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ACCELERATION OF FOREIGN-TRADE RELATIONS -
CHANCE FOR THE CZECHDSLOVAK ECONDMY?

I. Intreoduction

In the course of last twe years practicslly &all the
Europearr countries connected with & common  politicsl
perspective during the period of fTour decades, as well as
with +the centrally planned character of their economies,
have underaone principal changes, While  analysts,
epecialiste in national economy and peliticiane are rackinag
their brains where, i.e. in what direction the economies and
politics in this part of the world are develoring, and what
it wil)l bring for the world ecornomy, just a little space is
given tﬁssearching for the answer to the question concernineg
the baceic causes Tor this histeorical change. SBocialiet
gconomy found iteeld inm crises in spite of the efforte for
dts reform which have been going on since the late fifties.
None of these reforms, however, managed to produce lono-term

satisfactory results,

In the CSFR and other neighbouring courntries, failure of

the economic reforms to date is being extensively discussed.



There are various views ef the causes, including the
question whether the peolitical structures in power were
involved &t &ll in reforming or if the present-day nature of

socialist economy may be reformed.

The findings so far confirm the idea that this is the
case of a more extensive crisis rather tham an economic one,
and itse =clution is closely conmected with dealing with a
lot of political problems, which were neglected and put
aside, further with removing the recsidues of totalitarian
regimes. with the development of democracy amd a rpluralistic

society.

It is from this point of view that the contemporary
changes in Eastern Eurcope copen up space for radical_economic
reformse and a faster tranesiticon to a markei economy. its
success is going to be sffected in each country by the

iriitial situation of domestic economy.

My intentionm ie toc indicate chief factors, which may
act as retarding or atcelerationg factors on tﬁe de;;lapment
of the Czecho-8lovak national economy. This is, by no means
a simple tacsk (in  the periecd when "“the residues of the

politicxl system breaking to pieces canncot be sesn because

of the dust covering it").

Moreover, it is understandable that & wide range of
ecopomic problems, &5 well as & part of the terminology used
in the countries developing on completely different

s0OCcio—economic bases, are found by economists &nd
2



trheoreticians as something new and strange. In spite of this
it assumed that the present factography and my views may
etimulate the interest in real historiceal procecses going on
~in Central Eurore and which may effect the position of this
continent within the world economy in near future. The parer
deale with the analyesiszs of the selected irnternal and

“ternal conditiong for the CBFR’'s possible return  among
advanced economies and & draft of the economic reform

scenaric proposed.




I11. Internal conditions

We are heading for the road that has never been
walked <through'by anvyone and some have already
managed to get stuck in it. However if we want to
return to & technologically advanced world not as
the poor relatione, bhowing in bumiliatiocr and
sqeering & cap under their arms, but as equal and
prosrpering  paritners, we have 1o creste crucial_
pre—conditicne if our intentions are to come true.
{Hzsic features of the CSFR strategy in the pericd
of transition from the centrally elanned economy

to the m&rket one, Prague 1990).

A =udden collapse of the East Eurepean countriese’ poli-
tical esystems has resulted in  the rise of & new sehse  in
develoring economic cooperation between East armd West.
Well-known periodicals and prognoses of leading experts on
"Exst problems" abound with various views of the development
of cooperation of the two economic bloces facing each cther
and individual countries of the hitherte completely

different political systems.

Some of these forecasis are imbued with considerable
optimiem, other are rather careful,and they point to a still
vague tendency of merely gradual increase in mutual trust

in thg ecornomic ephere. Just a few out o0F the thousands of




entrepreneurs who vieited our country on business were,
however, able to understand that in the course of four
decades, the CSFR pursued the course, whith, aided by a
sophisticated political system, suppressed something in man
that had been accumulated in the course of almost & hundred -
vyear development: from the times of industrial revelution
down to the scientific and technelogical revolution, with
ite favourable, & well as shady sides. A gradual wind--up of
material ircentives, continucous efforts for the implementa-
tion of political slocgans and universal equality, imposition
of the one-rarty moncroly in power, etep by step, mansgsd to
eradicate the priorities from our national economy that are
brought by economic competiticon, the law of the market, the
continpuous fight Afor competitiveness and an efficient

activity of each firm and ite employees,

Gradually, the world becomes persuaded that in spite of
& general econcomic backwardness, Czecho-Eiovakia has a
supply of mainly intellectusl abilitige at their dispoesl.
but when convironted with other East-block countries, with a

number of other comparative advantages. They are ae follows:
LY

1. & long-term imdustrial +tradition
2. highly-educated labouwr force, For whem the favourable

entrepreneurial boom expected means a powerful motivation

L7 |
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further, an advantageous geographical location connected

with a bhuge histeoric and cultural wealth.




Key figures in 1989

Table No 1

GNP ($ bn.) 41.5 70.9 29.0 50,7 2.8 1Z&B.0
GNF agrowth (%) -0, 4 -1.5 0.5 - 2.4 -2.5
Fopulation (mn.? e.% 23,2 1.6 15,6 37.9 293, 0
GNF capita (%) Q&6T JO5E 2762  IZ2E0 1578 4297
Inflation (%) - - 17.0 - &40, 0 -

Exports (£ bn,) 2.5 &, B &2 5.8 E.S 26,0
Imports (§ b .5 5.0 5.6 S, b 7.7 J2.5
Trade balance (fbra—1.40 1.8 0.6 0,2 (O = —5, 5
Current acec. (¥ bn) -1,5 1.5 -0.% -0.& -0. 5 4,5
Liebt (¢ bn.) 10.8 0.3 20,0 7.9 41.4 =2, 4
Debt in % GNF 26.0 0.0 &9.0 15,6 &9.2 4,2
Lebt/export 4.5 0.0 3.2 i.4 4.9 2.0

a2/ It should be noted that the difference in ONFs with the
West will idncresse if lecal currencies are devalued
further vie—-a-vie the U.S5., decllar, At the same time, the
dgekt ratice will be under increacsed pressure.

Source: Economist Intelligence Unit, WIIW.

The CEFR'e industrizal capacity méde it one of the
leading countries in the world, In the course of the last
twenty vears, hovever, the structural profile on the level
of the sectore in the economy diverged from a& typical
structural profile, and its development in the

process of economic development, connected with the naticnal

character of the market economy. AN excessive weiaht of




importance of manufacturina indust?y is documented in Table
No 2, ‘indicating the share of the selected total resources
flowing into +the industrial (manufacturine) sector., in
comparison with advenced capitalist countries,

Share of Industry in Production Resources and Creation of

Gross Domestic Froduct (GDP) in the B0 s (in percentage)i/

Table No 2

CEFR O major industrisl
countries

employment g 25
Energy &G =7
investments 35 24
import 87 40
GIF creation 37 28

Source: Round—-up Frognosis of Develepment of the Czecho-
Slovak Economy up to the Year 2010, Prague 1989.

1/ The share of enagireering in GIF formation ie estimated at
1& per cent {(major industrialized countries: 7 — € per
cent), services 8 - @ per cent (in comparison with 45 -
62 per cent), metallurgy, 3, & per cent (I X),agriculture
18 per cent (3 - 5 %),

At present the Czecho-Slovak national economy has at its
disposal a most extensive fixed asset base. Its value is
estimated at 4 - 5 trillion €s. crowns, and in terms of its
share per empleoyee it may be hard to find its rival in the
world. On the other hand, the age of most machines and

equipment averages 11 years, but may sometimes reach even

g
‘




&0 - 70 years, and the level of wear - and - tear is
considerable.

The size and structure of Crechoslovakia’s engineerinag
industry was accelerated after World War Two due to the fact
that Czechoslovakia had become +the "foroimg and engineering
plant” helping to renovate East European econcmieg,
including that of +the Soviet Union., Towards the end of the
19708 and at +the beginning of the 1%80s, thie country's
enaineering industry was invigorated by ancther massive
impulse in the form of large-scale Soviel purchases in
return ~for Ypetroroubles”: Gradually an extencsive
engineering comrplex has evolved, comprised today of 300
companies that group 800 plants, employ 1 050 000, and use
an enormouse progduction potential. However., their overall
technical level is gquite low. In 1987, semi-automated and
fully automated program-conitreoclled machines and equipment
‘accounted for 25.6 per cent and 24.3 per cent of the total
etock of machinery in industry and enaineering respettively.
The technico—-economic parametere of nearly 70 per cent of
the machines ueed in the engineering indusiry today reflect

the technical standard of the firet half of the 19&0=. This

areat moral and phvysical obsclescence cf engineering
industry’'s equipment —~ aged 1B vesrs on the average - can be
clearly sgen in the quality -and cost—intensity of

production, while the decisive engineering technnlugies‘are
the oldest of all - the age of machine tools in 20 years,
forming machines Z0.&6 years and thermal processing machinery

21.8 yvears.
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The scope of production funds in Crechoslovakia does
not permit &an increase in the over-all ievel of shaft
- work,‘ranging approximately between 1,2 - 1.,% that 1s, one
of the lowest in the world. A sad technical condition of
machinery reflects an overall siructural deformation,
resulting from the previous practice of enforcing large-size
of firms by force, combines and bureacracy, central
regulation of production in firm, price planning and profit
redistribution, This results in defeorming the economic

mechanism throuch & low motivation of economic subiectis for

the efficiency of motivation,

This led to a low rationality of the gverall creation
ang consumption of national preduct, to & disproportionately
high preduction consumption2/, production investments and
finxlly, to suppreseing & rational pattern of personal

consumption.

When it comes to pereonal cornsumption, the latiter is
mocst deformed by excessive expenses for foodstuffe (even

under conditions of high prite subsidies Trom  the =tate
budget vp to 1990): further, by an insufficient supply and

-

quality of e=ervices and consumer gopds, The volume of
subsidiares in Crechoslovabkia in 19689 was over 2F bilion

crown, The contemporary share of expenditures for foodstuff

2/ For 1000 USL of the created GNF about 21 GJI of primary
enerdy is being consumed in CSFR (that is B8 63 in major
industrialized countries?, 104 kg of raw =teel is being
produced and 77 kg is being consumed (26 and 29 ka), 7 kg
of cement ie beimg produced (4 kg), 97 brutto tkm of
cargo railway transportation is being consumed (170 thm),
etc.
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exceeds 42 per cent of  tptal incomes. For culture and
tourism 8 - 10 per cent is spent, for manufactured consumer
goads 10 — 12 per cent. According to available data., these
values, in the former case enceed by 100 per cent: in the
second and third cases, they are by 70 -~ B0 per cent smaller
in comparison with the division of the consumption basket in

other industirialized countries.

Ancther extensive, though inefficiently exploited
resource, which igs being weasted in the process of GOP
creation, is the labour force. Nowadays there are B million
inhabitants emplicoved (91,3 per cemt out of the total number
6t inhabitants) with qualificeations among the bhighest in
Evrope. The averzge length of the work geek being 42,5 hours,
the number of hours  worked per inhabitant amounte

approximately to ¥40 - 00, annuslly.

On the other hand, the Crzecho-Slovak level of wages and
sealaries is considerably lower, ranging on the border of

L d

s o — 5 USH per hour, as compared with 8 - 10 USH in Western

fry

Eurape. In contrast to advanced economies, the labour feorce
in the CSFFK is allocated in the firset rlace to sectorg of
Fhyeical production, in particular, the manufacturing

industry. Services are severely under — represented.



Employment Structure in the CSFR and Selected Industrialized
Countries by Major Industry in the year 1985 (%)

Table No 3
CSFR LC's C8FR - IIC'e
Agriculture and forestry 12,5 bH,0 + 6,5
Ergineering anmd metalluray
of nonferrcus metals 3,0 7,8 + 5,2
Light industry 2,9 &.4 + 2,0
Civil engineering E,7 7,0 + 1,7

Services g.% 42 .0-62,5 -

Source: Calculations of the FProaneostic Institute of the
Czechoslovak Academy of Sciences, Prague.

Considerable differences in most foreign as well ac
domestic professional sources are due to social elements of
employment causing lower work morale rather than an
essentially lower technical level.

Anctier factor which unfavourably affected the value of
the labour force in the long run was a deformed demand for
qualified labour. Qualification was understocd in terms of
its nominal characteristice rather than its real results.
Appointing the so-called “"nomenclature cadres” with the
necessary political profile to top rocts deterred

employees from the effort to achieve higher efficiency or to




do quality work for their gqualifications, and this, in turn,
deformed not only demand for a qualified labour force, but
also its choice=s and the level of training for this
qualification. These +trendes were multiplied by two massive
vwavee of political repressions, after the yvears 1948 and 1968,

and & forthcoming emigration wave of top technical and cther

cadres.

Even in spite of these aspecte, the efficiency
parameterse of Czeche-Siovak economy, living from its
tradition and manual skille, were quite high until the
middle 70's and in comparison with other centrally planned
econcmies’ prcductian and export results, were good until the

beginning of the BQ’'s.

The mentioned drawbacks in  the running of the CSFR
national economy resulted in an  increasing manufacture of
low~-quality ooods. Iﬁ the period of carelessness, the
methaniem of planned balances was unable to meet the needs
of the domestic market as well as the CMEA market, and the
PHEﬂD%enmm ot waste was increasingly manifested.

~

In many firms the rate of rejects was cslculated in
percentage and production wase classified approvimately inte
three qualitative categories: expert to capitalist
countries, to socialist countries and standard products of

the lowest quality, destined for the domestic market.

"The tender revolution” which‘ made an essential

breakthrough in the CSFR’'s place and relation in the world

4
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economy, created sufficiently strong incentives Ffor the
Qovernmenté- of leading ccuntrigs, foreign capital,
engineering and consulting companies and individual
entrepreneurs to become interested in our economy. They are
finding considerable chances for their successful operation
in the CSFR. The firms coming with the expectation to
achieve fast profite are coming across several problems with

which they are familiar from developing countries,

Besides demand for new machines and technologies an
esxtensive domestic rroduction base may be activated only at
the expense of considerable investments in the comstruction
of modern infrastructures, connecting it with information
and telecommucation systems, creating efficient finance and
banking systems, as well as education and traiming of
qualified rpersonnel for marketing, public relations,
activities in the &rea of foreign commercial operations,

consulting, etc.

Some foreien businessmen expect to find a rosition in a
huge Soviet market unsaturated with goods, through their
invelvement in the Czecho-Slovak ecgnomy: and that vis
extensive~claim5 of the Crecho-Slovak economy on raw—material
importes from the USSR, they will be able to find & channel
of transferring their vields into the CSFR, from where the
vields could be transformed back to their owners at
a smaller risk. This way seems to be most promising in the
period of lome—term favourable boom and "overheating” mainly

in West - European and Japanese economies (Germany is an

encgption, as these problems are solved through




confedération with the erstwhile ©Socialiset part of the
counfry which was separated by force). Moreover, several of
our firms established cooperation &and other production ties
and contacte in  the country of their biggest business
partner in the cowrse of four decades and even in the

future.

The last imrortant area which is in urgent need of
cooperation is  environmental creation and protection. In
terme of quantifiable factors of the scope of environmentsl
pollution, our country ranke &t  the top among European
countries with the Tfigures often cseveral -times exceedins
actcepted norms3/, This resulte in the low life-gupectancy
ef our inhabitants, amcng  the lowest in Central Eurore,
which is however due to our share of the overall level of

air, water and =oil pollution.

Most foreign partners stipulate their financial or
materizl help to the C8FR  with their own preferential
allocation to the arez of the environment. This die due nhot
only to its considerable depreciatien &all over Central

*

Europe but also in Scandinavian countries, as well as due to
-~

the Ffact that ecological aspects are reflected in  the

measures taken by central national - economic regulation toc

slowly and inconsistently, in s&spite of & number of

negotiations on the subject.

3/ The CSFR is in second place in terms of the volume of
sulphur dioxide emissions per km% and in third place among
the biggest polluters in Europe.




Causes of the unfavourable environmental living
conditions may be sought not only in economic developments
characteristic of & rising tension between available
material or fimancial resources, but also in & distorted
consciousness of & decisive part of workers in management
promoting the long-term preferential peliicy of heavy-tonnage
productions and being only formally liable for their

situation.

The stake taken by our previous government in the
sphere o©f supplying the economy with energy, i.e. building
nuclear — power stations on the basis of the Soviet VWWER -

440 snd WWER - 1000 types, called forth a justified protest on
the part of Austria, Oermany and other countries. The
consequences of the Chernobyl breakdown necessitated the
entire programme to be re—-assessed. In cooperation with the
manufacturers from leading industrialized countries, new
elements have been found, securing the safety of their
operationy or these resources have been replaced by some

other, safer cnes.

Since the isgsue of epvironmental 4quality and the
urifavourable effects of poliuticn is not limited by national
and political borders, this &ares is going to be one of the
first ones for co-operation - in spite ot the different
Eastern and Western views of it as yet, indicating the
existence of two hitherto different political syetems. This
area might become one of the groundstones of the new unified

{common) European bouse.




I11. External conditions

The speed and scope of the peolitical intearation
of Creche-Slovakia into an overall European fTramework
and into the world economy ie going to be markedly
derpendent on reseclving the economic aspect of this
rrocess. O the one hand, conditicme for the fastest
possible charige of material and proprietary’
structures and the techrnical level! of the production
base will have to be crezzed simultanecuslys
on the other hand, conditions for the applicatior
of new technoleogies and the findings of world-wide
research, and, finally, for an overall increacse
in export capscity must be creszted. The hitherto
exceedingly one—sided orientation of the Czecho-
Siovak Aforeiagn—trade _structure ie to be replaced
with the crientetion to the widest possible
coorperation with &1l countries In  the world, in

particular, however, with our Eurcpean nmeighbours.

The structure and efficiency of +the LSFR's exnternal
economic relations has been unfavourably affected by the
period of almopst four decades of extensive economic growth,
in the course of which our ecornomy became an exporter of
low technolog? products and materials preoduced on a large

scale, and &n importer of predominantly hReavy industry

g




products. Since 12460 the share of raw materials and semi-
finished goods in Czecho-Slovak imports stepped up from
3 4 to &2 %. Consumer goods préctically disaprpeared from
pur imports. The CSFR was gradually being driven out of
demanding markets in the non-socialist area and oriented to
lese exnacting markets in the centrally planned ecoromies.
These unfavourable tendencies resulted among other thirnge
in the decline of purchasing power of Crecho-Slovak exports

{Terms of Trade declined to 66,6 % in the period 1%270-198%).

In the sphere of final production, in 1985 the [GFFR
exchanged Z,B85 ke of her exports -for 1 ko of imports fros
Germany. Belgium exchanged ©¢,75% exrorts for 1 kg of imports,
Switzerland - ¢,76 for 1 kg. At the same time, however, the
volume of 8Bwiss merchandise to OGermany was 16,7 times
higher in that year. As & result of a permanently lower
growth rate of Czechc-Blevak expcrts,.the share of the
C8FR in world exports declined from 1,61 %  in the fifties
to ¢,%2 % in the eighties. External economic relations became
thus & retarding factor and & channel of immense economic
losses and downgrading of the national preoduct rather tham &

~
factor of growth, Some calculations confirm that merely as &
result of Ffailine to achieve the prices planned and oftern
exporting for prices that did not even cover factory costs
of the exports, fTrom & 300 to 500 million USDH was lest
annually. The capability of the national economy for
transformation was also decreasszing 4in the course of the

eighties. For instance, in the vyear 1987, 1 K&s of imported




fuels, raw materials and mat§r1a15 torresponded to only

1,437 Ké&s of value added.

The impacts of thie unfavoursble development on the
entire economy are most serious. They appear practically in
all areas of our foreign—trade relations, as well as iﬁ our
domestic economy. It is not only the question of the gepgara-
phical and technoleogical pattern of trade, efficiency of
imrort-esxport relations, the increasing temnsion in trade and
rayment balances, but it ig also the practical
inattility to meet the demands for importe for personal
consumption, & well as production comnsumption. This in turn
resulte in breakdowns in supplies, and exerts an unfavoursble

impact on an overall socico—-political climate in the country.



Czechoslovakia: Exports and Imports by main directions

1970-1989 {(Value, billion US dollars}

1970 1975 1930 1985 1987 iggal 1928% -

Enport:

World 2.79 8,36 14,93 17,47 22,99 14,40
EEC-East 2,43 0,47 g,46 11,28 16,87 7,70
EEC-West 0,92 1,97 3,82 5,39 4,16 o, 0z
Qther 0,43 0,92 1,64 1,80 1,946 1,&8
Import:

World: 3,70 g,09 15,18 17,85 £%,24 14,24
EEC-East 2,33 o,85 7,83 13,09 17,20 7. 7S
EEC-Wecst 1,01 2,82 4,21 3,22 4,59 4,87
Qther Q,3o 0,71 1,14 1,24 1,45 1,62

Source: Economic Survey of Europe in 1939-1990, UN N.Y. 1990

Note:

national foreign trade statistics.

EEC~-East = east European countries of CHMEA amd the
Soviet Union

EEC-bkest = EEC market ecormomies and Jdapan

Other - all remaining countries

-

Higher shares of the ECE- East countries as indicsated
by official Crzecho-Slovak data, e.9. 1987 - 78,7 ¥,
are, however difficult teo compare in view of different

currencies and their fictivious exchange rates.

An unfavourable, insufficiently diversified development

of the geoaraphical structure of foreign trade is the ocutcome

of a gradually increased political orientation of foreign-

N
y




trade ties with socialist countries, in particular with the
Soviet Unien, The absence of a domestic raw-materials base

caused the Crecho-Slovak economy to re-orientate to the
market of the main supplier of raw—-material inputs, which,as
a result of a chronically unsaturated internal market, forced
Czeche-SBlovak producers to produce standard consumer goods in

maximum volumes.

This +trend, unfavourably affected eince 1974 by
increasing prices of raw materials and fuels on  the world
markets, was reflected with some delay through the flexible .
five-year average — in the necessity of & continuously rising
volume of ewxporte in return for a declining physicsal volume

of imports, particularly of cocils/,

This detericration in real exchange relationes
aggravated by & low level of value added to material inputs,
resul ted in  an ever increasing tension between the
stagnating import wvolume of raw-materials inputé and &

arowing volume of physical exports. The structure of foreian-—
v
trade merchandise deviated meore and more from the long—term

intentions elannned, as well as from the structure,

-~

of successfully operating national economies with =& similar

initial material and technical basis.

4/ In the CMEA member countries’ mutual trade the so-called
contractual prices based on the arithmetical average of
world prices in the course of the preceding five years.
For example, in 1986, the average prices of commodities in
the period 198B1-1985 were used. This approach was to help
to remove the deviations resulting from boom or
speculation in current world prices. Bince 1989 the
current world prices have been used.

-




Commodity structure of Czechoslovak

Foreign Trade {in percent)

EXFORT
19465 1670 1975 1980 1985 19€L

Total of which: 100 100 100 100 100 100
I.

Machinery and

equipment 45,5 50,2 48,0 a0, 2 57,4 BS. S
i1, .

Fuels, raw mate-—
rial and materials 30,4 29,4 20,3 29,7 24,6 23,7

I1711.
Foodetuffs inc.
raw materisle 4, & 9 4.3 4,3 3.7 &

V.

Non-foodetuffs

qoods for

comsumption 16,5 16,5 17,4 19,8 15,4 15,2

IMPORT

Total of which 100 140 TO0 100 100 100G

I,

Machinery and .

equipment 29,9 35,3 36,9 36,6 34,4 41,6
1. )

Fuels, raw mate-—
rials and material 48.9 45,1 46,86 48,7 55,8 45,9

111,

Foodstuffs inc.

rav material 16,0 15,1 7,3 g,8 6,3 o,8
IV,

Non-fopdstuffs
goods for
comsuption . 5,2 B,S T2 .9 5,7 b,7

Source: Facts on Crzechoslovak Foreign Trade, Chamber of
Commerce and Industiry, Praoue 198%. .



Long-term tension was caused by imposing a policy of
centralized Fforeign—-trade regulation and its directive
orientaticn to exporting firms, which, as a result of their
monopolistic positicod in the domestic market, contimuously
unsaturated market and & emall export efficiency, found
it disadvantageous to export their goods. Another
unfavourable influernce which came to be felt wa; that of the
erronecus Crecho-Slovak economic strategy based on the
assumpticon that scientific &and. technoloeical development
could be achieved primarily from internal resources. This
strateay of "relving on ohe’'s owk resocurces” was really cne
of re—inventimg the wheeland increased, rather than
decreased the distance of our economy from the world
technological level. In the sphere of foreign trade, the
imposition o©of thie tendency was increasingly reflected in
the effort to maximize the growth of raw-materials importis
with compensation Ey &all kinds of home—made products that
the foreion partner might be interested in.,. That was not
a difficult task to cope with unmti] 1987, especially in the
case of the Scoviet Union, which chron}cally failed to meet
te needs of the domestic market even with essential acods.
After this period, however, the impact of decreasing world

prices of materials came to be felt.

Bbn the other hand, & number of economic and political
"Western interventions"” in the QSFR economy, as well as
other centrally planned economies brought about remarkable

economic damage. The COCOM activities, which wiped out the
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possibilities of mutual exchange of goods between the East
and the West may be mentioned‘as an example. Despite the
protests of mainly West-European firms, which lost their

contracts of tens of milliard USL, political interests were
given priority till the end of 1989. American businessmen
themselves calculated the loes resulting from COCOM
disapproval of deals in 1987 at 10 mld USD. It is hard to
caléulate the losses of a technological gap and the overall
lag in science and technology in the CBFR and other
countries. It may be assumed that the removal of the iron
curtain, restoration of the most-favoured-nation clause and
the IMF membership, as‘well as the global adjustment of
political relations will forever eliminate the residues of

the cold war from the sphere of mutual contactis.

The long—term effort for maintaining the widest possible
range in the assortment of manufactured goods resulted (in
1987) in the situation that as much as 75 % of the world
industrial production assortment was produced in the CSFR,

while domestic firms found it increasingly difficult toc cope

with the effectiveness barrier.

A vggue approach to pricing andg exchange-rate criteria
and an almost complete absence of the international moveesent
of production factorse ended up in misorientation in the aresx
of outputs and costs in international economic cooperation,
mainly in recent years., In spite of the official statistical
data indicating approximately a one-third share of so cslled
"specialized production"” in the CMEA member countries’

foreign trade, in fact, this share was about 10 4. The data




indicated by the advanced EEC countries are about S0 - 55 X.
Most tradé agreements were calculated on the government
level, and the Ffirms only received directiveiy determined
export quotas. Inputs were alloccated by input—-output
planning ("economic bxlance") so that firms had &n incentive
to maximize their production cost by means of bureaucratic
procedures, which, in turn, were reflected in factory costs

and export prices.

This state of &ffairs caused Crecho-Slovak firms to
lpse interest i the price levels on the‘ ﬁarld market, and
consequently also in the efficiency of their labkour, in
increasﬁng the qualification of the labour force, in
introducing brainwork elemente into labour and in updating

production output and methods.

The tendency to magnifying the physicsl volume flowing
through the national economy came to be increasingly
reflected in the foreign trade results. Through processing
this phy=iczsl volume quite a emall share of wvalue is added
to change the material for fTinal use. lmportes amount to
roughly g% millien tens of geoods &t the average value of
almost 400 USDH per "ton" into the Czecho-Slovak production
process. On the other hand, vis export, 26 mil. tons &t an
average value of &lmost BOO USD per a ton will be lost,
Export and import volumes of 8! mil. tons generate turnover

valued at 51 mld USh.

All of the mentioned characteristics of our standing in

the international division of labour create & powerful
_/




external disequilibrium resulting in deficit on the trade
and capital accounts. If it had not been for the central
influence on the deveiopment of trade, the disequilibrium of
‘rayments and the scope of ‘indebtedness would have been

considerably higher.

Cumulative balance of the CSFR trade balance

in five—year periods

Table No & . -

Mil. USDr CSFR-CMEA CSFR-IWVWC g CESFR-LC =
1961-65 + 488 - 1&1 + 213
12656=70 - 15 . - 296 + 487
1971-75 - 130 - 1480 + 641
197&-80 - 18&9 - 3558 + 1433
12831-835 - 2652 - 23T + 3191
1984&—-88 - 347 - 1232 + 12&4

In 1989, Trade with mon—socialist countriee increased

considerably while its business with the sc—called socialiet
countries declined. The effectiveness of trade in terms of
barter relations improved, and the country began tc
cocperate with foreign companies on & broader basis. A
number o©of enterprises with feoreign capital participation
were established. Czecheoslovakia’s foreign t?ade turrnover
increaced by 2,1 per cent;y its trade with socialist

countries dropped by 2,2 per’ cent and that with
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non—-socialist states increased by 2,8 per cent. In 1989, as
in previous years, Crechoslovakia's balance of trade showed
& surplus, amounting to 2,800 milliion crowns. At the same
time. its trade with non-market economies resulted in a
deficit totxliling §1,500 million crowns. In trade .with
market~economy countries Czechoslovakia had & surplus
amounting to 4,300 million crowns {(of this amount, 1,104
million crowns resulted Ffrom +trade with industrialired
countries, with which ite last surpluses were in 1984 and

1983557,

While aseessing revolutionary changes in Central and
Eastern Europe, & number of foreign commentators emphacsize
that & practical disruption of +the political system in this
Fart of the world is a result of the social influence of
Western countries and of & 5ubject;ve factor. However,
neither of these two factors could have produced amy effect
if it bhad not been for seriouvs economic and foreign—-trade
problems, which the previous recgime was unable to resclve

successfully.

‘ Fast:growing problems in ceparate esconomies in Eastern
Eurcope were increasingly reflected in their extensive
foreign—trade ties. The Scviet Urnicon curbed the uport of
raw m;terials and fuels, which, in turn, brought about &
deterioration in the supplies and éroductinn in small
European countries, The goode manufactured could not be

marketed - even on alternative markets, which, again,

S/ Crechoslovakia' s engineering industry at & crossroad
Crzechoslovak Foreign Trade, Frog. 1/1991.
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produced other problems. In 1990 the fuels and energy
price inputs of the CSFR increased by over S0% and a further

increase is expected at the beginning of the year 19%91.

Az it is urnlikely that the Soviet Union will be able to
deliver the qubta of raw materiale aareed, the CSFR turns to“
her partners, debtor and other countries, which export oil

{Iragq, Mexice, Venezuela, et &li.).

A wide range of problems, some of which have been
mentioned, call for the necessity of adopting & complen of
measures in foreign trade. Whern flexibly inceorporated in the
global reform process, these measures may help to transform
the present-day cumbersome and inefficient economic system

into an efficiently operating market mechanism.

In external economic relations, substantial changes are
needed both in material and administirative arrangements. ;n
the first place, it will be necessary to overcome the
exnisting detachment Ffrom the world markets and expose the
procucers to external competition and the consumers to world
supply. The first ster towards this goal should be the
introdu;tiﬁn of internal canvertibility of the C:zecho-Blovak
cﬁrrency.é/ It is assumed that a relatively low total
indebtedness of the CSFR estimated at 7,E mld USLH and the

&/ Results of the IMF-Mission Report in the CSFR from May
26, 19920 to May 25, 1990, assume a considerable probabi-
lity of a successful economic reform by the Government

of National Concensus. The introduction of internal conver-
tibility should be preceded by the CS8FR's return to the IMF
ard the World Bank.




internal hard currency and gold reserves (2,1 mid
Ushl), could, along with the expected loans Tfrom world banks
in value 1,B mld USL, help to overcome the first "shock® and
thus avoeid the "Polish" course of development, i.e.

& viciouws circle of debts and inflation.7/

The stratesy of & radical econcmic reform of the
Czecho-8Blovak economy, as submitted by the government in
April 1990, irncludes the assumption that the former
centrally planned economies will constitute, to & creat
extent, the regiocn with which & significant part of foreian

trade will be carried on even in the future.

However, the character of the CHMEA grouping has to
change. If it does survive itse numercus internal discords
it could change intoc some other type of international
community, e.g, a kind of Eastern OECD, Further develeopment
of the Czecho-Slovak economy will considerably depend on
how efficiently the CSFR's major partner, i.e. the Soviegt
Urion, manages to cope with the economic reform. The Sowviet
Union's immense domestic market mesns  anm important

rperspective for Crecho-Elovak firms even in the future.

7/ Official data indicate the decrease in the rate of
inflation € in Peland below © Z, but the total
indebtedness rose up over 40 mld USH, and without being
converted it may be liguid only theoretically.




As a result of the +transition to joint clearing in
convertible currencies between the two partners after Jan.ti,
1991, the existing trade ties and significant relations will

be polarized and may even be reduced.

What remains . as & disputabtle issue ic the new trade or
commercial poliicy of the unified Germany., which will have
become & member of the European space and may "plsay the
first Fiddie" im it, &= well as in the EEC. It cannct,
however, be predicted which of the foreigon economic ties

with the {S5FR will be mountained.

Im s&accordamnce with the deliberations of +the L&FR
aovernment, three important systems measures are to be
adopted by government policy, It i= Afrom them that thé
following transition to the market mechariem should evolve:
= liber&alization of foreign—trade economic relations enabling

& lot of firme to participate in international trade,

- implementation of +the policy of de-regulation, i,e.
eliminating state idinmtervention’ in value relations and
removing an artificial increase ov decrease 1in prices of
resourcese or fimniehed productse, taking measures towards
introducing internal convertibility of the Cs Crown
in line with existing comparative advantages,

- emall and big - stale privatization of state property.

'The main aim of the state policy in foreign trade will
be as fallows{

~ gecuring a sufficient market for Czecho-Slovak exports and
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paving the way for entry to markets in the EEC, EFTA, USA
and newly-industrialized countries, and preserving the
markets in the CMEA member countries and those in Chinas

- formulating and taking measuree in terms of commercial
policy to secure sufficient and stable suppliers of energy
and raw materials, diversified so that supplies may not be
easily disrupted by economic or political changes:,

- promoting  the in6rease ir export efficiency of the
rational economy through materisxl and pesychological
stimulation of Froducers and exporters, and by creating
a system of engineering, consuliting and statistical
services |

— creating systems of gquality control for e:xportse  and
applying them efficiently.

- The methods are to be analogous to with those aprlied in
Japan and ¥Kores,

— encouraging the flow of foreign capital inte our economy
and creating conditions for our investment policy in other
countries.

It is obvious thsat the oversall étrategy of the economic
reform szt constitute & sophisticated set of measures,
Froviding ocptions, since there are some limits to
forecasting the nature of the new ecornomic behaviouwr of the
economy and the way economic subjects will react to the

external or internal environment.

The representatives of the mentioned IMF - Mission
rointed on that even the most radical economic reforme had

failed when the public and politicians had been




insufficiently informed of the outcomes of those retforms,

and not because of an inadequate preparation of the reforms.

The following data are menticned for the sake of
comparison: Switzerland’'s imports reached 39.5 mil. tons of
merchandise (value: over 1000 USD/t) and her exports amounted
to 6,1 mil tons (value: 500 USD/t). The flow ef exrporte and
imports with & wvolume of abovt 446 mil, tome generates
turnover with a value of about 75 mid UBLD, Tne 40 % lower
material inpute, in the case of Switzerland, generate BO X

higher &ppreciation in comparison with Czecho-Slovakia,

The economic restructuring beins introduced by the
Czechoslovak reform is the basic prerequisite of surmounting
the structural deformities which accumulated over the years,
resulting in chronic disproportions arnd ineffecitve
relationships, which prevented & rational and dynamic
development of the country’'s natiomal ecornomy. Therefore &
rrepored transformation in Crechocslovakia cannct be & mere
aralogy of the structural chamges carriszd out by the
economically advanced countries in | the 1970z and partly the
1980e, b%t it must be & profound and comprehensiye operction
that will affect the industry, agriculture, construction,
transrort, telecommunications  and services = direcily
influencing the domestic consumer market, &as well as the

health service and education.

fAccording to the qusalified estimates imports of
high—-tech from advanced capitalist countries would represent

in the firet stage some USH 16,000 milliorn worth of




investments into this country’'s manufacturing industry,
of which 7,000 million wpuld go to the engineering industry
Congidering . Czechoslovakia’'s limited possibilities for
exports, the question arises of how to generate the funds
needed to cover such imports. A certain solution is
cooperation with companies in advanced capitalits states.
Ite extent might grow from today’'s one to three per cent
aradually up to 25 to 30 per cent by the year 2000, and S0

to &0 per cent in the following decade.

The plans concerninga the exports to western countries
are to & certain degree, on  the above need to  import
high—-tech from them. this ;5 why non-socialist countries
share of zecheoslovakia's engineering exporte sehould go up

from the 9,29 per cent today about 30 oer cent in the first

decade of the next century.
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IV. Scenario of Socio—-Economic Reform

A number of findings from preceding analyses of our
spcial development results in the conclusion  that the
further socic—economic development toc & morally healthy and

all-round prosperous spciety may only lead through:

&/ building a peolitical syetem of a Tree democratic
society,

ra
b/ implementing an economic programme which enablezs the

transition of our spciety to & modern market economy.

The initial basis for restructurineg our new political
system has been crested by adopting new acts of law as well
ac by the rise of & pluralistic politicsl system. The path to
the building of a new sobcial order cannot, of course, take &
smooth course, but in epite of this fact, it helrps to define
the chief trends and objectives of social reform as & bacis

for formulating our ecormomic programme.
L3

The intreoduction of this programme, requires in  the
firet place a decision on  basic measures to be taken, so
that the transition to the market system does not end up
with the worst yariant, or & kind of hybrid of centrally
planned and market economies, bringing to life only the
worse aspects of both of these economies, i.e. econhomic
inefficiency and social breakdowns. The programme of the

economic transformation prorosed consists of & set of




measures, the following being the most important ones: price
decontrol, export - import liberalization and internal
convertibility, promoting the development of the private
segector (small scale and middle scale privatization),
macro-economic anti-inflation poiicy, & policy of sccizal

quarantees and pof environmental protection and restoration,

In the Scenario of economic reform submitted by the
CeFR Government on Sept. 4, 1990 for public discussion, the
reform measures &re srlit into two parts:
- first, creation of a macro-economic frameworl,

~ secondly, micreo-ecoromic reform measures.,

The basic role of macro—economic stabilization policy
is the formation of the kind of ecornomic environment in
which the necessary change in  the microsphere, accompanied
with the changes 4in price structures, will not result in
increasing glebal disequilibrium, in rapid inflation, or a
disproportionate growth of indebtedness. All  the other
macro-economic cobjectives i.e. econemic arowth, employment
ard eguilibrium of the balance of payments, have to be

subordinated teo this.

The financial policy is assumed to strive for a
decreasing share of expenses of the state -budget irn naticnal
income, namely througsh decreasing subsidies to the corporate
sphere of state Firms and enterprises while supporting

private business and decreasing national consumption.




The purpose of taxation reform, scheduled inm several
etages, is the formation of a new taxation system,
interconnecting the incomes and expenditures of the state
budget with +the development of Greoss Diomestic Froduct,
decreasing tax rates to the level current in countries with
a market economy, cresatinmg the corresponding conditions for
competition and promoting soccially desirable entrepreneurixl

activities.

.Dne of the basic aims of mecro-economic policy 1is
liberalization of foreigen trade. Foreign competition should
become &n effective regulator of liberalized prices a&ngc an
external motor Torce to boost the effectivhness of domestic
production, The main liberalization steps are:

1. Widening the range of busines§ activities &and
liberalizing the export and impeort programse of foreign
trade orgarmizations:

2. Creatirg legislative, and follow~up organizsticnal
prereguisites  for enabklinge Ceechoelovak producsres  and
finel wusers of imported products to become cirectly
invelved in foreign tfade activities;

Z. Creatirg legislative, and feollow-up oreanizztional
preregquisites for increscsing the nmumber and tyre of
subjectes pursuing foreign trade activitiesy

4, Creating cenditions for the access of foreien companies

to the Crtecheoslovak market;




2. Changine gradually the structure of the ownership formes
of organirations whose main object . of business is  the
carrying cut of foreign trade activities;

6. Suppressing, or eliminating the state’'s interferesnce in
foreian %rade activitiés ky imposing bindirg tasks upon
organizations, or by centrally re-distributing foreicn
exchange, estc.

7, Intreducing terms  of payment usual sbroad in domestic
relations, inciudina the coverage o©f exchange raies
differences, entresreneurial risks, settlement of direct

foreign commercial edpernses.

The scenaric of economic reform assumes that one of
the decisive components which would directly determine the
result of the whole process will be the charge in groperty

relatione in the Czecho-Slovak economy. So far, there hsa

n

been & complete predominance of public or state ocwnership,
while the share of each citizen in ite creation and use wes
rnot identifiable. The hasis of & functioning market econom
is, however, the rFrivate ownershir of the means cof
productien. Consequently, in order to achieve an esesentizl
changeover, the government programme an scceleration of the
ProCesses of de-naticnalization and privetization is

assummed. The starting-roint of these processes will +the

adoption of the so~called transformaticn law.

The share of the private sectior in the Creche—-8lovak

econtomy will imcrease in two crucial ways:
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— through the entry and growth of new private entreprensurs
and firms in the economy,

= through pErivatization, i.e. the sale of the property
zllocated to present-day state enterprises to private

personse/ ,

It ie expected that one of the most important socurces
intensive increase in product lines, servicee and irm
economic growth will be expanding small and medium-sized
firme. The opening up of markete and rarid domestic
adaptation toc the impulses of high technology, as well as.
rnew technologies, can nct be impemented under our conditione

without fincding & suitable place in the economy.

One of the beams of economic reform should be price
decorntreol, The hither to prevailing ‘deformed Ppricing
systems, which were administratively established., &re not
capable of supplying economic entities with information mﬁ
demarnd and supply in  the market or concerning natural
resources, etc, Frice decontrel started eince Jdan. 1. 1991

zims, therefore, at removing the obstacles to price-setting

8/ The subject of emall scale and middle =zcale privatization
are so-called operations unmite i.e. those parts of =tate
owrnied organizations that can be used for inderendent
busimess., Thanks to their emtllier eize extent of
property and number of empliovess, these wnits have good
prerequisities for bkeina boucht by private enterprensurs
in Czecho-Slovakia. This is importent in the situation in
which private businesses only emerging in Czecho-Slovabkia
and private enterpreneuers have only very limited
posibilities for capital investment. What should not be
on &ale &re those operations units, the separations of
which from state owned organication 1in question would
impair the latters activities in sofor the organization
would npot be abhle to honor ite commitenent vig-a-vis
partners.




on the basis bf efficient allocation by demand. It is going
to develor in dependence on the extent of the likeralization
of the importe achieved, i.e. of the rate of
demonopolisation. It iz only afterwarcds that it will ke
possible to approach & cvomplete price cdecontrel and relax
the monetary reculsation of incomes without major
constrainte. The expected rate of inflation should be
damrerned by & restrictive financial &nd fiscal policy and &
tough wage policy. Efficient supplementery instruments may

be found &lec in pricing and exchange-rate policiec.

Orpening the economy tee internzitiocnal competition
however, & change in management of exchange-rate relations
and a flexibkle approach of domestic Ffirme to hard currency
on the basi= o©0f equal rights. This can only ke achieved by
internal convertibility of +the Crecho-Blovak ﬁurren:y. This
will enable real competitive pressures on domestic producers
and ectablishing equilibrium relaticonehipse between prices.
The final &aim is, in &ccordance with Article VIII, Treaty
with the IMF, a complete convertibility of the Czecho-Slovak

currency.

The concept ot the proaoramme of internal convertibiliity
is based on the following:
- okligatory sale of hard currency Tor external payments to

bank &and the possibility of a free purchase of hard

currency from banks in Czechp-Slovak crowns, to be used
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- aprlication of & unified exchange rate crested on the
basie of demand and supply on the foreiagn—-enchange market;

- eliminating feoreign currencies circulating in the Crecho-
Slovak economy;

- regulation o©of equilibrium in exchange rate relations by
macroeconomic interventions ffnm the central government:

- supporting export performarnce by & suitable taxsticn and
credit stimulation of those production structures, which
will be &able to secure & sufficient creation of harc
currency through & higher export quota;

-~ intervention of the central bank on the foreign—currency
market, enabling & longer—-term stabilization of the

gexchange rate.

The structural policy backing the economic reform will
be based on the application of comparative advantages of the
C:echo*Sleak. economy, i.8. ©h the conditione of itse
efficient involvemernt in imnternational trade. The followine
sre major trende in the structuwral policy:

- limitation of heavy industry and promotion of traditionszl
ang prusgective activities of light imdustry;

- decressing the comsumetion of energy and raw materials in
provuction and reducing ite unfavqurable impact on ecolagy;

- strengthening the tertiary sector, mainly in  touwriss,
services, barking, insurance and turist institutions;

- renewal of economic growth and entrepreneurial asctivities,
mainly in the private sector:

- develaoping of foreign touriem;

K4
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— introducing information systems in the society, irmcluding
telecommunication infrastructure:

- tompensating  and repairineg the damage made to the

environments

- development of transportation facilities and the like.

The stenarico of economic reform cannot be implemented
emoeothly, i.e. +Ffree of &ny problems &and & considerable
tension in the social area. Even if  there are efforis to
minimize the unfavourable fheritage of the previous
development, characteristice of the labour supply exnceeding
the number of vacancies, the problems of inefficient
overemployment, poor work disciplgne and low productivity of
labour c¢ah only be eliminated agradually in  the yvears to

COome.




V. EPILOG

On New Year's day the Czechoslovak kerung was
effectively devalued by 14,25 per cent to around "( to the
dollar following & 20 rper cent devaluation in QOctober. The
currency was alsgo made internally convertible and most
foreiagn trade restrictions were lifted in line with pramiaes‘

made to the International Monetary Fund.

"Small privatisation" plan designed to convert more
than 100 OO0 shops, service stations and other emall
businesees to private ownership over this year is doue to

come into effect.

The government hase alsec drawn up tax measures designed
te keer wage and salary growth well below an inflation rate

which some economists believe could go as high as 30 per

cent this vear.

The net result of devaluation, price liberalisation,
widesprend privatisation, & Further sharpe drop in Comecon
trade, higher il prices and waae controls will be a further
S per cent drop in GDF this year. BIF f=2i]l by around 2.5 per
cent. Unemployment is expected to rise from about 30 000 &t

present to 400 000 or more by the end of the year.
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Gn the other hand Czechoslovakia's industrial
traditions, geographical proximity +to the rich markets of
the Eurocpean Community and commitnent to & market system
have &lready sttracted the first large strategic
investments, The most important is Volkewagern &  UBH
&,4%5 billion DM deal with Skoda. The valug of the foreign
investment in Crzecho-Slovakia ammounded together almost 10
billion ©M. This way could ke one of most important o
gssumptione of the ceomeback of our country amone the

developed countries of Europe,
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