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ROZSYPAL’S REFORM AS AN ATTEMPT
AT ECONOMIC CHANGE IN CZECHOSLOVAKIA

Abstract: The economic crisis culminated in 1953 when the regime
was established. Personnel changes or partial changes to the plans could
not save the permanently sick state economy. Healing was possible
through radical reforms. The first economic reform came to Kurt Rozsy-
pal. Although it did not mean questioning the dire economy in Czecho-
slovakia, it was an intervention in the form of a change in its form. Its
essence consisted in the introduction of production and economic units,
the change in wage policy and the tangible responsibility of enterprises.
The concept had some elements of the market economy. As Czechoslova-
kia was in a bad economic situation, the reform itself could not immedi-
ately create an opposite situation in terms of economic boom. Conserva-
tive politicians understand this in the sense that reform is the cause of a
bad economic situation. Therefore, the reform of r. 1961 revoked, but the
reform process began again for four years.
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Introduction
The founding period of the socialist regime was associated with tre-

mendous economic problems. The orientation of Czechoslovakia on me-
chanical engineering and the smelting industry meant initial difficulties
with the sale. At the turn of 1952/1953, the state stood at the brink of eco-
nomic collapse. Systematic liquidation of the private sector had led to
rapid regress in post-war conditions, particularly in light industry and
consumer goods. The old people have still mentioned, for example, to the
lack of winter high boots, as private producers were actually liquidated
and the state ownership of the means of production at a certain time did
not simply distribute this product. The centre of production was shifted to
the heavy industry, and the needs of a common citizen were almost ig-
nored. The state of affairs was difficult to solve and the monetary reform
from year 1953 was a necessity for the national economy to avoid the
economic collapse of the state. Declaration of the so-called new course
was initially just a cosmetic adaptation. Renowned Marxist economists
saw the need for the beginning of the reform process.

The features of the direct economy were evident with the advent of the

Second Republic in 1938. Attempts to apply the corporate model during
the 1st Slovak Republic strengthened the features of the directive econ-
omy. The course also underlined the human-democratic establishment,
and a two-year economic plan. The post-war economy brought great eco-
nomic change and businesses over 500 employees were nationalised. A
significant rate of central planning represented two-year plan. The year
1948 was marked by a revolutionary economic change. In the field of
agriculture there started a gradual mass collectivization. There emerged
hundreds of grooming cooperatives of different types. From year 1953, a
gradual decay of many peasant cooperatives began, more than 200 of
them collapsed in that year. In eastern Slovakia, little known uprising of
the PreSov region erupted. Soviet consultants working in the Czechoslo-
vak State Bank demanded the dissociation of Czechoslovakia from the
International Monetary Fund, termination of the crown's parity from the
dollar and introduction of the parity of the crown with the Soviet ruble
(BeneSova 2014, p.20). The money exchange in 1953 caused a temporary
drop in sympathizers of the regime from the ranks of the communists, the
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cost of economic rescue was to shake the popularity of the regime. The
vast majority of citizens' savings fell for the benefit of the state.

The objectives of the first five-year plan were not met. There was no

satisfaction in how businesses acted. They were proposed to achieve some
productivity of work. In this context, businesses overrated the require-
ments for performance indicators (Ml¢ochova 2012, p. 15). As planners
did not have real results, businesses in many cases received unjustified
wage finance. As Mlcochova says, the central authorities were looking for
new starting point in transition to other forms of indicators (net produc-
tion, namely products per one worker).

These phenomena were criticized by some economic literate commu-

nist officials. Critic was presented by academician Ondrej Pavlik. Legen-
dary today is a resolution on engineering by the top communist officials
Branik and Pull. It was basically a criticism of the economic policy of the
Presidency of the Communist Party of Czechoslovakia. It is significant
that the resolution was later sharply criticized and its authors had to re-
sign. The accusation of bourgeois nationalism served as a defense against

the resolution. In the politburo of the Communist Party, Jaromir Dolansky
was the only economically literate member, nor did he allow himself to
question the general line of economic policy of the state. The transition to
new markets, for political reasons, meant the loss of traditional custom-
ers; ultimately, macroeconomic losses were enormous. The onset of
Khrushchev initially did not mean changes in the USSR's economic pol-
icy towards the other Eastern bloc countries. The first wave of de-
Stalinisation after the publication of the results of the XX Congress of the
Communist Party of the Soviet Union meant a possible departure from the
strict policy of Czechoslovakia as an economic power. Kurt Rozsypal,
economist, became the bearer who made the changes. This was the first
economic reform in Czechoslovakia, controlled by the Communists. The
aforementioned economic reform aimed in particular at decentralizing
corporate management behaviour, which could operate to a certain extent
according to the needs of businesses. In addition to decentralization, the
economy should focus on long-term and medium-term planning goals
(Urbasek 2012, p. 29).
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The second five-year period did not actually exist (Sulc 1996, p. 23).

Sulc justifies this by the factual existence of annual plans that were con-

stantly modified. The second reason was frequent, according to him, un-
professional interventions of the political elite ad hoc. On the other hand,
during this period, economic growth was more significant in industry than
in the agricultural sector.

In Czechoslovakia, which was at the end of the second five-year plan,

it was the first exception to the rules. The very nature of the economic
reform implied a possible decentralization of enterprise decisions, a
change in the way of planning, a change in the financial evaluation of
workers (Slany 2003, pp. 334-335). Although these partial adjustments
were very far from a radical changeover to a mixed economy, they still
introduced at least some of its elements. There were created the so-called

“production and economic units” within the companies. Own production

and economic units appeared in three forms. “The first and most common
form was the creation of a larger enterprise consisting of several plants,
and the management of the largest one was to manage the whole enter-
prise” (Fuka 2006, p. 11). The second type was basically a type of busi-
ness leader which had several branches - but they had a certain economic
personality. As stated by Tojcikova (Toj¢ikova 2012), it was mainly the
engineering and consumer industry. The third type was the creation of an
over-the-business coordinating body. These were business associations.
“The business association was a form chosen mainly in the fields with a
large number of small enterprises without the dominant position of any of
them” (Tojcikova 2012, p. 58). This was mainly the consumer and food
industry. In total, 383 economic units were created. The aim of this reor-
ganization was to create conditions for the decentralization of state man-
agement. For the decision-making centre, this meant the abolition of the
94 headquarters of ministerial departments whose role changed from di-
rect management to medium-term and long-term planning. Basically, the
production and marketing units developed their own five - year plans.
These units were delegated to some of the competencies that until then
belonged to the central authorities (Merenda 2011, p. 47). Last but not
least, this meant a reduction of the cadre nomenclature, and thus also hav-
ing some savings, which would otherwise have to be spent on wages.
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Rozsypal and his fellow workers did not worry that the production and
economic units would abuse their economic position on the market, hop-
ing that their de facto monopoly position would help rid those unhealthy
competitors (Myant 1989). The curiosity is that Rozsypal's reform
brought about the establishment of the Patent and Inventions Office. Its
director became an inconvenient politician, the only victim of the first
wave of de-Stalinization - Alexej Cepicka.

The second major feature of the reform was the introduction of mate-

rial responsibility for businesses as a whole. This in fact meant moving
towards a certain respect for the principle of subsidiarity. This implemen-
tation also meant a shift away from detailed Soviet-type planning (Fuka
2006, p. 12). Instead of a detailed plan, the reform was pushing forward
longer-term plans in the form of forecasts. These should not have a bind-
ing nature, as Fuka says, which was already present in five-year plans.
These watched the leitmotif of long-term plans. The reform was endeav-
oured to involve individual businesses more frequently in five-year plans
(Fuka 2006, p. 12). It enabled the release of financial resources that were
no longer tied to a specific pre-planned purpose. In this sense, the reform
differentiated the norms of personal involvement and the normative of
corporate involvement. This fact has been connected with the Marxist
economy, which speaks about the validity of the law of value and its sub-
ordination to the law of planned development (TojcCikova 2012, p. 60). In
the first case, it is the norms for the growth of labour productivity and
wage growth, where businesses have been given the opportunity to re-
ward the over-standard performance of the worker, in the latter case the
share of the gains that the enterprise could also use autonomously. "The
process of setting norms for businesses was very complicated and re-
quired knowledge of the possibilities of individual companies” (Matlo-
chova 2011, p. 26). Critics of this point consider the problematic ineffec-
tiveness of this step due to the allocation of limited resources and their
use to generate output while preserving the maximum possible efficiency
(Benesova 2014, p. 20). Critics have also criticized the fact that the condi-
tions to a small extent participated in the central economic plan, and their
efforts were rather to increase the level of inputs, which of course ulti-
mately outweighed demand. Furthermore, they believed that they artifi-
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cially underestimated the role of the plan so that they could easily meet
them and thus result in overproduction (BeneSova 2014, p. 20).

Another important aspect of the reform was the change of the wage

concept. It was an increase in the possibility of adjusting wages upwards
for the task wage so that the norms were not pushed downwards without
artificially lowering standards. At the same time, the new wage policy
allowed workers to be divided into labour competency classes, and also
allowed premiums to be paid for the results achieved. In summary, the
basic concept of the new wage policy was expressed as a possibility to

obtain a number of premiums and bonuses for quality work (Sulc 1996).

Just remind that wage rates have been constant since 1945. Similar wage
policy setting was also in neighbouring Hungary.

The role of the reform was also to increase employee participation in

business management. Although collective agreements were in place,
Fuka points out that they were not collective bargaining agreements typi-
cal for free economy. The change consisted of the existence of so-called
supplementary wage that could be paid for a specific performance.

Czechoslovak Marxist economic thinking as though it was getting

from a dogmatic sleep and gained a more realistic theoretical basis, that
was also applicable in practice. Relatively small, though the visible
changes brought about by the reform that Kurt Rozsypal prepared theo-
retically, could simply not bring about an economic miracle and radically
change the economic situation of Czechoslovakia. "On January 1, 1959,
the reform steps were launched, a year later, however, there was an or-
dered reduction. In 1961, Rozsypal's reform was revoked without any
analysis of its impacts "(Londak et al., 2009, p. 121). It is paradoxical that
its original introduction was justified by the need to increase the effi-
ciency of the industry (Kucerova 2015, p. 118). Author Boudové (Bou-

dova 2008, p. 13) considers that Rozsypal's reform was not proved, so it
was revoked in 1961. Likewise, Hruska says that the Rozsypal reform
was totally unsuccessful (Hruska 2010, p. 7). We believe that the eco-
nomically low literacy of the Central Committee of the Communist Party
of Czechoslovakia, with few exceptions, did not fully understand that the
next wave of the economic crisis did not come because of the Rozsypal’s
reform but because of the earlier erroneous political decisions that Kurt
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Rozsypal had nothing to do with. Little competent leadership reluctantly
appealed for what showed signs of discrepancy with the Soviet model of
central economic governance. Holman believes that “the political centre
was already frightened by the first steps of state-owned enterprises that

brought some elements of an independent market, ‘anti-social’ behav-
iour” (Holman 2005, p. 508). Even BeneSova assesses the reform as an
opportunity to increase the impact of the will of individual enterprises
within the planned economy, which meant the possibility of development
towards a market economy. The basis, however, was the planned econ-
omy, only its way changed. On the other hand, it has to be remembered
that a number of business executives showed active opposition to the re-
form of Kurt Rozsypal. So they joined the conservative representatives of
the Central Committee of the Communist Party of Czechoslovakia,
probably afraid by the consequences, including a high degree of responsi-
bility (Kralik 2007, p. 259). It should be remembered that the success and
failure of the reform depended on the setting of the five-year plan (Matlo-
chova 2011, p. 63). As Kodet states, even after the introduction of the
new management system, the own share of the company's resources was

not significantly changed, % of the resources in the production and eco-
nomic units were transferred to the state budget and subsequently re-
distributed (Kodet 1962).

The central planning authorities originally promised that they would

not be able to divert their resources to successful businesses in order to
redistribute them to offset losses. The promise was not finally fulfilled, as
it was necessary to save the losses reported by the loss-making enter-
prises. However, this was not the result of the poor reform steps, but of
the earlier wrong decisions of the central authorities. The original idea
was that the central plan would remain for the government as a binding
mechanism, but with fewer indicators than before the reform. The condi-
tio sine qua non of the success of the reform was to maintain the five-year
plan, but the central authorities were not able to ensure its compliance
(Matlochova 2011, p. 26). Basically, there was a deviation from the cen-
tral plan - which had to be updated annually as needed, as well as from
one of the pillars of reform - the principle of material involvement of en-

10
[http://perspectives-ism.eu] |



[PERSPECTIVES — JOURNAL ON ECONOMIC ISSUES | No 2/2018

terprises which, as a result of the current economic situation, ceased to
function.

Rozsypal evaluates the results of his reform positively. According to

him, the national pension increased by 6 - 8%, annual investment by even
10%. Labour productivity, personal consumption, and inventory turnover
increased. The rational management of production factors began and there
was a more meaningful use of investment funds (Rozsypal 1982). Busi-
ness management, with few exceptions, was worried about launching lar-
ger investment projects. The views of the author of the reform on the rea-
sons for abandoning the reform concept lie primarily in a very little realis-
tically planned long-term plan, unfavourable changes in external indica-
tors (bad harvest, reduction of trade with China, unrealistic high invest-
ment in loss-making projects, etc.). Also the then first Czechoslovak
president Antonin Novotny was involved in the prescriptive negative de-
cisions concerning the reform. The setting-up and fairly rapid stopping of
the Rozsypal’s Reform led to the complete failure of the third five-year
plan (Tomsova 2014, p. 25). In any case, the reaction of the Czechoslovak
Communist Party closest leadership was to seek to strengthen the ele-

ments of a direct economy (Hrdli¢kova 2011, p. 46).

Conclusion

Although Rozspal's reform was revoked on the basis of various facts,

objectified and given ideology, it essentially meant a realization of two
facts. It was an attempt to seek a solution from the unfavourable eco-
nomic situation of the state that was fully reflected. On the other hand, it
reflects the consciousness of its authors that positive changes can be made
primarily through radical changes to the original economic assumptions,
with cosmetic adjustments being not enough. After the reform was re-
voked in 1962-63, the national pension in Czechoslovakia declined sig-
nificantly. These were the years of another economic crisis. Economic
experts called for the reassessment of some elements of the Rozsypal’s
Reform because they realized its real benefits. Novotny was influenced by
them in a positive sense, and finally, in 1963 he declared another change
in economic governance. "In 1963, the discussion of experts and theoreti-

11
[http://perspectives-ism.eu] |



[PERSPECTIVES — JOURNAL ON ECONOMIC ISSUES| No 2/2018

cians, economists, politicians and sectoral institutions came to the con-
clusion: Remediation of the adverse state requires a fundamental solu-
tion, not just the elimination of the most serious disparities at the moment

"(Kaplan 2000, p. 245). Ota Sik became the head of the next economic

reform. Its theoretical foundations were drawn up in 1964, and the begin-
nings of implementation were realized in the following year. But this is
another chapter of the history of economic reforms in Czechoslovakia.
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