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Econonic and Financial Developments in Czechoslovakia C.B. Rose, Jr.

Substantial improvement in economic and financial conditions in
Czechoslovakia was recorded in 1946 despite the handicaps of postwar re-
constrruction, execution of the nationalization program, and a reshuffling
of the population. The greatest strides were made in industrial pro-
duction, the general level of which, even though still below prewar at
the end of the year, had registered marked gains throughout 1946. Agri-
cultural production lagged since yields were low and labor supplies
inadequate. The monetary reform instituted in November 1945 worked
satisfactorily with the Government's policy of "controlled inflation"
in 1946, and the Government's financial situation proved to be better
than 1ad been anticipated.

Industrial Situation

Major difficulties were encountered in securing supplies of
industrial raw matcrials, and shortages of labor also were felt, es-
pecially in some lines. Since Czechoslovakia is heavily dependent upon
imports of raw materials, world commodity shortages and transportation
deficiencies affected operation of industrial plants adversely. On the
qother hand, since the Czechoslovak industrial plant was largely preservyed,
the country was able to take advantage of the opvortunities presented by
the sz2llers' market in finished goods.

The Two-Year Plan announced in October 1946 went into effect on
January 1, 1947. Its goal, to be reached by the end of 1948, is an over-
all increase in industrial production to 110 per cent of the 1937 level,
and restoration of agriculture and transportation to the prewar status,
Complete results for the first quarter are not av7i1able but according to
official announcements have becn "satisfactory".l

One of the important conditions which may hamper fulfillment of
the Plan is lack of enough and of the right kind of workers. The shortage
of labor is caused in part by the Czechoslovak policy of expelling Germans,
chiefly from the Sudetenland. This has been felt more acutely in certain
industrial branches (like coal mining, glass, ceramics, and textiles) than
in others. To a large extent, the expelled Germans were skilled workers
and technicians whose replacement with untrained Czechs and Slovaks re-
tarded production except in coal mining where extraordinary efforts were
made so that output of coal in 1946 was nearly at the prewar level. In
the first quarter of 1947, output of coal exceeded planned amounts as well
as production in the comparable period of 1937. One facter holding down
output throughout industry has been the lowered productivity of labor
consequent upon war exhaustion and poor living conditions.

The shortage of workers is being overcome in part by a policy
of cempulsory labor for Czech citizens, by the repatriation of Czechs
and Slovaks from many countries, by the importation of workers (from
Italy, Bulgaria, and Romania), by moving Slovaks into areas vacated by

;/ﬁW%rnings have been issued by impartizl observers that Czechoslovakian
official statistics have been presented in such a way as to place the
country's economic developments in the most favorable light.
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Gormans, and by shifting factories from Bohemiza and Moravia to Slovakia
where therce is some excess labor supply. This latter development was
slow in getting under woy, but by March 15, 1947, it was reported that 90
plants employing over 5,000 workers had been moved, and that trensfers
were proceeding at the rate of one factory a day. Cne of the objectives
of the Two-Year Plan is to bring about & better balance between the
cconcmies of the two scctions of the country. In December 1946 it wes
stated that Slovakiz had only cbout 15 per cent of the mumber of in-
dustri.al workers employed in Bohemia and Moravia, and the velue of its
induszrial output was only about 16 per cent of that of the rest of the
country. :

Raw material shortages were felt particularly in the iron-
working, textile, and chemical industries. Stockpiles hzd been dissi-
pated to such an extent that only o continuous flow of imports could keep
plants working. By the end of the year, iron ore wcs coming in from Sweden
as well ‘as from Russia which was also supplying cotton, cotton and wool was
arriving from the United States and the United Kingdom, and the chemical
industry was cble to operate ot 80 per cent of cepacity. Planned levels of
output in the first quarter of 1947 have been exceeded in some instences,
notably in production of pig iron, stecl, and rolling mill products. In
the case »f steel, prewar levels of output have been passed. Operations
of thz leathcr and rubber industries also were very satisfoctory in the
first quarter of 1947. In the first two months of thec year (data for the
full suarter arc not yet available), the most serious lags were experienced
in building metericl production (cement, tile, and bricks) and in some
tcxtile Lincs, notably output of knitted cnd woven goods. The exception-
211y severc weather wos held responsible for the fallure of building con-
struction to cpprozch planned volumes.,

Throughout 1946, ncotionalization of industry proceedcd at o
rapid pace, and early in 1947 it wus announced by the Covernment that
the program had been complcted. The degree to which industries were
taken over by the State varied. In some instances such as rubber, alcohol
distilling, and plywood manufacture, it covered all the factories engaged
in these activities; in other cases the nationalized sector accounts for
only 70 per cent or less of the output in the specific field. Nationali-
zation was not accomplished without some detriment to production as plant
mencgement was reorgenized and groupings and consolidation of facterics
effected.  The uncertainties felt by private business regarding the extent
to wrich nationalization would be carried dampened enterprise eand probably
held down production also in those factories not tcken over by the State.
In general, only the larger plants were taken over. Moreover, the estab~
lishment of State purchesing, marketing, and perticularly of exporting
agencies for the nationalized sectors of industries placed the private
owners at a disadvantzge. With the announcemcnt thot no further nationali-
zation is contemplated, however, private enterprise may attack its problems
with renewed energy.

Foreign Trade

Czechoslovakia ended the year 1946 with cn cxcess of exports
over imports in its commercizl trade. The favorable balance of 4.1
billion Kcs.L/would not have been present, however, had UNRRA shipments

1/ Onc Czechoslovak crown (Kes.) = $0.021.
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amounsing to about twice that much been taken into account. These ship-
ments were particularly important for certain industries which received

raw materials, for transportation, and for certain foodstuffs in critically
short supply in Bohemia and Moravia., It can be expected that the foreign
trade picture will be less favorable in lgA?,l/although some shipments

on UNRRA account will be received to complete the program. In Januvary

and February of this year the excess of exports over imports continued,

but in ifarch the balance was unfavorable. In part this development was
attrisutable to transportetion cdifficulties which congested goods outside
the Cszech borders; reduced imports in the first two months of the year
meant exaggeratedly large receipts in March. Nevertheless, there was a
favorable balance for the first quarter of 454.6 billion Kcs., with imports
totalling 5,006.4 billion Kes. and exports 5,461.0 billion for the period.

The composition of Czechoslovakia's foreign trade in 1946 did
not differ markedly from prewar. Raw materials and semi-finished goods
zccounted for 51 per cent of imports, and finished goods for 62 per cent
of cxports in 1947 compared with 57 per cent and 72 per cent respectively
in 1937. Germany was no longer the important trade »martner that it had
been in prewar days, but still took 7 per cent of exports, although it
supplicd only .4 per cent of imports. Switzerland was the chief supplier
2s well as the chief market for Czech foreign trade, with Russia second
znd Sweden third.2/ Czechoslovakia was able to export manufactured foods
to markets which Germany formerly had supplied. The direction of Czech
trade poses a problem for the future as raw matcrials must be found in
western countries which under normal conditions are not the logical
merkets for the type of product (heavy industrial goods) upon which
Czechoslovekia is now laying cmphasis. The countries of the East and
South which do offer a market for these goods ceznnot supply the raw
materials which Czechoslovakia nceds. Light industrial goods and handi-
craft articles probably will continue to be exportcd in considerable
volume and for these western countrics zre the most likely buyers. A
clue to the foreign trade policy of Czechoslovakia is contained in a
statement of the Minister of Foreign Trede who declared that, to avoid
unfortuncte repercussions of a possible economic crisis in the West, 1t
was recessary to strengthen commercial relations with Eastern European
and Denubian countries. To this end, a2 series of long-term bilateral
trading agreements have been or cre being negotiated. At the same time
the cependence of Czechoslovakia uoon the West is not being overlooked.
Under the Two-Year Plan, all foreign trade is to be controlled to conform
to tte requirements of the program. It has been estimeted officially that
the fulfillment of the Plan will necessitate imports of 35 billion Kcs.
and exports of &t least 30 billion Kes. a year. This compares with total
exports in 1946 of 14.3 billion IKes.

Despite the surplus in commercial trade, Czechoglovakia probably
has ¢ deficit in its current account balance of payments.i/ In this con-
nection, the settlement of the question of payment of freight charges

1/ One official estimate anticipates a deficit of at least 4 billion Kes.
on merchandise account in 1947.

2/ Presumably goods handled under processing agreements were not entered
in the statistics. A considerable volume of such business is believed
to hove been hendled on Russian account. ‘

3/ A deficit of 7 billion Kes. ($142 million) has been forecast for 1947
allowing for utilization of parts of credits granted to date.
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across Germany is of importence. Czechoslovakia has requested that such
cherges he applied to the reparctions due from Germany, while the Allied
agreenent prccludes the payment of reparations from current production.
At the scme time, payment in dollars for these freight charges (required
under existing ACC regulations) would absorb a large part of the avcilable
convertible foreign exchange.

Notional Bonk Position

Necverthcless, the gold and foreign balances of the Czechoslo-
vakian National Bank improved considercbly during the year. This is
shown on the comperative balance sheets reprocduced below.

Table 1
National Bank of Czechoslovakia
Comparetive Bclance Shects

12/31/45 12/31/46 3/31/46

(1illion Cuz. kcs.)

Asscts
Gold 1,517 b
Bzlances abroad 869 45926 45999 Y
Cther cash 12,051 ‘ 2,242 2,276
Loans and discounts 3,520 7,899 3,599
Other asscts 112,505 122,015 122,249
Total 130,462 137,082 133,123
Liabilities
Capital and reserves 558 558 655
Bank notes in circulation:
Niew RL,4233 43,590 42,904
oLd 2,192 933 931
Depssits and other sight
liabilities:
Naw 2,187 10,0686 9,133
01d 81,306 73,439 71,665
Other lisbilities 19,986 a/ 3494, 7,635
Total 130,462 137,0¢2 133,123

3/ Of which certificates of indebtedness in circulzation amounted
to 9,918 million Kes. These all matured by November 23, 1946.
b/ Of which 1,769 million Kcs. in convertible currencies (in-
cluding about 9,600 kgs. of gold); and 3,230 million Kcs. in
swconvertible currencics (including gold held in the pool at
Frankfurt a/if).

It should be noted that the Bank includes in its reported gold
holdings an undetermined amount of gold removed from the country during
German occupation, part of which is now held in a pool in Frankfurt a/M.
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The distribution among various claiments to this gold hzs not yet been
settled, The fact that new bank notes in circuletion almost doubled be-
tween the end of 1945 and the end of 1946 does not reflect inflation so
much as a normal increase ¢f circulation atter the currency exchonge and
blocking program of November 1945 went into effect and cconomic activity
began to revive. Q0ld bhalances are being unblocked grgduallyg but no final
settlement of this problem has yet been rezched,

Price Movements

At the time of the monctary reform it was decided to equalize
price levels between the various sections of the country at a level which
would represent 2 three-fold increcse compared with prewar, Varlous ad-
justments in individual prices have been made since then, but, as indicated

in tho toble below, there has been no marked change in the general price
level,

Teble 2
Develooment of Price Indexes
(March 1939=100)

1937 1945 1946 1947
Wholesale Prices
Foods and fcodstuffs Sh 178 275 298
Industrial manufoctures 104, 154 267 308
General 7 165 267 301 299
Imported goods 203 344
Cost of Living
Workman's family
of five 91 170 307 309 313
Clerk's fomily
of four 90 157 277 288 293

Price reductions for certein consumer goods were cffected re-
cently, but at thc same time some prices were roised. An ennouncement
that the price of pig iron for steel mills and of rolling mill products
and some finished ferrous metal goods had to bg reised, attributed this
move to unexpectedly high costs of production=/due, it was claimed, to
high priccs for imported ore. The cxistcnce of & scller's market has
made it possible for Czechoslovekiz to export goods hitherto at relatively
high prices. There arc signs that buyers arc increasingly less willing
to take any goods ovailable without much consideration of price factors.

1/ Ir. this conncction it may be notcd that since the terms of compensation
tc former owners have not been settled and no allowance for this charge
has been made on the books of the concerns affccted, it is believed
tkat prices have been besed solely on costs of labor and materials
without provision for amortization of plant and equipment, The re-
visions mey rcflect a change in accounting procedures of nationalized
irdustries.
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It has been reported that the results of the recent Spring Sample Fair in
Prague were disappointing as foreign buyers were reluctant to place orders
at present prices. To the extent to which price increases are applied to
export, goods, they will be even further discouraged. It has been noted,
however, that prices quoted for export sometimes are below the domestic
price of the same article. It remains to be seen whether the Government's
proposed rationalization of industry and efforts to increase productive
efficiency will bring about significant changes in the Czech price level.

An effort is being made to reduce the disadvantage at which the
agricultural population finds itself because of the discrepancy in the
levels of industrial and agricultural prices. At the same time, the
Goverrment hes announced its intention of guarantceing prices of agri-
cultural products.

These pricc reductions arc justified officiclly on the grounds
that production increascs have made a larger amount of goods available for
the dcmestic market. Nevertheless, the rccent announcement of the estab-
lishment of a price egualization fund of 6 billion Kcs. indicates that
special measures are being devised to implement the Government's policy
of price reduction. The price reductions arc to be subsidized by the
State which is to be reimbursed from the equalization fund; the resources
of the latter will be derived from specilal turnover taxes on gross sales
of various types of enterprises including retailers znd jobbers. The law
cstablishing the fund forbids the shifting of these taxes to the consumer.
The nccessity for setting up this elaborate mechanism to make possible
reduction in prices within a limited area of the cconomy casts doubt on
the economic wisdom of this policy.

Kational Finances and the Two-Year Plan

The budget adopted for 1947 is larger than that for 1946 which
ended with unexpectedly favorable results. In the original budget esti-
mates, expenditures had been placed at 64.0 billion Kes. and revenues at
37.8 tillion, Final results, however, were total expenditures of 50.3
billicn Kes. (13.5 billion less than anticipated) and total revenues of
42.5 billion (or 4.5 billion more than estimated). The deficit thus was
only 7.8 billion Kcs. comparcd to an expccted 26.0 billion Kes. In part
this was due to the inability of the Goverrment to spend as much money
for needed reconstruction as had been allowed for. In the current year,
amounts to be expended under the Two-Year Plan for the expansion of the
econory are included in the budget. Budget estimates for 1947 anticipate
a deficit of 25 billion Kes.

The national debt picture is not unfavorable despite an in-
crease in the nominal amount outstanding (see Table 3). In consequence
of the increase in the price level, the burden in 1946 actuzlly is less
than it was in 1937.
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Table 3
Czechoslovakian National Debt
End of year, 1937 and 1946

1937 1946
(Million Cz. Kcs.)
Internal Debts

Long-term 4.3
Short-term 2.7
Germen occupstion : 45.8
Pogtwnr 14.8
Other 1.2

Total 36.8 87.8

Forcign Debt:

Austro-Hungariaon 2.4
Pre-occupation 9.1
Post-cccupation 9.5
Total 7.2 20.9

Grand total 44,0 . 108,8

Note: Intercst paid in 1946 amounted to 2.5 billion Kes.
compared with 1.6 billion in 1937. Government
efforts to reduce ratcs of interest vaid have re-
sulted in application of 3 per cent rate to all
but the prewar internal debt. The average interest
rote for all internal debt is now 3.44 per cent.

There has been considerable discussion regerding the capacity
of Czechoslovakiz to finance the Two-Ycar Plan. Expenditures under the
program have been scheduled according to the table below.

Table 4
Total Expenditures for Two-Year Plan
1847 and 1948

For ’ Billion Xes.

Industry and hendicrafts 25.38
Agriculturc & 5.21
Trensport 15.09
Building construction and repair 14.00
Transoortation and other
public works 10.20
Total 69.68

a/ About 70 per cent of the investment in agriculture
will be spent for mechanization.
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The Czechoslovakian authorities have stated that the amount of
neorly 70 billion Kes. represents approximately 15 per cent of estimated
natioral income for the period. Total nztional income from current cco-
nomic activities in 1946 has been placed at 148.1 billion Kcs. compared
with 48.6 billion in 1937 when the price level was approximately one-—
third that of today. Thus national income in 1946 was about 85 per cent
of prewor in real terms. It may be essumed that it will rise to about
160 billion XKcs. this year. The 1947 budget includes expenditures of
only 11,9 billion Kcs. for the implementation of the Two-Year Plan. This
is only a small part of the total investment necessary for the execution
of the whole program, and only about 7 per cent of estimated national in-
come. The conclusion may be drawn thot the Czechoslovaks envisaged that the
balance of the planned expenditure would be financed by foreign borrowing.

Czechonslovakia has applied for a $350 million loan from the
Interretional Bank for Reconstruction and Development. Govermment
officials have declared, howcvcr, that even if the loon is not received,
the Tvo-Year Plan will be put through. In the light of the situation
cutlined in the preceding parcgraph, the cssumption would be justified
that in such casc the execution of the progrem viould be slowed down con-
sidercbhbly. Much of the proceeds of such o loan, if it were received, it
is steted would be used for the purchase of machinery to modernize Czech
plants and for rew materials., In the absence of such o loan, row matcrial
imperts (supplied to a significant extent through UNikA in 1946) must be
paid for with the preceeds of Czech cxports, and it is cleimed, Czech
export capacity would be restricted by the necessity for depending upon
obsolete end worn-out machinery, In this connection it is of interest
that one informed foreign observcr in Prague declarcs that in 1946 Czecho-
slovakia possessed the most diversified and potentially efficient industrial
structurc of any country in Burope, with the possible exception of Belgium,
Sweden, and Switzerland. Not only had this industrial plant suffered less
war damage, but many improvements made by the Germans in the interest of
their war cffort had remained to bencfit the Czschs,

Although Czecchoslovakia faces many problems in 1947, many of
them stemming from the generel world situation, the outlook is far from
unfavorable. Reorganizetion and consolidation of the economy along
plenncd lines hes been carried to & point which it is claimed gives a
s0lid basis for further progress. The fading out of the seller's market
points to & necessity for the adjustment of Czech prices if Czech goods
are to compete successfully in world markets,






