented relationships and less efficiency in the interaction between institutions, which results in worse potential for reform and development. More specifically, institutional complementarities have been split in two categories, corporate and governmental, which concern private and public institutions respectively. Within these two categories six hypotheses have been formed in order to validate whether certain institutional characteristics positively affected economic development in a country. The presence of multiple characteristics together would then result in institutional complementarity, which would give the countries that possess this, an advantage over those that do not.  
Of the six hypotheses it became apparent that Latvia has a more modern corporate government structure that is less dependent on traditional norms and a more diverse labor market and education pool, compared to Bulgaria. In addition to this, Latvia also has had a more authentic motivation as foundation for its approach to privatization, more formally based network ties, and more political stability, compared to Bulgaria. These institutional benefits resulted in a larger institutional complementarity, which in turn allowed for more economic development to take place in Latvia. This was the result of synergies between the different institutions and economic sectors that reinforced the potential for development. Bulgaria lacked these benefits, and was not able to achieve the same level of institutional complementarity, and thereby the same level of economic development. This is what explains the difference between these two countries and why their outcomes of the economic transition process are so different. A final remark is that this was also done with asymmetrical labor relations, but it remains unclear whether this institutional characteristic truly affects institutional complementarity and by extension this research. 
By choosing institutional complementarities as the approach to this research problem, it becomes possible to hold specific phenomenon in a different light. More distinctively, the approach was taken because evaluation of the institutional capacities of certain countries can pinpoint aspects that were otherwise left out. When an analysis of a certain phenomenon is being set up, the focus often lies on certain economic or political aspects, which further explains how something came to be. Institutional complementarities are different from this because they take the sum of institutions within a country. The relationships and interactions that stem from this can form a more cohesive portrayal of the phenomenon studied. Additionally, it can also help to compare fundamentally similar cases that have different outcomes. With regard to the results, the hypotheses above are only interpreted and tested in this specific context. There may also be counter claims that could be omitted during this research. For example, this study focusses on the negative effects of traditional corporate government structure on economic development, but in other cases positive effects can outweigh the negative effects. The same can be said for diversity of education, equal power relationships and asymmetric labor relations. The latter has had an ambiguous role in this research and may be more influential in a different context.
In the broader theoretical perspective, there are a number of points that can be reflected on. The first point is that this research demonstrates the versatility of the varieties of capitalisms approach. By combining this mainly economic approach with some political and social elements, it serves as a foundation for comparative research. The applicability was shown in this comparative case study of the Bulgarian and Latvian institutional framework. It becomes possible to apply this to other cases as well, if the VOC framework can be modified with additional aspects. This, in turn transforms the VOC into a toolkit for comparative research topics. Another point is that this research can be used to set the spotlight on institutional characteristics of a certain country. Structural national problems are often more complex than economic or political analyses make it out to be. The focus should therefore not lie on a specific aspect of a countries economy or political system, but rather how these and other institutional traits interact. This is especially important for the EU reform agenda that all member states have to follow. Because these reforms are often seen as remedies for problems that member states deal with. Instead, the focus should lie on the structural effects that these reforms create, this can be done by putting the emphasis on the institutional characteristics of the countries in question. A third point is that there is not one uniform approach to economic transitions. The large reform procedures are not created in a way that one approach works for every state. Instead of one common approach to transition, there should be multitude of approaches. An example would be that Bulgaria would have benefitted more from a specific approach to corruption and informality.
Another point that must be reflected on is the very nature of comparing capitalisms. This can be seen as an inherently political act. Hence, the view that is created with the comparison of two countries is done from a certain perspective. Therefore, it is important to consider where the researcher is coming from. The same is true for the normative orientations of contributions and sources that are used for comparative research (Orzeck, 2012). To mend some of these biases Bruff (2021), advocates for juxtaposing cases instead. This could benefit the findings in this thesis. As it would allow for a more diverse interpretation of the relations, instead of reproducing the same orientations as the author (Bruff, 2021).  This would also help to see the transition process both countries have gone through in contrasting views, as there is not one way to view and study these complex processes in their respective countries.
 This research has unfolded as a compelling contribution to the VOC framework and comparative analysis in general. This is mostly the result of the combination of social, political and economic elements in the research framework. Five out of six hypothesis have been confirmed, which is a reflection that this framework fits the research goal. The sole hypothesis where an effect was unclear could be addressed to being a poor fit with the institutional context, or being an off-target aspect of the labor relations in both countries. The data collection process is entirely reliant on written information. While these sources were abundant, it was difficult at times to find the right details in very large rapports of text. Therefore, it could be possible that not all available information made it in. It is also important to mention that this research could have benefitted from other forms of information, but time constraints have made this difficult to realize. Overall, it can be stated that this research has been a success.
There are also some recommendations that can be made for further research. Firstly, to further verify these findings, it would be good to widen the comparative nature of this research. This can be done by doing a similar analysis with all EU members states that have a former soviet or communist background. Then, if the findings hold true, they are then applicable to a larger group of countries. Thereby yielding more theoretical and practical depth for future transitions of countries, and even for new prospective EU members in the future. Secondly, this research could also benefit from additions from other sources, such as interviews with national officials and experts. This could add different aspects that could have been omitted in this research. 
Ultimately, this research has shown that institutional structures and characteristics are the foundation for change and reform in countries. Thus, the complementarity that results from the sum of these institutions is what affects and changes outcomes of economic transitions.
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