From the Bosom of Communism to the Central Control of EU Planners

How to spoil the opportunity for European unity and prosperity:
The Case of Czech Republic

Josef Sma, Liberalni Indtitut, Prague & Prague University of Economics
josef. ama@libinst.cz

European integration has been a mgor economic and politicd topic snce the end of World
War |l and aspecid new dimension was added to this process by the breskdown of
communism in Eagtern and Central Europe. Theidea of having aunited Europe with no
artificia gate frontiers where European peoples would live peaceful and happy livesisavery
dtractive one. The“only” problem isthat this grest and noble ideais not being transformed
into the process we can witness in our day-to-day experience. Thesetwo views on Europe (an
ided of united Europe and palitical unification of Europe) arethe exact opposites of each
other. There again, the very important distinction between the notion of the state on the one
hand and the notion of the society on the other can shed light upon the problem at stake. *
Indeed, European society would be greetly strengthened by removing barriers to trade, capitd
flows, tourism etc. The qudlity of life of European people would be of course dramaticaly
improved if entrepreneurswere alowed to operate in larger markets covering the whole
continent (and even much more so, if they were not limited by the frontiers of the continent!).
Lessatificia barriers would mean that naturd obstacles can be overcome more easily. And
overcaming more obstacles means solving the basic economic problem - problem of scarcity -
in abetter way. This dso means gaining more power over nature and furthering human
progress. the process of cvilization.

Current European development can, in contrast, be described as an orchestrated politica
attempt to establish a European State. And the dreamt-of European state isto be based upon
the same devadtating public policies, regulation, taxation and inflation as nationd policies

over the previous several decades known too well to everyone. The only difference between
these devadtating policies of nationd states and devadtating policies of one supranationd
European dateisin its degree not in kind. All problems stay asthey are, only their magnitude
will escaate enormoudy. A revelation of the fact that there are pernicious problems inherent
in Sate policies — policies conducted now on the supernationd levd — may be postponed for
sometime, but solutions which would help to solve them will be, however, harsher than ever
before. The *judgement day” cannot be avoided.

Europe = Competition

Europe might be quite difficult to delinegie exactly in geographicd terms, it might evoke
different things for different politiciansin their political agenda. Howvever onething is cleer -
Europe has become whét it is thanks to competition at dl levels- competition among
economic agents in the trict economic sense, competition among decentrdized palitica units,
competition among legd systems, educationd sysems and so forth. If there is something that
can be cdled aEuropean Idea, thenit is precisdy this sort of competition, which can be hdd
respongible for an unprecedented success and prosperity of European people- The European
Miracle.
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» The secret of success was the diveraty required for evolutionary competition. It led
to the taming of the State, to respect for private rights, which in turn led to growth and
wedlth. Europe' s great luck was that a centralized power did not emerge.*?

Whenever Europe stuck more to its own principles, European society flourished (and the
power of European states remained limited) - market forces of evolutionary competition did
their vauable work. Whenever palitica struggles were set up and power-seeking politicians
tried to reach political hegemony over European matters, the forces of socid progress were
converted into unproductive, i.e. wedth destroying palitica conflicts and the potentid for
generd well-being wasted on the political battlefield. The machine of European progress has
been crippled and an eminent danger of its ultimate destruction by the continent-wide state
intengfied.

Itisnot the task of this paper to provide a comgorehensive andlyss of the sources of European
wedth and prosperity. It was done e sewhere.” This Sketchy outline of the basic view on
European devel opment was presented above in order to prepare solid ground for the
discusson thet will follow.

The 20th century witnessed three mgjor attempts to establish a European sate semmingfrom
three digtinct mgor ideologica sources. (1) Paneuropean Movement, (2) the Nazi attempt to
create a centralized Europe, and (3) the EU attempt to create a central European government.
The Paneuropean idea never really materiadized. The Nazi attempt failed for obvious reasons?
The EU is o far the mogt “successful” attempt to create a Single European jurisdiction. This
issue was a0 tackled many times and al the superdtitions about Europe dearly explained.®

A vey interesting perspective of the conflict between “noble’ European rhetoric and
destructive red practice can be seen from the current effort of EU officid bodiesto re
regulate societies that just afew years ago swept away the yoke of communism. The way this
was done was far from perfect — it took mostly aform of asofty-*pinky” flim-flam
deregulation of acompletdy state-run sodiety into a haf -socidist one with high taxes and

high inflation. However, many important stepsin agood direction were taken: so there was
ometimes quite easy access to some markets, a quite smal magnitude of licensing
occupdaions in certain sectors. In short, due to the swing of the political pendulum some parts
of the market became freer than the respective marketsin the rest of the “civilized” world.
Unfortunately, it did not last for long and politicians— even those with most the free-market
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rhetoric — swiftly converted dl the postcommunist countries (including the Czech Republic)
into politicized societies where dl but the market virtues can be found.®

All pogt-communist countries made afatal decision: declared their member ship inthe newly
created European super state asther palitica priority. By this decison al possble prospects
for getting rid of politica exploitation and a complex destruction of the heritage of

communism was logt. All discussions about reasonable reform steps are sensdess because
now everything is aready prefabricated by European politicd bodies. Thusthefind, decisve
discussionwinning argument is dways the following one: (A left-wing version) “The EU
wants us to enact this or that, don’t you wish to become a part of EU: the embodiment of
cvilization?’, or (aright-wing verson): Though it is not very smart, we have to do this or

that, because the EU wants that. Hopefully we can postpone an gpplication of this measure by
two or three years. When we are part of it, we can try to change it. Do you know of any other
option than joining this soddis dub of EU?’

A few examples can give you the flavor of whet is going on:

(If not explicitly stated otherwise, dl following citations are from 2000 REGULAR REPORT FROM THE COMMISSION ON THE
CZECH REPUBLIC'S PROGRESS TOWARDS ACCESSION, the most important political text related to EU accession.)

1. An enormous propagandais going on
» 1N the years 2000-2002 totd financid assstance to the Czech Republic will amount
annudly to EURO 79 miillion for Phare. Phare provides the applicant countries... with support
for inditution building, invesment to strengthen the regulator y infrastructure needed to
ensure compliance with theacquis and investment in economic and socia cohesion.”

This program is concentrated on the following prioritiessuch as::

- enauring the Czech Republic is capable of applying Internd Market rules ard regulations, in
particular in aress such as data protection, the finance, telecommunications, energy and public
procurement

- preparing the Czech Republic for the implementation of the Common Agriculturd

Policy, notably in areas such agricultura assatsregigtration

- enauring full compliance with the acquis in the area of occupationd hedth and

safety

- drengthening the inditutional and adminigtrative capacity to manage the acquis in

paticular in the area of public adminigration and Satistics

Asareault of thisinflow of EU money it has become good business to spend it. Y ou can find
regular pro-EU propaganda suplementsin severd mgor Czech newpapers and journds, there
aenew proEU M.A. programsin socid sciences pad by this money aswell as pro EU
highschool programs and a number of pro-EU books published thanks to the money going
form the EU. The most recent phenomenon is a praEU campaign in privete radio daions,
TVsand on billboards.

Regulationsareimposed en masse
2. One of the mogt important thingsto gain control over isof course statistics. How else
would they know, what and how to regulaie. So money going to ,,inditution building” in
the field of statistics have garted to bring fruits,, The Czech Republic has made
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congderable progressin thefidd of datistics. Asregards Satistical infrastructure,
legidation is substantialy digned with the acquis®, statesthe EU.

3. Research and educationisthenext ,logicd” field to regulate to prevent any
unexpected changes or reforms. In the eyes of EU datigs civilization equals dtrict state
regulation. So the EU daes: ,, Legidaion on Research and Development should be
adopted to harmonize the conditions for state support of research and technologica
development with those of the EU. Legidaion on Public Research Indtitutions should
gpecify thelegd gatus of these indtitutions and regulate their cregtion and liquidation... In
the fidd of education and training, an appropriate inditutiond framework isin place. It
includes the Minigtry of Education, Y outh and Sports (MOEY S), nationd indtitutions
providing services related to education directly managed by the MoEY S..“

4. If gatigtics, research and education is under control, the media must necessarily
follow. So the EU dates. ,, The Czech Republic has made some limited progressin
digning with the Community audio-visual acquis, which is a short term priority of the
Accession Partnership. As regards adminidrative capacity, the current competence and
powers of the regulatory authority should be extended and its resources reinforced in view
of the full implementation of the Community requirements. Particular importance should
be attached to the establishment and strong supervision of a trangparent and predictable
regulatory framework in thisfied.”

5. The EU asksto ensure life-long employment for state bureaucratsin order to “secure
dability”, however the red result would be cementing positions of thousands of

bureaucrats (haf of them inherited from communigt times) in their positions and

preventing any possible radica reform (The Czech Republic today has much more state
bureaucrats than under communismt)

6. The EU urgestheincrease of taxes
The Czech minidiry of finance saysin its two-year outlook: “Due to the Czech accession
to the EU the Czech Republic must change its laws in order to meke it in line with those
of the EU... By the data of September 30, 1999 the EU tax areais regulated by 76
directives, 9 regulations and 62 orders, out of which 5 directives and 2 regulations were
completely transposed... It is till necessary to:

limit the list of goods with the lower VAT rate

lower the threshold for compulsory regidtration to VAT

increase the excise taxes

liquidate duty-free shops.”
Then it isargued, some direct taxes may be lowered (not to discourage foreign investors),
but gabilization (i.e. no decrease) of tax quotais the primary god. Lowering taxesto give
an impetus to the private sector (as done by Erhard in Germany after the WWII and to
experience asmilar boogt ) is out of the question.

7. Busnessss are made uncompetitive aso by being forced to adopt EU health and safety
dandards. So irrespective of the wishes of local workers ,, enforcement of legidationin

areas such as occupationd health and safety and public hedth iswesk. As regards |labor
law, the Directive on Y oung People is only partidly trangposed.”

8. The EU urges withdrawing land from the market, so the Czech Minidry of
Agriculture sets up aprogram to subsidize farmers who produce nothing. A monopolistic



priceistherefore secured for farmers and the EU “kindly” provides money for
adminigtering such amessure.

9. Asakind of funny EU regulaion happily imitated by Czech bureaucratsis the “milk
program for children in basic schools, high schools, and universities’. Dueto this
regulation aming a “securing hedthy drinking habits’ subsdized milk (millions of

crowns are going into milk factories) has to be distributed even to university sudents.

10. Tens of occupations, formerly with free entry therein, are now re-regulated and
licenses are required. Licenses are needed to run “ strategic” businesses such as anima
training, hair-dressing, travel-agency etc.

11. Along with aEU pattern, dl travel agencies must havecompulsory insurance which
resultsin higher prices.

12. Harmonization of the “protection of property rights’ resulted in the Stuation, thet
from January 2001 dl “copy centers’ have to pay an extratax from each copy of whatever
document. So if | make a copy of this paper, | have to pay extramoney to the Association
of Authors. Property rights are “ safe”.

13. A harmonized Labor Code sets not only aminimum wage, but now in apreEU
fashion aso compulsory bregks (every 4 hours), maximum overtime hours, etc. People are
more and more intensvely protected againgt themselves.

14. The EU urgesintroducing “antidiscrimination laws”. The Czech Republic was
chided in the most recent “evauation report” for violating “human rights’- the reason was
that “ despite the ban on dl forms of discrimination againgt women, salaries for the same
type of work remain goproximatdy 25% lower than those of men” , whichistothema
cear 9gn that something must be done. The new law prohibiting this deficiency isto bea
solution, says the EU report in chapter “Economic, socid and culturd rights’.

15. In the same report the EU “suggests’ that the Czech version of the Security and
Exchange Commission hasto have more bureaucrats to strengthen supervision of the
financial market.

16. Itisliterdly impossibleto find a sector, that would be untouched by EU
regulations. The EU ,,evauation report* isfull of the following sort of daims. , The EC
Directive on Safety of Toysis now trangposed since July 2000 but technica standards
must be further digned.”, or , The amendment to the Act on Fertilizers was a o adopted”,
»Inthe area of cosmetics...”, ,, As regards the banking sector, the Czech Republic needsto
adopt the new Act on Banks', ,,In thefield of anti-trust... only limited progress has been
achieved, , legidation regarding the control on imported fish needs to be adopted”, to
namejust afew.

How were dl these regulations adopted? They were sSmply taken from the EU and trandated
into home language. Some problemsarise immediately. No one is able to reed it, and amere
trandation is a huge technical problem. The EU is, of course ready to help with thisand
sponsor this absurd legd enterprise. ,, Applicant countries are to trandate the various legd
texts condtituting theacquis into their nationa languages by the time of their accession. The
acquis, condgting of primary and secondary binding legidation, represents & presant a



condderable volume of acts, roughly estimated at 60.000-70.000 pages of the Officid

Journd. To help the candidate countries in this process, assstance is being provided under the
Phare programme... As of June 2000, dl documents of the primary legidation and about
28,000 pages of the secondary legidaion have been trandated, of which 10,000 have been
fully revised. It is estimated that about 8,000 more pages will have been trandated by the

end of the year. With the consent of the Office for Officid Publicationsin Luxembourg,
goproximatdy 200 of the revised documents have been digdayed as working documents on
the Internet, thus helping their implementation and general understanding in the public...
However... , Further efforts are required in this area”



Closing remarks

1. Europe has been destroying sources of its prosperity.

“Initidly, the West's achievement of autonomy stemmed from ardaxation
or aweskening of palitical and religious contrals, giving other departments
of socid life the opportunity to experiment with change. Growth is, of
course, aform of change, and growth isimpossible when changeis not
permitted. Any successful change reguires alarge messure of freedom to
experiment. A grant of that kind of freedom costs a society's rulers their
feding of control, asif they were conceding to others the power to
determine the society's future” .’

The chance of experimentation with change is gone. Rulers do not give up easly and
European Rulersknow well how to govern.

European decentrdization was crucid for its development.

"There was not one Empire, Inc...., but anumber of competing Monar chies,
Inc., Princes, Inc., and City-Sates, Inc."®

Now we have it. European sttists ultimately managed to set up a huge and powerful
upersate obsessed by regulations and unlimited democracy. To fight thisevil ishighly
prablematic these days. To find support in fighting againgt dictatorid Europe with Hitler asits
leeder was relatively easy because he was regarded by many people as the embodiment of
evil. Hitlerian palitica centrdization of Europe was therefore avoided. EU attempt to
politicaly centrdize Europeis, however, conducted in the name of human rights and
democracy and both these concepts are perceived as the embodiments of goodness and
civilization. Though democracy is exactly the mechanism responsible for destruction of
(property) rights, destruction of socid power and the rise of State power. Y ou cannot even say
something againgt it without railsng public outrage. So power is quite eesily transferred away
from people toward the newly created EU authorities. (Due to the most recent Treaty of Nice
in more than 20 areas unanimity among Sates is not needed anymore and democracy can dart
itsoperation onthe EU leve.)

2. Post-communist countries lost their chances.

Due to this Situation, countries of afornmer socidist bloc will be deprived of ther rapid
dynamic devel opment toward free and prosperous societies. The momentum that mede
prospects for radica reforms possible was lost. With the help of the EU the State forces
recaptured their pogtionslost by the collapse of communism and in the name of democracy
and (pseudo)humean rights reestablished drict regulaions, blocked the possibility to lower
taxes and cemented their posts by pointing to the necessity to ensure sable and quality Sate
adminigraion. The post-socidist countries will therefore be rdatively impoverished and
trgpped in talons of emerging Sate, and aso (more and more) of the EU Leviathan. Their
unigue chance to move from the bosom of communism into the society based on property
rights, individua responsihility and freedom has been wasted.
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