Czechoslovak Tariffs in the 1920s: An Example of
Historical Specificity in Economic Policy

Oldrich Krpec and Vit Hlousek

The goal of this text is to explain the significant increase in tariffs (and in
the effective level of tariff barriers) in Czechoslovakia that occurred in the
years 1921-23 (and consequently in 1926 in the case of agricultural tariffs).
Czechoslovakia was the first industrialized economy to substantially increase
tariffs after the First World War. At that time, Czechoslovakia was highly export-
oriented—and particularly dependent on the export of industrial goods, with
a large trade surplus in these goods. This took place in an economy that was
expanding rather rapidly and had no major problems with foreign debt, and
did not suffer from the initial pains of industrialization experienced by other
countries in the region. The protection of central European markets between
the World Wars has traditionally been explained by the concept of economic
nationalism, but our analysis shows that we have to look for subtler motives
behind the facade of economic-nationalist rhetoric, and we have to consider
Czechoslovakia as a special case. Economic nationalism helps to explain
some specific policies in other central European countries (such as the spe-
cific way Poland industrialized the Katowice Region), but Czechoslovak moti-
vation goes deeper—indeed, it is structural. The particular sequence of early
and high protectionism of Czechoslovak industry led to calls for equal protec-
tion of agricultural production and led to the introduction of these tariffs in
1926. This harmed economic and political relations with agricultural produc-
ers such as Romania, Yugoslavia, Hungary, and Bulgaria, and contributed to
these countries’ economic and political rapprochement with Germany in the
1930s. Apparently, “taming” local German industry inside Czechoslovakia
was more important than fostering exports in the region.

The main argument of this paper therefore is that the introduction of
these tariffs was a consequence of the ethnically heterogeneous structure of
the economy in general and of ownership in particular. Some industries in
the Czechoslovak economy were overwhelmingly controlled by distinctive
ethnic groups. These industries significantly differed in their comparative
advantage. While German capital controlled the (export-oriented) light and
consumer goods industries, Czech capital dominated in industries that were
far less export-oriented or even import-competing, such as machinery, trans-
portation equipment, and electrical goods. Yet although trade and exchange-
rate policy preferences clearly differed, the policy decision-making process
(at least until 1926) was completely controlled by Czechoslovaks and Czech
capital, explicitly committed to a nationalist takeover of Czechoslovakia’s
economy. That is why it was possible to implement an exchange rate and trade
policy that ran contrary to the theoretical expectations based on the general
(national aggregate) indicators of the national economy.
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In the first section, we introduce the concept of economic nationalism,
discuss the unique elements of the Czechoslovak economy, and analyze
existing literature on the topic. This is followed by quantifying the degree
and structure of the tariff increase at the time period under investigation.
Then, we add our own analysis of the sequence of specific tariff changes that
resulted from these exchange rate and price level alterations. Next, we explore
developments that occurred after the increase of the effective tariff level; to do
so, we rely on a thorough investigation of primary-source materials, includ-
ing statistical reports, legal decrees, and explanatory statements. These come
from stenographic records of parliamentary sessions and minutes of commit-
tees and governmental meetings, as well as newspaper searches. In sum, the
main goal of the text is to explain why Czechoslovakia—which from a conven-
tional point of view would be one of the least likely cases for a tariff increase
in industrial goods—undertook precisely this step in the course of its trade
policy.

The Concept, Rhetoric, and Practices of Economic Nationalism

There are several reasons why conventional theories about the political
economy of trade policy would struggle with this specific case of protection-
ism. Most Czechoslovak industry was export-oriented. The relatively limited
domestic market could not adequately compensate for any serious losses in
export markets. The most influential political representatives emphasized the
need for international economic cooperation with western Europe and, with
some reservations, in a regional context as well.! The parties of the left were
notably critical of any form of trade protectionism, seeing it as undermining
the interests of consumers.

High tariffs in Czechoslovakia were not the result of industrialization
efforts, a trade deficit, or indebtedness. The de facto tariff increase of 1922-23
was never publicly discussed by the Czechoslovak government or in the press.?
In contrast, economic nationalism, which Harold James dismissed as a “very
unsatisfactory explanation,” is in our view nonetheless the most relevant

1. The Treaty of Versaillesitselfenvisioned a customs union among the successor states
of Austria-Hungary. This project was supported by Minister of Trade Rudolf Hotowetz (see:
Lidové noviny, November 4, 1924, 1) and most Germans (MP Rudolf Fischer in the Chamber
of Deputies 5 April 1922; Prager Tagblatt, November 10, 1922, 7), but rejected for openly
nationalist reasons by most other actors (MP Jan Slavicek in the Chamber of Deputies
25 September 1924; Ndarodni listy, September 8, 1922, 1), including the liberal Minister of
Finance Karel Engli$ (Lidové noviny, December 21, 1924, 1).

2. National Archive of the Czech Republic (NACR), Protocols of Government Meetings
(Benes Government, 1921-1922) (Prague, 1989); NACR, Catalogs and Indexes of Government
Meetings, (BeneS Government, 1921-1922) (Prague, 1989); NACR, Protocols of Government
Meetings (Third Svehla Government, 1926-1929) (Prague, 1995); NACR, Catalogs and
Indexes of Government Meetings (Third Svehla Government, 1926-1929) (Prague, 1995).
This contrasts with demands for a new autonomous tariff schedule, which was—as
leverage for trade negotiations—mentioned several times in the Parliament and press
(Chamber of Deputies: MP Heidler 25 November 1919, MP Slavicek 17 January 1922, MP
Palme 13 December 1923, MP Kostka 25 September 1924, MP HruSovsky 19 December 1924;
Narodni Listy, September 7, 1922, 1; and September 14, 1922, 6).
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explanatory aspect of Czechoslovak trade policy during the 1920s.> We argue
that this nationalist aspect has even more to do with the ways the Czech politi-
cal elite dealt with the strong economic position of the German ethnic minor-
ity within the new republic.* The powerful position of the German minority
in the Czechoslovak economy and its dominance in a variety of export sectors
became one of the main causes for the peculiar trade policy of the country
implemented by Czech elites. That is why we analyze the establishment of
high Czechoslovak tariffs in the 1920s as a historically specific sequence of
political events, not a pure product of economic reasoning.’

The concept of economic nationalism has long played an important role
in Czech and Czechoslovak economic policies and political discourse, as
it has in other countries of east central Europe. Economic nationalism had
proven to be a very powerful tool of political competition between Czechs and
Germans, and consequently Czech and German industry and commerce, as
early as 1873, on the heels of economic depression. Albin Braf, a conservative
economist-politician, developed the idea of Czech economic nationalism as a
protectionist strategy to support the development of ethnically Czech indus-
try, financially backed by Czech banks; Braf tried to combine the advantages
of a large Austrian-Hungarian market with a “Czech first” economic policy.®

Compared to other east central European countries, however,
Czechoslovakia was exceptional in terms of its relative stability, its level of
industrialization, and the pace of its postwar economic recovery.” The Czech
lands were the most industrialized in central Europe. Czechoslovakia was not
subject to hyperinflation, in contrast to Austria, Germany, Poland, Hungary,
and the Balkan countries, and it reached its prewar level of GDP per cap-
ita earlier than the majority of other central European countries.® The rate
and volume of capital accumulation and the corresponding higher level of

3. Harold James, The End of Globalization (Cambridge, Mass., 2002), 115-16.

4, Edward Radice, “General Characteristics of the Region between the Wars,” in
Michael Kaser and Edward Radice, eds., The Economic History of Eastern Europe I (Oxford,
1986), 23-65.

5. Kathleen Thelen, “Historical Institutionalism in Comparative Politics,” Annual
Review of Political Science 2, No. 1 (1999): 369-404; Paul Pierson and Theda Skocpol,
“Historical Institutionalism in Contemporary Political Science,” Political Science: The
State of the Discipline, 3 (2002): 693-721.

6. After the dissolution of the Habsburg monarchy, the newly achieved political
dominance of ethnic Czechs reinforced ideas to get rid of foreign competitors. Some of
the policies and practical steps taken after the end of WWI were similar to other central
European countries. Processes of nostrification, demanding that firms active in successor
states transfer their official headquarters from Vienna or Budapest, were very similar in
Czechoslovakiaand Poland. SeeJifi Staif, “Multietnicita nadrodnispolecnosti, hospodafské
elity a jejich konfrontace,” in Drahomir Jan¢ik and Eduard Kubt eds., Nacionalismus
zvany hospoddisky (Prague, 2011), 51-79; and Eduard Kubt and Jifi Sousa, “Nostrifikace
firem—cesta k uchopeni rozhodujici hospodafské moci,” in Dragomir Jancik and Eduard
Kubi, eds., Nacionalismus zvany hospodarsky, 339-64.

7. Marta Romportlova and Zdenék Sladek, Hospodarsky a socidlni vyvoj ve stfedni a
jihovychodni Evropé 19181938 (Brno, 1994), 186—99.

8. Joan R. Roses and Nikolaus Wolf, “Aggregate growth, 1913-1950,” in Stephan
Broadberry and Kevin H. O’Rourke, eds., The Cambridge Economic History of Modern
Europe. Volume 2: 1870 to the Present (New York, 2010), 187.
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economic development “far exceeded progress in other countries of east cen-
tral Europe.”®

Immediately after the war, Czechoslovakia actively intensified eco-
nomic contacts with neighboring countries, including Austria and Germany.
Czechoslovak industry was attractive for foreign investors from western
Europe.l® At the same time, Czech banks “assisted” their Hungarian and
Austrian counterparts in the processes of nostrification in other east central
European countries.!!

Agricultural producers in Czechoslovakia were compensated for enduring
high industrial tariffs from 1921-23 by the levying of significantly higher grain
and flour tariffs in 1926. This disrupted exchange between Czechoslovakia
and the Balkan countries, which was based on complementarity of their
respective economies.'? Czechoslovakia was a key supplier (often intermedi-
ated through Vienna) of industrial goods, and at the same time an impor-
tant consumer of agricultural products from the Balkans and Hungary. The
economic nationalism manifested by the agricultural tariffs also spurred
industrialization efforts among exporters of agricultural goods. For all these
reasons, we could have assumed that Czechoslovak foreign economic policy
might be more prone to maintain a liberal economic regime, but Czechoslovak
policymakers instead decided to follow steps toward economic isolationism
and protective measures that were typical for other, far less industrialized,
east-central European countries.!?

Czechoslovakia was, of course, far from being alone in its attempts to
impose tariff protections (Table 1). The literature provides various estimates
of general ad valorem tariffs for the time.!* period that this text is concerned
with, yet detailed analysis that would explain deviation from the level that
was typical for European industrial economies, including those that were
most similar to Czechoslovakia structurally (Austria, Germany) is lacking.!®

9. Ibid., 228.

10. Vlastislav Lacina, “Podoba ekonomického nacionalismu v primyslu po vzniku
CSR,” in Jan Hajek, Drahomir Jan¢ik, Eduard Kubt, eds., O hospoddiskou ndrodni drzavu.
Uvahy a stati o modernim ceském a némeckém nacionalismu v Eeskych zemich (Prague,
2009), 70-71.

11. Ivan T. Berend and Gy6rgy Ranki, Economic Development in East-Central Europe in
the 19 and 20™ Centuries, (New York, 1974), 196-97.

12. Yugoslavia and Romania formed the “Little Entente” with Czechoslovakia—a key
political and security alliance vis-a-vis Hungarian revanchism in the 1920s. Both countries
were recipients of Czechoslovak arms as well as exports of physical and financial capital,
often on concessional conditions. Czechoslovakia used this alliance to block the threat of
annexation of Austria by Germany in the 1930s. The political influence of Czechoslovakia
in the region nevertheless gradually declined and drifted into Germany’s sphere of
influence.

13. Berend and Ranki, Economic Development in East-Central Europe, 201-8.

14. An ad valorem tariff or duty is a charge levied on imports that is defined by a
fixed percentage of value (e.g. 10% of value). A different type of tariff is a specific duty,
determined by a rate that is levied at a certain amount per physical unit of a specific item
(e.g. USD 10 per 100kg).

15. League of Nations, Tariff Level Indices (Geneva, 1927), 15; Heinrich Liepmann,
Tariff Levels and the Economic Unity of Europe (London, 1938), 413; Zora Pryor and Frederic
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Table 1: Tariffs on industrial goods, 1927 (continental industrial
economies, percentages)

Czech. Germany France Italy Belgium Switz. Austria Sweden

Semi-finished goods

Textiles 14.0 10.6 34.9 12.7 5.2 6.4 8.3 9.0
Metals 36.8 17.5 38.2 49.2 5.3 10.0 25.4 24.4
Chemicals 17.0 10.2 10.2 23.6  21.7 7.8 174 20.7
Mineral oils 32.8 32.0 24.4 24.5 31.9 83 239 29.8
Manufactured goods

Paper 26.9 12.1 33.0 23.9 4.6 33.2 13.1 19.4
Glass, porcelain 39.7 20.0 19.6 49.0 7.0 28.2 154 26.6
Metal goods 45.5 12.3 20.1 241  13.7 19.6 34.3 17.0
Machines 24.6 9.4 24.7 16.4 11.4 10.3  11.3 10.1
Vehicles 62.5 32.0 34.9 48.0 15.3 27.7  32.0 13.3
Devices, 18.7 19.3 16.7 9.9 8.4 4.6 17.0 12.0
instruments

Toys, tires 44.3 15.8 33.2 32.4 131 8.6 21.4 38.0
Average 33.0 17.4 26.4 28.5 10.5 15.0 20.0 20.0

Based on Heinrich Liepmann, Tariff Levels and the Economic Unity of Europe (1938), 383-93.

The Czechoslovak economy ran a substantial surplus in industrial goods
soon after the war as well as during the entire 1920s, and the general eco-
nomic conditions of the 1920s were largely favorable. Nevertheless, we see the
establishment of high tariffs on industrial goods. These increases clearly did
not emerge as a response to structural problems of the economy. The available
literature offers no complex explanation for the specific causes of this develop-
ment, presuming misleadingly that some sort of victory of protectionist inter-
ests in heavy industry led to increased tariffs in other sectors.’ Even in the
Czech literature, which outlines a basically fair account of the mechanisms
of Czechoslovak tariff growth, there is a lack of ambition to explain why this
occurred.” Therefore, we decided to tackle the issue directly and explain how
it was possible that—in contradiction to the expectations of political econ-
omy—trade policy would be completely dominated by “import-competing”
groups from heavy industry associated with the National Democrats—a party
with limited voter support but which employed Czech economic nationalism
to a great extent.!

Pryor, Foreign Trade and Interwar Czechoslovak Economic Development (Bloomington,
1975).

16. Compare Ferdinand Peroutka, Budovdani stdtu 4 (Prague, 1936), 2316-20; Vlastislav
Lacina and Jan Hajek, Kdy ndm bylo nejlépe (Prague, 2002), 67; Rudolf Olsovsky and
Vaclav Priicha, Prehled hospoddrského vyvoje C‘eskoslovenskavv letech 1918-1945 (Prague,
1968), 71-73; Vaclav Pricha, Hospoddarské a socialni déjiny Ceskoslovenska 1, 1918—-1945
(Prague, 2004), 226.

17. Olsovsky and Priicha, Pfehled hospodarského vyvoje, 71-73.

18. Zdenék Karnik, Ceské zemé v é¥e prvni republiky (Prague, 2000).
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The Extent and Importance of Tariff Increases in Czechoslovakia
(1914-23)

The change in the effective level of Czechoslovak tariffs (for industrial and
later agricultural goods) is particularly noteworthy in that it took place during
a time of relative economic success. From 1920 to 1929, the economy grew by
6% per year on average, with rapid growth taking place as soon as 1920 and
1921, in contrast to western Europe and the US." Unlike the majority of central,
southeast, and east European states, Czechoslovakia had no fundamental
problems with foreign debt. Total government debt of the country amounted
to about 4.35% of its GDP in 1921, with foreign debt making up only 1.07% of
GDP. Until 1929, foreign debt rose only to 2.84% of GDP. For comparison, the
trade surplus amounted to about 9.3% of GDP in 1922.%° This indicates that
indebtedness, which served as a strong incentive for protectionism among
other states in the region, did not play a significant role in the Czechoslovak
case.

The structure of the Czechoslovak economy made it dependent on the
import of raw materials, and therefore the overall trade surplus was the result
of major activity in the area of industrial production.?! This pattern of trade
became typical throughout the 1920s.%2 Per-capita exports of industrial goods
for Czechoslovakia compared well with many leading countries. In 1925, this
amounted to 131.6 French francs, which was similar to the levels of Germany
(129.9), Sweden (124.0), and the Netherlands (147.5). This was significantly
higher than that of the US (74.7), though also lagging far behind the UK (332.4)
or Switzerland (416.8).%3 In the first years after the war, Czechoslovak political
and business elites assumed that Czech industrial exports would dominate
the chiefly agrarian regions of central, southeastern, and eastern Europe,
especially when their main competition—Germany and Austria—had been
fundamentally weakened.?

In spite of all this, sharp increases in the ad valorem equivalent of tariffs
in the years 1921 to 1923 occurred. It is crucial to point out that in 1921, the level
of tariffs in individual categories of commodities and products corresponded

19. The average rate of growth during 1920-29 in western Europe was about 3.8%; in
the US it was about 4.1%, derived from Angus Maddison, The World Economy: Vol. 1 (Paris,
2007), 429, 476.

20. Derived from data of the Historical Statistical Almanac (Prague, 1985), 836, 852;
Brian Mitchell, European Historical Statistics (Berlin, 2007), 802.

21. As early as 1920, Czechoslovakia’s economy had a total trade surplus of 4.19 bhillion
CSK. In the trade of raw materials and commodities, there was a deficit of 7.38 billion CSK;
in the semi-processed and intermediate goods sector, there was a deficit of 323 million
CSK. The overall surplus thus reflected the massive production and export of industrial
goods, which amounted to 11.89 billion CSK.

22. Statisticka prirucka CS}% (Prague, 1925), 161; Statistickd p¥irucka CSR (Prague,
1928), 127; Statisticka p¥irucka CSR (Prague, 1932), 224.

23. Derived from the Bureau International de Statistique Commerciale, Bulletin
(Brussels, 1925).

24. By Deputies Jan Malypetr, November 19, 1919, Ferdinand Heidler, November
25, 1919, and Richard Fischer, April 5, 1922 in the Chamber of Deputies; Jaroslav Preiss
in Narodni listy, March 2, 1919, 1; August 18, 1922, 4, DuSan Zachystal in Ndrodni listy;
September 13, 1922, 6; and FrantiSek Fousek in Ndrodni listy October 28, 1922, 6.
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to the level before the First World War. This increase was thus not affected by
the war, or a postwar collapse of commercial relations, or structural problems
in the economy associated with the establishment of the new state. As a mat-
ter of fact, Act 379/1919 retained the autonomous tariff schedule of Austria-
Hungary from 1906, which was organized on the basis of specific duties.?” The
reception of the 1906 tariff was understood to be a temporary measure, with a
new autonomous tariff supposedly in the works that was indeed announced
several times.?® In the first years after the war, tariffs played a relatively small
part in the protection of the economy at the time due to extensive admin-
istrative trade barriers. Nevertheless, as Czechoslovakia was highly indus-
trialized—it had inherited about two-thirds of the industrial capacity of the
old empire—the structure of the Austrian tariffs, which had been designed to
support the industrialization of the empire, was not well-suited for the new
republic.?”

The Czechoslovak economy of the time was oriented towards the pro-
duction and export of finished consumer goods in light industry (textiles,
clothing, glass, porcelain, jewelry, paper, footwear). We can describe these
industries as “export-oriented.” At the same time, it was also a rather diver-
sified industrial economy, with extraction, metal, steel, and machinery
industries that were more oriented to the domestic (Austrian imperial, and
later Czechoslovak) market. Since the international competitiveness of these
industries, similarly to that of some newly formed sectors (electrical equip-
ment, automobile production, advanced chemicals) was quite low, we will
consider these sectors “import-competing.”

The act adopting the rates of Austria-Hungary was followed by the imposi-
tion of several levels of surcharges to specific duties in 1920 and coefficients
multiplying the tariff rate in 1921.28 This tariff schedule was then left largely
unchanged until the early 1930s.2° What did substantially change, however,

25. A tariff rate specified as amount of money levied per unit of import. In the case
of Czechoslovakia, this amount generally was in the form of CSK per 100kg (1 quintal) of
goods.

26. Constitutional committee report, Parliament press No. 473, March 16, 1919.
Discussion in Chamber of Deputies July 14, 1921, explanatory memorandum on Act
158/1923; government proclamation in Ndrodni listy, September 7, 1922, 1; and Minister of
Industry and Foreign Trade Ladislav Novak in Ndarodni listy, September 14, 1922, 6.

27. The 55-million-inhabitant market of Austria-Hungary consisted of Bohemia,
Moravia, and Silesia (the Czechlands and part of Poland) which were highly industrialized;
Austria, a financial and commercial hub (with some industry); and agricultural Hungary,
Slovakia, and parts of Romania and Yugoslavia.

28. Surcharges of 150%-900% were added to the tariff rate by Regulations 340/1918
and 44/1919 by the Ministry of Finance, and Executive Orders of April 26, 1920 (193/1921)
and November 6, 1920 (460/1921). The latter introduced coefficients, which were multiplied
by the original 1906 tariff schedule.

29. Various trade treaties de facto modified these rates. The extent to which these
reduced tariffs were debated (Hotowetz in Lidové noviny, November 4, 1924, 1; response
in Narodni listy, November 5, 1924, 6; and by MP Jan Dvotacek in Ndrodni listy, January 1,
1925, 1). To evaluate this, we have calculated the ad valorem equivalent of most favored
nations’ rates—applied by treaties with France, Italy, Austria, and Germany between
1924 and 1925. We found that out of 184 items in our analysis, 63 were affected by treaties
decreasing the rates applied to these countries, typically by between one-third and one-
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were the ad valorem equivalents of the established specific tariffs—which cre-
ated a high level of effective protection of the market.

It is important to note that these surcharges and coefficients cannot actu-
ally be considered increases in tariff levels. As our calculations demonstrate,
the overall effective tariff level of 1921 did not significantly differ from that
of 1914 (see Table 2 and the Data attachment).>° The actions taken by the
Ministry of Trade and the government thus were largely uncontroversial, as
they maintained the ad valorem equivalent at roughly the level of the tariff
schedule established by the act applying the 1906 Austrian tariff in the new
republic. The exchange rate of the Czechoslovak Koruna (CSK) vis-a-vis the
USD was 16.2 times lower in 1921 than in the case of the Austro-Hungarian
Krone in 1914. Price levels had increased similarly.?! Therefore, it was neces-
sary to multiply the original specific tariff rates by a coefficient of roughly
sixteen to achieve the same level of protection.? In contrast, retaining spe-
cific tariffs at the given level without regard for the dramatic shift in the CSK
exchange rate in 1922 (see below) led to a dramatic change in the ad valorem
equivalent of tariffs.

A Comparison of Tariffs and Differences among Groups of Goods

As mentioned above, Czechoslovakia employed specific tariffs—a specific
amount of money levied per unit of import. To determine the real level of trade
barriers in the market, we need to calculate ad valorem equivalents of tariffs
at the particular time. To do this, it is necessary to determine the nominal
prices of a given good according to some sort of data. We typically do this on
the basis of the volume and value of foreign trade.

Our analysis begins with the tariff schedule laid down by an Executive
Order from December 1921 (460/1921). We calculated ad valorem equivalents

half (see Table 2, Col. 8 in the Data attachment: https://data.mendeley.com/datasets/
$346b3tsbf/2).

30. Data attachment available at https://data.mendeley.com/datasets/s346b3tsbf/2.

31. Statisticka p¥irucka (1925), 190, 199.

32.Itisnecessaryto pointout that the tariffsin the firsthalf of the 1920s were influenced
not only by Czechoslovakia’s foreign trade, but also by administrative limits on trade
(quotas, official authorization). These were implemented primarily by the Commission
for Import and Export and the so-called “Syndicates” of individual producers, ultimately
through the Office for International Trade. Exports were soon liberalized; a range of
items, however, came under a licensing procedure. The vast majority of imports were
liberalized by 1925, but some items were still licensed in 1928. See Vladimir Klimecky,
Rizené hospodafstvi v Ceskoslovensku do roku 1939, II. Cdst, obdobi 1918-1923 (Prague,
1968); Pricha, Hospoddrské a socialni déjiny, 102, 226; Olsovsky and Pricha Prehled
hospoddrského vyvoje, 334. This is why we calculated the protection level for 1914 (the
period before the First World War), 1921 (the period during the tariff increases), and 1923
(after the tariff increases), supplemented by 1926, for which we estimate trade on the basis
of regulation by the tariff levels given above. At the same time, we assert that the existence
of alternative regulatory instruments (administrative quotas) further reduced the need
for high levels of tariff protection and thus correspond to our interpretation of this policy
(see below).
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Table 2: Ad valorem tariff equivalents according to the category of
goods in given years: weighted average (for individual categories);
tariffs in percentages.

1914 Tariff 1921 Tariff 1923 Tariff 1926
(estimate)
Heavy industry, capital 24.9 28.4 58.0 43.6
And, strategic goods33
Chemicals 7.9 7.5 25.5 32,5
Consumer goods—finished 14.3 171 59.1 43.9
Intermediate goods 20.5 17.8 33.9 30.5
- of which inputs for heavy industry 37.9 30.4 61.5 55.9
Energy and industrial commodities 1.0 0.5 1.1 1.2
Agricultural commodities - 2.0 2.6 16.8

Selected individual items, their classification into categories, and calculated tariffs for
individual periods of time can be found in the Data attachment (Tables 2.1—2.7.) 34

of tariffs for 1921 and 1923 on the basis of the volume and value of trade.®
The tariff for 1926 was then calculated on the basis of average annual prices
(Zahrani¢ni obchod RCS [Foreign Trade Statistics], 1926). We estimated tariff
levels for 1914 based on the shift in the USD/Krone exchange rate (in July 1914)
and the USD/Koruna rate (in December 1921). The fall of the Koruna against the
USD roughly corresponds to the change in the overall price level. This is clear
from comparisons of price indexes at the time. The wholesale prices index
increased from 100 in July 1914 to 1,674 in December 1921.3¢ The retail price
index for Category I goods (foodstuffs, fuels, heating oil, and soap) increased
to 1,554; for Category II goods (textile fabrics, footwear, hats), it increased to
2,200.> The analysis was undertaken for three periods: 1921, 1923, and 1926,
and thus before and after the increase of the effective level of the tariffs, and
after the imposition of agricultural tariffs and the elimination of the remain-
ing administrative barriers to trade.

The results of our analysiss that there was no significant increase in the
ad valorem equivalent of tariffs between 1914 and 1921. However, between
1921 and 1923 there were very important increases: from 28.4% to 58% in
the case of heavy industry, capital, and strategic goods; from 7.5% to 25.5%
in the case of chemicals; from 17.1% to 59.1% for finished consumer goods;
and from 30.4% to 61.5% regarding intermediate inputs for heavy industry.
On the other hand, raw materials and energy remained mostly tariff-free
for the whole period under discussion. In other words, the moderate tariff
levels of the early 1920s grew to be the highest of all European industrial

33. We understand “strategic goods” as all finished machinery and electrical
equipment goods.

34. See tables 2.1-2.7 at https: //data.mendeley. com/datasets/3346b3tsbf/2

35. Zahranic¢ni obchod RCS (Prague, 1921); Zahrani¢ni obchod RCS (Prague, 1923).

36. Statisticka p¥irucka (1925), 190.

37. Ibid., 199.
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Table 3: Comparative advantage of the Czechoslovak
economy—Lafay Index, 1921 and 1926

Item (nomenclature No.) 1921 1926
Woolen goods (691-712) 6.20 2.81
Cotton goods (527-578) 5.14 4.70
Glass and glassware (1063-1107) 3.37 3.14
Clothing items (766-827) 1.20 1.34
Paper and paper goods (854-915) 0.83 0.73
Clay goods (1160-1208) 0.77 0.98
Shoes—leather (980) 0.72 10.52
Iron/steel goods (1225-1277, 1279-1398) 0.69 1.74
Enamelware (1278) 0.42 0.29
Linen goods (628, 630-646) 0.41 0.66
Machinery (1532-1627) 0.38 -0.56
Jewelry—metal (1506) 0.34 0.33
Silk goods (731-764) 0.25 0.35
Jute goods (650, 652—654) 0.13 0.31
Transport equipment (1655-1688) -0.13 -0.32
Chemical products and dyes (excluding saltpeter) -0.89 0.20
(1790-1830, 1832-1961, 1962-1983)

Electrical machines and devices (1628-1654) -1.28 0.16

countries by 1923, and remained very high for the rest of the interwar period.
Agricultural tariffs were a specific case. Most agricultural commodities were
imported tariff-free. It remained this way until 1925 and 1926, when a coali-
tion of Czechoslovak and German agrarian, Catholic, and middle-class par-
ties pushed through the so-called “balancing” of tariff policy by significantly
increasing agricultural tariffs. The weighted average of relevant imports of
agricultural goods increased to 16.8%. This was still well below the level of
protectionism of domestic industry, as well as below the protectionist levels
of agricultural tariffs in Germany and Hungary, Czechoslovakia’s most impor-
tant trade partners at that time. However, unlike industrial tariffs, the protec-
tion of agriculture was an extremely controversial issue, debated for 30 hours
in the Chamber of Deputies between 9 and 11 June 1926.

To assess the level of international competitiveness and the export ori-
entation of individual industries in Czechoslovakia, we calculated the Lafay
Index for 1921 and 1926 (see Table 3).3 The Czechoslovak economy had the
strongest comparative advantage in textile and clothing, glass, paper, and
clay goods, while transportation equipment, chemical products, and electri-
cal machinery were at a comparative disadvantage.

In the 1920s, the Czechoslovak economy witnessed a significant buildup
in the industries of machinery, metal processing, electrical goods, and the
production of transportation equipment. High tariffs clearly contributed to

38. The Lafay Index for country i gOOd ] is LII]:100[(Xl]-MI])/(XU-I-Ml])-Sk(Xlk'Mlk)/
St My))(Xi+My)/Si(Xye+My) where X and M are exports and imports. See Gérard
Lafay, “The Measurement of Revealed Comparative Advantages,” in International Trade
Modelling, Marcel Dagenais and Pierre Muet, eds. (London, 1992), 209-34.
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Table 4: Development of production and trade in selected
industries—volume (index, 1921=100)

1923 1926
Strategic industry
Machinery Output 110.6 132.7
Export 54.7 50.2
Import 36.7 30.7
Electrical industrial goods Export 61.8 228.6
Import 38.3 29.3
Textile industry
Processed cotton fabric Output 97.8 148.4
Cotton goods Export 100.4 182.8
Raw cotton Import 84.8 120.1
Raw wool Import 90.8 88.7
Wool yarn Output 120.0 113.4
Wool fabric Output 118.9 103.8
Wool goods Export 82.1 138.9
Other consumer goods, export industry
Glassmaking goods Export 70.0 106.5
Paper goods Export 133.7 226.5
Porcelain goods Export 92.4 174.2
Context of economy
GDP 105.4 129.6
Trade surplus 126.7 107.5

Derived from Historical Statistical Almanac (1985) and Zahrani¢ni obchod CSR (1921; 1923;
1926).

this buildup. In contrast, the (export-oriented) textile, glass, and food indus-
tries experienced the slowest growth (see Table 4).

While the output of individual industries grew between 1921 and 1923 (only
cotton goods experienced stagnation), their exports decreased significantly.
This was true for strategic goods (machinery, electrical components), as well
as for export-dependent consumer goods industries (exceptions include the
increase of export volume in the paper industry and stagnation in the cotton
industry). The volume of imports in the consumer goods industry was negli-
gible. We included indices for the import of materials for the textile industry
only to illustrate the contraction of the textile industry between 1921 and 1923.
This contraction took place even though the prices of materials had moved
in favor of the Czechoslovak textile industry. While the output of the textile
industry generally stagnated in 1920s, it remained the strongest contributor
to Czechoslovakia’s strong export performance and its trade surplus. On the
other hand, the imports of materials for strategic industries grew (the strong
currency was an advantage here), while imports of finished products in these
industries decreased, since they were crowded out by domestic production
in a heavily protected market. The relevance of these findings will become
apparent once we discuss the relative position of Czech and German capital
in individual industries.
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Explaining the Tariff Policy in Light of Actors’ Interests and the
Structure of the Political System

We have already established that the Czechoslovak tariff increases in the
1920s did not occur in connection with the implementation of various reforms
to the tariff schedule or any officially debated and approved measure whose
primary goal was the regulation of international trade.*® To a great extent,
these tariff hikes occurred as a result of the significant strengthening of the
Koruna and the resulting fall in prices of imported goods on the domestic mar-
ket. Therefore, to explain the unusually high tariffs in Czechoslovakia during
the critical years of 1921 to 1923, it is necessary to at least briefly examine
the reasons for the country’s deflationary policy. Here we have to answer the
question why “import-competing” interests could control the trade policy in
an economy that was so dependent on exports of industrial goods.

In the literature, there is a consensus that the economic policies of the
Czechoslovak state were directed by a relatively small group of men belong-
ing to National Democracy, which in turn relied on the financial power of
Zivnostenska Banka.“® National Democracy was a nationalist, right-wing
political party whose voter base outside the capital city was rather limited.*
Nevertheless, after the founding of the state, it held a great deal of influence
in day-to-day politics and was able to obtain “issue ownership” in economic
policy.*? This was undoubtedly a result of the significant support of the party
by the most dominant group of financiers in Czechoslovakia—those related to
Zivnostenska Banka. This group established the most prominent industrial
conglomerate in the country. Under the leadership of Jaroslav Preiss, the bank
became a shorthand for nationally “Czech” capital, having already begun to
strengthen its economic influence in the Czech lands even in the days of the
old empire. When the new state was established, Preiss was generally seen as
the top man in the economic elite, and was entrusted with developing a draft
version of Czechoslovakia’s economic policy.*> He enjoyed a significant level
of popularity among Czechs at this time as well. One reason for this was that
during World War I, he had been arrested by the Austrian authorities for

39. However, policymakers did occasionally mention the increased competitiveness
of Germany and Austria caused by the depreciation of their currencies. Interestingly
enough, before currency reform in Germany (in the second half of 1924), supporters of
National Democracy defended tariffs as necessary to face artificially high competitiveness
resulting from the devaluated Papiermark (MP J. Cerny, in a report by the Budget
Committee, August 6, 1921; MP J. Slavicek in the Chamber of Deputies, December 9, 1921;
Minister of Industry and Foreign Trade L. Novak January 19, 1922; Lidové noviny, December
17,1922, 9; Narodni listy, August 22, 1922, 6). After stabilization and the introduction of the
Reichsmark, however, policymakers defended tariffs as necessary to counter recovering
German industrial competition (Lidové noviny, October 26, 1924, 11; January 7, 1925, 9).

40. Karnik, Ceské zemé, 239-41.

41. In terms of electoral results, seats, and rankings in 1921 and 1925 (See Data
attachment, Tables 4.1 and 4.2. at https://data.mendeley.com/datasets/s346b3tsbf/2).

42. Ian Budge and Dennis Farlie, “Party Competition: Selective Emphasis or Direct
Confrontation?” in Western European Party Systems, Hans Daalder and Peter Mair, eds.
(London, 1983), 267-305; Roman Chytilek, Politicky prostor a politicka témata (Brno, 2014),
117.

43. Lacina, Formovdni Ceskoslovenské ekonomiky, 61.
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sabotaging the war effort and sentenced to death (later reduced to a prison
term). He was tried with Karel Kramaf—later Czechoslovakia’s first Prime
Minister, and Alois Rasin—after the war the most influential person at the
Czechoslovak Ministry of Finance. All were members of National Democracy,
which filled the posts of Minister of Finance, Minister of Industry and
Trade, and Minister of Foreign Trade with their members (Augustin Novak,
Bohdan Becka, Jan Dvofacek, Ladislav Novak). It is illustrative that National
Democracy usually recruited these ministers from the board of directors of
Zivnostenska Banka. In spite of the limited and declining voter support of
National Democracy, many ethnic Czechs saw this group of men as the de facto
economic government, and the natural representatives of Czechoslovakia’s
national economic interests.

President of the Republic Tomas G. Masaryk and Minister of Foreign
Affairs Edvard Bene$ accepted the influence of National Democracy and
Zivnostenska Banka on the economic policies of the state. Their interests
overlapped to a certain extent.** Both sides were in favor of strengthening
the influence of Czech capital in the Czechoslovak economy at the expense of
ethnically German capital, as the law on nostrification demonstrated.

Insofar as two-thirds of Czech industrial workers worked for ethnically
German firm owners and managers, the Czech takeover of industry in the ter-
ritory of Czechoslovakia was considered a vital national interest. Preiss him-
self claimed he was “Czechifying” the nation’s industry (by hostile takeovers
of German firms; the installation of Czech nationals on boards of firms where
the majority of the shares were acquired) whenever the opportunity presented
itself.*> We think that this perspective should be kept in mind when attempt-
ing to understand the deflation policy.*® The nostrification process, discrimi-
nation in public procurement, and the execution of land reform (which many
Czechs considered a just reparation for the Holy Roman Empire’s victory at the
Battle of White Mountain in 1620) also should be understood in this context.*”

44, Foreign policy as represented by Bene$ focused on the building of intensive
economic ties with key allies of Czechoslovakia: France, Britain, the countries of the
“Little Entente” (Yugoslavia and Romania), and in some cases the US. The goal of this
was to weaken the close economic bonds to Germany and—in the context of developing
economic sovereignty—Austria as well. But at the same time, the goal was to further
improve political relations with Germany and Austria, which were satisfactory at the time.
In connection with this, Czechoslovakia never exploited possibilities of “sequestration”
(confiscation) of German or Austrian property on its territory, and still allowed exports of
raw materials and foodstuffs (particularly to Austria) immediately after the war, in spite
of the dire economic situation. In its relations with Germany, Czechoslovakia refused to
join in with sanctions imposed by its treaty counterparts (1921 and 1923) and continued
in intensive economic relations with Germany even during the Occupation of the Ruhr.

45. Antonin Klimek, Velké dejiny zemi koruny Ceské (13) 1918-1929 (Prague, 2000),
510.

46. There is little doubt that the mastermind behind the monetary policy of the
Czechoslovakia was Preiss. See Jifi Hejda, Zil jsem zbytecné (Prague, 1991), 135.

47. To further illustrate the national conflict forming the context of economic policies,
there was a purging of state-owned enterprises (railways, postal services): According to
Klimek, these firms fired about 30,000 ethnically German employees and hired the same
number of Czechs and Slovaks between 1921 and 1930. This was mostly accomplished
using excessively strict language requirements. See Antonin Klimek, Ndstup Hitlera
k moci (Prague, 2003), 113.
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This dovetailed with the attitude of Minister of Finance Rasin (the National
Democratic politician who oversaw the deflationary policy), who claimed that
Czechoslovaks had every right to arrange their own affairs without regard to
minorities, to act as if they did not exist.*® While in many aspects the treat-
ment of minorities in Czechoslovakia was well above the European standard
of the time, this did not apply to the arena of management of the national
economy.

The main goal of Zivnostenska Banka—to gain control over the key
parts of the Czechoslovakia’s economy by pushing Germans aside—was
(together with resistance to socialism) at the core of National Democracy’s
economic program. This later materialized in the aforementioned nostrifi-
cation policy, but also in the exchange rate and tariff policy, and in general,
in increasing control over official economic policies at the expense of other
groups.”

The very process of increasing Czechoslovak tariffs during the 1920s
consisted of a sequence of peculiar political events. Among these events
is the deflationary policy of Alois Rasin that de facto led to a dramatic
increase in tariffs, and which by strengthening the exchange rate threat-
ened the competitiveness of Czechoslovak exports. Despite frequent pro-
tests, the dominant export groups failed to influence the exchange rate
policy, with its implications for trade policy more generally.”® Also, high
tariffs for domestic industry in combination with negligible agricultural
tariffs soon led to calls for compensatory measures by agricultural interest
groups that materialized after the Agrarian Party won in the 1925 elections.”!

48. Ihid., 111.

49. Widely acknowledged domestic economic experts supported by the President,
such as Rudolf Hotowetz (Minister of Industry and International Trade) and Karel Engli§
(Minister of Finance) were eventually pushed out of their positions. Tensions in later years
arose out of Prague Castle’s support for the conglomerate around the machine-industry
giant Skoda, which was controlled by Schneider-Creuzot, one of France’s most famous
weapons, industrial, and investment groups. The merger of gkodg with the automobile
manufacturer Laurin & Klement (after 1927 and today known as Skoda Auto) led to the
establishment of some degree of counterweight to the dominant position of Zivnostenska
Banka. What is more, Zivnostenska Banka’s support for the building of links between the
Czechoslovak economy and that of the Entente powers (especially capital investment from
Britain, the United States, and France—a key priority for Bene$) was minimal, to say the
least. Its goal remained clearly to secure a hegemonic position in the domestic economy.
See Lacina, Formovanti, 191; Karnik, Ceské zemé, 21417, 265.

50. While the nationalist Ndrodni Listy downplayed the crisis of industry (August 22,
1922, 6; F. Fousek in Ndarodni listy, September 3, 1922, 6; Narodni listy, September 6, 1922,
5, and September 8, 1922, 1), the centrist Lidové Noviny frequently reported on collateral
damage to the export performance of industry caused by the strengthened currency
(Lidové noviny, September 3, 1922, 9; September 5, 1922, 9; September 14, 1922, 9; September
29, 1922, 9; and October 22, 1922, 1). The German Prager Tagblatt was of course extremely
critical about the policy and regularly reported on the catastrophic developments in export
industries (Prager Tagblatt, August 2,1922, 7; August 4, 1922, 8; August 8, 1922, 7; September
3, 1922, 7; October 18, 1922, 6; and October 20, 1922, 6).

51. As the Koruna stabilized in 1923, the tariff policy was rarely mentioned, with the
exception of discussing the introduction of agricultural tariffs. This issue developed into
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The imposition of import tariffs on flour and grain in 1925 and 1926 further
shifted the Czechoslovak economy towards more protectionism and more
self-sufficiency. This had negative effects on economic and political rela-
tions with important trade partners, especially two key allies that were
agricultural exporters—Romania and Yugoslavia. All this took place years
before other industrial economies increased their agricultural and eventu-
ally also industrial tariffs.

The main proponent of the so-called “deflationary policy” carried out
after the beginning of 1922 was Alois RaSin. As the first Minister of Finance
of the new state (Nov. 1918—-July 1919), RasSin steered the uncoupling of the
Czechoslovak Koruna (CSK) from the Austrian Krone in 1919. This, however,
failed to completely stem the fall in the exchange rate and rising inflation.
His most important successor, Karel Englis (May 1920—March 1921), supported
stabilizing the Koruna “at the postwar level” (and thus far below the value of
the former Austrian currency). Rasin vehemently argued for a major strength-
ening of the Koruna, ideally back to its prewar level.’? RaSin’s motivations
behind this policy were political as well as symbolic and, in his view, also
moral. The values of diligence and thrift, symbolized by the strengthening
Koruna, were to be put in stark contrast with the decadent inflationary and
populist policies of Germany and Austria. Rasin considered the economic cri-
sis in Czechoslovakia to be not only temporary, but also educational in this
context. The policy was embraced by the nationalists and successfully com-
municated to a large part of the public, but more liberal economists, such
as Englis, strongly opposed it>®> The conflict between both men ended with
Englis’s defeat and ouster.

Rasin’s policies on both questions were a result of the effects of various
factors. In the fiscal sphere, he represented the intense opposition of National
Democracy politics vis-a-vis the leftist government of the time. His position
on the proposed exchange-rate and monetary policies was presented as a
national necessity to sever the fate of the Koruna from the weakened cur-
rencies of Austria and Germany. A strong and growing currency was to be
evidence of a stabilized national economy and a competently administered
country.®® Czechoslovakia supported the strengthening of the exchange

the single most important economic policy debate by late 1924 and remained so for the
rest of the 1920s.

52. Peroutka, Budovdni stdtu, 2147; Karnik, Ceské zemé, 227-28; Jakub Rakosnik,
Odvrdcend tvaF mezivdleéné prosperity. Nezaméstnanost v Ceskoslovensku v letech 1918—
1938 (Prague, 2008), 134-36.

53. This was the main economic policy discussion for most of 1922. Both actors
exchanged their views on the front pages of major Czechoslovak newspapers (Engli§
in Lidové noviny, September 1, 1922, 1, followed by Lidové noviny, September 10, 1922, 1,
and September 24, 1922, 1. Also R. Hotowetz in Lidové noviny, September 5, 1922, 2. This
was opposed by Alois Rasin who was strongly supported by Ndrodni listy commentators:
Narodni listy, August 27, 1922, 6, and August 27, 1922, 6).

54. Lacina, Formovani, 191; Vlastislav Lacina, “Ménova politika v prvnim desetileti
Ceskoslovenské republiky,” Casopis hlstoncky, 91 (1993): 1-17; Eduard Kubu, Jana
Setfilova, “Hrad a Alois Rasin 1922-1923,” Cesky Casopis historicky, 93 (1995): 458-62.
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rate by all means—removing currency from circulation, verbal interven-
tions, and securing reserves of foreign exchange through foreign loans.”®
The exchange rate vis-a-vis the CHF and the USD strengthened approxi-
mately threefold.”® This led to a dramatic fall in the price competitiveness
of Czechoslovak exports, economic crisis, and significant unemployment. A
key question then obviously arises: why this policy was accepted, and ulti-
mately supported, by the strongest domestic political and economic interest
groups? In addition to the problem of incompetence in the economic area—
for the majority of actors, an argument of national necessity and pride was
sufficiently effective—it is necessary to look at the specific interests of the
group around Zivnostenska Banka, supported by the nationalist ideology of
National Democracy.

Zivnostenska Banka in Political Pursuit of its Economic Interests
against German Industry

The deflationary policy was extremely beneficial for Zivnostenska Banka,
by far the largest lender to Czechoslovak industry, and the position of this
key creditor in such a deflationary context would improve significantly.
Zivnostenska Banka was at the same time very active in the development of
an industrial conglomerate. As the economic crisis began, the bank quickly
bought up firms under advantageous circumstances. Even more important
was the process of “stock repatriation”: Zivnostenska Banka—again in the
“national interest”—purchased significant amounts of stock and even gained
controlling shares of important firms operating on Czechoslovak territory from
banks in Vienna, as well as from the former German Empire. In a situation in
which the value of Austrian and German currencies were rapidly falling and
the Koruna was strongly rising, stocks were extremely affordable. It was logi-
cal that the acquisition activities of Zivnostenska Banka (and the consortium
of Czech banks that it dominated) would focus on Czechoslovakia’s largest
publicly traded companies. From the point of view of the tariff policies dis-
cussed here, it is crucial to bear in mind that these were firms in heavy indus-
try: machinery, automobiles, iron and steel, electrical goods, and chemicals.
With a few exceptions (some products of the Poldi works, Vitkovice steel,
Mannesmannrshren-Werke, and Skoda), Czechoslovak production in heavy
industry and capital goods was sold on the domestic market, since these prod-
ucts were uncompetitive in the international context. Furthermore, this sec-
tor was dependent on the imports of a variety of key raw materials (iron ore,
metals, chemicals), as well as prefabricated materials, and the most modern
machinery. The domestic cost of these imports decreased significantly after
the strengthening of the Koruna. It is exactly this particular constellation of

55. The extent to which the Ministry of Finance actually intervened using foreign
exchange reserves is subject to debate.

56. For the exchange rate of the CSK to the USD and the CHF, see Data attachment,
Table 5. at https://data.mendeley.com/datasets/s346b3tsbf/2.
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Zivnostenska Banka’s industrial conglomerate that explains why the most sig-
nificant effect of the deflationary policy—a dramatic increase in tariffs and
changes in prices of exports and imports—was acceptable for the Czech busi-
ness elite.

On the other hand, the steep increase in the Koruna’s exchange rate was
a major problem for sectors of Czechoslovak industry that were highly depen-
dent on exports, such as the textile, glass, jewelry, and paper industries.’” The
bulk of Czechoslovak exports (excluding brown coal, under the control of the
Jewish-German Petschek family) were products of light industry. To under-
stand the relatively weak political position of export industries, it is neces-
sary to understand the dominant control of ethnically German (Austrian,
Reich, and domestic German) capital in these sectors. The vast majority of
production in light industry took place in border regions with a predomi-
nantly German-speaking population, and remained under the control of eth-
nic Germans and German capital.”® The average size of production facilities
in these regions was traditionally smaller, and the nostrification and stock
repatriation actions affected them to a lesser extent. These sectors were also
exempted from the efforts by the government to support the buildup of “miss-
ing” modern production in strategic industries (energy, electrical equipment,
chemicals and explosives, weapons).

To analyze the competing interests in Czechoslovak trade policy, we
introduced an indicator of the importance of ethnicity in industry. We
estimated the share of German firms in individual sectors by using the
share of German assets relative to the overall assets in a given sector. This
confirms the dominance of German capital in the textile sector, as well as in
glassmaking and porcelain (but also only occasional success of Czech capital
in effort to take over the sectors of mining and metals). This indicator also
reveals the predominance of Czech firms in the areas of machinery production,
energy, electrical equipment, and foodstuff production; the vast majority of
these were “import-competing” (Table 5). We also consider it important that
a range of key non-trade service sectors were controlled by Czech business
owners. This was true for the construction, trade, and transportation sectors,
which (while not internationally traded) were neither directly affected by the
falling price competitiveness of Czechoslovak exports nor by retaliation from
Czechoslovakia’s trade partners as a reaction to high tariffs.

57. In September 1922, the CSK was estimated to be overvalued by 34% relative to the
GBP and eventually 145% relative to the Reichsmark. See Zdenék Drabek, “Foreign Trade
Performance and Policy,” in Economic Structure and Performance between Two Wars,
Michael Kaser and Edward Radice, eds. (Oxford, 1985), 392.

58. Christoph Boyer, “Nationality and Competition: Czechs and Germans in the
Economy of the First Czechoslovak Republic” in Economic Change and the National
Question in Twentieth-Century Europe, Alice Teichova, Herbert Matis, and Jaroslav Patek,
eds. (Cambridge, 2000), 262-75; Jaroslav Patek, “Economic, Social and Political Aspects
of Multinational Interwar Czechoslovakia,” in Teichova, Matis, and Patek, Economic
Change, 248-61.
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Table 5: Share of German assets relative to total assets in
Czechoslovakia’s enterprises (in percentages, 1927)>°

Industry Percentage of German assets
Textile industry 65.6
Chemical industry 62.3
Mining and extraction 52.9
Stone and glass industry 52.0
Ironworking 52.0
Agricultural enterprises 49.1
Rubber goods 41.0
Construction industry 40.9
Wooden goods 34.0
Paper and pulp industry 32.8
Leather and hair enterprises 32.3
Food production 27.3
Electrical industry 25.9
Garment industry 19.8
Energy 18.7
Machinery production 11.1
Services

Hospitality 84.9
Small business 19.2
Transportation 13.3
Spas and sanatoria 11.0
Theater and film 1.6

Derived from the data from the Statistickd pfirucka [Statistical Handbook], 1932,
pp. 151-55.6°

While the ethnicity-related problems in commercial affairs (the typi-
cally disproportionate influence of German or Jewish ethnicities) was pres-
ent in other countries of the region (particularly in Poland, but also in
Hungary), nowhere else did it have the same weight as in Czechoslovakia,
where Czechs comprised 50.3% of the population, and Slovaks 15.2%.

59. Alternatively, Jifi Hejda conducted an extensive qualitative study of primary
sources from the years 1927 and 1928 published in P¥itomnost (vol. 3, 1927, 709, 724, 759,
787, 815, 822; and vol. 4, 1928, 20, 38, 54, 70, 84, 104, 117). He estimated the share of Czech
(and Entente) capital in industries in 1927 as follows: 60% in heavy industry, 95% in
the automobile and airplane industry, 11% in the textile industry, 10% in the porcelain
industry, 14% in glassmaking, 12% in fashion jewelry, 75% in ceramics, 10% in musical
instruments, 20% in the paper industry, 68% in the leather industry and 85% in footwear
production. See Hejda, Zil jsem zbytecné.

60. We used economic statistics regarding Czechoslovakia’s publicly traded
companies and limited liability companies to determine totals of assets and liabilities
in individual sectors of the economy in 1927; this percentage was calculated by looking
at companies that listed German as the company language. We believe this indicator is
sufficiently robust. It was highly unlikely that a company managed and owned by Czechs
would use another language in an environment of strong patriotism, actively supported
by the government. Putting patriotism aside, most Germans had limited command of the
Czech language, unlike the Czech employees.

https://doi.org/10.1017/slr.2021.149 Published online by Cambridge University Press


https://doi.org/10.1017/slr.2021.149

Czechoslovak Tariffs in the 1920s 541

Germans were 23.4% of the inhabitants (SUS 1924).6! In other coun-
tries of the region, the main ethnic group held far larger majorities.%?

While most of the textile industry and other light consumer goods indus-
tries were in hands of Germans, most firms in machinery, transportation
equipment, and electrical industries were controlled by Czech capital. Based
on the data above, we tried to estimate the average Lafay Index for Czech
and German firms (based on the share of control of Czechs or Germans in
individual industries). We therefore calculated the average Lafay Index for
both ethnic groups. While the average comparative advantage of ethnic Czech
business in 1921 was 0.617, the comparative advantage for German firms was
1.565. We conclude that most German businesses were export-oriented, while
a significant part of Czech businesses were import-competing.

From this, it follows that there were significant differences in trade and
exchange-rate policy preferences between the abovementioned ethnic groups.
A typical Czech business could gain from the de facto increase in import tar-
iffs and (as major importer of raw materials and capital goods) benefited from
the Koruna’s appreciation. A typical German business was much more export-
oriented and therefore had no interest in the de facto high import tariffs, and
was vulnerable to any large increase in the value of the Koruna. The diverging
paths of Czech and German-controlled businesses can be illustrated by the
calculation of the Index for 1926. To a significant extent, the de facto increase
in tariffs (with their positive impact on Czech industry) and the strengthening
of the Koruna (with its negative impact on German industry)—in a context of a
generally increasing trade surplus and an expanding Czechoslovak economy
as a whole—led to a significant rise in the Index among Czech businesses (to
1.551), while that of German businesses practically stagnated (1.667).

To explain why exporters failed not only to achieve but even properly voice
their interests, we have to point out to some additional institutional charac-
teristics of the Czechoslovak political system in the 1920s. Regardless of their
strong election results, German parties were not invited to enter any govern-
ment coalition until 1926. Key policy decisions were made by an informal
institution of the leaders of the Czech parties—the “Pétka.” From 1921 to 1926,
the political system was led by a quintet of Czech and Czechoslovak parties
(the Social Democrats, the Agrarians, the National Democrats, the Socialists,
and the Christian-Democratic People’s Party) which together comprised the
“National Coalition.” The German parties, though they represented 23% of
the citizens of Czechoslovakia, had very little influence over the policymak-
ing process. The fact that export-oriented industry was primarily German-
owned explains why a policy that hit this sector so hard was never confronted

61. Another 5% of inhabitants included Hungarians, who controlled a large amount
of the agricultural land in Slovakia. While Jews were also an economically influential
group, they only amounted to 1% of the population. The remainder was composed of
Russians and Ukrainians concentrated on their own land in the East, and Poles in Lower
Silesia. When discussing the German minority, it is important to bear in mind that these
were Austrian Germans, which had a hesitant relationship with Germany in the 1920s;
similarly, Germany avoided interfering with their interests. This was in stark contrast to
the activist position in support of the interests of the German (Reich) minority in Poland.

62. Radice, General Characteristics, 25.
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with significant resistance within the political system. Instead, the negatively
impacted export-oriented industries resorted to attempts to compensate for
the loss of revenue from exports by way of sales in the (now heavily protected)
domestic market. Part of the rent gained this way was then used to export at
dumping prices.®

The dramatic increase in tariffs was thus quickly accepted by export-ori-
ented sectors as a given, to which they adapted and exploited the relatively
high price level on the domestic market (brought about from those same
tariffs).®* Subsequently, the German parties representing the German middle
classes preferred to keep the industrial tariffs high during discussions on the
imposition of agricultural tariffs. Eventually in 1926, in direct connection with
the establishment of agricultural tariffs, these parties joined the coalition
government.

Our comprehensive research of primary sources as well as other materi-
als all fail to verify the idea that the remarkable de facto tariff increases were
an articulated goal of any government member, deputy, or political party
representative.®® With the exception of the increase in tariffs on automobiles,
any political discussion of tariffs in the first half of 1920s was almost non-
existent. Political parties never addressed issues of economic nationalism in
their manifestos before the end of the 1920s, and the main concerns in those
manifestos addressed agricultural ownership.®® There were two main reasons
for this. The first was the ethnic Czech takeover of the economy and the broad
political and public support for it. The second was the concentration of power
and influence over economic policy in the hands of few specific key players
(such as Jaroslav Preiss) operating without significant political oversight.

63. This wasrelated to the relatively slow rate of growth in domestic consumer demand
as well as the limited incentives for investment and modernization of the export industry.
Nevertheless, at the same time the Czech footwear industry—as a consumer-good light
industry—served as an example of astounding success in the world market. The secret
lay in a major modernization and the ability to leverage economies of scale. Therefore,
the interpretation of the difficulties of the traditional Czechoslovak export industry as
a part of an inevitable process of a structural transformation of an industrial economy,
common in Czech literature, is not very persuasive. See Karnik, Ceské zemé, 311, 434-39;
Eduard Kubt and Jaroslav Patek, Mytus a realita hospoddarské vyspélosti Ceskoslovenska
mezi svétovymi valkami (Prague, 2000), 211; Pricha, Hospodarské a socidlni déjiny, 218.

64. The heated protests about the consequences of economic policies on export
industries in the German press died out in 1924. Meanwhile Czechoslovak papers
articulated the issue of balancing the protection of industry and agriculture (Lidové
noviny, September 10, 1922, 9; see also Englis in Lidové noviny, January 7, 1925, 9; Narodni
listy, September 14, 1922, 6, and January 4, 1925, 2). German leftists fiercely fought against
the agricultural tariffs in the Chamber of Deputies (in Chamber of Deputies, MPs R.
Fischer April 5, 1922 and June, 16 1922; K. Kreibich April 24, 1923 and December 19, 1924;
F. Palme December 13, 1924; A. Holitscher September 25, 1924; or K. Kostka December 19,
1924), while German right-wing parties, which later supported the issue as members of the
government in 1926, remained silent.

65. Compare with NARC, Protocols of the BeneS Government, also NARC, Protocols
and Catalogs of the Third Svehla Government.

66. Eduard Kubd, “Hospodafsky nacionalismus v programech politickjch stran
eskych zemi v obdobi Rakouska-Uherska a prvni Ceskoslovenské republiky” in Hajek,
Jancik, Kubu eds., O hospodarskou narodni drzavu, 108-13.
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In this paper, we have argued that Czechoslovak trade barriers (initially the
highest in industrialized Europe) were a consequence of several historically
specific features of Czechoslovakia in the early 1920s. The sharp increase of
these barriers in 1922-23 was a consequence of the country’s deflationary
policy, which pursued nationalistic economic and political objectives. This
policy created ideal conditions for the formation of Zivnostenska Banka’s
banking and industrial conglomerate, run by an openly nationalist man-
agement, closely cooperating with the nationalist National Democrats. As
a part of an economic revolution, the most significant capital groups in the
Czechoslovakia gained control over a number of companies, particularly in
heavy industry. As these companies produced mostly for the domestic mar-
ket, supplying it with their own products shielded by high industrial tariffs,
the revaluation was not something they wished to prevent. Newly developed
and heavily protected infant industries (energy, electrical equipment, chemi-
cals, and even aerospace) were also predominantly in Czech hands (occasion-
ally with western—French and British—financial participation).

In contrast, the majority of typical export industries (light industry, the
production of consumer goods) that were responsible for the maintenance of
a significant trade surplus even in the difficult circumstances of the 1920s
remained in the hands of ethnic Germans, and occasionally even foreign
German capital. Support of their interests was not a priority to the groups
steering Czechoslovak trade policy. Nationalist ambitions shaped monetary
and exchange rate policy, which in turn led to heavy protectionism. The awk-
ward combination of the export-dependent character of the economy with a
strengthening currency and high tariffs can only be explained by the specific
national/ethnic economic structure, which largely corresponded to the divide
between export-oriented sectors and import-competing sectors. One aspect
that was very helpful in this regard was the specific extra-constitutional
institutional solution of policymaking in the new republic, denying represen-
tatives of Czechoslovak Germans any significant influence over economic pol-
icy. It then becomes clear that protectionism in Czechoslovakia was a specific
result of a unique historical, political, and socioeconomic situation, where the
interests of foreign economic policy were almost completely subordinated to
the logic of domestic ethnic competition and internally oriented sectors of the
(ethnically) Czech economy. The question is whether this issue represents an
exception or just one of many historically specific cases of economic policies
that represent a challenge to most commonly used approaches to the analysis
of economic policy. Such considerations go, however, beyond the scope and
aims of this case study.

Supplementary material

The supplementary material for this article can be found at https://doi.
org/10.1017/s1r.2021.149
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