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The period of euphoria which was so typical of a year ago has gone. People now realize that the problems we are facing are very serious. The heavy feeling of having gotten rid of the Communists has given way to the realization that there will be a lot of problems, and that the transition in all aspects will be much more difficult then anybody had anticipated. As I said, this is something which is generally known, and I would like to tell you about some of the specific problems.

As you know, we are now in a period of privatization. This is the number one priority of the Czechoslovak government. This privatization and the continuation of economic reform are going on in a situation where we have a parliamentary democracy, for we have held a truly regular and normal parliamentary election. There were many observer groups in Czechoslovakia during the last election and I have heard not a single complaint against the method of conducting the parliamentary elections. Yet, we see that some of the laws that our parliament is passing are not debatable and not everyone is happy with them. They are often the outcome of compromise; and we are only beginning to learn, as our parliament is, how to function in a democratic system.

Among the important laws passed this year is the law on large-scale privatization which issues the selling of coupons to private individuals who will pay a small, nominal sum only to cover the cost of the printing and actual selling of coupons. Each person is entitled, it is my understanding, to purchase 1000 points - equal to 1000 crowns, which he will pay for coupons. He can use these coupons to bid for stocks in the newly created stock companies.

Essentially, each Czechoslovak firm (I think that we can stop calling them enterprises and begin calling them firms now) is expected to develop its own privatization project. Some firms are going about it in a very aggressive and good manner by seeking out foreign aid, participation, and investment in their companies. Others are not doing so well because of the lack of experience of their managers in attracting foreign investment. Many fear what will happen when a foreign company takes over when firm and it has been completely privatized.

This coupon scheme or voucher system is full of problems. There are a number of articles published in our newspapers about this voucher scheme. They say the general population will be inexperienced in selecting a portfolio. For example, everyone will want to own shares in the brewery in Pilsen and nobody will want to own shares in the Vitcova steel mills because that company is not doing so well. You do not have to be an economist to know this. There are many criticisms which can be leveled at this scheme and the economic reform in general.

I would like to say that the problem is that there are no serious alternatives. Winston Churchill once said that democracy is a political system full of problems and you can say many negative things about this system, but we do not know of any better way of governing. I think this is a similar case, but the fact of the matter is that there was a great deal of criticism before the program for economic reform was accepted in Czechoslovakia and that many people criticize the points but none of the economists who had leveled serious criticisms against the program were able to come up with at least a partially viable alternative. So the program for economic reform is continuing. The large-scale privatization program is progressing; and we shall see how the voucher system works out. The alternatives were not really viable. It is assumed that since the average person does not know how to go about investing, does not have the information available to make a sound decision, that the average citizen does not have the time, energy, or will to seek such information. There will be mutual funds which will become institutional investments where citizens can deposit their vouchers and ask the mutual funds to invest in a portfolio on their behalf.

It is assumed that this year, before the end of 1991, 800 firms will become privatized. This seems like a very large expectation but that is the goal. I just spoke to Mr. Jesak, the Minister for Privatization in the Czech Republic, and this is the figure he cited for all of Czechoslovakia. Unemployment is rising. It is expected to continue to rise. It is rising somewhat more in Slovakia than in the Czech lands for the simple reason that a number of the Slovak firms had problems concerning productivity. In Slovakia we have a number of plants that were built in the 1950s and 1960s. They have very large plants, thirty or forty thousand employees per plant are not the exception but the rule the structure of these plants. There are very few alternative sources of employment besides these huge combines and they have concentrated their market almost exclusively with the Soviet Union or in the former COMECON countries. We are witnessing a total collapse in the Soviet market where the Soviets will no longer accept or buy our products.

There have been many years of problems with the Soviets who wanted to buy our consumer goods, while according to agreements within COMECON they were suppose to buy our machinery. It has always worked out when there was government-to-government negotiations. Now, when there are negotiations between large Soviet foreign trade companies and our individual companies, contracts are not being concluded. There are many cases where the Soviets are requiring two or three year credits on imports, even on consumer goods; our firms are not capable of handling that kind of credit. The most they can give is a one year credit according to the rules issued by the bank. We find that firms in what use to be East Germany, which have German banks behind them, are able to give two and three year credits. So this is a huge problem we are facing and this loss of markets in the Soviet Union and what used to be the GDR are causing considerable problems, which are greater in Slovakia than in the Czech lands. The unemployment rate is five percent in Slovakia and four percent in the Czech territory. There is an expectation that unemployment will rise dramatically.

The output of firms has also gone down by 12 percent in the first part of 1991. The central economic agencies do not consider this to be too negative, because this is to be expected of privatization and the cutting of subsidies to a number of companies. On the other hand, the situation with prices is well in hand; inflation is not developing according to expectations.

One of the major causes for the sharp rise in prices of consumer goods after January 1, especially in food, was the fact that there was a monopoly situation within the market system. Wholesale and retail trade organizations continued to be monopolistic, and they had the option to set the prices during this period. Of course, since then the people have found that markets can work in two directions, that prices can not only go up but they can also go down. The retail trade organizations which belonged to the state instituted very sharp increases in prices after January 1. The price of butter, for example, went from 10 crowns per package to 24 crowns after January 1. So, the price hikes were very high, and this resulted in a consumer boycott because the people just refused to buy many things for this kind of money. It was very easy to do in January because everybody buys a lot of food for Christmas in Czechoslovakia. So, in January there is always a decline in purchases because they have to finish the supplies they bought for the Christmas period. But what happened this time was that many of the dairy and other food producing companies would bring their produce on trucks. They would park next to the store and sell out of the back of the truck, for example, butter at 14 crowns. So, some elements of supply and demand as well as price competition resulted in the lowering of food prices; and this resulted in the low inflation figures for the months following January 1991.

In spite of the fact that the cost of living has gone up (and I think that the situation is well in hand), and although many people bitterly complain, it is nevertheless not as bad as it may seem. I have a neighbor out in the country who is writing me dismal letters about how everything is terrible. She writes that she will probably lose her job and that prices have gone up dramatically. Yet in her last letter she said she is going to Spain for vacation. So things are not as bad as they may seem.

If you want to speak about the United States, I would say that the assistance programs which the U.S. has developed for Eastern Europe, Seed 1 and Seed 2, make available fair amounts of money. However, it is not money which will be given to the Czechoslovak government, to some official who decides where the money will be spent. American aid is very project oriented and there has to be certain priorities and also a certain amount of accountability. Sometimes this degenerates into micromanagement where the Americans go too far in telling us exactly what the money should be used for.

They agree with us on this issue that there must be limitations to micromanagement. Essentially, the only way Czechoslovakia can get the money which is now available through Congress is through the submission of credible proposals for projects.

Viable projects arc, generally speaking, the ones which further economic reform and further privatization. So in a certain sense the ball is on our side of the court, and it is up to us to produce these projects. Very often our businesses do not know how to produce a project which will be acceptable to the Czechoslovak Entrepreneurial Fund, which President Bush promised us when he was in Czechoslovakia in November, 1990. The money is there, but as I say our newly emerging small businesses have to come up with some viable projects.

We have some problems within the United States concerning our restitution law. There have been some Congressmen who have been receiving a very large amount of negative mail about Czechoslovakia and the restitution law. Today, I went to speak to Congressman Lipinsky from Chicago, who had circulated a letter among his colleagues on the Hill. It said that all Congressman should take a second look at Czechoslovakia because it was not that great after all. Attached to it was an editorial from the Daily Herald in Chicago by a man named Zeiene, who is an American of Czech extraction and is a professor at Fordham University. He is extremely critical of the reform that we are implementing. His main criticism is from the left, because he criticizes us for not sufficiently taking into account worker participation in newly privatized firms. This has been published in Prague by the Communist newspaper. We have been very severely criticized. And he has a right to criticize; but this has led to a letter in Congress which says that the situation in Czechoslovakia is not going very well and that we should not be supported. We spoke to the Congressman for an hour; and he understands our point of view.

The second point of contention concerns the law of restitution - a law about returning property taken by the Communists. This restitution law was enacted by a democratically elected Parliament. It was the subject of long debate, and is the product of compromise. As I am told by people who have lived in a democracy much longer than I have, that is what happens in a democracy. The outcome of these compromises is something which people will not be happy with. It stated that property that was nationalized after 1955 could be restituted. It was not sufficient because public opinion in Czechoslovakia wanted another law which returns property taken since February 1948. Everything which is restituted has to be real property, that means no paper assets, no stocks, bonds, shares, and no money assets. The restitution of land will be the subject of a different law, which has been returned to committee twice and has not yet been legislated.

We are talking about real estate and tangible assets which are still in Czechoslovakia. This is what troubles the American Czechoslovak community in America. It excludes from reclaiming property all people who are not citizens or residents of Czechoslovakia. Both conditions have to be fulfilled. The reason why this clause is included is because not including it would mean that large numbers of expatriates would reclaim their property without intending to return to Czechoslovakia and take up their function as businessmen. Our first priority is to further the economic reform; restitution should be a way to further privatizing businesses. If all expatriates were included, they would not want to return and run their business; they would want financial compensation. The reason we are not offering financial compensation is very simple, we do not have the money. The only way the money could be acquired is to print it, thus starting an inflationary spiral which would have no end. This would have a very negative influence on the economy as a whole.

There are those in Czechoslovakia who think that restitution has gone too far, and that we are offering too much to people who have lost their property. The majority who will be making their claims are not the owners but the heirs who have no direct connection with the property. It is not the outcome of their entrepreneurial activities or work. It is the grandchildren of the expatriates of forty or more years ago. So Czechoslovakians feel that too much is being offered in the restitution law. Then there are people who think 1948 should not be the benchmark, but that we should go further back, such as the people who think that Jewish property confiscated in 1939 by the Germans or their collaborators should be restituted. But, now the person who confiscated it will be getting it back not the original owners and often, not always. Not very many Jews have survived, but if we are speaking about justice, this group should be included.

There are also the confiscations of 1945, which were enacted by a democratically elected government and by the victorious superpowers at Yalta, which involved huge confiscations of German property and the expulsion of the German minority from Czechoslovakia. One of the first things President Havel did, which was very controversial, was to apologize for the manner in which the expulsion of the German minority took place in 1945. Now the understanding is that we will not be returning anything to the Germans, nor will the Germans be paying us for the damage they caused during World War II. Rather, we will now enact a new German-Czechoslovak Treaty and finish the chapter of World War II. We can now start new relations which will be more humane and more democratic. So, the confiscations of 1945 would have been politically unacceptable and very destabilizing for the great majority of people in Czechoslovakia, regardless of notions of justice.

Those are our main problems, including the restitution law; and I think some nerves have been grated and that some feelings have been injured because of the wording of the law which is very straightforward, but does not explain the situation. We might of avoided some of the hard feelings if we had done a better job of public relations. I think that there is also the problem that many of the people who were protesting two years ago, for many of them it was inconceivable for them that in their lifetime the problem of restitution would exist, imagined that things would move so swiftly and that we would make such a commitment to privatization. The restitution law has been subject to the aim of privatization. I might add that the Poles and the Hungarians are just starting to discuss the problem, and I think they will have many difficulties with it. In a few years I think we will see that Czechoslovakia will not do so badly in this area. So, as far as our situation with the United States is concerned in the future, we will be cooperating more fully to improve Czechoslovak-American relations.
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