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Introduction: Economic nationalism’s
plurality in discourse and practice in small
(nation-)states

Adrian Brisku, Martin Gumiela and Lars Fredrik Stocker

The Covid-19 pandemic, as German historian Andreas Wirsching claimed in
a 2020 essay on nation states and their place in the global economy, marked
the end of a half-century of accelerated globalization, internationalization and
economic liberalism.! Reinforced by the ruptures of Russias full-scale attack
on Ukraine two years later, the growing schism between China and the United
States and the swiftly escalating tensions between the Islamic world and the
West, the 2020s indeed seem to herald a new era of economic ‘deglobalization’
Accordingly, the term ‘economic nationalism’ has made a comeback in public
and social science debates alike. As a concept, however, economic nationalism
remains fuzzy. Traditionally equated with protectionist trade and monetary
policies, economic nationalism is most often used in a Weberian sense to
denote statist measures adopted in opposition to economic liberalism, that
is, policies of free entrepreneurship, open markets and unhampered flows
of capital, goods and workforce across state borders.? Similarly, the field of
consumption psychology and marketing conceptualizes the term as an antipode
to cosmopolitan consumption, framing the consumer’s preference for home-
grown over imported products.’ Scholars of nationalism, on their part, have - in
an attempt to liberate the concept of economic nationalism from the dominance
of the international political economy (IPE) approach, which primarily conceives
of it technocratically as a rational policy choice and a mere ‘smokescreen for
underlying material interests® — applied the term to outline the connection
between economic grievances and nationalist mobilization which, as is argued,
has been neglected by mainstream nationalism studies.®



2 Varieties of Economic Nationalism in Cold War Europe

Our volume pursues a more general and pluralistic reading of the term that
goes beyond its traditional, reductionist understanding as a mere synonym for
‘a set of state practices challenging liberal principles of international economic
exchange’® Following a revisionist school of scholars, which emphasizes the ‘need
to look at the specific content of nationalist projects instead of simply labelling
protectionist or autarkic policies as economic nationalism)” we employ the
concept of economic nationalism as an umbrella term that hosts a wide variety
of policies, ranging from inward-looking, protectionist impulses to ultraliberal,
open-market paradigms. A paradox at first glance, liberal economic policies
and voluntary dependence on economic exchange with outside markets indeed
can serve a state’s national interest, as some of the case studies in our volume
will show, particularly if governments consider ‘their economic dependence
on some states as a security threat but on other states as mutually beneficial
exchange’® Hence, economic nationalism, as a crucial force behind the economic
actions and decisions made by national societies and governments, encompasses
a broad range of policy choices following the ‘national purpose and direction,
as critics of the realist approach in IPE scholarship have stressed.” Economic
nationalism thereby manifests itself, as our volume illustrates, in various
incarnations ranging from ‘liberal/progressive’ and ‘conservative/defensive’ to
‘extreme aggressive/expansionist and/or autarkic’ varieties.

On a second level, we aim to bridge the gap between nationalism studies and
IPE scholarship, which has long neglected the impact of cultural and normative
influences on the world political economy.' Our volume particularly focuses on
the intrinsically dynamic, discursive nationalization of economic policymaking
processes, which goes beyond the static focus on ‘national identity’ as a
determining factor for foreign economic policy actions discussed by some IPE
scholars." The significance of the discursive level is highlighted by Thomas Fetzer
who, in his revisionist reading of IPE literature on the topic, points to the, at first
glance, seemingly contradictory nexus between accelerated globalization and the
nationalization of domestic economic debates.'” Given that strategic economic
policy choices cannot be conceptually disconnected from the accompanying
rhetoric that links these choices, be they exclusionary or inclusionary, to the
benefit of (national) society, we conceptualize our understanding of economic
nationalism as an intricate conglomerate of national interests, sentiments,
motives and subsequent policy actions.

Informed by this perspective and recognizing that global economic ruptures
and crises can boost nationalisms,"” our edited collection investigates the

trajectories of economic nationalism in late Cold War Europe, exploring the



Introduction 3

scope and limits of small (nation-)state actors pursuing and defending their
national economic interests in times of large-scale political and economic
changes, induced by the simultaneous crises of Western Keynesianism and
Eastern Marxism-Leninism, the collapse of the ‘Fordist model’ of production,
the oil and financial shocks, East-West détente and the interplay of global
economic liberalization and decolonization. Our collection focuses on eight
smaller (nation-)states — where nation refers also to sub-state entities in
Yugoslavia and the USSR with their economic space but without political
sovereignty — on both sides of the Iron Curtain, reconstructing their
national economic discourses and policy objectives. Straddling the bipolar
perspective on capitalist and state-socialist economies, which is still prevalent
in the literature on small-state agency in divided Europe, we challenge the
assumption that smaller national economies were inherently vulnerable and
subjected to the geo-economic binaries of Cold War politics. Far from being
powerless, small states in East and West were, as the contributions in our
volume demonstrate, capable of genuine agency. This agency allowed them,
in the wake of the large-scale political and economic watersheds from the late
1960s onwards, to forge their own strategies of economic survival beyond the
constraints of Cold War alignments and to transform their smallness into a
strategic asset employed to expand their room for manoeuvre in a quickly
shifting global environment.

Small states, asis commonlyassumed, are by definition ‘rule-takers rather than
‘rule-makers.'* Cold War studies, however, have long refuted the assumption that
small states, per definition, lack agency.”® Particularly in the period examined in
this volume, that is, from the 1960s onwards, the political room for manoeuvre
increased considerably for small states. Neutral Sweden, for instance, exerted
considerable influence on the world stage as a self-proclaimed ‘humanitarian
great power, while Finland successfully volunteered as a mediator in the process
of European détente and host of the CSCE process in the early 1970s. Under
the impact of East-West rapprochement, even mid-sized European states which
do otherwise not correspond to the ‘classical’ definition of small states, such as
the People’s Republic of Poland, eventually managed to overcome their enforced
small-state dependency in the strictly hierarchic Soviet bloc, which at least up
to the early 1970s had left little space for autonomous satellite agency on the
global stage. Even the ‘proto-states’ within the USSR and Yugoslavia, the ethno-
national federal republics, considerably increased their economic scope of action
through border trade and greater foreign economic autonomy, particularly the
more industrially developed republics bordering the Western orbit.
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Due to their minor size in relation to larger states or economic blocs, small
states are, if we follow the approach of much IPE scholarship, unable to pursue
traditional protectionist strategies and intrinsically forced to implement policies
of strategic openness to survive. In other words, economic nationalism, at least
if conceived exclusively as a ‘defensive/protectionist’ policy, is not considered a
viable option for small economies and states. Peter Katzenstein makes this case
for Western Europe during and after the Cold War in his 1985 monograph Small
States in World Markets,'® which examines the surviving and thriving political-
economic strategies of Austria, Belgium, Denmark, the Netherlands, Norway,
Sweden and Switzerland in Western markets during the long 1970s. A similar
argument is made by Harald Baldersheim and Michael Keating who, in their
2015 volume Small States in the Modern World," apart from the Scandinavian
states plus Iceland, the Baltic states and New Zealand also include in their
analysis the cases of Scotland and Quebec, which due to their strong quasi-
national identities and status resemble sub-states of their own. According to this
reading, small size in itself is not an obstacle to economic success. By contrast,
smallness and the inherent flexibility of small economies and nation states offer
a set of advantages over large states, as political economists Alberto Alesina and
Enrico Spolaore claim, but only unless political borders do not hinder the free
flow of goods, capital and people.'®

A closer look at the economic history literature on the topic of small states
and their economic flexibility (or lack thereof), however, reveals a significant
discrepancy to the IPE approach. Economic historians tend to assign economic
nationalism, in its traditional reading as a defensive strategic path towards a
closed economy, exclusively to the histories of economic development of both
large and small European states in the first half of the twentieth century. Ivan
Berend expands on this trope in his 2022 piece ‘Economic Nationalism in
Historical Perspective,"” extending the era of interwar protectionism into the
Cold War period, yet only with regard to small(er) states in Soviet-controlled
Central and Eastern Europe. While smaller states in the West thus are assumed
to have been inherently subjected to external, macroeconomic exposure due to
the minor size of their economies, as is illustrated by our volume’s case study
on Luxembourg, smaller states in the communist East could, as Berend argues,
still afford protectionism, setting up tariffs and state subsidies to defend their
domestic economies from global competition. By the early 1970s, however,
this strategy had reached its limits. A combined effect of domestic and
external market pressure forced the socialist orbit to make a course correction.
Accompanied by increasingly nationalist and surprisingly undogmatic debates
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on domestic economic needs and interests, most socialist states now proactively
promoted Western capital investments and the expansion of East-West trade
relations in a new spirit of socialist ‘proto-globalization’® Angela Romano and
Federico Romero’s 2021 volume European Socialist Regimes’ Fateful Engagement
with the West*! discusses this U-turn from near autarky to controlled openness
performed by the communist regimes in Bulgaria, Czechoslovakia, Hungary, the
GDR, Poland, Romania and non-aligned Yugoslavia through the long 1970s.

Our volume shares the focus on small-state agency and flexibility in times
of economic changes with the above-mentioned scholarly works. Not unlike
larger states and national economies, small states consistently discussed and
applied a wide variety of economic measures, depending on the available
options of how to best secure their national self-interest, ranging from ‘liberal/
progressive’ (open/outward-looking) to ‘conservative/defensive’ (protectionist/
inward-looking) policies, whereas both variants could either occur in ‘extreme’
(aggressive/expansionist or autarkic) forms or, as was the most common case, as
a mix of protectionist and liberal economic measures in search of a ‘middle way
between isolation and expansion’* We thus reject the implicit assumption that
the oscillation of small states between globalizing and protectionist economic
strategies should ‘be seen in terms of a zero-sum game’* given that ‘parties can
be pro-market when it comes to domestic issues, as Italo Colantone and Piero
Stanig state, ‘while at the same time being isolationist and protectionist in terms
of trade and international relations - or vice versa.

Following this vein, our volume sheds light on how small-state decision-
makers made use of new openings while at the same time attempting to
remain in control of market forces and their impact on the domestic economy
by channelling and containing them through protectionist measures. As
much as the period from the 1960s onwards was characterized by political
and economic liberalization and economic decision-making driven by
pragmatism and realpolitik - be it in Bruno Kreisky’s firmly social democratic
and neutral Austria, in junta-era Greece or in state-socialist Poland -
(in)direct state interventions in economic activities that ‘discriminated’ in favour
of ‘national/ethnic’ and ‘geographic’ grounds were pursued by the same actors
simultaneously, irrespective of, or even because of, ideological and geopolitical
divisions. At times, strategic economic choices were not dictated by mere
pragmatism and market logic, but derived ‘from a specific national identity, such
as the “pro-Western/European” identity held by some nationalists in the former
Soviet Union” which, as Eric Helleiner points out, explains the preference of the
post-1991 Baltic governments for liberal, Western-oriented pathways over the
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traditional autarkic ideals of the Soviet era.”® Exploring the motives for small
states’ choices of strategic economic policymaking during the highly volatile late
Cold War era, we can thus not ignore the underlying cultural, historical and
normative motives that largely determined the course of nationalizing economic
debates and their transformation into viable policies, which argues in favour of
our broader conceptualization of economic nationalism as a roof for analysing
small-state behaviour in times of far-reaching economic changes.

This collaborative volume is informed by four methodological approaches. The
first one is the interdisciplinary perspective of drawing from and integrating the
disciplines of economic history, political economy, nationalism, national political
histories and the history of the Cold War. The second one, related to the preceding
one, is the historical approach of relying on new archival material as well as
contextualizing economic positions and strategies in the discursive national,
political and economic contexts of the time, linking them also to preceding
economic historiographical narratives. The third approach is a comparative
one, entailing juxtapositions not only of similarities and differences in political-
economic discourses and practices between the two geopolitical power blocs but
equally importantly between small states and sub-state entities within federal
systems, whereby a ‘loose’ typology of varieties of economic nationalism is
ascertained. And fourthly, and very distinctively, this work applies a novel small
(nation-)state approach. With this perspective, the task of the contributors to the
collected volume is neither to determine a political and economic entity’s size in
terms of its mode of production, GDP, population and territory, nor is it to take
such an entity for granted. It rather consists of including — when reconstructing
political-economic discourses and practices — pertinent discursive self-perceptions
of state and non-state actors of being and acting as small (weak or active) and
other actors outside of this particular entity perceiving them as such.

The following nine chapters elaborate on the conceptual ideas and impulses
presented above, discussing the options and room for manoeuvre available to
small states and proto-states from the 1960s through the 1970s and 1980s, before
the end of the bipolar world overthrew the geopolitical chess board. In contrast
to earlier works in the field of small-state scholarship, we not only juxtapose
and compare the strategies and agency of size-wise comparable small states in
the East and West but also widen our focus to include micro-states (the case of
Luxembourg) and proto-states (as we have decided to call the federal constituents
of the USSR and Yugoslavia) into our framework. Based on the hypothesis that
all of our cases exhibit recognizable facets of small-state economic behaviour, our

volume discusses the conceptual framework against the background of debates
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and policy choices in Luxembourg, Austria and Greece in the West, as well as
Czechoslovakia, the Estonian SSR and Poland in the East, with Slovenia and
Croatia representing non-aligned Yugoslavia. All of those ‘small’ (proto-)states
and national economies - be it in relation to other countries or on the ground
of their (self-)perception as small in size — similarly pursued, as we argue, their
own ‘variety” of economic nationalism, irrespective of the differing ideological
and geopolitical conditions they operated in.

Adrian Brisku opens the first section with a conceptual historical account on
economic nationalism and small-state governance, highlighting the controversial
and contested position on this political-economic phenomenon in discussion of
(political) economists as well as in debates among both economic historians and
IPE scholars. Drawing on historical and recent, implicit and explicit framings
of this political-economic phenomenon, Brisku reconceptualizes economic
nationalism in terms of ‘varieties™ ‘liberal/progressive, ‘conservative/defensive’
and ‘extreme (aggressive/expansionist and/or autarkic), with such strands
often manifesting concurrently. The chapter by Lars Fredrik Stocker shifts the
focus to the constituent republics of Europe’s communist federal states, where
the intertwined dynamics of simultaneous marketization and embryonic
globalization in the 1970s and 1980s triggered economic state-building
processes that were fuelled by nationalizing economic debates and anticipated
the multinational federations dissolution along ethno-national lines, as is
illustrated by the case of the Estonian SSR.

The following section discusses the opportunities and pitfalls of globalization.
Although economic globalization played out very differently in the capitalist
and state-socialist halves of Europe, small states on both sides of the Iron
Curtain aimed to embrace it in order to increase their global impact and
economic flexibility. Thomas Kolnberger offers a historical account of post-war
Luxembourg’s astonishing self-reinvention from heavy industrial steel producer
to global finance hub. ‘Hyper-liberal’ economic policies and the self-perception
of being small as a core identity aspect and key asset for national survival
securely navigated Luxembourg, which balances on the threshold between
small and micro-state, painlessly through the crises of the 1970s and 1980s into
the post-industrial age. Barbora Menclovd investigates the repercussions of
globalizing economic policies on the other side of the Iron Curtain, in particular
Czechoslovakias attempts to increase its economic impact outside the Soviet

26 of the socialist states, which

bloc. Focusing on the ‘alternative globalizations
aimed at strengthening their cooperation with partners in the Global South,

Menclova describes how Czechoslovakia pushed for the intensification of
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bilateral ties with Angola and Mozambique in the 1970s, a ‘liberal’ economic
strategy that fit well into the mould of a historically ‘export-oriented’ nation.

The volume’s third section juxtaposes three closely interlinked case studies
on the effects of détente on bilateral trade relations of and between small
(nation-)states in Cold War Europe. Although Austria under the rule of the
social democratic icon Bruno Kreisky, Edward GiereK’s crisis-ridden Poland
of the 1970s and Greece under the regime of the colonels at first glance had
little in common, their economic policy choices were shaped by a similar spirit
of pragmatism that prioritized national economic interests over political and
ideological dogmas. Ioannis Brigkos explores Greece’s trade relations with
Austria and the German Democratic Republic at a time when the junta was
largely isolated internationally. Strange bedfellows at first sight, each of these
states had its own national economic reasons for turning a blind eye on their
trade partners political and ideological stance. In the next chapter, Maximilian
Graf discusses Austria’s Eastern trade with Poland and East Germany, opening
up their foreign economic policy eastwards to secure full employment in the
state-owned industrial sector and the survival of the Keynesian, corporatist
model through, as Vienna hoped for, predictable trade agreements. The
People’s Republic of Poland takes centre stage in Martin Gumiela’s chapter. In
his contribution on a Comecon state seeking to expand its economic room for
manoeuvre outside the Soviet bloc, Gumiela outlines a strategy that differs from
other discussed cases due to its particular focus on compatriots in the West
as bridge-builders and mediators in Poland’s nascent economic opening up to
foreign capital investment.

The last section shifts attention to national economic state-building processes
evolving in Yugoslavia and the USSR in the wake of the sweeping economic
changes that proceeded much along similar lines in East and West during the last
two decades of the Cold War. Unnoticed by most international observers, some
of the Yugoslav and Soviet federal republics developed what might be labelled
small-state-like strategies, nurtured by the intertwined policies of marketization,
decentralization and globalization tested by many socialist regimes. Benedetto
Zaccaria discusses how the globalizing markets of the 1960s and 1970s gradually
eroded Socialist Yugoslavias federal integrity. Framing Slovenia and Croatia
as ‘sub-state’ entities with their own national economic agenda, this chapter
elaborates on the concept of economic autonomy, which both federal republics
tried to corroborate by pursuing closer integration with the (neighbouring)
Western markets. Finally, Kevin Axe investigates the reform dynamics in the
Estonian SSR, which under the impact of Moscow’s course of globalization
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and perestroika yielded a new vision of a self-managing republican economy.

Drafted by a small group of local economists and planners, the idea of economic

home rule swiftly developed a life of its own, mobilizing Estonian society against

the predominance of the central authorities.
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Varieties of economic nationalism
in small (nation-)states

Adrian Brisku

Introduction: Economic nationalism reoccurring,
economic nationalism avoided

Seemingly, economic nationalism - as a political-economic phenomenon,
concept and discourse — has been reoccurring globally and reverberatingly
‘worryingly’ since the global financial and economic crises of 2008.! It is
seemingly though for in taking a conceptual history approach’ to modern
economic ideas, one of which is economic nationalism, and their discursive
practices, the concept has been in use since the late 1920s. And the phenomenon
has been manifesting variously at least since the mid-nineteenth century. Such
a continuity, however, is not obvious in the main scholarships that engage with
it: economic history, international political economy (IPE) and nationalism
studies. In fact, nationalism literature until recently has avoided/neglected the
nexus been nation and the economy.?

Not only is it not obvious but there is an apparent paradox in its deployment
in the economic history and the IPE scholarships. Such paradox emerges when
juxtaposing its usage by economic historians and political economists. Economic
historians have used it to account for the defensive economic policies of smaller
and less developed countries of Central and East Europe* for national and social
integration processes from the end of the First World War. Here, the phenomenon
is present for ‘almost the entire 20th century’® Additionally, some historians
have often associated it with these states’ exclusionary economic policies
towards their national and ethnic minorities, most egregiously perpetrated in
the larger Nazi German economy.® Meanwhile, scholars of the political economy
of small states — the wider IPE scholarship uses it as an analytical though still
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contested concept — have avoided it altogether. Such avoidance is premised upon
a one-faceted understanding of economic nationalism as defensive/protectionist
policies/practices, which contemporary small states — being inherently vulnerable
to larger states — cannot afford pursuing. Consequently, such states have to
remain open and adapt to the pressures (too small to be protectionist) of larger
economies or economic blocs with which they interact or are a part of.”

And to be sure such an assumption would appear persuasive considering
the post-2008, post-Brexit and post-pandemic global political-economic
developments whereby the discourse and practices of economic nationalism
returned with vigour only among the largest world economies and economic
blocs. Such a return is exemplified with US President Biden Administration’s
announcement in April 2023 of a four-pronged strategy of a new industrial
policy for Renewing American Economic Leadership’in the world.® And this US
national economic strategy was itself a response to earlier economic strategies’
renewed industrial policies of the other two largest economic zones: China
and the EU. Thus, the moves of the world’s three largest economic spaces
pointed to a ‘global return to industrial policy [read protectionist]’”’ On
such policy changes, particularly with regard to the United States, informed
political commentators and economic historians have noted that the last two
presidents, respectively, Donald Trump and Joe Biden - perhaps confusingly
for the former rode on the right-wing populist wave in the United States,
whereas the latter has been a centre-left Democrat - ‘position[ed] themselves
as economic nationalists’'

Such a paradox as well as this apparent ‘reversal’ as to where the phenomenon
is re-emerging — thus traditionally not among smaller nations and economies but
larger ones — stems from negative associations with especially interwar extreme
nationalism of Nazi Germany. It also derives from ideological interpretations'!
within the IPE literature. As one of ‘the three main ideologies of modern
political economy’ — alongside economic liberalism and Marxism'* - economic
nationalism remained a controversial discourse and policy, perhaps ‘subdued’
and ‘under the rugs’ during the Cold War even as Soviet Marxism** and Keynesian
liberalism' waned in the 1980, it resurfaced in vigour after nearly three decades
of post-Cold War neoliberal global predominance and its subsequent crises."
Certainly, such ideological framings elucidate contested economic doctrines
and practices of state and/or non-state actors, especially during the latter part
of the Cold War period. However, they do not help in understanding why the
political-economic phenomenon of economic nationalism, that is, intervention

(in investment, production, redistribution and (de)regulation) within national
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economic contexts, reoccurs, in fact, persisting not only since the concept was
coined in 1928 but even earlier.

This chapter posits two arguments. The first argument holds that as
economic nationalism remains a problematic, controversial and ideologically
contested concept in the global and national political discourses as well as in
the aforementioned scholarships a reconceptualization as varieties of economic
nationalism is warranted and thus advanced. This is so despite recent IPE
scholarship’s use of economic nationalism as an analytical framework to ascertain
and illustrate liberal and defensive economic discourses, strategies, policy
tools and practices — deployed by state actors and sought by non-state actors
within (supra/sub)national contexts — and because of its enduring associations
with particular historical political-economic practices of certain countries, of
certain sizes. Such a reconceptualization, as varieties of economic nationalism,
conceives of this political-economic phenomenon manifesting as a ‘liberal/
progressive’ (open/redistributive/outward-looking) variant, a ‘conservative/
defensive’ (protectionist/inward-looking) variant — often these two strands
manifest concurrently — and an ‘extreme’ (aggressive/expansionist/outward-
looking and/or autarkic/inward-looking) variant. This reconceptualization
builds on historical and contemporary framings and categorizations — implicit
and explicit - considered by (political) economists on the phenomenon since
the late 1920s. And this reconceptualization is compounded with another
concept: national economy-building, which, aside from this variety of policies
and practices that state/non-state actors deploy/or seek to deploy in the process
of constructing (supra/sub)national economic spaces and societies, entails a
historical perspective in these strands’ continuities and ruptures. The second
argument is that such a variety is also manifested in small(er) (nation-)states in

modern and contemporary history.

The trouble with economic nationalism: Historically
and ideologically controversial

The first argument of this chapter is that a reframing as varieties of economic
nationalism captures the controversies and reductionist uses® of economic
nationalism as well as its historical practices, particularly when considering, as
below, its continuities as a concept since its inception in the early twentieth century.

Indeed, when it was first coined and used by American economist
Leo Pasvolsky, in his 1928 book Economic Nationalism of the Danubian
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Figure 1 The sharp emergence and the steady usage of the concept since the 1920s.
Source: Google ngram viewer."”

States — a 600-page work on the Austrian, Czechoslovakian, Hungarian,
Romanian, Yugoslavian and Italian economies - economic nationalism
referred not only to nineteenth-century protectionist policy tools (tariffs). It
also referred to other interventionist practices deployed by such states during
the early interwar period." Other practices entailed nations engaging in
economic cooperation — as opposed to being in competition - as the case of
Nordic cooperation.*

For one of the first self-proclaimed scholars of economic nationalism, the
Geneva School neoliberal thinker Michael A. Heilperin,® the aftermath of
the Great Depression of 1929 had displaced economic nationalism’s primary
association with old-fashioned protectionism. The early 1930s Europe, with its
extreme national policies of self-sufficiency and self-reliance,” as he elaborated in
his 1960 work, Studies in Economic Nationalism, had ushered in ‘virulent forms’
of economic nationalism. Not conceptualizing it explicitly in terms of varieties,
he pointed to its historical forms, historical origins (avant la lettre) spanning
centuries, in the ideas of Calvins Academy (1559) and the early practices in
mercantilist and economic development policies pursued by some European
states in the seventeenth and eighteenth centuries. Accordingly, in his time of
writing Studies, that is, the late 1950s, the concept remained controversial not
because of the historical variant, the ‘old-fashioned protectionism, which had
had a commendable role in the development of European economies. It was so
because of its association with these ‘virulent forms. Crucially, it also remained
globally pervasive: rife’ in the United States, ‘prevail[ing]” in underdeveloped
countries and in ‘the collectivism of the totalitarian countries of the communist
bloc’ And despite vying for a return of ‘economic internationalism’ — he saw it as
being revived in parts of Western Europe of the late 1950s — he thought that the



Economic Nationalism in Small (Nation-)States 17

future of international economic cooperation was ‘largely depend[ed] upon the
fate [and the type] of economic nationalism’*

When discussing economic nationalism’s ‘virulent forms, Heilperin
framed it also as a debate between John M. Keynes, as an opponent of the
phenomenon - by referencing Keyness 1933 piece titled ‘National Self
Sufficiency’ - and FE. H. Simmonds, with his 1939 book titled The Great
Powers in World Politics: International Relations and Economic Nationalism,
as its proponents.”” On a closer reading however, Keynes did not entirely
reject the phenomenon, even as/or because it was becoming associated with
national self-sufficiency, and self-reliance projects of the early 1930s. Keynes —
who did not operate with the concept of nationalism per se but rather with
the question of how economic policies could promote national community
where there was no need to talk about national identity — saw Soviet Russia,
Fascist Italy and Nazi Germany’s national self-sufficiency projects combined
old-fashioned protectionist and new quota policies as examples of a kind
of economic nationalism. Accordingly, they were illustrations of ‘dangerous
economic nationalism’** And he was able to conceive of a different type of
economic nationalism for the United Kingdom: one with ‘some degree of self-
sufficiency’. The rationale for this was less economic and more political: ensuring
internal and external peace as the nineteenth-century ‘ideal economic
internationalism of our fathers)* Keynes noted, ‘the maxims of the former faith

. non-interference with international division of labour, free trade, solving
the problem of poverty for the whole world’ did not help in avoiding the Great
War.?® Thus, if and when the purpose of economic ideas and policies was not
only about profit-seeking and national economic development but also about
ensuring peace among and within nations, he thought that a recalibration of such
policies was needed. More concretely, such a recalibration, thus a pragmatic and
flexible approach, entailed a minimization of ‘economic entanglement between
nations” and encouraging more national production, ‘let goods be homespun,
whenever it is reasonably and conveniently possible, and above all, let finance
be primarily, national’? For Great Britain, a ‘greater national self-sufficiency
and economic isolation [was a] luxury which we can afford if we happen to want
it. And this version was different from the ‘dangerous economic nationalism’
of the Soviet, Italian and German experiments.?® The difference from these
‘dangerous economic nationalisms’ actually, aside from a sense of degrees, was
not so much as the entailed policies. It was about who and how they would
implement them. Accordingly, they were advanced by Silly doctrinaires, and
likely to become economically nonviable projects, especially when ‘hastily and
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insanely’ implemented, and when accompanied by the elimination of internal
opposition to such policies, as with the Soviet economic nationalism.?

Despite Heilperin's underscoring of the phenomenon’s global pervasiveness
in the late 1950s, the concept sparked no significant research interests among
social scientists in the 1960s. There were, nonetheless, economists such as
Albert Bretton with a 1964 article, “The Economics of Nationalism,* and Harry
Johnson with a 1965 article, ‘Economic Nationalism in New States,*® who
interestingly — both deploying a ‘mainstream economics’ perspective of cost-
effectiveness of the phenomenon - did not conceive it as controversial and
negatively. Indeed, both understood it as state interventionist policies that had
an impact on national economy’s full economic potential. And that politically
it produced targeted effects. For Bretton, who contextualized his paper “The
Economics of Nationalism’ as part of a larger study of Canadian nationalism,
economic nationalism - understood as making ‘investment in nationality
or ethnicity’ - was ‘not [profitable] for everyone in society but for specific
identifiable groups. And thus, the effect of this ‘investment in nationality was
not so much income-creating as income-redistributing* especially in ‘favour
of some parts or all of the middle class’* For Johnson, too, contextualized his
article in the decolonization processes of the 1960s, and developed a ‘theory of
nationalist economy’ - meaning having a national ‘economic program’ — such
national economic policies led to ‘a reduction of material production below
the economy’s potential’** Their political effects were redistributive too; ‘the
economic content of nationhood’ entailed a transfer of wealth from masses
to middle classes and/or about policies of confiscation or nationalization of
foreign-owned enterprises. Accordingly, such economic policies were a feature
of the early-twentieth-century state-building processes of the new Central
Eastern European states as well as of the new decolonized states in the 1960s.
They were not, however, economic policies for advanced economies,” hence
Johnson’s suggestion of leaving the study of the phenomenon to historians rather
than ‘mainstream economists’.*

‘Mainstream economists’ in the 1970s, however, continued to engage with
the phenomenon because, as Heilperin had noted earlier, it remained prevalent
in both advanced and developing economies. And the rationale for such
engagement was to understand and underscore its danger to the international
economic order of the time. As the editor of a 1980 edited volume, The New
Economic Nationalism, Otto Hieronimy noted that a consensus had emerged
among the contributors of the volume (the result of a three-day conference
in June 1978 with prominent economists from the OECD countries). That
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consensus was about the emergence of a ‘new economic nationalism’ - akin
to interwar European protectionism - that was ‘concern[ing] for the future
of the liberal economic order’®” Unsurprisingly linking the emergence of this
‘new economic nationalism’ to major crises, namely ‘the disintegration of the
post-war international monetary system’ of the 1970s, Hieronimy thought that
the phenomenon had been both the cause and the consequence of these crises.
Interestingly, without conceptualizing it in terms of varieties, he distinguished
between its ‘traditional efforts’ and ‘contemporary manifestations. The former’s
practices — aimed at protecting domestic production - consisted of tariffs,
dumping, export subsidies and various forms of ‘beggar-my-neighbour’
policies. The latter’s policy tools — intended at finding or ‘expanding’ markets
for domestic production abroad - consisted of ‘certain types of industrial
policy, as well as so-called voluntary export or import agreements’ and were
a feature of developed market economies. What was undoubtedly similar to
Hieronimy, between the interwar and the 1970s - there was no mentioning of
Keynes’s ‘dangerous economic nationalism’ or Heilperins ‘virulent forms’ — was
the pervasiveness of ‘monetary nationalism [sic; Keynes had made the point
that finance needed to be primarily national] ... [it being the] most disruptive
manifestation’ In fact, he noted the pervasiveness of both variants - ‘traditional’
with practices for domestic market protection, ‘contemporary” with practices
for expanding domestic production abroad - not only in industrialized and
developing countries. Such practices were part of the economic interactions
‘within’ the industrialized (OECD) countries, remarking that a language of
‘strong and weak countries [had] become common’*®

Such a negative and/or controversial take on the phenomenon among some
‘mainstream economists’ — and not only - to some extent was consistent with
positions in other disciplines of social sciences, whereby avoiding the concept
altogether had become the norm. Generally, the understanding among modern
societies, particularly after the Second World War, was they were of nations and
states with their individual economic units but without nationalism, especially
of the exclusionary one. Explicit associations with the marker of ‘the national’
and even more ‘nationalist’ became uncommon. For instance, twentieth-century
historical sociology’s unit of analysis — when discussing and/or analysing
economic affairs of certain countries — became ‘society’ rather than ‘national
economy’” Perhaps this was more explicit in German historical sociology
whereby well-established nineteenth-century concepts of Nationalokonomie
(the science of national economy) and Volkswirtschaft (the national economy
itself) were replaced after the Second World War with Wirtschaft (the economic
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system)® rather than in historical sociology as such. An argument for this
avoidance in the discipline of historical sociology might not be entirely linked
to the experiences of the mid-twentieth-century extreme nationalisms. A post-
Second World War linguistic adaptation in the German academic discourse to the
now dominant Anglophone economic discourse might have played a role, too.*
Furthermore, already a connection between ‘society’ and ‘economy’ — unlike the
plea for a nexus between nationalism and economy made by nationalism scholars
such as Berger and Fetzer in the late 2010s — had been drawn by the ‘father’ of
sociology, Max Weber. His conceptual influence cannot be underestimated also
with his 1922 book, Economy and Society: An Outline of Interpretative Sociology,
published in English in 1968, which as prominent intellectual historian of
economic thought Keith Tribe noted was his final contribution to twentieth-
century social sciences.*” Nationalism scholarship of the 1980s, too — most
prominently Ernest Gellner who in his 1983 work, Nation and Nationalism,
argued that industrialization had led to the rise of nationalism - kept the two
concepts of nationalism and economy ‘as analytically separate realms. So did
scholars within the Liberal and Marxist political-economic traditions.*

It would be from the late 1980s that economic nationalism would start to
become less negatively charged but ideologically contested. This was so when
it became a subject matter of inquiry in social sciences, especially in the newly
established field of the IPE, where perhaps the way how American political
scientist Robert Gilpin framed it in his 1987 book, The Political Economy of
International Relations, had a role in this ideological contestation. Here, Gilpin
conceived of economic nationalism as one of the three ideologies, alongside
liberalism and Marxism, of the modern political-economic thought. But in
doing so, he conflated the ‘nationalist perspective of the mid-nineteenth
century - drawing on insights from the ‘preeminent economic nationalist and
theorist of the Nationalist tradition** Friedrich List* that referred to societies
which shared a national identity and were willing to sacrifice for long-term
goals of national communities* — and the realist doctrine (the primacy of state
interests in an anarchical order) of the IR scholarship. Accordingly, there was a
‘realist or economic nationalist perspective on trade, monetary and investment
relations, which Gilpin subscribed to - alongside the liberal interpretation of
market efficiency and the Marxist critique of the market.”” And of these three,
economic nationalism was that ideology in which ‘economic ideas are and
should be subordinate to the goal of state building and the interests of the state’*®
Gilpin, who like Heilperin did not conceptualize the phenomenon in

terms of varieties, considered it as historically reoccurring — manifested as
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mercantilism, statism, protectionism, the German Historical School and
the New Protectionism. Significantly, he saw it crystallized as: ‘benign’ and
‘malevolent’ mercantilism. The former was a defensive strategy with policies
protecting national economic interests within the domestic realm as the basis for
the survival and security of the state. Meanwhile, the latter was an offensive and
expansionist strategy (aggressive imperialist and national expansion) played out
in the international economy. This coincided with Heilperin’s ‘virulent forms,
more concretely with the policies of the Nazi minister of economy Hjalmar
Schacht towards Eastern Europe in the 1930s. To Gilpin, the phenomenon was
not static in terms of time, place and long-term goals espoused by ‘economic
nationalists, a point resonating with scholars of economic nationalism of the
1990s and 2000s. These scholars also subscribed to his insight that economic
nationalism’s ideological strength rested on its appeal of the geographic location
and the distribution of economic activities.* Though, some, like Abdelal and
Pickel, questioned his statist position that economic ideas and practices were
and had to be subordinate to state-building and state interests® in order for
them to be referred to as economic nationalism.

Indeed, from the 1990s, with a less controversial yet ideologically contested
understanding, a distinct literature of economic nationalism emerged in the
IPE, and neologisms such as ‘economic patriotism’ also making inroads in the
public and scholarly discourses from the mid-2000s. This was one of the main
points — changing the perception within the IPE and nationalism scholarships
on economic nationalism and nationalism as ‘anachronistic ideologies’ - of
the editors, Eric Helleiner and Andreas Pickel, of one of the most referenced
edited volumes on the subject matter, Economic Nationalism in a Globalizing
World, published in 2005. Accordingly, their volume - enlisting it within this
distinct scholarship - offered new insights on the phenomenon, drawing a
connection between national identity and economics. In so doing, it allowed
them to argue - against the dominant neoliberal narrative in the 1990s - that
economic nationalism represented no danger to globalization. In fact, the latter
strengthened rather than weakened this connection.”!

Pickel especially, in his contribution to the volume, ‘False Oppositions:
Recontextualizing Economic Nationalism in a Globalizing World; asserted that
‘the neoliberal discourse [in the political sphere] treat[ed] economic nationalism
as a pernicious doctrine, and its proponents as a political enemy, adding that an
‘underlying dichotomy between “economic nationalist” and “economic liberal”
[was] well established and widely shared - even among scholars’®* He largely
traced the origins of this false’ dichotomy in Gilpin’s misreading of Friedrich
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Lists ‘nationalist perspective’ that accordingly was not an ‘abstract economic
framework’ Rather, it was a prism for analysing the phenomenon in ‘historical,
cultural and other contexts’® Subsequently, Pickel remarked how even
‘classical’ works on nationalism such as those by Ernest Gellner’s Nations and
Nationalism (1983) and Liah Greenfeld’s The Spirit of Capitalism: Nationalism
and Economic Growth (2001) - explaining, respectively, how the rise of
capitalism triggered nationalism and vice versa - could not place the
phenomenon in such contexts and importantly provide a systematic account
of how national identity affected economic processes.* Such a false dichotomy,
Pickel suggested, begged for a rethinking of economic nationalism - which,
accordingly, thanks to new insights in many disciplines in social sciences and
the resilience of nation as a symbolic system and social structure — beyond
such reductionism and antagonism.> And such a rethinking, on the one hand,
entailed analysing the phenomenon within the general context of nation and
nationalism of a particular country: a call which is closer to the perspective
imparted in the concept of national economy-building. On the other hand, it
meant considering it not only as an ideology/policy but also as political action
and as structure.* Pickel reiterated such a reframing nearly two decades later
in his introduction to the 2022 Handbook of Economic Nationalism, adding
that the phenomenon remained ‘part of our mostly unreflected social codes,
contained in our national culture’”’

Meanwhile, unlike economic nationalism’s scholarly origins with its apparent
conceptual stability in the 2000s - illustrated also by a flurry of publications® -
the genesis of ‘economic patriotism’ was in political discourse. First articulated
by former French prime minister Dominique de Villepin in a 2005 speech - used
with a similar understanding as Gilpins ‘benign mercantilism’ — as a ‘defence
of local prerogatives [i.e., French economic interests] in integrated markets
[i.e., within the European Union];” the concept then became the analytical
framework for Clift and Woll’s 2013 edited volume, Economic Patriotism in Open
Economies. Like previous scholars’ observations about economic nationalism’s
pervasiveness as a phenomenon, they too maintained that economic patriotism
was ‘@ universal phenomenon [but] endemic within interdependent markets
and economic jurisdictions’® Like Pickel, they thought that a liberally biased
scholarship misused the concept, using it as a ‘term of abuse. And yet, to
them both concepts exhibited common features: pursuing economic ideas
and choices that discriminated in favour of particular social groups/economic
actors, ‘insiders, because of their territorial status. And the content of their long-

term goals was malleable over time, especially in times of crises. Where the two
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concepts differed, however, was in that ‘unlike economic nationalism [sic, and
they considered it as old of a phenomenon as that of the nation-state], economic
patriotism [was] agnostic about the precise nature of the unit claimed as patrie
[sic]: it can also refer to supranational or sub-national economic citizenship.*!
In a similar manner to Heilperin’s tracing of the origins of the phenomenon,
avant la lettre, Clift and Woll found economic patriotism’s initial manifestations
in the crises-ridden, mid-1970s Western Europe - a period and economic
space coinciding with Hieronimy’s ‘new economic nationalism, the latter thus
not framing it as economic patriotism. Unable to afford ‘defensive’ economic
strategies — the ‘old-style industrial policies’ - national economies within the
European Community, they noted, did not discard such strategies. What they
did was to create new and often ‘offensive’ strategies whereby long-term national
goals expanded from the national to the supranational, thus the European, level.
This meant that on the one hand national economic space opened, ‘liberalized,
whereas on the other hand supranational economic space came to be ‘defended;,
protected, from outside economic actors and interests. As such, both the new
strategy and the ‘old one’ were to further the interests of the ‘territorial insiders.
Accordingly, this was an insight that a ‘liberal-biased’ IPE scholarship on
economic patriotism, and by extension on economic nationalism, missed not
only in analysing this ‘universal phenomenon’ in general but also in specific
cases when ‘politicians chose liberal economic policies as a selective strategy
for further territorial “insider” interests. Without explicitly framing their
deployment of economic patriotism in terms of varieties, they nevertheless
identified its two ideological strands: ‘liberal’ and ‘conservative; alongside their
categories derived from the nature of unit of patria: subnational/local patriotism,

economic nationalism and supranational patriotism.

Varieties of economic nationalism and ‘national
economy-building’ as alternative concepts

Arguably, any past and contemporary engagement with attempts to
reconceptualize the phenomenon, including its recent reincarnation as
economic patriotism, would still have to grapple with historical controversies
associated with it. Some IPE scholars, as shown above, would not draw past
economic discursive continuities in their analysis. It still remains the case in
social sciences analysing and critically reconstructing the phenomenon as well

as in political discourses when the notion re-emerges in times of economic
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crises and change. However, so long as some economic activities take place — as
they do - within a particular economic space/territory, especially national one,
and various policies are enacted to promote, or legitimized under, ‘the national
interest, ‘our economy, and importantly historical references and perspectives
are drawn to them, it is possible to view the phenomenon as persisting variedly: in
contradiction and/or in accord with economic globalism/globalization.

Hence, aside from and because of competing and contested discourses and
practices regarding this political-economic phenomenon, the problem with it
has been also - as elaborated above — conceptual, in the framing of it; thus,
the need for capturing its various historical and contemporary manifestations.
Such a problem remains even with those accounts and analyses that underscore
its contested complexity, defensive and offensive strategies/policies (even
some infusing a historical perspective on the phenomenon). This is because
their framings remain ‘trapped’ to the singularity of meaning the concept of
economic nationalism exudes prima facie, mostly controversial associations, or
simply ‘traditional’ understandings. Those accounts or analyses that do not have
or infuse such a historical perspective seem ‘condemned’ to reappear. Therefore,
a reconceptualization that captures the phenomenon’s varied manifestations as
varieties of economic nationalism, and one that imparts a historical perspective to
this variedness through another alternative concept, national economy-building,
are warranted. And while the concept of varieties of economic nationalism builds
on existing and emerging perspectives in the IPE and nationalism scholarships,
which, respectively, account for economic and national phenomena in plural
forms as well as on varied categorizations — implicit and explicit - by some of the
aforementioned political economists and scholars, national economy-building
was coined in the process of a comparative conceptual history research. The
latter examined political-economic discourses in some small (nation-)states in
the continent between the late nineteenth and early twentieth centuries.

Thus, the reconceptualization of varieties of economic nationalism builds on
the IPE paradigm of variety of capitalism which insists on the multiple forms
of economies and of their strategies of economic development. And here such
multiple forms, starting with initial ‘ideal types’ of economies identified by the
proponents of this paradigm, Peter A. Hall and David Soskice: liberal market
economies (LMEs), ‘co-ordinated market economies (CMEs) and non-ideal
type, ‘the Mediterranean capitalism® - largely corresponding with the OECD
economies — over time came to include a third, the dependent market economy
(DMEs) of post-socialist East Central European countries,* and a fourth type,

hierarchical market economies (HMEs) in Latin America,* some economies in
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East Asia® as well as Turkey.*” It also builds on recent reconceptualization in
nationalism literature that accounts for various forms of reproduction of ‘the
nation’ as a pattern, globally.®® Such a reframing would heed the early 1990s
scholarly appeal, including that within economic nationalism scholarship, of
moving beyond the dichotomy of ‘good civic’ and ‘bad ethnic’ nationalism.®

And crucially, it builds on the implicit and explicit framings of some of the
aforementioned authors. Implicitly, Keynes’s categorization pointed to three
variants of economic nationalism: ‘old-fashioned protectionist, ‘dangerous’
(extreme/self-sufficiency) and ‘some/greater degree of self-sufficiency’
Heilperin’s account reproduced the historical, the ‘old-fashioned protectionist’
economic nationalism on the one hand, and the ‘virulent’/extreme economic
nationalism of the 1930s on the other hand. Additionally, he observed its various
manifestations in the socialist countries (their collectivism) as well as that in
the United States. Hieronimy, too, etched out the ‘traditional, protectionist’
and the new manifestations of ‘expansionary’ economic nationalisms, leaving
out the ‘extreme’/dangerous version of the 1930s. Explicitly, Gilpin generated the
dichotomy of ‘benign’ (protectionist/defensive) and ‘malevolent’ (expansionist/
aggressive) mercantilism. Pickel - in his reframing of it as idea/ideology/policy -
distinguished between the ‘generic/banal’ (which was the liberal’s bias and thus
the ‘conventional view’ on economic nationalism) and ‘substantive’ economic
nationalism. On ‘substantive’ economic nationalism which occurred at the policy
level, he identified two other categories: ‘progressive’ and ‘reactionary’ (this also
being the liberal’s bias, ‘conventional view’ at this level) economic nationalism.
And thus, as one of the most ardent scholars for reframing economic nationalism,
considering his assertion that within a national economic policy context there
were always substantial debates between ‘economic liberals’ and ‘economic
nationalists, Pickel argued for a ‘conceptual shift’ whereby ‘economic liberalisny’
was to be considered analytically as a ‘particular form of economic nationalism’”
Such a call for a ‘conceptual shift’ resonates with the reconceptualization as
varieties of economic nationalism advanced here.

Clift and Woll, too, though primarily concerned with economic patriotism -
which unlike economic nationalism had a wider meaning of territoriality (as
an imagined common economic space): thus, aside from the national, there
were the subnational and supranational economic spaces - identified three
‘territorial’ types: local economic patriotism, economic nationalism and
supranational economic patriotism. And at the ideological/policy level, they
discerned a variety, or at least a dichotomy, between ‘conservative’ and ‘liberal’

economic patriotism/nationalism. And lacking a deeper historical perspective
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in their account, the ‘extreme’ variant of economic nationalism was not in. The
‘conservative’ strategy meant inward-looking and defensive economic policies
preserving the status quo: discursively articulated as fending off competition
at ‘home’. The ‘liberal’ strategy entailed ‘offensive, outward-looking™ policies
with new ways of supporting national firms and/or citizens abroad, including
selective or strategic liberalization strategies that helped a certain group of
economic actors.”t Accordingly, what the proponents of ‘conservative’ and
‘liberal’ economic patriotism/nationalism had in common was their favouring
of ‘territorial insiders. Where they differed was in how they articulated their
views and designed their policies, whereby ‘conservative’ economic nationalists/
patriotists were explicit in their discourses and policies of favouring territorial
insiders and resisting outsiders. The ‘liberal’ ones, meanwhile, were implicit,
designing policies that ‘support[ed] insiders without in principle excluding
outsiders, ultimately ‘strengthen[ing] the position of national or regional
target groups. And because of their implicit nature, the effects of such ‘liberal’
economic nationalist/patriotic policies became evident in practice rather than
in discourse.”

Arguably thus, discursively as well as in practice the phenomenon appears
varied, manifesting as ‘liberal/progressive’ (open and simultaneously outward-/
inward-looking), ‘conservative/defensive’ (protectionist/inward-looking) and
‘extreme’ (aggressive/expansionist/outward-looking and/or autarkic/inward-
looking) economic nationalism. Such a variety has not been outlined in the
IPE scholarship that remains caught in the dichotomy of ‘going beyond’
the ‘conservative/defensive’ variant, while dissociating from its ‘extreme’
manifestations. A recent and impressive global historical account on economic
nationalism by IPE scholar Martin Suesse titled The Nationalist Dilemma: A
Global History of Economic Nationalism, 1776 to Present (2023) also argues for
thinking ‘of different kinds of economic nationalism’ as a reaction to economic
inequality”? and does name the ‘going beyond’ as ‘expansionist economic
nationalism’ But his suggestion for thinking as such still remains a dichotomy
rather than a variety: the two variants of ‘expansionist economic nationalisn’
and the ‘isolationalist economic nationalism™ that are closer to the two variants
advanced here, respectively, the ‘liberal/progressive’ economic nationalism and
the ‘conservative/defensive. Such a variety has not been outlined also in the
economic history literature that in fact latches onto either the ‘extreme’ or onto
the ‘conservative/defensive’ variants.

It is in this light — of an incongruity between these two scholarships - that

varieties of economic nationalism necessitate another concept, national
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economy-building which imparts a historical plurality of economic discourses/
doctrines and practices in a particular national economic space and context.
Echoing Pickel’s plea for a reframing of economic nationalism, national economy-
building was coined when comparing late nineteenth century and early interwar
political-economic thinking of influential Habsburg-Bohemian/Czechoslovak,
Tsarist-Georgian/Georgian and Ottoman-Albanian/Albanian intellectual and
political figures. It was premised upon the idea that the rise of the discipline of
political economy - from the second half of the nineteenth century” - including
the notion of national economy, precipitated the emergence of various economic
doctrines and political-economic vocabularies. And thus, those figures in the
comparison - in advancing their views for viable national economies in the
period when the respective emerging national and economic spaces were under
respective imperial rule and in the period when they became independent
national states — articulated ‘liberal/progressive’ and ‘conservative/defensive’
economic discourses and policies.”® Over time, other political-economic
doctrines emerged and became embedded, even marginalizing other ones, as in
the case of ‘extreme’ self-reliant economic nationalism of late socialist Albania.

In some respects, this concept draws on an insight from the nineteenth-
century German Historical School - which incidentally used the notion of nation-
building, not in the sense used in nationalism scholarship (as studying the use of
state power to construct national identities)”” but as a ‘redefined mercantilism’® —
that ‘the validity of economic doctrines depends on circumstances. What might
be good for a nation at one time might be quite unsuitable for it at another’” And
similarly to List’s ‘national system’ of nations in cooperation through custom
unions, it differs - in it being wider - to the concept of ‘national economies’
deployed by economic historian Kreutzmiiller. The latter specifically uses it to
account for and reconstruct ‘nationalist and racist convictions and practices
as — at times — prevailing factors in the economy’ of interwar countries in the
European continent,* focusing thus only on the ‘extreme’ variant of economic
nationalism and therefore also rendering it static.

With these two alternative concepts, it is therefore possible to capture the
varieties of the phenomenon both in its contemporaneous and historical
dimensions in a particular and/or in a comparative context(s). In this light, a
scantyaccount of the contemporaneous ‘return’ of economic nationalismin alarge
and a mid-sized state — respectively, the United States and the United Kingdom -
points to its plurality and contested-ness of discourses and policy options. Such a
contestation often draws on historical manifestations of each variant. In the UK,

the pre- and post-Brexit economic discourses and policies reveal a contestation
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between the ‘defensive/conservative’ economic nationalism - articulated under
the narrative of ‘taking back control, manifested with protectionist policies
of ‘tearing off trade agreement, ‘economic disintegration’ from the EU as well
as a closing of its labour market to foreign workers and the variant of ‘liberal’
economic nationalism. Proponents of the latter variant criticized how this
‘defensive/conservative’ variant undermined the existing post-Second World
War ‘rule bound liberal economic order, and also - harkening back to the
deeper past — disregarding Adam Smith’s tenets of ‘forgoing the gains from
trade would harm the wealth of nation’® They also contested the ‘progressive’
economic nationalism of the Labor Party’s 2022 economic policy* of ‘Investing
in Britain’ - a ‘three-part ... plan to get Britain’s economy back on track’ with ‘a
long-term approach to economic growth and security’ - that ensured ‘we buy,
make and sell more in Britain, and partner with businesses to make Britain a
world leader in the industries of the future’ ‘Investing in Britain’ entailed concrete
policies in ‘reshoring, ensuring more public contracts go to British companies,
and standing up for domestic industries ... developing an industrial strategy,
working hand in hand with trade union and businesses... secure[ing] the future
of our steel industry by winning the global race for green steel production’®
Thus, within the recent British political-economic discourses, this ‘progressive’
variant sets it apart from the others, while chiming with historical discourses,
notably with Keynes’s ‘version’ of economic nationalism.

In the United States, this contemporaneous variety is manifested with the
‘defensive/conservative’ variant of the Trump Administration - his ‘embrace
of protectionism and restrictionism ... steep tariffs on steel and aluminum
imports... very much in keeping with his [ Trump] mercantilist instincts ... more
stringent limits on the low-skill migration® - and the Biden Administration’s
‘liberal/progressive’ variant. Like the British Labor discourse, Biden’s economic
nationalism, articulated as ‘Investing in America Agenda, garnered policies
for ‘mobilizing ... private sector investments in the United States, bringing
manufacturing back to America after decades of offshoring, and creating new
good paying jobs, including union jobs ... rebuilding our roads and bridges,
using Made in America materials, built by American workers’®* And similarly
to the (neo)liberal critique in the British context, political commentators in
the American context drew historical references and analogies on Biden’s
‘progressive’ economic nationalism, especially one of its doctrines, ‘Buy
American, seen as harking it back to “The Buy American Act of 1933 ... [the
e]conomic nationalism that triggered and prolonged the Great Depression’®

Other commentators also have seen Biden’s variant, the use of
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government power to bring about major economic transformation

invest[ing] vast amounts in American industries ... [representing] a shift
toward the kind of economic nationalism that has over the decades, found
support, across the ideological spectrum ... [as] a rethinking of the country’s
economic posture: seeking to promote certain sectors ... so as not to cede them

to competitors in Europe and Asia.

Accordingly, such a shift marked a ‘deviation from the free trade gospel ...
[and a rekindling of Biden’s 1988 presidential campaign call for a “new era of
American economic nationalism” and as] a form of chauvinism in some ways
more ambitious than Trump’s as manifested through haphazard tariffs and trade

wars.¥’

Economic nationalisms in small (nation-)states

The second argument of this chapter is that economic nationalisms, thus
varieties of the phenomenon - ‘liberal/progressive, ‘conservative/defensive’ and
‘extreme’ — manifest historically and contemporaneously also among small(er)
national economic spaces. Smallness within the conceptual framework of
economic nationalism is understood from a functional/relational standpoint
regarding how an economic space relates to other (supra)national economic
territories regarding its mode of production, market conditions and security
regimes.® It is also conceived from a discursive/performative perspective of how
state and non-state economic/social actors of a polity — recognized internally
and externally as small — generate policies or economic activities from such a
recognition.®” This argument bridges the reductionism in economic historians’
accounts whereby the main variant associated with small states is that of
‘conservative/defensive’ economic nationalism with the avoidance of the concept
of economic nationalism in the small states’ IPE scholarship. The latter - generally
analysing advanced small state economies in the ‘West’ which does not see
analytical value in the use of economic nationalism as a discourse and assumes
that small economies are inherently vulnerable, such economies, thus, need to
find modes of adaptation to survive, modes of strategies characterized as ‘neo-
liberal’ and ‘social-democratic’ — does not see them as capable of ‘conservative/
defensive’ economic policies.

Undoubtedly then, juxtaposing both concepts: varieties of economic
nationalism and national economy-building, with accounts and analyses of

economic historians and political economists on small national economies, not
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only the dissonance between these two scholarships but crucially the variedness
of the phenomenon in small (nation-)states becomes clearer. For instance, in
prominent economic historian Ivan T. Berend’s accounts, the only variant
that historically could be associated with small or weaker national economies
was the ‘conservative/defensive’ one. In his 2022 historical overview of the
phenomenon, tracing its intellectual origins and influence in the nineteenth
century and its dominance as an economic policy in Europe in the first half of
the twentieth century - as with the concept of national economy-building - and
for most of the twentieth century in Central and Eastern Europe, he understood
economic nationalism as representing the idea, theory and the practices of
‘self-defence of the weaker nations. He contrasted this ideology of ‘weak, later
starter, agricultural economies, from the second half of the nineteenth century,
to the pre-nineteenth-century mercantilism (mercantilist policies) of ‘the much
stronger competitors of the most advanced industrial powers.*

Berend’s views stand in sharp contrast to Keynes’s insight on interwar
economic nationalism of small states, which he did as a side note in his discussion
of the viability of ‘dangerous/extreme’ economic nationalisms of Fascist Italy,
Soviet Russia and Nazi Germany. Indeed, when implicitly discussing the two
types of economic nationalism - from the perspective of self-sufficiency/autarkic
policies — Keynes thought that weaker and smaller nations were not capable of
pursuing the ‘conservative/defensive’ and even more so ‘extreme’ variant of self-
sufficiency and self-reliance. The small and weak nation he had in mind in this
discussion was the free Irish state. As he put it, ‘a unit much too small for a
high degree of national insufficiency [sic] except at crushing economic costs,
is discussing plans which might, if they were carried out, would be ruinous’”
Keynes’s side note on the non-viability of ‘extreme’ economic nationalism indeed
proved ruinous for the only small state implementing national self-sufficiency/
autarkic policies such as late-1970s socialist Albania.”” It also ‘proved;, together
with socialist Albania’s implementation of it — for the purpose of the second
argument of this chapter - that small states could and did embrace an ‘extreme’
version of economic nationalism.

Between Berend’s perspective of associating ‘conservative/defensive’ variant
with smaller and weaker states in Central and Eastern Europe in the late
nineteenth and twentieth centuries and Keyness suspicion, especially of
the ‘extreme’ variant as in the case of Ireland in the interwar power, stands
Hieronimy’s confirmation, similar to the chapter’s second argument, that
varieties of economic nationalism manifested not only in larger but also in
smaller developed Western economies of the late 1970s. In his implicit discussion
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of the two categories — the ‘traditional; that is, ‘conservative/defensive’ variant,
of protectionist policies and practices for domestic market protection and the
‘contemporary manifestations), that is, ‘liberal/progressive’ variant of economic
practices by states in expanding domestic production abroad - he pointed out
how the ‘new economic nationalism’ of the late 1970s was ‘not limited to the
“weak” countries. Moreover, he asserted that ‘nor can a sharp separation be
drawn according to the size. Small and [italics in original] liberal countries [such
as Switzerland] can also be nationalistic.®?

And to a large extent, the presence of both variants in Hieronimy’s edited
volume, a volume that did not discuss the smaller states in the Eastern
bloc - a variety missing in Berend’s historical perspective — was ‘confirmed’
in Romano and Romeros 2021 edited volume, European Socialist Regimes’
Fateful Engagement with the West: National Strategies in the Long 1970s. This
volume, examining national economic debates and strategies in Poland,
Czechoslovakia, GDR, Bulgaria, Romania and Yugoslavia throughout the
1970s and the early 1980s, showed that these ‘smaller European socialist
regimes’ not only had ‘conservative/defensive’ economic policies.”* They
also pursued a similar strategy of opening up and engagement in economic
and trade relations with their capitalistic neighbours. Thus, rather than only
having ‘defensive/conservative’ policies, they similarly embraced a ‘liberal/
progressive’ policy of opening: import-led growth and integration in the world
economy. It was an economic strategy that ultimately proved to be a failure,”
as was the ‘extreme/autarkic’ variant of socialist Albania. Nevertheless, both
variants - together with the ‘conservative/defensive’ one - illustrated that
there were varieties of economic nationalism among small(er) states on both
sides of the Iron Curtain.

Varieties of economic nationalism are also present in the small states
especially when also deploying the national economy-building concept given
the avoidance of economic nationalism in the IPE scholarship on small states.
Indeed, this scholarship despite experiencing a ‘revival’ in the post-Cold War
and the emergence of small new states with the implosions of the Soviet Union,
Yugoslavia,” the amicable dissolution of Czechoslovakia and the apparent
conceptual stability of economic nationalism did not engage with the latter. This
was the case with one of the earliest comparative monographs, Katzenstein’s
1985 book, Small States in World Markets. This work incidentally and fittingly to
Romano and Romero’s volume examined and compared the industrial policies
of seven small states (Sweden, Norway, Denmark, the Netherlands, Belgium,
Austria and Switzerland) in the western side of the Iron Curtain during ‘the long
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1970s. The argument advanced here was these small economies despite their
small size — hence the assumption about small economies’ inherent vulnerabilities
to larger ones — were not only able to survive but also able to thrive in times of
economic crises and change. Without significantly contextualizing historical
trajectories and economic narratives of these countries, Katzenstein argued that
they were able to do so because they had a similar corporatist model of public
policy-making, allowing them to successfully pursue modes or strategies of
adaptations.” Thus, these strategies of successful adaptation were not framed in
terms of varieties, but with inferences drawn for texts of the same period, such
as Hieronimy’s, such varieties are evident.

Similar inferences to draw are possible in Baldersheim and Keating’s
2015 edited volume, Small States in the Modern World: Vulnerabilities and
Opportunities.”® Building on Katzenstein's argument - in their analysis of
the advanced industrial and welfare states of Scandinavia, Ireland, Iceland,
New Zealand, as well as autonomous entities of Scotland and Quebec - that
smaller economies were more vulnerable than larger ones and therefore had
to adjust, Keating added to Katzenstein’s argument that there were various
modes of adaptation. With all these small (nation-)states, concerned with
economic competitiveness and social cohesion in the changing neoliberal, geo-
economic context of European and global economic zones during the 2000s
and 2010s, Keating, however, noted that two modes/strategies stood out. There
was the neoliberal one: being open to the world market and accepting global
competition and rules, deregulating capital and labour markets, and downsizing
the government, a strategy/policy generating income and wealth inequality for
a national economy. And the other strategy, the social-democratic one, opened
to global economy but pursuing policies of social investment in human capital
via education (research and development), and by providing support in health
provisions, a strategy that renewed the national economy and increased its
economic productivity.”

Keating did not engage with economic nationalism per se. And clearly his
two modes/strategies of adaptation would fall within the ‘liberal/progressive’
variant. Nevertheless, he suggested — akin to the insight of the historical plurality
of economic discourse in the concept of national economy-building - that
such paths of adaptations of small (nation-)states were informed by ‘legacies
of policies and institutions’ as well as ‘national imaginary’ Keen to underscore
when considering such legacies that there was no ‘historical determinist[m]’
as advanced by ‘path dependency theorists’ and not be overwhelmed by ‘the
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national imaginary ... [and] national myths,'® he nevertheless remarked that
national imaginary and discourses played a significant role on how a national
polity of a small country reconstituted itself. Accordingly, ‘the national imaginary
is ... compounded by what happened and how it is interpreted. Small nations
faced with big neighbours may be particularly attached to their national myths
and, while these are not objective reality, they are important elements in the

construction and reproduction of the polity.**!

Conclusion

This chapter has detailed - from a conceptual history perspective — how and
why the political-economic phenomenon of economic nationalism, historically
and contemporaneously, remains a controversial and contested concept,
discourse and practice. In doing so, it underscored the discrepancies between
the continuity of the various forms of the phenomenon - ‘the universality’ of it
observed by numerous scholars and (political) economists especially after the
Second World War - the reoccurring ‘warnings’ about the dangers it posed to
the international/global economic order, the avoidance and neglect to engage
with the concept by other scholars and economic historians’ contextualization
of it with only specific historical periods and variants.

Moving beyond the confines of conceptual history approach, by arguing for
a reconceptualization of economic nationalism - based on historical patterns
of framing the phenomenon - it advanced two arguments. It argued that to
overcome the aforementioned discrepancies, economic nationalism ought to be
reconceptualized in terms of its discernible, various forms: ‘liberal’ (nations in
competition) and ‘progressive’ (nations in cooperation), ‘conservative/defensive’
(nations in a zero-sum game) and ‘extreme’ (aggressive/expansionist and/or
autarchic nations). Such a reconceptualization may also shed light as to why
the two ‘planetary perspectives, exquisitely accounted by prominent historian
Bo Strath: the Brandt Commission’s vision for ‘global Keynesianism’ of the
late 1970s and early 1980s and global corporations’ ideal, the neoliberal grand
narrative, for ‘a planetary enterprise in a single world’ taking hold in the 1990s
until the multiple global crises that began in 2008,' did not succeed. It also
asserted that this political-economic phenomenon, with its various forms -
often synchronically and diachronically - is present also in small(er) (nation-)
states in modern and contemporary European and global history.
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Becoming ‘masters of their own house™:
Economic nationalism and small-state
building in communist federations

Lars Fredrik Stocker

Introduction

‘State dissolution and reconstruction;, as political science teaches, ‘are relatively
rare events in the modern state system’' In Europes chequered twentieth-
century history, however, the continent’s political map became fragmented
along ethno-national lines twice over: first as a consequence of the dismantling
of the European land empires in the aftermath of the First World War, and once
again after the collapse of communism, which marked the end of ‘Yalta Europe’
and the break-up of Yugoslavia, the USSR and the Czechoslovak Socialist
Republic. Already at the dusk of the Great War, however, the pre-1914 empires
featured ‘regional integration patterns shaped by nationalist sentiment? that
anticipated the post-war demarcations. Similarly, ethnic fragmentation was
manifest in the communist federations long before their decline, driven by
nationalist mobilization and increasingly vocal claims for ethno-territorial self-
determination by the federal republics’ titular nations.

The Cold War era marked a prolonged period of ‘proto-state formation;’
which long remained concealed by the ideological cloak of communism. The
ethno-national federal republics, endowed with their own political, cultural
and, by time, even economic institutions, consolidated their proto-statehood
through the 1980s, when nationalizing debates strengthened demands for greater
autonomy and, eventually, secession in Yugoslavia and the USSR, whereas
the Czechoslovak divorce unfolded first amidst the turmoil of post-socialist
transformation. Europe’s communist federations thus served as incubators for a

range of aspiring future nation states, which showed increasing assertiveness on
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the domestic and international front. A major catalyst was the manifold efforts
to reform the socialist planning system, which unintentionally laid the ground
for nascent (proto-)national economies along ethno-territorial lines. Confronted
with inefficient economic institutions, rising consumerism and an increasing
technological backlog, all state-socialist regimes eventually succumbed to
global market pressures. A combined cure of marketization and economic
decentralization gradually empowered the federal republics which, as the socialist
orbit opened up to Western markets and capital, gained an unprecedented level
of autonomy in foreign economic affairs. The intertwined dynamics of socialist
‘proto-globalization™ and the domestic push for decentralization stand out as
key drivers behind these economic state-building processes, which effectively
challenged federal cohesion. Instead of stabilizing the fragile federations, the
reform attempts amplified existing economic and fiscal imbalances and fuelled
lingering grievances that swiftly took a nationalist tone. Feelings of relative
economic deprivation, which are often at the root of ethnic conflict and separatist
mobilization,” underpinned disintegrative forces that eventually led to the
break-up of the communist federations into a range of smaller successor states.

While our volume primarily explores the policy choices of sovereign small
states in a swiftly changing global economic environment, this chapter aims to
prove the usefulness of extending our approach to small-state agency in late-
Cold War Europe to the communist federal units. Some of the constituent
republics of Yugoslavia and the USSR indeed developed economic strategies to
protect their pronouncedly national interests that were not essentially different
from those of Europe’s nominally sovereign small states, many of which, in
a similar vein, tried to use the new openings of East-West rapprochement to
gain more leeway in the bipolar post-war world. This is especially true for the
Baltic SSRs which, much like Slovenia or Croatia, marked showcase examples
of communist federal republics displaying clearly defined small-state-like
features by the dawn of Soviet power. In contrast to earlier international political
economy (IPE) scholarship on the divergent paths of economic transformation
among the post-Soviet successor states, which proceeds from a rather static idea
of national identity as a determining cultural force,® this chapter investigates the
way in which collective feelings of economic deprivation first exacerbated the
simmering ‘tension between economic strength and political power” and how
the ensuing, gradually nationalizing reform debates eventually were translated
into (proto-)national economic policies.

Conceptually, this chapter addresses two strands of literature on the

phenomenon of economic nationalism. On the one hand, it discusses the
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often-neglected correlation between economic grievances and nationalist
political resurgence by taking a closer look at the rhetorical framing of economic
discrepancies in nationalizing public debates on centre-republic relations and its
impact on the Baltic ‘national reawakening’ Economic historian Helga Schultz
explained the abovementioned neglect with the ‘new culturalism’ gaining upper
hand in mainstream nationalism studies after the 1990s Balkan War, which
consolidated the traditional primacy of culture and politics over economics in
studies on ethnic conflict in multinational states and empires.® On the other hand,
this contribution investigates how the nationalizing reform discourse affected
economic policymaking, focusing particularly on the case of Soviet Estonia
which, following the sovereignty declaration of November 1988, pursued a
clearly nationally defined foreign economic policy. Political economists, on their
part, have failed to fully grasp the impact of nationalist political mobilization
on strategic economic policy choices, referring to the allegedly intangible
rationale behind it.° Following our ‘varieties of economic nationalism’ approach,
this chapter concludes with a comparative outlook, relating Estonia’s national
economic strategies, which, as those of other small nation states discussed in this
volume, combined statist-protectionist with hyper-liberal measures, to those
of its Baltic neighbours, which developed a similar small-state-like behaviour
under the conditions of perestroika.

National rights and economic disempowerment

As the world’s first communist state, the USSR was by its 1922 constitution
conceived as a multinational federation, based on the idea of the equality of
its constituent nationalities and structured into nominally sovereign ethno-
territorial units. Although the Bolsheviks promoted the vision of a ‘new man’
with a post-national identity, later pejoratively dubbed as homo sovieticus, they
purposefully turned to the nationalist toolbox to engineer one of the biggest
socio-economic experiments in the history of mankind. A paradox at first
glance, the Marxist-Leninist playbook considered the consolidation of national
awareness a key precondition for the realization of internationalist goals. Once
all Soviet ethnicities had reached national consciousness, the reasoning went,
this would eventually be replaced by a class consciousness that superseded
ethno-national divides. Hence, the Leninist regime proceeded to ‘implement the
principle of ethnofederalism on an unparalleled scale and to an unprecedented

degree of systematization,'® forging tactical alliances with separatist movements
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harbouring own state-building aspirations and ethnic groups that counted
among the former colonial subjects of the czars. Replacing the supranational
imperial regime, in which all ethnic groups, including the Russians themselves,
had been subject to an autocratic monarch, Soviet ethno-federalism provided
the illusion of a kind of home rule, simulated by a systematically replicated
corpus of autochthonous educational and cultural institutions.

In the Stalinist USSR, its official status as a voluntary federation of equal ethno-
national republics remained unchanged. In practice, however, the logic of strict
power hierarchies prevailed, feeding on the heritage of centuries of centralist rule
over territories acquired by military conquest. When the Red Army invaded,
occupied and annexed the neutral Baltic states during the Second World War, the
attempts of upholding any semblance of voluntary accession were half-hearted.
Strategic key posts of republican rule were filled with emissaries from Moscow
and the former political elites killed, deported or muted by other means. The
agricultural and industrial landscape was distorted beyond recognition through
collectivization and nationalization, while exports were redirected from Western
Europe to the domestic market, lastingly binding the Baltic SSRs to the other
federal republics to a degree that by far surpassed ‘normal conditions in market
economies.!! Many of the Baltic states’ pre-war achievements, by contrast,
such as educational systems up to university level in the local languages, were
preserved in the spirit of Leninism. Estonians, Latvians and Lithuanians were
formally recognized as the titular nationalities of three new federal subjects,
which with slight territorial modifications mimicked the geographical contours
of the formerly sovereign republics. Although these national attributes essentially
remained an empty shell, the false semblance of sovereignty would turn out to
have ‘unanticipated consequences for ethnic mobilization’!?

The sovereign statehood of Estonia, Latvia and Lithuania had been
systematically destroyed, but the interwar republics lived an afterlife as a kind
of ‘ghost states, whose forced incorporation into the USSR had never been
legally recognized by most Western democracies, within a federation of ethno-
territorial republics, the majority of which lacked a similar historical heritage of
nation and state building. This did not seem to have any practical significance
during the Stalinist period, which left little ‘room for articulation, left alone
full-scale pursuit, of national and territorial interests.”* As the country woke up
from paralysis after Joseph Stalin’s death in 1953 and a new leadership aimed at
getting out of the deadlock, however, the situation changed. While the strong
political verticality of the party state remained sacrosanct, the post-Stalinist

Thaw left limited space for critical debates about the command economy system
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and the harmful effects of over-bureaucratization, which was identified as a
major obstacle to economic growth and plan fulfilment. Unlike in Poland or
Hungary, where home-grown communist elites attempted a thorough reform
of the Marxist-Leninist model, economists in the USSR remained restricted by
ideological mind cuffs. Soviet economic reforms did not expand beyond the
field of management and administration, leaving the intrinsic dysfunctionalities
of central planning untouched. However, given that every administrative reform
contained an inherent regional component, this small opening was enough to
reveal the corrosive potential of the ethno-federal model, as was demonstrated
by the so-called sovnarkhoz experiment, which for a limited period elevated the
union republics to the level of economic units in their own right.

Nikita Khrushchev’s reform programme, which was launched in 1957, owed
its name to the regional economic councils (sovety narodnogo khozyaistva)
that were appointed to supervise a set of newly established, spatially defined
economic entities. The transition towards a territorial system of economic
administration revolutionized the Soviet tradition of subdividing the domestic
economy into industrial branches and largely followed the demarcations of the
USSR’s ethno-territorial polities with the exception of Russia proper, Kazakhstan,
Ukraine and Uzbekistan, which were further split into smaller units. All other
regional economic councils, or sovnarkhozes, were directly subordinated to their
respective republic’s Council of Ministers, which granted the republican elites
an unprecedented degree of economic autonomy. For the first time since their
occupation and annexation, also the Baltic SSRs were granted decision-making
authority over their own industrial production, which, within a decade after the
onset of the sovnarkhoz reform, enabled them to double their productivity and
to ‘equal their pre-war level of production and standard of living’'* The Balts
thus convincingly illustrated how administrative decentralization could help
to overcome the detrimental impact of the ‘bureaucratic dead-weight'*® of the
central ministries in Moscow and its unwanted side effects, such as inefficient
resource allocation and industrial stagnation.

The operational autonomy of the republican governments remained restricted
by a string of regulations. At the sub-level of districts and rayons, by contrast,
which were often dominated by autochthons, economic power increasingly
shifted to the non-Russian republics’ constituent nationalities.'® Although the
sovnarkhoz reform efficiently channelled the dammed-up frustration among
local leaders, who under the old economic regime had been held accountable for
their republics’ economic performance without possessing the necessary control
and resources to fulfil the targets set by the centre, there was another side to the
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medal. Early into the reform process, regional economic councils from Latvia
through Ukraine to Georgia displayed tendencies of over-allocating centrally
supplied resources to their own republics and hoarding them, thus mimicking
the economic survival strategy employed by most Soviet enterprise managers
vis-a-vis the industrial ministries in Moscow.”” The non-Russian republics,
which due to their institutional skeleton of political and cultural institutions
shared many traits with sovereign states, thus gradually metamorphosed into
what Yoshiko Herrera has labelled ‘imagined economies,® filling the empty shell
of republican proto-statehood with new meaning as the peripheral elites started
to actively ‘bolster their national economies™ (emphasis added).

Fearing for the internal cohesion of the federation, Moscow eventually
halted the experiment in order to hinder further national fragmentation of
economic interests and governance. Starting from 1962, republican authority
was heavily curtailed and smaller sovnarkhozes merged into supra-republican
regional economic councils to prevent similar forms of localist particularism.
After Khrushchev’s replacement with hardliner Leonid Brezhnev in 1964,
the reinstallation of the old economic order, based on the administration
of production branches rather than territorial units, gathered pace. Special
commissions tasked with the liquidation of the sovnarkhozes organized the
re-subordination of enterprises to their respective industrial branch ministries,
thereby ensuring that most of the decision-making power remained with the
central authorities.”® The Communist Party leadership in Moscow even went
as far as discussing the abolition of the ethno-territorial model altogether,
assessing proposals opting for the administrative redivision of the Soviet land
mass along strictly economic lines or the merging of the three Baltic SSRs into a
single supranational entity.! At the end of the day, the constitutionally grounded
‘formal political architecture of the state as a federation of sovereign national
republics’® remained intact, although it would repeatedly come under scrutiny
even in the following decades. The ephemeral experience of quasi-national
economic autonomy thus taught the non-Russian elites the important lesson
that Moscow always prized its political self-interest above economic arguments,
even at the cost of inefficiency and stagnation.

The nationalizing rhetoric of economic state building

Despite the curtailing of nationalist expression, which hindered the emergence of

national communisms of the Polish or Hungarian type in the Soviet Union, ‘the
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state related features of economic nationalism developed strongly’ in the Baltic
SSRs.” The long-serving chairman of the Lithuanian Communist Party Antanas
Snieckus in particular managed to shield his republic from the most harmful
effects of Soviet over-industrialization and successfully used his good standing in
Moscow’s corridors of power to promote Lithuanian industries and production.?*
Even Estonia, which had suffered much more from Stalin’s megalomaniac
industrialization policies and experienced greater Russification through the
ensuing mass influx of blue-collar workers from other parts of the USSR, managed,
at least to a certain degree, to stake out an own economic agenda. The sovnarkhoz
experiment had not only proven the superiority of local management schemes in
terms of efficiency and output but also ignited a ‘renaissance’ of Estonian economic
thought and the formation of republican expert cadres.”® Economic experiments,
developed by Estonian economists and planners, were conducted on a smaller
scale throughout the 1970s and 1980s within selected branches, mostly in Estonia’s
agricultural and light-industry sectors. As the industrially and technologically
most advanced republic with the highest living standards in the Soviet Union,
Estonia soon developed into Moscow’s favourite laboratory of economic reform.
Considered to be too small to fail, it provided an ideal testing ground for
experimental pilot projects that, if their outcome turned out favourably, could be
expanded to the USSR as a whole. Little surprisingly, it was thus in Estonia that the
idea of economic home rule resurfaced after the advent of perestroika, although
in a much more radical form and under considerably more advantageous political
circumstances.

The master narrative of Estonias Singing Revolution is primarily focused
on the dissident-led mass gatherings and the role of heritage activists and
collective counter-memory as powerful antidotes to the official Soviet myths
of voluntary accession to the USSR and age-old Estonian-Russian friendship.
One of its most emblematic symbols remains the Baltic Way, a human chain
that on the fiftieth anniversary of the Molotov-Ribbentrop Pact in August 1989
stretched from Vilnius through Riga to Tallinn over a distance of six hundred
kilometres, with Estonians, Latvians and Lithuanians jointly waving their pre-
war tricolours and singing patriotic tunes in a peaceful protest for the restoration
of their lost statehood. The significance of relative economic deprivation as a key
factor behind popular mobilization features less prominently in this narrative,
although it was precisely the imbalances of the command economy system
and the preponderance of the industrial ministries in Moscow that ignited the
initial spark for a mass movement whose centrifugal forces would eventually
contribute to bringing down the USSR.
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The seminal event was a live broadcast aired on Estonian television in
February 1987, in which a Moscow official announced the central government’s
plan to launch a gigantic mining project to explore the rich phosphorite deposits
in Estonia’s northeast. Unofficial expert reports of respiratory diseases among
children living in the vicinity of the Maardu phosphorite mines near Tallinn
were already circulating.”® Concerns were soon openly voiced by an ever-
broader coalition of university students, intellectuals and local Communist
Party officials, who feared that large swaths of Estonian land would be turned
into a moonscape if Moscow’s plans were to be implemented. Societal discontent
eventually erupted into the first non-dissident mass protest in Soviet Estonia,
which went into history as the ‘phosphorite war’* Similarly as in neighbouring
Latvia, where protesters mobilized against the plan of the central ministries to
erect a giant hydroelectric power plant on the river Daugava near Daugavpils,
the ‘phosphorite war’ turned into a trailblazer of glasnost. The focus of the
increasingly critical public debate soon shifted away from the phosphorite issue
to a more general discussion on the nature of centre-republic relations. The
mining project, the argument went, would only reinforce Estonia’s ‘exaggerated
and thus inadvisable [industrial] specialization’ within the Soviet economy,
which reminded, as a protest letter signed by the rector of Tartu State University
claimed, of the lopsided economic development in many Third World countries.?®

Mikhail Gorbachev’s visit to Estonia that same month did little to appease
public anger. The Soviet leader lauded Estonia’s economic performance in his
encounters with local workers, enterprise directors and nomenklatura members.
Yet he did not refrain from mentioning the generous subsidies from the central
budget that, as he insinuated, worked to the advantage of the republic. The
net worth of Estonian exports to the all-union market, he claimed, amounted
up to two and a half million roubles, while resources and commodities worth
three million roubles reached the Estonian SSR via interrepublican barter.?”
Gorbachev’s statement was a prime example of the ‘imperial view’ that Moscow
shared with other metropolises of multinational empires, highlighting the
alleged inherent benefits for small areas of being part of larger economic
polities.*® For the Estonians, however, the claim that their republic despite its
record-breaking output numbers constituted a financial burden was nothing
but an insult. Local experts contested the accuracy of the figures, although they
had little concrete evidence at hand to disprove them, as federal republics did
not exist as autonomous economic units in Soviet statistics and reliable data on
interrepublican commodity exchange were lacking.”’ With an annual deficit of

five hundred million roubles, however, as an Estonian Communist Party official
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calculated, the republic would have accumulated an estimated debt of twenty
billion roubles during the past four decades which, as he pointed out, would
surmount the indebtedness of any developing country in the world.*

The unfolding controversy about who was subsidizing whom shared common
traits with the long-simmering tensions in the Yugoslav federation, where all
constituent republics, Serbia included, felt constantly economically deprived.”
In the Soviet context, by contrast, where factual political and economic
federalism remained a chimera, it was first under the impact of glasnost that
union republics could be discursively imagined as a ‘measurable economic
space’® The conceptualization of the Estonian SSR as an economic entity in
its own right was manifested and elaborated in a reform proposal drafted by
a group of ‘closet reformers within the establishment,*® which was published
in the Soviet Estonian daily Edasi in September 1987 and became commonly
known as the ‘Four-Man Proposal’ (nelja mehe ettepanek).*® Designed as a
constructive contribution to Gorbachev’s programmatic goal of decentralizing
the overregulated Soviet economy, the proposal recommended the abolishment
of interrepublican barter in favour of monetary trade for the sake of greater
transparency, the expansion of the union republics’ autonomous foreign
economic relations and the introduction of a convertible currency.” In practice,
however, the reform outline aimed for nothing less than the ‘re-establish[ment
of] the Estonian nation as master of the Estonian territory.*® Evoking the
inherently ethno-federal structure of the USSR, the vividly debated proposal
‘provided a sense of territoriality’® that had been largely absent from economic
debates since the dissolution of the regional economic councils two decades
earlier.

The economic demarcation vis-a-vis the domestic Soviet market, which started
from the ‘Four-Man Proposal’ and picked up pace with the establishment of the
Estonian Popular Front by the proposal’s initiator Edgar Savisaar in spring 1988,
was accompanied by an increasingly nationalizing rhetoric that paved the way
for the Western-oriented economic reform path of late- and post-Soviet Estonia.
The gap between centre and periphery widened in the course of Gorbachev’s
ambitious reform agenda, which also included the introduction of cooperatives.
Designed as collectively owned businesses based on ‘socialist property, as the
regime highlighted in an effort to gloss over the de facto legalization of private
economic activity,* these micro-enterprises were to raise the overall efficiency
in the country by offering economic incentives to its citizens. Soon after the first
cooperatives started to emerge in late 1986, the Estonian, Lithuanian, Latvian
and Moldavian SSRs, all of which had been forcibly annexed to the USSR during
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the Second World War, topped the list of union republics with the highest
per capita number of cooperatives.* Ideological resistance against the taboo-
breaking reform, by contrast, was particularly evident in the Soviet heartland,
where the strong Marxist-Leninist stand against ‘non-labour profit, earned
by many cooperatives by simply buying and reselling goods, merged with the
traditional ‘dislike of pure moneymaking’ in Christian Orthodoxy.*?

Many Estonians remained suspicious of the anti-capitalist reflexes and the
rejection of entrepreneurial initiative among the sizeable Russian-speaking
community in their republic. ‘We Baltic people; as an Estonian teacher put it, ‘are
more accustomed to making our own decisions and running our own lives than
the Slavs. Russians, by contrast, knew only ‘serfdom and communism, lacking
the formative historical experience of free enterprise.*” Opinions of this kind
frequently occurred in the unfolding debate on economic imbalances, which
not only fostered the transformation of the Estonian SSR into an ‘imagined
economy, to once again use the concept proposed by Herrera, but also yielded

an ‘imagined national economic “culture”’*

as a key factor of economic state-
building processes at the dusk of Soviet power. On the one hand, this nationalizing
rhetoric reflected the experience of living in a showcase republic of economic
innovation with an own tradition of thinking outside the Soviet box. On the
other hand, it highlighted the long-term impact of historical trajectories, which
distinguished the Balts from the Russians. Estonians cultivated their self-image
as a hard-working nation with a centuries-old mercantile tradition, which, as
a Western correspondent sensed, lived on in the guise of a still prevalent air
of ‘pleasant, almost Germanic efficiency,* and living memories of sovereign
statehood and market economy.

Given Estonias advanced level of industrial development and high living
standards compared to most other union republics, some authors doubt
that economic grievances had a major mobilizing effect during the Singing
Revolution.* Yet for most Estonians, being the ‘best pupils in an admittedly very
bad class™” was hardly satisfactory, particularly as they considered neither Russia
proper nor the Caucasus or Central Asia as a point of reference for assessing their
level of economic advancement. Much like Hungarians or Czechs, they tended
to compare their situation to that of their capitalist neighbours, in particular
the Finns, with whom they shared linguistic and cultural similarities. Finnish
television could be received in northern Estonia and weekenders from nearby
Helsinki were a common sight on the streets of Tallinn since the resumption of
the ferry route across the narrow Gulf in 1965. Finland thus served as a kind of

‘mirror, mirror, on the wall® for Estonia, similarly as West Germany did for the
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GDR, not least as the Finnish and Estonian economies had been at a comparable
level before the outbreak of the Second World War. Seen from this perspective,
the promise of progress and modernity, a cornerstone of the Soviet regime’s self-
imposed civilizing mission, faltered. A look north across the Gulf exposed the
tangible misery and drabness of the Soviet smokestack industries, economic
mismanagement and chronic shortages, but it also gave a glimpse into the life
that Estonians might have lived if they had been spared the tragedy of Soviet
occupation.” The ‘stolen future’ narrative became an effective rhetoric tool to
frame the annexation as a historical injustice and the Soviet economic model as
alien to Estonian traditions and intrinsically detrimental to local interests.

The public debate about the imbalances between core and periphery not only
questioned the USSR’s self-image as a bearer of civilization, which in itself was
a remnant of the imperial Russian tradition. Evoking another parallel to czarist
autocracy, it also targeted directly at the very core of Marxist-Leninist ideology.
Already during the first street rallies of the ‘phosphorite war, protesters openly
accused the industrial ministries in Moscow of ‘colonial thinking,® which
accentuated the perception of the central government as an extractive empire
that showed complete disregard for local interests and grievances. The topos of
the Soviet Union as a colonial power originally emerged in the West in the 1950s,
at the peak of the Cold War, and resurfaced in the writings of the Ukrainian
nationalist underground at the onset of Brezhnev’s reign.”' From the early 1970s
onwards, even Estonian dissidents frequently addressed the persistent aftermath
of ‘Russian imperialism, linking their own liberation struggle to the fight for
national self-determination in the decolonizing Third World. Under the impact
of glasnost, eventually, nationalities across the USSR ‘became more conscious of
being subjects within an empire rather than perceiving themselves as voluntary
participants within a state’*> From the industrially more developed republics,
such as the Baltic SSRs, to the Central Asian republics with their ‘ “neo-colonial”
cotton monoculture;* the rhetoric of colonial exploitation took root as a device
to express dammed-up discontent with economic imbalances against the central
government.

Anti-imperialism had been a cornerstone of Soviet propaganda since the
USSR’ foundation. Soviet ethno-federalism was praised as a way to illuminate
post-revolutionary Russia’s nations-to-be and to elevate them to the level
of national self-determination, offering an alternative to the subjugation of
subordinate ethnicities as practised by Western imperial-colonial powers.*
Estonian writer Aivo Lohmus, however, did not consider Soviet colonialism to

be an oxymoron. I am not an economist, so I don’t know what is required to
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define a country as a colony’, he stated at a public plenary in Tallinn in April
1988. ‘But a republic in which ninety percent of the economy is not controlled
by the republican government still seems to be a colony to me. Whether it is a
matter of socialist or capitalist colonialism is of secondary importance’* Hence,
while Moscow adhered to an ‘imperial view, stressing the economic benefits for
small nations being part of larger multinational polities, local actors primarily
focused on the entailing ‘costs of domination in material and cultural life’*
Seen from the perspective of the small Baltic SSRs, a worrying side effect of
Moscow’s megalomaniac industrial development projects was, apart from the
catastrophic ecological repercussions, the massive influx of Russian-speakers,
which since the 1940s had changed the ethnic composition to the disadvantage
of the autochthons particularly in Estonia and Latvia. Vilified as the ‘“civil
garrison” of the occupying power,” the nationalizing Estonian debate framed
the Russian-speaking immigrant workers as a privileged cast, highlighting their
unjust preferential treatment regarding the allotment of modern apartments or
the overall predominance of the Russian language in public life. In this vein, the
predominantly Russian-speaking ‘red barons’ on Estonian collective and state
farms inherited the traditional supremacy of the Baltic Germans as the ‘new
landlords;*® which rhetorically linked the older, national-romantic topos of age-
old oppression by foreign powers since the conquest of the Teutonic Order to

current life under hammer and sickle.

‘Small is beautiful’

The Estonian SSR was famed throughout the Soviet Union for its well-developed
infrastructure and production sites that yielded consumer goods of relatively
high quality and unusually attractive design. The colonial trope thus served a
different discursive function than in, for instance, the Central Asian SSRs, which
despite their integration into a nominally federalist system as mere raw material
producers experienced a similar level of dependency on the metropolitan centre
as Europe’s former overseas colonies, and where popular discontent, accordingly,
morphed into what might be categorized as classical ‘anticolonial nationalism’*
By contrast, the Estonian debate about Moscow’s allegedly extractive policies
evoked a collective feeling of largely perceived relative economic deprivation,
amplified by the highly ethnicized ‘us and them’ rhetoric and the ‘stolen future’
discourse. As sociologists following the internal colonial school have claimed,

‘the strength of separatist orientation is seen to depend more on perception of



Becoming ‘Masters of Their Own House’ 51

relative deprivation than on demonstrable evidence of exploitation)*® which
explains why the erosion of the USSR, similarly as in Yugoslavia, started from
the most developed parts of the federation. In the Estonian case, the very
real experience of Brezhnev’s Russification campaigns and the Russian ‘elder-
brother patronization of the USSR’s smaller peoples™ merged with bottled-up
frustration over the palpable consequences of the strictly centralized hierarchies
of economic decision-making. This mixture developed a life of its own, triggering
vocal public support for the ideas presented in the ‘Four-Man Proposal, which
argued for injecting the empty shell of republican quasi-statehood with new
meaning.

The debate on greater economic and, as the limits of the discourse expanded,
even political autonomy moved towards a peak in autumn 1988, following a
long summer of mass gatherings and patriotic song festivals that earned the
Singing Revolution its name. The, at first glance, rather technocratic nature of
the discussion on how to revive the ailing Soviet economy through regional
initiative barely masked its underlying anti-imperial implications. Echoing
the formative experience of centuries of domination by alien economic elites,
which the Estonians shared with many other nations of Central and Eastern
Europe, the initially rational tone of the reformers gave way to a much more
radical ‘ideology of becoming “master of one’s own house”’* fuelled by the
harshly anti-Soviet rhetoric of the dissident-led opposition movement which
increasingly set the agenda of the public discourse. The point of culmination
was the adoption of a declaration on sovereignty by the Soviet Estonian Supreme
Soviet in November 1988, which turned the established hierarchy upside down
by authorizing the republic’s highest state, governmental and judicial organs to
wield power over the territory of the Estonian SSR. While the USSR Constitution,
which guaranteed the formal sovereignty of the federal units, equated state
ownership with ownership of the supranational Soviet people, the Estonian
declaration employed the notion of republican and thus, implicitly, national
ownership, subordinating all of Estonia’s natural resources, industries and the
entire building stock and infrastructure to local control. Unilaterally shifting the
‘standing of “sovereignty” from a vertical (class struggle) to horizontal (inter-
state) plane)®® the local government thus converted the formalized but largely
insignificant borders of the ethno-territorial republic into the contours of a
politically subordinate yet economically autonomous polity.

The 1988 declaration, which swiftly found favour with republican elites
across the USSR’s non-Russian peripheries, largely followed the ideas outlined
in the 1987 ‘Four-Man Proposal’ as a blueprint for the protectionist vision of a
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closed, proto-national economy within the Soviet framework. Only full local
control, as the reform-oriented republican leadership argued, would allow
Estonia to reach a level of progress and efficiency that matched the economic
potential of its workforce and production units. A new set of economic laws,
which partly contradicted all-union legislation, continued Gorbachev’s by then
increasingly hesitant reform path of decentralization and marketization. Putting
private entrepreneurs on an equal legal footing with state-owned companies,
Estonia was first in the USSR to initiate the turn from ‘big factory thinking’ to
small entrepreneurship, laying the foundation for Estonia’s future reputation as a
trailblazer of post-Soviet transformation. Already at an early stage of perestroika,
Estonian economists had launched the so-called small enterprise reform, a pilot
project in the light-industry sector setting up production units with a maximum
of fifty employees to test their efficiency in competition with larger enterprises.®
By autumn 1988, however, small entrepreneurship had acquired a highly
symbolic significance beyond the logics of efficiency and productivity. Stalinist
smokestack modernization, as one of the signatories of the ‘Four-Man Proposal’
stated, had littered the republic with giant dinosaur industries that were at odds
with the ‘Estonian tradition of production’®® Estonia’s turn towards an economic
model based on small and medium-sized enterprises thus not only marked a
reorientation towards the ‘developed economies’ in the West, where this form
of economic activity prevailed, as Estonian economist and reform advocate Erik
Terk highlighted.®® The broad public support for the bottom-up rise of small
entrepreneurship also reflected the long-term persistence of the ‘petty bourgeois
ideal of peasants, craftsmen, and shopkeepers that represented the normality
of the interwar period®” among Estonian society. ‘Small is beautiful’ was thus
essentially an economic credo as much as a political one, which cemented the
inherent incompatibility of Estonia’s national economic interests with those of
the Soviet federation as a whole.

One of the revolutionary features of perestroika was the opening up of the
Soviet market to global capital. Domestic economic change thus went hand in
hand with embryonic globalization processes. The Kremlin had begun to realize
that large-scale technological transfers and hard-currency inflows through
foreign direct investments were the only way out of a deadlock of stagnation
that had begun to threaten the stability of the regime. Compared to pioneers
such as Poland or Hungary, the USSR was certainly a late bloomer of socialist
globalization. However, as it coincided with Gorbachev’s mission to decentralize
the Soviet economy, the combined effect was tremendous, especially along
the Soviet Union’s western peripheries. The Baltic SSRs with their relatively
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sophisticated production apparatuses and operating sea ports, which channelled
much of the USSR’s exports to the West, were naturally suited to stand at the
vanguard of Soviet globalization. Accordingly, Estonia was the first federal
republic with an own foreign trade association established in early 1987, with
Latvia and Lithuania following suit. Although these associations only supervised
a small section of local exports, they reinforced the standing of the Baltic
republics as self-managing economic entities, which significantly boosted the
ongoing state-building processes in the region.

In Gorbachev’s USSR, geography again mattered. The Balts thus primarily
focused on neighbouring Sweden and Finland as their preferred economic
partners, not least as they could draw on an already existing network of
economic linkages across the Baltic Sea. Estonia in particular had gathered ample
experience in dealing with partners from capitalist countries due to its uniquely
close connection with Finland. In the years preceding perestroika, leading
Estonian light-industry enterprises had engaged in several joint production
schemes as contractors for Finnish companies, and even the transnationally
operating Swedish furniture retailer IKEA regularly commissioned Estonian
manufacturers to produce wooden bookshelves on its behalf.® The roots of
Nordic-Baltic border trade stretched even further back in time. As in the case
of Slovenia’s and Croatia’s border trade with Austria and Italy,* first bilateral
agreements between Finland and the Baltic SSRs had been signed already in the
late 1960s. Similar treaties with Sweden entered into force in early 1985. Being
net importers of processed food and soft goods, the Nordic neighbours offered
an outlet for the Baltic textile and agri-food industries, while scarce foodstuff,
paper pulp and building material were imported in return via barter.”” From
1988 onwards, the trade turnover exponentially grew, as did the Finnish and
Swedish inflow of capital investments into the region, particularly to Estonia,
which established much closer ties across the Baltic Sea than Latvia with its
large Moscow-controlled heavy industry sector and still primarily agricultural
Lithuania.

Estonia thus became one of the most vibrant laboratories of Soviet
globalization which, seen from the Baltic perspective, was rather a process of
macro-regionalization that laid the ground for the nascent Nordic-Baltic market.
The rapid economic integration across political divides eminently served the
small-state interests of Sweden and Finland as well, as both were looking for a
new role in a rapidly changing world. Losing its monopoly as one of Moscow’s key
foreign economic partners, Finland expanded its presence on the Baltic market

in an effort to maintain its traditional position as an ‘East-West trading giant”!
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Sweden, on the other hand, aimed at securing its influence and soft power on
the continent in view of the dynamic rapprochement between the blocs, using
its historical links and strategic gateways to the Baltic region. Although Sweden
in many respects acted as a ‘great power’ vis-a-vis the three (re-)emerging Baltic
nation states,’? echoing its imperial presence in the region centuries earlier, the
swiftly intensifying Nordic-Baltic economic and trade relations established a
new pattern of mutually beneficial small-state cooperation already before the
independence of the Baltic republics was formally restored in August 1991.
Sweden and Finland came to play a key role in the economic but also political
transformation of Estonia, Latvia and Lithuania (in that order), leaving distinctly
‘Nordic hallmarks’ on the normative and legislative foundations of the three
nascent market economies and parliamentary democracies.”

Soviet Estonia’s path of economic globalization, which threw the republican
economy wide open to Nordic investors, trade partners and economic expert

advisers,”

stood in stark contrast to its Eastern ‘foreign’ economic policies.
Beginning from the sovereignty declaration, the republican leadership pursued
a policy of demarcation from the all-union market, although it turned out to be a
Herculean task to dissolve the intricate economic interdependencies between the
Soviet Union’s federal units. One of the first measures was to halt the unabated
influx of Russian-speaking workers into the republic, which threatened to
thwart any effort to increase local economic autonomy. Already from early 1988
onwards, Estonia imposed a penalty tax of 16,000 roubles on local companies for
each recruited newcomer,” which was unparalleled anywhere else in the USSR.
Further protectionist measures aimed at rationing scarce products by restricting
their uncontrolled outflow and sale to non-residents.” This directly affected
particularly the masses of Leningraders accustomed to stocking up their pantries
during shopping trips across the Narva river, which marked the border between
the Estonian SSR and the Leningrad Oblast. Vilnius applied similar measures,
distributing buyer’s cards among local residents to prevent commodities from
being brought out of Lithuania.” From January 1990 onwards, all three Baltic
republics started quoting and regulating the import and export of goods across
republican borders by legal means.” The erection of customs barriers and tariff
walls in the Baltic SSRs sharply contrasted with the global trend towards a
liberal international order and the ongoing efforts by the European Community
member states to create a single internal market. Setting up frontier customs
posts along the republican borders, however, was a key element of economic
state building in the region, further accelerating the transformation of the Baltic

‘imagined economies’ into fully fledged national economies in their own right.
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With Moscow effectively controlling the external borders of the Baltic
republics through the all-union customs agencies at airports and commercial
harbours, the republican governments still lacked the means to gain complete
economic sovereignty, which prevented them from fully realizing their potential
of trade and economic cooperation with the West. Many of the protectionist
measures thus had a merely declarative-political character. Accordingly, the vast
majority of respondents in a representative survey carried out among leading
Estonian managers and top executives in 1990 declared that closing the internal
Soviet border should be the number one priority of Tallinn’s economic reform
policies.”” With increasingly determined separatist movements mushrooming
across the USSR, a series of ‘economic wars™ eventually broke out throughout
the Soviet peripheries. Republican governments from Tallinn to Tashkent
increasingly refused to participate in the strictly centralized Soviet system of
redistribution, applying a variety of measures to halt the outflow of republican
production for the artificially low prices set by Moscow.®*® Throughout 1991,
these demarcation processes contributed to consolidating the Baltic republics’
land borders, until the turmoil following the failed Moscow coup and the
subsequent restoration of Estonia’s, Latvia’s and Lithuania’s pre-war statehood in
August that same year sealed their ultimate economic and political divorce from
the Soviet federation.

Conclusion

The sudden collapse of Europe’s communist federations in the aftermath of the
1989 revolution and the virulent nationalist backlash took even well-informed
outside observers by surprise. The ethno-national fault lines along which the
federations eventually split up, however, had emerged much earlier, defying the
officially propagated victory of communist internationalism over nationalist
antagonisms. In the USSR, the constitution promised federal horizontality and
granted each republic the right to secede, at least on paper. Yet unlike Yugoslavia,
wherethehighly decentralizing 1974 constitution enabled its constituent republics
to accumulate ‘the resources necessary to act as virtually independent economic
and political agents;, the Soviet Union retained its ‘asymmetric federalism’ almost
up to its dissolution.®’ Constituting the dominant Soviet ethnicity, Russians
lacked their own ethno-national republic, given that the Russian SFSR itself
mirrored the Soviet ‘matryoshka model of sovereignty’ (emphasis in original),*
hosting a multitude of autonomous republics and oblasts granted to minority
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groups that did not qualify for a union republic of their own due to their size
or lack of national consciousness. As a consequence, Russian national identity
merged with a supranational, pointedly ‘Soviet’ identity, cementing de facto
Russian supremacy over the nominally sovereign non-Russian peoples. With the
advent of glasnost, the rifts in the faux-federal system eventually came out in the
open as dammed-up local grievances over economic imbalances morphed into
nationalizing political disputes. The Estonian case serves as a perfect example of
how a collective feeling of relative economic deprivation fuelled local demands
for ‘real’ autonomy in both economic and political issues, thereby reanimating
the original federal idea.

The nascent state-building processes in the perestroika-era USSR disproved
the fundamental assumption of Leninism that the removal of the basis for
capitalist exploitation also entailed the elimination of the roots of national
conflicts.*® Similarly as during the sovnarkhoz experiment, it was the Kremlin
itself that unintentionally strengthened ethno-particularist tendencies along the
Soviet fringes by partially empowering the republican governments in domestic
and, in line with Moscow’s globalizing ambitions, even foreign economic matters.
The Soviet Union’s ethno-territorial foundation now worked in favour of the
non-Russian nationalities, which were increasingly determined to bring their
constitutionally granted sovereignty to life. From 1990 onwards, as separatist
mobilization accelerated from the Baltic Sea to the Central Asian steppes, the
USSR eventually transformed, similarly as Yugoslavia, into a ‘state of states’®
The erosion of central authority was particularly tangible in the Baltic SSRs,
which by spring 1990 had shed the attribute ‘Soviet’ in their self-designation,
reinstated their pre-war tricolours, elevated their native tongues to the status
of official languages and transformed their Soviet-era puppet foreign ministries
into institutions that efficiently served distinctly national and not all-union
interests on an international stage. The creation of quasi-national economies
was the last missing step towards proto-statehood for the Baltic republics, which
now displayed ‘the full characteristics of independent states that have lost their
independence’®

Gorbachev’s dual reform agenda of decentralizing and globalizing the
Soviet economy revealed the vast ‘differences in economic development and

market readiness’®®

in the USSR, which even exceeded the already substantial
North-South gap in the Yugoslav federation. Far from all union republics were
capable of developing proto-state-like features before the collapse of the Soviet
Union in 1991. Particularly the Central Asian economies were so inextricably

linked to the all-union distribution and supply chain that local demands for
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greater autonomy stopped short of sovereign statehood.®” Hence, the case of
the Baltic SSRs, just like that of Slovenia or Croatia, suggests that there is a
close correlation between economic advancement and the degree of separatist
mobilization in multinational states. While less developed regions risked
‘cutting themselves off from technology transfer, across to high-value added
jobs and development subsidies}*® economically superior parts were more
likely to conclude that they might be better off without the stagnant rest of the
federation. Successful (proto-)national economy-building also presupposed
a number of favourable conditions such as the ability to produce exportable
goods, a functioning infrastructure and proximity to potential new markets.
There is also reason to assume that size was a determining factor. It is certainly
no coincidence that Estonia and Slovenia, which counted among the smallest
republics of their respective federations, came closest to resemble fully fledged
national economies by the end of the 1980s and gained a similar reputation
as foreriders of transformation in the entire post-socialist space after 1991.
Despite Western scepticism regarding the ability of the small Baltic economies
to survive on the rapidly globalizing world market, smallness proved to be a
strategic advantage in times of comprehensive economic and political changes,
while less flexible larger entities such as Ukraine, which in terms of resources
and industrial potential had much better starting conditions than the Baltic
republics, remained firmly stuck in the federal superstructure.

Estonia, Latvia and Lithuania coordinated their agendas to a degree that
the vision of a self-managing republican economy outlined in the ‘Four-Man
Proposal’ soon came to figure as the ‘Baltic model’ in the pan-Soviet reform
discourse. Accordingly, the Baltic SSRs are often summarily treated in the
literature on perestroika, which is mirrored by the generalizing approach of
transitologists and IPE scholars to the post-1991 transformation paths of Estonia,
Latvia and Lithuania.? The economic strategies implemented by the republican
governments to secure their national interests vis-a-vis the central government,
however, differed in a number of key respects. The question whether small
nations thrive best as open or closed economies has for centuries been a matter
of scholarly dispute.”® Estonia’s strategy, by contrast, followed a dual approach,
combining ultra-protectionist with hyper-liberal measures. Opening up its
economy to primarily Nordic investors from 1988 onwards, Estonia not only
showed a clear determination to reintegrate into a macro-region it considered
itself and aspired to be part of historically and culturally. Amidst the geopolitical
turbulences of the late 1980s, Nordic investments also served as a necessary life
insurance in troubled and unpredictable times following the credo of Poland’s
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President Lech Walesa, who famously stated that ‘having a Frenchman or
Englishman here with his factory is like having a division of troops’”

Tallinn held on to its firm belief in free trade and capital movement even
during privatization, although the habit of Nordic investors to buy up and close
down some of the largest local enterprises not always seemed to benefit national
economic interest,” which illustrates that Estonia’s economic U-turn to the West
did not necessarily follow the logic of the market alone but was also considered
a precondition for national survival. The parallel, strictly protectionist stance
towards the Soviet market followed a different logic. Protecting the domestic
market and industries necessitated the erection of an economic curtain eastwards
to shield Estonia from Moscow’s harmful influence. Throughout the early 1990s,
Estonia determinedly continued the dismantling of its economic ties with the
post-Soviet space, ‘even in cases where economic reasoning suggested that they
should be maintained’” Hence, by 1993, Estonia had become the first post-
Soviet successor state with a number one trading partner outside the former
USSR.** A contradiction at first glance, this dual approach between isolationism
and expansionism, echoing Marvin Suesse’s concept of the ‘national dilemma
that defines this balancing act as the classical challenge faced by all economic
nationalists,” reflected the cultural compass of most Estonians and the traditional
‘belief of the Baltic peoples that they are more “advanced,” more “western” and

» >

more “cultural”’ than their eastern neighbours, which went hand in hand with
the self-image of being an ‘extremely important bulwark against Russification’®
The Estonian case thus reaffirms the ‘significant role that ideational factors play
in economic policy,” shedding light on a nexus that is still underestimated in
much of the political economy literature.

Lithuania’s economic strategies followed a fundamentally different approach,
despite the close cooperation and continuous exchange of ideas between
the Baltic SSRs. Lithuanian reformers remained split over the sequence and
nature of economic measures, which, as a consequence, lacked coherence
and coordination. Moreover, the ‘cruder manifestations of nationalism’ in the
southernmost Baltic republic threatened to thwart the transition towards an open-
trade regime, which was indispensable for an economy of that size, as Western
expert observers warned early on.”® Yet the Lithuanian leadership developed a
consistently protectionist mindset, at least in the initial state of Lithuania’s path
of economic transformation. With no ferry connection to the Nordic states
and sharing only a small common border with Poland’s structurally weak and
impoverished northeast, Lithuania lacked the advantageous geography of its

northern Baltic neighbour. Prior to 1991, investment and trade cooperation with
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Western partners remained thus marginal, mirroring the neglectable position
of the republic in earlier border trade arrangements with Finland and Sweden.
Retreating into self-sufficiency, Lithuania dwelled in its ‘Albanized® state well
into the 1990s and retained a sceptical distance towards foreign investments,
nurtured by fears of selling out the homeland.'® This hesitant attitude widened
the North-South gap in the Baltics, delaying Lithuania’s economic transformation
and, subsequently, the decoupling from the Russian economy by several years."!

The contrasting cases of Estonia and Lithuania illustrate how largely similar
nationalizing economic discourses were translated into diametrically opposed
practical policies and foreign economic strategies. Fuelled by experiences
of economic deprivation, nationalist mobilization can thus foster openness,
innovation and transformation, but also erect walls and barriers that hamper
economic progress, which strengthens the claim that economic nationalism as
a term ‘can be associated with a wide variety of politics.'® At the end of the
day, however, Lithuania managed, just as Latvia, to catch up with Estonia, which
had taken the lead as the USSR’s primary laboratory of economic East-West
cooperation. Joining the thriving Nordic-Baltic market, Lithuania proved, as
Estonia had done before, that a small-state status in times of global economic
changes not necessarily has to be synonymous with vulnerability and subjection
to external forces. As several of the chapters in this volume corroborate, cross-
border alliances between small states can actively contribute to cushioning the
shockwaves of geopolitical and macroeconomic changes and to increasing their

room of manoeuvre in a swiftly changing world.
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‘No games, just business’: Luxembourg’s
varieties of economic nationalism

Thomas Kolnberger

Introduction

In socio-economic terms the 1960s—1980s marked an era of significant change in
the history of Luxembourg. Until the oil price shock of 1973, an unprecedented
period of economic growth known as “The Glorious Thirty’ (Les Trente
Glorieuses) was in full swing.! During the 1970s, the Western world plunged
into an international recession, putting an end to decades of overall post-war
economic expansion. In Luxembourg, these years are not so much associated
with the oil shock but the steel crisis. The recession in the global steel market
hit the Grand Duchy’s heavy industry sector hard in two consecutive waves
in 1973-5 and again in the early 1980s. However, in hindsight this (in ancient
Greek) krisis of the 1970s turned into kairos, ‘the right, critical, or opportune
moment’ for structural change in the country: finance and service replaced
steel as Luxembourg’s economic lead sector while the importance of the heavy
industry decreased significantly. The shared conviction that the recession was
the prime mover, indeed, the actual driver for change led Luxembourg’s political
and economic elites to adopt a double strategy to achieve a viable solution for
the national steel crisis. On the one hand, they sought to internationalize the
challenge - in practice, to ‘Europeanize’ it. On the other hand, the smallness
and cooperative tradition of the country made a closing of the ranks of all
stakeholders — government and all political parties; employers and employees —
in support for a shrunken and modernized primary industry possible.
Luxembourgers experienced the ensuing decades from the mid-1980s to
the Global Financial Crisis of 2007/8 as Les Vingt Splendides. These ‘twenty

splendid years’ represent another, though this time specific Luxembourgish
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era of economic upswing surpassing even the average economic growth rate
of the post-war decades.” Revenues were (partly) redistributed in the guise
of expanding welfare service as well as rising individual salaries and wages,
trickling down into the pockets of the Grand Duchy’s nationals and the growing
number of foreign residents alike. This ‘trickle-down’ of national income was
based on positive externalities generated by the node of global finance, which
Luxembourg had become. Still, the lion’s share of the profits has ever since been
fed back into the relentless circulation of global capital flows in order to buttress
Luxembourg’s comparative advantage as an international financial centre (IFC).

This chapter reviews Luxembourg’s economic history and the variety of
capitalism the national economy adapted to during the transformation of
the 1960s-1980s. The guiding question of the chapter is the ‘classical’ subject
of Small State-Studies: Does Size Matter or Not?* This question includes an
often overlooked corollary, namely the economy or diseconomy of scales. The
simple meaning of economies of scales is doing things more efficiently with
increasing or decreasing size. Dealing with the changes of economic strategies
of the country during these decades, the chapter investigates, besides discussing
advantages or disadvantages of being small, how strategies of adaption played
out in the national economic discourses.

In general, the discussion of ‘varieties of capitalism’ seeks to fathom
institutional foundations of comparative institutional advantages as a style of
governance between liberal and coordinated market economies.* What this
approach does not consider adequately enough is the question of how various
branches of the economy may be treated differently — both in terms of national
economy-building and in selling that economic policy to the public and to their
partners and neighbouring states (economic nationalism).” This chapter shows
that some industries have the inherent potential to be loaded with nationalistic
sentiment while other sectors or divisions cannot raise a national agenda or
remain emotionally sterile (or even disdained). In Western Europe, country-
wise preferences demonstrate a wide range of such sectoral inclinations pro
patria: agriculture policy, for example, has been a constant major issue in France
but its national framing is different from the lobbyism of German carmakers or
Finnish shipbuilding. All three cases are dealing with national pride, identity
and perceived importance for each economy but in very different ways.® Thus, a
central argument of this chapter is that the type of industry makes a difference to
how economic nationalism plays out — based on the case study of Luxembourg’s
shift from steel to finance as the national major industry.
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In both cases (steel and finance) Luxembourg is an insightful example of
how long enduring strategy of maximal internationalization, understood as
selective de-nationalization, institutionalized supranationalism and integration
on common political ground, can ensure survival and prosperity of a small
nation state. This — on first sight rather paradoxical — economic nationalism is
based on (a) exogenic and (b) endogenic factors: (a) the economic nationalism
of other countries created the very niches and opportunities for Luxembourg
to exploit in the first place. Luxembourg seized these windows of opportunity
for economic self-empowerment by exercising legitimate national interest;
(b) Luxembourg’s small state structure shaped the capacity of individual agents
or interest groups to react to the steel crisis in the same way as to the emergent
financial market: the result is free market corporatism as the ‘lesser ideology’ of
a small democracy’s political economy. In this context, the history of national
economy-building matters and the particulars of this course — and the discourse

about it — need to be presented in some detail.

Luxembourg’s dis/courses of national
smallness: Past and present

Historiographically speaking, Luxembourg has been perceived as an archetypical
small state in the national public and traditional academic discourse: threatened
by bigger neighbours since the demise of the powerful House of Luxembourg
in the Late Middle Ages. The constant menace of being partitioned or annexed
is a recurring topic of national identity-discussion ranging from the topos of
‘foreign dominations’ from the fifteenth to the nineteenth century, the popular
imagination of three consecutive ‘dismemberments’ (in 1659, 1815 and 1839) to
the occupation during the First World War by Imperial Germany. The brutal
annexation by Nazi-Germany, which has wiped Luxembourg off the map by
denying its independent historical development, is commemorated as a political
and cultural trauma until now.’

Contrary to older or newer post-colonial micro-states Luxembourg’s state
building experience has been in line with the Western type of modernization
since the nineteenth century. Created by the Congress of Vienna in 1815, the
Grand Duchy is ‘too big’ to be classified as a micro-state, and it has remained on
the threshold to a micro-state ever since. In line with Miroslav Hroch’s classical

model, the formation of state capabilities (administration, infrastructure,
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schooling, industries, etc.) came first, handicapped by capacity problems only.*
‘We live in a small country’ is a self-understanding and experience on a daily
basis and a defining factor for Luxembourg’s style of governance.’

Luxembourg’s practice of its traditional trilingualism is a unique feature. After
secession due to the Belgian Revolution of 1830-9, the use of High-German,
French and Luxembourgish (a West Central German variant) has become a
‘dispersed’ language routine. There are no demarcated and exclusive linguistic
areas within one state like in Belgium or Spain, which could nurture separatist
attitudes.!® Thus, beside smallness, ‘in-betweenness’ is the next dominant feature
of Luxembourgish identity discourse along with the desire to keep the status quo."*

One can preliminarily conclude that Luxembourg’s nationalism from
the mid-nineteenth century onwards centred upon sovereignty as a specific
defensive state patriotism. This notion holds that the state, as a territorial
delineated political entity with a constitution, should govern itself, free from
outside interference, unless the obligation to uphold independence outweighs
the capacities of the small state or endangers its economic prosperity. To put it
differently: it is up to the Staatsrdson/raison détat/national interest to decide when
and where, and to whom parts of the nation’s sovereignty should be delegated
as ultimate sovereign choice to uphold sovereignty by chartered integration.
Common nationalistic-patriotic sentiments, actions and ressentiments are part
of Luxembourg’s history. However, and due to the European integration process,
its already blunt edges were further sanded down to the ‘banal nationalism’ of
our days. ‘Banal nationalism’ describes nationalistic-patriotic sentiments in the
context of international status competition in sport, environmental awareness,
technological progress, competitiveness, etc.'” Luxembourg’s ongoing nation-
branding campaign (‘Let’s make it happen’)* catches an observer’s eye as the
logical continuation of the Grand Duchy’s liberal elites’ commitment for the
preservation and development of the country’s competitive advantage in
economic affairs: economy first!

The following tabular comparison illustrates the social-economic
transformation and the impact on the country’s profile as a ‘now-and-then” of
certain key indicators (Table 1).

Luxembourg’s ‘liberal’ economic nationalism
before the international steel crisis

‘Luxembourg has lived of steel like Egypt has lived of the Nile, Luxembourg’s
former prime minister Pierre Werner declared, still in present perfect tense,
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Table 1 Luxembourg before and after the transformation
Key indicators 1960s 1990s 2000s
Total area (since 1839 in km?) 2,586.4 2,586.4 2,586.4
(world rank/sovereign states) (168/195)
Total population (world rank  314,585* 381,850 645,397
of all sovereign states in year) (140/173 in (163/195 in
1990) 2022)
GDP per capita 3rd Ist** 1st-3rd
world rank (year) (1960) (1999) (2000-22)
Employees per sector (%) 11.6:45.7:42.7 3.7:32.5:63.8  2.6:26.7:70.7
(primary:secondary:tertiary)  (1969) (1989) (1999)
Official languages French, German F, G, Lux** F,Lux, G
(unofficial) (Luxembourgish, (Portuguese, (E, P)
Italian) English)
Nationals:foreigners (%) 86.8:13.2 70.3:29.7 52.5:47.5
(year) (1961) (1991) (2022)
KOF Index of Globalization = **** 1st 1st-3rd

(1970s-2000)

(2000-2010)

(year)

* For reasons of decolonization and rising number of states/territories, figures for a world ranking are
statistically too volatile.

** There was a significant drop in the 1980s, however caused rather by the rise of other small states (e.g.
Singapore or Ireland) than by the overall economic performance.

*** Third official language since 1984. Loi du 24 février 1984 sur le régime des langues - Mémorial-A n°
16 du 27/02/1984.

*0% Data available since the 1970s only. In the 2021 ranking (for 2019), Luxembourg figures in the category
“de jure” on place 2; in “de facto” on 41; in “overall” on 20 (see KOF Globalization Index).

Sources: World Economic Outlooks of World Bank and IMF; United Nations Statistics Division; STATEC.™*

in his speech on the state of the nation, given at Luxembourg’s Chamber of
Deputies on 8 March 1983. In 1983, the end of the steel crisis was finally in
sight and Luxembourg’s tertiarization was in full take-off. That very year the
steel sector still represented 50 per cent of the industrial production, 60 per
cent of the total exports and 12 per cent of the total workforce even after a
slump in production of 23.4 percentage points.'”” Werner’s elegy underlined the
importance of steel for the country’s national development and sought to justify
the efforts undertaken by his and previous administrations to keep the shaking
industry alive.'¢

Steel represents a ‘mythical’ substance, not only for Luxembourgers. It is the
world’s most important engineering and construction material up to our days.
Progress was once measured in national steel output and the modern world of
the industrial age perhaps started with mechanic textile manufacturing but was

ultimately built on iron ore. The Soviets designed their new image of man around
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steel and according to a Japanese saying, ‘steel is the rice of industry’ A country
without its own steel industry was not regarded as a full-grown member in the
family of modern states.

In Luxembourg, working-class and blue-collar culture was particularly
associated with mining and steel production. When the last mine closed in 1981
and the last blast furnace shut down in 1997, the industrial South of the Grand
Duchy, De Minett in Luxembourgish, ‘lost its name. Even more, the whole
country lost a fundamental part of its identity, as a prominent writer mourned —
most Luxembourgers would have agreed.”” In Luxembourg, steel played a key
role in the national narrative carried along by both grassroots pride and by the
elites’ conviction that steel embodied the national interest. Until these days,
schoolbooks inform Luxembourgish pupils that the steel industry of the South
also improved the living conditions of farmers in the rural North because of
the Thomas meal, a basic slag ground and by-product of the Gilchrist-Thomas
process for refining pig iron (patented in 1877). Indeed, from 1880 to 1914, the
state-sponsored distribution of this phosphate fertilizer increased the Grand
Duchy’s agricultural yield by 60 per cent, celebrated as uniting the peasant with
the steelworker; the field with the furnace.”® To guarantee the proliferation of
heavy industry on national soil would call for and justify economic protectionism
in times of crisis.

The refining of low-grade phosphor-rich iron ore (the Minette) in southern
Luxembourg (and neighbouring Lorraine, incorporated into the German Reich
in 1871) took place in a particular setting: the German Customs Union. This
Zollverein (1834-1919), a coalition of independent German states and city
republics under the leadership of Prussia, was formed to coordinate tariffs and
common economic policies. Theimplementation of a joint customs border control
and regulation strengthened the splintered German territories in economic
terms. In joining this unprecedented single market in 1842, Luxembourg was
granted a share of the annually redistributed collective customs revenues too.
The agreement of the union with Luxembourg was periodically renewed. The
membership ensured not only a vast export market for the iron ore mined in
Luxembourg but also attracted German investment in banks, railways and
mines - ‘it takes a mine to run a mine’ as the adage goes."” Much-needed capital
and expertise was brought in, not only by German industrialists and bankers
but also by Belgian and French investors. This golden age of industrialization,
or Hochindustrialisierung, would not have been possible without a ‘proto’-
internationalization and ‘proto’-Europeanization of Luxembourgs economy.
Despite conjunctural crises linked to the German Griinderzeit in the 1870s,
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these decades are generally recounted as a success story. To state leadership it
was apparent that supranational integration and small state sovereignty were not
a contradiction in terms.”

About two-thirds of the ore was exported to the bordering Prussian Rhineland
and to Belgium by the newly built railway system.?! In view of rising foreign
demands for mining concession and following ‘the impulse of self-preservation’
(Friedrich List), Luxembourg’s government passed laws that would have pleased
List’s idea of economies based on nations under a system of protection to foster
the nation’s development: ‘It is the task of national economy to accomplish the
economical development of the nation, and to prepare it for admission into the
universal society of the future” The government’s measures were, so to say,
‘upside-down;, because the restrictions aimed against exports (of raw ore), not
imports: a law of 1870 nationalized the property rights of Minette reserves
down to a certain deposit depth.” Further national laws and international
concession agreements since the 1870s, which became cherished ex post as
‘Verhiittungsklausel’ (smelting proviso), stipulated that mining was only granted
(to nationals or foreigners alike) under the condition that a certain part of the iron
ore had to be processed in Luxembourg.** As a result, five large steel companies
were founded with local and foreign capital from the 1870s to the 1880s.

Based on these decisions, one already can identify a blueprint of small state
management for understanding future developments in Luxembourg. The Grand
Duchy had emancipated itself stepwise from being a subnational jurisdiction of
a larger state (the so-called United Kingdom of the Netherlands, 1814-1830/39).
Geopolitically speaking, Luxembourg was assigned the role of a ‘neutralized’
buffer state (alongside Belgium and Switzerland) by the Great Powers in 1867. To
overcome the national limits of a domestic market far too small, the government
accepted the waiver of selected national rights to gain access to bigger markets.
Active location policy (as in the smelting provision) ensured added value.
Export of iron ore and steel products was important but Luxembourg was far
from being a single crop economy. Luxembourg already developed proactively
niche sovereignty strategies and economic policies as evident in its currency
management, which formed the seedbed for Luxembourg’s rise as IFC one
hundred years later.”

As iron ore deposits cross state borders, Luxembourg’s Minett was ‘naturally’
part of an inter- and transnational industrial zone on mainland Europe (later
known as ‘Saar-Lor-Lux'®), in size and importance next only to the Ruhrgebiet.
The mixed ownership of the enterprises, both in terms of capital and of

intermarried elites’ family interest of Luxembourgish, German, Belgian or
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French origin, made border-crossing routine a basic requirement. Additionally,
the predominant type of integrated steel mills, that is, mining, founding and
processing in task-sharing order run by one enterprise on different work and
extraction sites, supported the need for transnational cooperation. Furthermore,
a small workforce hired itself out as (daily) cross-border commuters for
Luxembourg’s Terres Rouges.”’

This example of early transfrontaliers, as they are called today, points not only
to limitation of the national market but also to the inadequacy of the country’s
human capital, which was underdeveloped in number and qualification. With
the rise of heavy industry, Luxembourg’s negative migration balance of a widely
agrarian society turned to an immigration surplus, mainly through German and
then Italian migrants, who came as skilled or unskilled labour force in search
for work into the southern industrial belt. Many of them stayed, married and
became Luxembourg nationals.

Luxembourg’s structural advantage in times of crisis like the 1970s-1980s is
a perfect match for Katzenstein’s six defining characteristics of small (European)
states: (1) they have relatively homogeneous populations; (2) they are open to
international economies; (3) they create niches in global economies; (4) they
promote social solidarity due to perceived notions of vulnerability to external
shocks; (5) they amplify their influence through regions, unions and alliances;
and (6) they possess efficient and effective governments because of their
propensity for interpersonal relations.?

The second and sixth points are linked: in Luxembourg a mixture of structural
constraints and opportunistic pursuits of comparative advantages played in
favour of capitalistic ‘internationalism’ Because of the small administrative
apparatus, it was possible to overcome bureaucratic inertia much quicker than in
bigger states, where national interest is more dispersed, players more numerous
and group particularism more pronounced. This holds true even for relatively
small states such as Belgium - a true Leviathan in comparison to the Grand
Duchy, where laws were tailor-made in line with specific business requirements.
These ‘quick fixes’ had potential repercussions on the administration as a whole.
For instance, the creation of one administration to deal with the multiple
infrastructure projects related to the steel industry on the national and local
level: the Travaux Publics (‘Public Works’). This administration was able to find
solutions in close coordination with different stakeholders (private and public).
The slim number of bureaucratic personnel usually attributed to small and micro-
states is generally listed as ‘dysfunctionality’® This structural constraint (where

one person has to wear many, sometimes too many hats) may be a potential
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hotbed for clientelism and corruption, but a lean bureaucratic management is
advantageous for conducting business. Indeed this factor has, time and again,
been accounted as a specific quality of the country, particularly in the context
of the evolving IFC Luxembourg or in the case of solving the steel crisis. Thus,
smallness is not an absolute category and its true signification depends on the
(dis)economies of scale.

Luxembourg’s ‘defensive’ economic nationalism
and the international steel crisis (1974-84)

In winter 1983-4, Western Europe’s steel industry was in a disastrous state. The
1973 first oil shock had triggered a global recession and decline in the demand
for steel, above all for mass steel. The rise of new (and older) players in Japan,
South Korea, Brazil, USSR and China affected the output of steel and changed
the ‘geography of iron and steel’* Europe’s main production line was no longer
competitive. While the initial conditions were quite similar, exit strategies and
escape routes from and outcomes of the crisis were rather different, state by
state. Mény and Wright conclude ‘there are many reasons why the state become
so involved: the first might be called psycho-national: it was contended that no
country worthy of note should be without a steel industry’*' How states became
involved depended on their style of governance along a spectrum ranging from
more consensus-oriented cooperativism to more conflict-oriented majoritarian/
competitive democracies.

In the case of Luxembourg’s anti-crisis framework, there was a bilateral
concentration process and the ad hoc creation of a national steering
committee as pivot for national corporatism. By comparison, Austria’s famous
‘Sozialpartnerschaft, an example well known in Luxembourg, is rooted in
the political crisis of a civil war and designed to overcome deep cleavages of
partisanism (‘Lagertheorie’) after the Second World War. This cooperativism led
to a quota design for enduring extra-democratic power sharing. Luxembourg’s
more informal cooperativism, known as the ‘Stahltripartite, was only put in
place when faced with existential economic threat. Consecutive meetings were
set up as ‘institutionalized dialogue in social affairs. Three groups of stakeholders
were thus brought to the negotiating table and formed a task force: employer,
employees and state representatives. The law of 24 December 1977 formalized
this form of cooperativism.” On the corporate side, the steel industry put

modernization, specialization and higher productivity on the agenda and further
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acquisition of steel companies abroad as ‘survival by growth’ — in other words,
they ventured more competitive internationalization (by economies of scale).
The employees closed ranks on a national level. In 1979, a general union, the
OGBL (‘Independent Luxembourg Trade Union Confederation’), was chartered
to raise the bargaining power of the employees.” The state as third party of this
historical sprint in the evolution of cooperation®* coordinated the common
efforts. Luxembourg’s government, as founding member of the European Coal
and Steel Community (the actual driver to deepen the BENELUX initiative®)
and the European Economic Community (EEC) accorded national actions on
a supranational level: protectionism (against non-member states) and massive
state subsidies.*® The EEC launched an ambitious industrial policy programme
(for the first and only time in its history) from 1977 to 1984.

Thus, to overcome the crisis and to secure its export-markets, the Grand Duchy
made sure to be firmly embedded in transnational measures and international
agreements — Luxembourg’s geopolitical fetish’ after the Second World War.

On a national and subnational level the loss of the steel industry would
have had catastrophic consequences for the economy. Here, the economy
of scales worked in two ways: the whole country, and not only a region
(like Lorraine, far away from Paris, for example; or a small Federal State of
Germany, like neighbouring Saarland) would have been affected - that was
a self-evident fact for the population and all political parties.”” A series of
interviews with key actors® illustrate to all this need to pull together in the
same direction.” The collapse of Luxembourg’s industrial key player ARBED*
would have been the ‘beginning of the end of the nation), assured Jacques
Santer, then minister for finance and labour. The members of the tripartite’s
heavyweight round successfully communicated the need for a common effort
to their constituencies. The invoked ‘Luxembourg Way’ to preserve social
peace without any violent strikes as in neighbouring industrial sites of France
and Belgium was, he said, also accepted by the trade unions. This quest for a
‘peaceful’ transition was supported by most national press outlets (with the
exception of the Communist daily). This may seem euphemistical, considering
the 1976 workers strike and the 1982 general strike in favour of price
indexation, but unemployment rates were kept to a minimum. Additionally,
a general confidence that the rising IFC of the 1980s would further cross-
subsidize the survival of the quasi-nationalized ARBED, a buy-out by state
credits, became manifest. Consequently the government could build on a
broad consensus for exceptional measures playing the patriotic tone needed.
A special tax earmarked to pay for the social measures and state support



‘No Games, Just Business’ 77

was soon nicknamed ‘Arbedsteier’ (ARBED taxation’). After its take-over of
HADIR (Hauts-Fourneaux et Aciéries de Differdange) in 1967, ARBED was the
Luxembourg-based steel and iron producing company, and ‘tout ce qui est bon
pour PARBED est aussi bon pour le pays, as Luxembourg’s eminent historian
Gilbert Trausch was citing a contemporary motto in his corporate history.*
Technically speaking, the ARBED taxation*” represented an indiscriminating
raise of certain excise and income taxes. Politically speaking, this temporary
solidarity surcharge resembled a national-patriotic offertory. The master
narrative now paid off: the transfer payments for the whole country originating
in the industrial South had always figured prominently. Now, in times of
crisis, it was time for rest of the country to honour this ‘debt’ Such a rhetorical
strategy of two complementary halves did not work in Belgium because of
the deep nationalistic divide between the French-speaking southern industrial
‘rusting’ belt and the prospering Flemish North.

By contrast, Luxembourg’s size and sociopolitical scale allowed for distributive
and redistributive policies ensuring full employment and keeping afloat the
welfare state.® The DAC (‘Division anti-crise’) task force* implemented an
unseen labour hoarding during these years of crisis known from the Austrian
example of the Kreisky era (1970-83). The ‘excess number’ of steel worker were
first kept as a human resource-reserve in case of a (rather unlikely) massive
rebound of the steel sector. When their expertise and know-how was not relevant
anymore, a retraining and employment programme (‘Travaux extraordinaires
d'intérét general’), accompanied by an early retirement scheme, reduced the
sectoral working force from 24,000 in 1974 to 11,000 in 1987 without social
friction. In the same time period the productivity increased rapidly (the average
time spent on producing one tonne of sheet steel was reduced from 9.54 hours
in 1975 to 3.36 in 1991) while the share of the steel sector in the GDP dropped
from 25.3 to 7.6 per cent.

The ‘material nature’ of steel (i.e. the imprint it had on people and landscapes)
had a clear bearing on its potential for generating economic nationalism. At the
same time, Luxembourg’s main trade depended for over a century on open(ing)
markets. It is no coincidence that smaller European states like Belgium and
the Netherlands also ‘followed’ the requirements of coal and steel industry as
driver for integration, that is, initially joining small(er) domestic markets to
form bigger transnational ones by customs unions, initiatives which outgrow
into a sociopolitical agenda later on known as the European integration process.
However, economic integration (be it within the BENELUX or the ECC) left

enough room for manoeuvre to defend national interest.*
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Luxembourg mobilized the means to ship through the calamity by riding the
crest of that crisis on patriotic sentiment, to declare a national emergency and
to communicate the need for joint efforts of a small country to close the ranks,
even against bigger economies. However, even large national economies of Europe
could dictate’ the terms of steel trade and industry of their national economy for
some time only. Ultimately, economic nationalism hit its limits when transnational
markets and their brainchild - big and bigger trans- and multinational steel
companies — took the lead. Interestingly enough, open nationalistic sentiments
briefly surged when ARBED, after merging smoothly with Spanish Aceralia and
French Usinor into Areclor in 2002, was incorporated by Indian-owned Mittal
Steel in 2006, creating the multinational ArcelorMittal S.A. In the media and
politics, this short take-over battle was styled ‘national vs. global’; ‘modéle social
luxembourgeois vs. capitalism sauvage’ and ‘European project vs. neoliberal
globalization’* In the end, at this stage of mergers, the only question left open
for national interest was the location for the headquarters and tax domicile. The
patriotic framing of the steel industry was much more difficult for the financial
sector, which started as extended workbench for European, then global financial
centres.

‘Liberal’ national economy-building again? The
rise of the IFC Luxembourg in times of crisis

‘When I first came to Luxembourg, finance was seen as something akin to
gambling, a lottery. Steel, meanwhile, was seen as something solid, stable, that
produced tangible results, said the Belgian banker and economist Philippe
Duvieusart, describing the poor image the banking sector had with some
political leaders and with public opinion, when he was appointed deputy director
of KBL (Kredietbank Luxembourg) in 1965.# Although the financial centre’s
take-off coincided with the years of the steel crisis, the very same circumstances
and political ensemble gave way to a very different form of national economic
interest. Luxembourg’s elites programme (to seize opportunities and) to develop
a financial centre struggled to put down roots as deep and broad as steel
and mining. It should even be argued that the opposite is true and finance is
Luxembourg’s unloved child, however a Golden Girl for its GDP.

By contrast, the financial locational politics of the 1960s brought back the
idea of being an ‘island’. That is a notion which the country expressly abstains in

geopolitical affairs or in advancing a common market for goods, mobility, other
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services or much-needed brain gain. Basically, this ‘bordered’ understanding is
founded on the modus operandi of international finance which is quite dissimilar
to steel in three ways, namely that transnational finance’s locational praxis can
be above all defined as a continuous onshore/offshore relation between centres
and peripheries; secondly, in global financial affairs Luxembourg could reap the
luck of being a ‘newly industrializing’ country - a newcomer of sorts. Last but
not least, the already mentioned disparity of the perceived ‘immoral’ character,
the widely shared negative image of international finance and profits in public
opinion on the one hand, and its actual contribution to the Luxembourgish
welfare system, on the other.

Luxembourg’s financial service industry has a long history.*® Initially, it was
custom-made for the small industrial nation. Already in 1915, in the second year
of the ‘Great War’ and under imperial German occupation, the ‘law for national
and foreign founders’ stipulated equal right and duties for any local or foreign
private business or capital company in Luxembourg. Business partnerships and
cooperation in the Grand Duchy registered abroad were subject to (favourable)
Luxembourgish law and jurisdiction.”” The local banking sector was established
to attract investments in infrastructure and to support the development of the
mining and steel industry. Already during the interwar period, Luxembourg
followed its strategy to make the country bigger as it was. The economic union
with Belgium (BLEU) had created not only a customs union but also a fixed
exchange rate system between Belgian and Luxembourg franc in 1922. To
encourage international activities, the stock exchange (Bourse de Luxembourg)
was established in 1928 as a political statement that should help to transform
little Luxembourg into an international finance centre. Financial operations
were to be domiciled in the country, therefore the law initiative of 31 July 1929
which allowed holding companies a permanent legal residence in Luxembourg.
This initiative is also an example for the above-mentioned ‘quick fixes’ to attract
foreign investments, however in a proactive way. Others may conclude that this
law purposely laid the basis to divert more money to the Grand Duchy, which
rightfully should have been paid into other states’ coffers.”

Reaping the comparative advantage, facing the national
egoism of others

The beginning of Luxembourg as a global financial node was moderate and
linked to its foremost industry. The country’s export-depending steel and mining
industry of the 1950s, 1960s and 1970s could only function with foreign currency
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advances. Export credits of the post-war boom period issued in various currencies
and transferred from Luxembourg’s European partners accumulated in the
Grand Duchy, disproportionally to its political-demographic size. First, German
banks began to use Luxembourg’s expertise in multi-currency cash management,
facilitated by the country’s multi-lingualism and unbureaucratic channels,
and started to transfer import and export credits to partner banks or in-house
agencies in Luxembourg to clear liabilities from their own balance sheets. Other
banks followed this cost-and-time-saving outsourcing strategy. Continuous
balancing of credit and debt created bottom lines and the possibility for short-
term current account credits — the birth of the so-called Eurocredits. These are
loans whose denominated currency is not the lending bank’s national currency,
that is, German marks and above all US dollars. Luxembourg grew into an
operative centre for this management and credit lines, charging small processing
fees in return. Ironically, the so-called Werner Plan, presented by Luxembourg’s
then Prime Minister Pierre Werner in October 1970s for the adoption of a single
currency, also intended to deepen the European Communities (1958-72), would
have ‘killed’ this nascent financial centre building. National interests of other
countries, France in particular, put this vision on hold.*

Another boost or serendipity occurred by an initiative of the US government.*
The Kennedy administration implemented a protectionist tax measure in 1963.
The Interest Equalization Tax, as it was called, targeted US investments abroad.
This ‘toll’ was meant to make it less profitable to purchase foreign securities. As an
at-source levy of 15 per cent, the tax’s main purpose was to decrease the US balance
of payments deficit. Marshall Plan, Vietnam War expenses, the Latin American
debt crisis and private investors had dispersed the dollar (in cash and as book-
money) around the world — and out of the jurisdiction of the United States and the
Federal Reserve. When the project of a London-based banker to make that hidden
treasure of ‘stateless dollars’ work was not perceived enthusiastically enough by
the city, this very high financier Siegmund G. Warburg nearly single-handedly
initiated the so-called Eurodollar market (Eurobonds) in Luxembourg.”® Soon,
he found many helping hands in the Grand Duchy.>* Such bonds are held and
traded in electronic book-entry form with clearing systems; one, Clearstream,
originated in September 1970 in Luxembourg (founded as Cedel — Centrale de
Livraison de Valeurs Mobiliéres) to minimize risk in settlement of cross-border
securities trading. At this time, Luxembourg’s financial sector soared in number
of banks, turn-over and financial innovation, changing from being the mere
extended financial workbench of London to a centre for investment funds,

securities and private equity management in its own right.”® Still, compared to
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the big profits made in London or New York, Luxembourg’s profits were peanuts,
however nuggets considering the economies of scale.

As we know today, the 1980s were particularly important for the relations
between East and West. The decade marks a period of intensive reawakening
of Cold War tensions and later of a thaw in relations. Economic stagnation and
recession on both sides contributed to the change of minds. Western European
states experienced a relaunch of the integration process with the completion of
the common market by 1992 in their minds. Financial deregulation became a
centrepiece and the ‘mutual recognition principle’ of the EEC with its ensuing
directive after the so-called White Paper of 1985.%

In 1988, Luxembourg was the first member state of the EU to transpose the
UCITS directive (Undertakings for Collective Investment in Transferable Securities
Directive (UCITS) 2009/65/EC), allowing collective investment schemes to operate
freely throughout the common market on the basis of an individual authorization
from one of the members.” The small state structure enabled Luxembourg to be
the first mover, its mix typical: outsourcing and commercialization of sovereign
rights, however embedded in common market rules.”®

In contrast to industrial production, financial activities are off-stage activities
for the public - and, particularly in the case of Luxembourg, a furthermore
‘unwritten chapter’ for historians.”® Accordingly, discourses are ambivalent: ‘Uber
Geld spricht man nicht, man hat es’ (‘One doesn't talk about money, one have it’),
this German saying represents one side quite literally. In Luxembourg, not even the
architecture of money is ‘heroic’ and landmarking like the skyscraping financial
districts of London, New York, Hong Kong, Singapore or even Dublin is missing.®
In opposition to this cultivated inconspicuousness and discretion, a ‘scandalizing’
narrative of tax evasion (‘tax haven’) and financial machinations is latent, both in
public and in academia (and among envious competitors). In recent years — and
in a way characteristic for Luxembourg reading the signs of times correctly —
the government (pro-)actively changed course to transparency policy in (over-)
fulfilment with EU regulations to rebrand the IFC as ‘clean and green’ for attracting
responsible investors. In course of this, the Grand Duchy listed the ‘world’s first
Green Bond’ and assesses herself as ‘leading platform for sustainable finance’®*

Conclusion

In a common effort and under the watchful eyes of the public, Luxembourg’s

government, economic leaders and employee representatives managed the
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national steel crisis comparatively well - combining varieties of economic
nationalism, rooted in the country’s ‘national economy-building’®* discourses
and strategies: liberal and market-guided principles for the steel branch; sectoral
management for labour relations; and a state-led coordinated transitional
economic regime were set in place. Luxembourg’s small state building process
and the transnational establishment of its national steel industry made this
ephemeral mix possible. In a longue durée perspective, the history of national
economy-building matters, as Hall and Soskice affirm, meaning that ‘institutions
of a nation’s political economy are inextricably bound up with its history in two
respects. On the one hand, they are created by actions, statutory or otherwise,
that establish formal institutions and their operating procedures. On the other,
repeated historical experience builds up a set of common expectations that allow
the actors to coordinate effectively with each other.®

Luxembourg is also a prime example for how economies of scales may
work for small countries. As a small state, Luxembourg could realize external
economies of scale by growing in size relative to its competitors by integration
and internationalization. The country could master the international steel crises
by reorganizing its political economy in a way bigger countries were not able to.
Luxembourg also demonstrates how a small national economy (in the European
context) survived and even thrived after/with an economic crisis not by embarking
on ‘traditional’ protectionist policies, which small economies can ill-afford, but
by adopting hyper-liberal economic policies. Nevertheless, it was necessary
to appeal to solidarity and national sacrifice on the one hand. On the other,
national interest and egoism of the others, respectively the outsourcing strategy
of their financial and banking sector, created a niche that made Luxembourg
a node in global financial affairs by the Grand Duchy’s commercialization of
sovereignty.® Ultimately, in both cases - steel and finance - the supranational
level took over the lead, when national interest was best preserved by being

trans- and internationally embedded.
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Czechoslovak experts in independent
Lusophone Africa as a variant of
economic nationalism

Barbora Menclova

Introduction

British historian Tony Judt called the 1970s in Europe ‘the most dismal decade of
the 20th century’' He was referring to the numerous economic and social crises
caused, among others, by the two oil shocks, which contrasted sharply with the
long post-war era of economic growth and rising living standards. In Western
European countries, they manifested themselves, for example, in increased
political violence and mass unemployment.? Initially, the East seemed to be
spared from these adverse effects, but a few years later, they manifested themselves
with much greater force. The growing debt, technological backwardness and the
increasing dominance of the West forced the states of the Soviet bloc to seek new
solutions in their foreign policy strategies.

Czechoslovakia was, together with East Germany, one of the most
economically developed countries of the Comecon member states. Its economy
was based on its export-oriented industry since its foundation in 1918.° In the
discussion about economic nationalism, Czechoslovak policies can be defined
as liberal/outward-looking, which sought to strengthen relations with foreign
actors for most of the twentieth century.* One of the short exceptions was
the consolidation period following the suppression of the Prague Spring at
the end of the 1960s, where there were visible tendencies to the protectionist/
inward-looking measures,” which can be defined as a conservative variant of
economic nationalism.® However, this approach did not last long. In response
to its deteriorating economy from the mid-1970s, Prague abandoned them and

promoted a new form of economic nationalism to protect its economy from
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global challenges, which, unlike its previous variant, was based on deepening
cooperation with the West and the Global South.” Economic growth was
supposed to support the import of technology from Western countries. Due to
the lack of hard currency;, it was necessary to borrow from foreign creditors.® The
result was an increasing national debt, although in the Czechoslovak case, it did
not reach the same dimensions as in neighbouring Poland or East Germany. On
the contrary, until the end of the Cold War, Czechoslovakia was one of the least
indebted members of the Soviet bloc.’

Further, some state socialist countries sought to deepen their alliances with
the Global South, especially Africa and the Middle East, after 1975. There, one
of Prague’s critical foreign policy strategies became the dispatch of its experts
in the factories and other institutions abroad. This strategy brought or should
have brought various economic benefits.'” It also concerned two former
Portuguese colonies in Africa, Angola and Mozambique, whose decolonization
occurred in the mid-1970s. Both newly independent states became priorities

1 and the number of

for Czechoslovak foreign policy in sub-Saharan Africa,
Czechoslovak experts there belonged to the highest in the Global South.*

Despite researchers’ growing interest in economic relations between East,
West and South in the late Cold War.?® Little attention has been paid to the
strategies of smaller socialist states."* An exception is a publication by editors
Angela Romano and Frederick Romero, including Pavel Szobis chapter
on Czechoslovakia.'* Pavel Szobi also published his study on Czechoslovak
economic cooperation with Angola as part of another monograph.'® An
overview of the development of the Czechoslovak economy in the twentieth
century is offered by the work of a collective of authors led by Vaclav Priicha."”
Also, the sending of Czechoslovak experts to the countries of the Global South,
despite its significant role in the foreign policy of Czechoslovakia in the late
Cold War, has not attracted the greater academic attention. It is in contrast to the
situation abroad, where it is the subject of various research.'® The exception is a
dissertation of the Slovak historian Barbora Buzassyovd, focused on education'
or a specialized issue of the Prague Papers Journal dedicated to selected African
countries, including Angola.”® However, these publications do not explicitly
question whether the sending of Czechoslovak experts to the countries of the
Global South could also be a response to the new global economic challenges
that Prague had to face.

This chapter overcomes the research gap and contributes to the academic
discussion about the varieties of economic nationalism of smaller socialist states
in the late Cold War on the example of the dispatch of Czechoslovak experts
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in Angola and Mozambique. In particular, it explores what economic interests
Czechoslovakia pursued with this strategy, the expectations of the Czechoslovak
authorities and its results. Further, it examines whether the Cold War rivalry and
the Czechoslovak alliance with the Soviet Union influenced relations with both
Lusophone African states. Finally, the dispatch of the Czechoslovak experts is
represented in the broader context of the academic discussion about varieties of
economic nationalism.

The research is based on declassified archival documents completed by
interviews with former experts and other stakeholders, their memoirs, diaries
and print. Concerning the archives, the research was conducted namely in
the Archive of Ministry of Foreign Affairs (Archiv ministerstva zahrani¢nich
véci, AMZV), in the National Archive (Narodni archiv Ceské republiky, NA
CR) and in the Archive of Security Services (Archiv bezpe¢nostnich slozek,
ABS CR). Concerning the interviews, eleven interviews were conducted and
recorded with former Czechoslovak experts working in independent Angola
and Mozambique and one interview with a former Czech lecturer of the
Portuguese language in the years 2019-21. The records are available in the
author’s personal archive.

East-South cooperation and Czechoslovakia
in the 1970s and 1980s

The beginning of the 1970s seemed favourable for promoting economic interests
of the socialist states on a global level. Although the socialist countries lost their
keyally Egypt at that time, they still maintained their influence in the Middle East,
and the loss of Egypt was balanced by the ‘gain’ of Vietnam. The decolonization
of the Portuguese colonies of Angola and Mozambique in sub-Saharan Africa
and the coup in Ethiopia then became essential.' As Eric Burton points out, the
revolutionary enthusiasm of African countries was combined with the need of
the Soviet Union and other state socialist countries to secure new sources of raw
materials.”? The high prices of raw materials on world markets, together with
generous loans from foreign donors, stimulated an economic boom in Africa in
the 1970s. This was also reflected in trade exchange increase with the East when
African exports consisted primarily of raw materials and its imports of products
from the European socialist countries,” although, as Lorenzini states, even
the increase in the mutual trade in this period did not threaten the dominant
position of the West.*
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On the other hand, in the 1970s, numerous economic and social crises and
new global threats, including energy dependence and environmental problems,
led to the questioning in both the West and the East if limitless progress could
be achieved through modernization based on industrialization.® Another
important question was how to face new economic and social challenges. The
increasingly visible technological lag of the East behind the West led to an
increase in importing these commodities from Western European countries
on credit. The growing indebtedness of socialist governments to their capitalist
counterparts led to deepening economic interdependence, the adverse effects of
which became fully apparent a decade later.”

The search for new sources of raw materials, especially in African countries
and the Middle East, became another essential aspect of the 1970s for the Soviet
bloc. In addition to oil, these included, for example, phosphates, which were
crucial to increasing agricultural production, exotic wood or cotton.”” One
reason was the USSR’s announcement at the beginning of this decade that it
could no longer meet the oil demand of its European allies.”® In the 1980s, the
need for new sources of raw materials deepened after the Soviet Union, due to its
economic difficulties, stopped supplying oil to other socialist states at discounted
prices and instead began to sell it on world markets.?

The other phenomenon was the reduction of the technological progress
between the East and some countries of the Global South, such as India or
Brazil, which became competitors of socialist countries there in some cases.”
Rapprochement with the West and technological backwardness were also
manifested in the willingness of the East to participate in joint projects in the
countries of the Global South, so-called tripartite cooperation. The West supplied
advanced technologies and highly qualified management, the East middle
management and equipment, and the South raw materials and unskilled labour.*!

In the 1980s, the economic difficulties of the Soviet bloc, including the
technological backwardness and indebtedness mentioned above, deepened.
It was also caused by a change in the West towards its foreign debtors. The
economic crisis in the 1970s led capitalist states to tighten the provision of loans
and increase interest rates. These measures hit the countries of the Global South
very hard. Many African states, including Mozambique, became insolvent and
stopped paying their debts to socialist countries. The consequence of increasing
indebtedness was a reduction and, in many cases, a complete trade collapse
between the two actors.”

The development of relations between the East and the South outlined above
also reflected, to a certain extent, the attitude of Czechoslovakia. Since the end of
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the 1950s, Prague has been Moscow’s main ally in its global ambitions, when one
of the Czechoslovak foreign policy strategies towards the Global South has been
sending experts to factories, agricultural enterprises and other institutions there.
To coordinate this cooperation, the Czechoslovak foreign trade corporation
Polytechna was established in 1959, subordinate to the ministry of the same
name. In addition to sending Czechoslovaks to job positions abroad, its task
included hiring foreign workers for domestic companies or selling licences.”
But the Polytechna was not the only institution with the authority to send
Czechoslovak citizens to work abroad. It could be individual ministries or other
foreign trade corporations like Motokov.*

However, according to some current studies, already in the mid-1960s,
disillusionment with the results of cooperation with African states was already
reflected in Czechoslovakia, which was also deepened by its economic recession.*
In response to these factors, according to Barbora Buzassyova, the Czechoslovak
authorities have been striving since the end of the decade for a greater return on
the costs incurred to the Global South.*® After the Warsaw Pact troops invaded
Czechoslovakia in August 1968, efforts to make more fundamental changes in
Czechoslovak foreign policy officially ended. Still, some trends remained, such as
the preference for sending specialists over other Czechoslovak aid to the Global
South. According to Buzassyova, the reason for prioritizing this cooperation was
its significant economic contribution to the Czechoslovak state budget. At the
same time, the state authorities were well aware that experts could, thanks to
their work directly at the workplace in a foreign country and contact with its key
representatives, mediate new business contracts for Prague.’”

At the beginning of the 1970s, after the economic recession in the 1960s,
Czechoslovakia experienced a relative economic boom like other socialist states.
Foreign debt was minimal, and trade turnover with other countries grew. The
previous orientation was also preserved. Its main trading partners continued to
be the socialist states with around 70 per cent, followed by the countries of the
West with 22 per cent, and only 7 to 8 per cent of the total annual turnover was
with partners from the Global South.*®

The economic decline occurred after 1975, primarily caused by low labour
productivity, dependence on its socialist partners, little flexibility of the
Czechoslovak government and insufficient technological innovation. On the
other hand, the oil shocks had a minor impact on Czechoslovakia than on
the neighbouring socialist countries, which were more economically linked
with their Western European counterparts. Also, concerning fuels, Prague was

in a relatively better position thanks to the domestic mining of brown coal
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and the still subsidized import of Soviet 0il.** However, it did not mean that
Czechoslovak government did not have to look for new strategies to overcome
its economic decline. One of the solutions became to deepen the alliance with

two new African states — Angola and Mozambique.

Czechoslovakia’s contacts with Angola and
Mozambique after their independence

The declaration of independence of Angola and Mozambique in 1975 served
as a milestone in their relations with socialist Czechoslovakia. Until then,
Prague’s semi-legal military and humanitarian aid to the local liberation
movements, in the Angolan case namely People’s Movement for the Liberation
of Angola (Movimento Popular de Liberta¢do de Angola, the MPLA), in the
Mozambiquan case Liberation Front of Mozambique (Frente de Libertacdo de
Mogambique, FRELIMO), which began with the outbreak of the local wars of
independence in the early 1960s, turned into an officially declared, large-scale
Czechoslovak assistance programme. Also, Angola and Mozambique were eager
to deepen their cooperation with the Soviet bloc, not only in the military but
also in the economic area, which was strongly affected by the departure of most
Portuguese and other skilled workers after 1974 and the reorientation to the
socialist economic model.*” The most requested assistance was in the renovation
of their agriculture and industry. In the last one, Czechoslovakia, a traditionally
industrial country with experience from other African states, could offer its
help, including the dispatch of its experts in their companies and infrastructure.

Concerning the development of relations between Czechoslovakia and
independent Lusophone African states, after 1975, cooperation with Angola,
a geopolitically and economically more important country than Mozambique,
developed faster. In May 1976, Prague sent an economic delegation there.
In June 1976, the Czechoslovak embassy opened in the capital Luanda. It is
already evident from the explanatory report for establishing the Czechoslovak
diplomatic office there that Prague was also aware of Angola’s economic potential.
‘Further development of cooperation with the People’s Republic of Angola will
also benefit Czechoslovakia, especially in trade and economics’* In the autumn
of 1976, the first conception of Czechoslovak foreign policy towards Angola
was adopted, specifying the further development of mutual contacts.*? Since

spring 1976, both states emphasized the development of economic cooperation.
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Among the main motivations of the Angolan actors was the critical state of the
country’s economy after 1974. The reorientation to the socialist economic model
and the departure of most skilled workers caused many factories and other
workplaces to stop operating. In August 1976, the Angolan government officially
asked Czechoslovakia to help revive the Angolan economy. It was interested not
only in importing Czechoslovak goods to Angola, like Tatra trucks, but also the
dispatch of its experts to local companies.* Czechoslovakia officially approved
the Angolan request in October 1976.* In addition to political reasons,
including the alliance with Moscow, Prague also pursued its economic interests
with this step. It could secure scarce raw materials and agricultural products
through closer cooperation with this country. In addition to Angolan oil, it was,
for example, iron ore, granite, phosphates, coffee or tropical wood.** At the same
time, thanks to its ties to the West, this country had hard currency, which was
able to pay for Czechoslovak goods and services, including experts.*

In the case of Mozambique, the government there, like in Angola, was
interested in accepting foreign workers in its enterprises and other institutions
due to the departure of most of the skilled workforce from the country during
decolonization. During his visit to the Soviet Union in May 1976, Mozambican
President Samora Machel asked the socialist countries for help constructing
heavy industry, modernization of agriculture, education and transport.’
However, contacts with Czechoslovakia began to develop more intensively
towards the end of the 1970s, as in the case of other Eastern countries. The reason
for caution was the unstable Mozambican political and economic situation. In
October 1978, three years after the declaration of Mozambican independence,
the Czechoslovak embassy was opened in the capital Maputo, and the first
Czechoslovak ambassador took office in 1980.*

Regarding economic relations, the first Czechoslovak delegation visited
Mozambique in July 1977.*° A year later, a trade agreement and an agreement on
scientific and technical cooperation were signed by the Czechoslovak minister
of foreign trade, Andrej Barc¢dk, in Maputo.” From the first conception of the
Czechoslovak foreign policy towards this country, approved in 1979, it was
already evident that Prague attached increasing importance to the development
of mutual relations in the area of trade cooperation and the dispatch of experts: ‘It
is necessary to take into account that the area of economic and scientific and
technical cooperation will be of extraordinary importance, and therefore special
emphasis will need to be placed on it** Further, it is stated that the economic
cooperation between both states will be based on the ‘perspectives of the
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Mozambican economy and Czechoslovak needs and interests, and its goal is ‘to
develop mutually advantageous foreign trade’*

From an economic point of view, Mozambique was considered promising
due to its mineral wealth, agricultural production and developing industries
such as mining and food processing. Beryl, bauxite and coal were mentioned
as raw materials, and cotton, sisal, peanuts and cashews as agricultural
products. Trade development was also promising due to its neighbourhood
with the then economically prosperous Southern Rhodesia and South Africa.>
From a political point of view, the political orientation of a new Mozambique
government was crucial. According to the Czechoslovak authorities, it could
inspire other African countries. The friendly attitude of the Mozambicans
towards the Czechoslovak representatives and their willingness to establish
close contacts were also mentioned.> Last but not least, the active stance of
other socialist countries, such as the Soviet Union, Eastern Germany and

Bulgaria, played its role.”

Main characteristics of the Czechoslovak
expertise in Angola and Mozambique

With trade and military contacts, the essential cooperation between
Czechoslovakia, Angola and Mozambique became the dispatch of Czechoslovak
experts. Especially in the Angolan case, scientific-technical cooperation between
both states, as this strategy was officially called, developed rapidly. The first
Czechoslovak specialists paid by Angolan institutions came there in 1977. By
the end of this year, more than fifty Czechoslovak experts were working there.
In addition to the forty-three Czechoslovaks sent by the Polytechna, there were
four technicians sent by Motokov,*® two Czechoslovak doctors at Czechoslovak’s
expense and an unspecified number of geologists.”” The number of Czechoslovak
experts reached the highest number in this country in 1978, when sixty-one
people worked there through the Polytechna alone.”® On average, the number of
experts in Angola ranged from fifty to sixty people per year between 1977 and
1983.% In March 1983, the largest Czechoslovak community was abducted by a
rival movement of the MPLA, the National Union for the Total Independence of
Angola (Unido Nacional para a Independéncia Total de Angola, UNITA) in the
Angolan town of Alto Catumbela. After this serious incident, the cooperation
declined. At the end of the Cold War, only few Czechoslovak experts worked in
the country.
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The first Czechoslovak experts were sent to Mozambique much later than to
Angola. The first six geologists and three energy engineers arrived there in 1980
at Czechoslovak expense. It was not until a year later that the first specialists
came commercially. It meant that the Mozambican side or another foreign actor
completely covered their costs, including air tickets and salaries.®* This delay
was also in contrast to other Soviet bloc states. For example, the Soviet Union,
East Germany and Bulgaria sent their specialists to Mozambican enterprises as
early as 1977, a year after the Mozambican president requested help.®* Similar
to Angola, rapid development of this cooperation followed. At the beginning of
1982, the number of Czechoslovak specialists in Mozambique rose to fifty-five.
CzechoslovaK’s expertise achieved the most outstanding development a year
later when 110 Czechoslovaks worked there.®> Even in Mozambique, however,
this cooperation declined in the second half of the 1980s due to the escalating
civil war there and the related economic crisis.®> Compared to the numbers of
Czechoslovak experts in the other states in the Global South, both Lusophone
countries belonged to the destinations with their highest figures at that time.**

Regarding organizing the cooperation, most of the experts went to Angola
and Mozambique through the foreign trade corporation Polytechna. Another
Czechoslovak institution was the other foreign trade corporation Motokov,
which sent its experts to these states with the Tatra deliveries. In Angola, they also
repaired Zetor tractors.”® The work and stay of technicians sent by Motokov were
paid for through a bank loan as part of the export of Czechoslovak engineering
products.®® According to the respondents, the technicians sent by this institution
to Mozambique were paid per diems that were allegedly much higher than the
salaries from Mozambican employers. It was the same in the case of the ceramic
industry there.””

In the case of Angola, there were only a few Czechoslovak experts sent at
Czechoslovakia’s expense.®® Although even in the Mozambique case, the
Czechoslovak authorities preferred sending experts commercially, the share
of Czechoslovaks paid by Prague was much higher. It was characteristic of the
beginning of this cooperation in 1980 and the second half of the decade. In 1986,
almost a third of the thirty experts were sent at Czechoslovak’s expense.® Three
years later, it was nearly half of the eleven Czechoslovaks.”” The commercial
nature of this cooperation prevailed in Mozambique only in 1983.”* The experts
whose costs were covered by the Czechoslovak state included, for example,
geologists, health professionals or experts in the ceramic industry. Most of them,
especially at the beginning of the cooperation, were expected to prepare the

conditions for sending their colleagues commercially, similar to Angola.
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Another institution through which Czechoslovaks were dispatched to both
Lusophone countries was the United Nations. In Angola, only one Czechoslovak
expert was found who was sent through this organization for a longer time
there. He worked between 1978 and 1983 as a teacher of general engineering
in a development project at the National Vocational Training Center in Luanda.
He was tasked with building a fully equipped workshop and classroom with
colleagues from socialist countries.”” Extant records from Mozambique testify
to more Czechoslovaks sent by the United Nations, specifically through its
Food and Agriculture Organization (FAO). These were, for example, university
teachers at the veterinary faculty of the University of Maputo.”

Among the most frequently represented sectors in which Czechoslovaks
worked in Angola and Mozambique were the wood technology and paper
industry, energy, brewing and health care. In Mozambique, cooperation also
thrived in geology and veterinary medicine. All these sectors were established
in Czechoslovakia and had experience exporting abroad. In Angola, the
essential Czechoslovak projects were implemented in the town of Alto
Catumbela. In addition to the power substation and the health care centre,
Czechoslovaks worked in the Cellulose and Paper Company (Companhia
de Celulose e Papel de Angola, CCPA) between 1977 and 1983 there. This
company was built during Portuguese rule in the 1950s and nationalized
after independence. When the first thirty-one Czechoslovak experts arrived
in 1977, it was in a state of disrepair and had to be repaired first, often in
makeshift conditions. Its operation was restored two years later and became a
model example of cooperation between the two countries. In addition to the
financial benefits, Czechoslovakia attached considerable political weight to it
and used it as evidence of the successful development of mutual relations and
effective assistance to Angola.”

In the case of Mozambique, the most important Czechoslovak project
was the wood technology company known as IFLOMA (from Portuguese
Industrias florestais de Manica) in the Mozambican town of Villa de Messica
in the province of Manica. It was a large plant with a sawmill, line for plywood
production, joinery and other facilities. It was built, including accommodation,
in 1982 by a Swedish company supported by the Swedish government agency
SIDA as part of its development cooperation with Mozambique. The Swedes
also covered the costs associated with this project throughout, including the
salaries of Czechoslovak experts.” The first group of twenty-four Czechoslovaks
arrived at IFLOMA in 1983, and a year later they managed to get the whole
plant up and running. Still, by 1985, due to the deterioration of the overall
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situation in the country, it was operating at only a quarter of its capacity. The
official records show that the project fulfilled not only the economic but also
the political objectives of both countries: “Today (in 1985, note) Mozambique
is unable to keep the plant running without the help of foreign experts. The
presence of Czechoslovak experts is therefore not only of economic but also
of political importance.”® The last Czechoslovaks left IFLOMA in 1988, despite
Czechoslovakia’s interest in continued cooperation.”

Economic roles of Czechoslovak experts
in Angola and Mozambique

The objectives pursued by Czechoslovakia in sending its experts to Angola
and Mozambique can be divided into economic, political and development
cooperation, with the emphasis on the economic dimension of this strategy
dominating the Czechoslovak official record. This is confirmed, for example,
in the abovementioned first conception of Czechoslovak policy towards
Mozambique in 19797 or in official documents concerning Angola.” It is also
evidenced by the inclusion of this strategy and trade exchange in the area of
economic relations in Czechoslovak foreign policy conceptions towards these
countries.

Prague pursued its several economic interests through this strategy in
both countries. One of them was to secure the scarce hard currency for the
Czechoslovak state budget. It concerned mainly Czechoslovaks sent by the
Polytechna, with most of them working in Angola through this institution and
at least two-thirds of them in Mozambique at the time of the most outstanding
development of this cooperation. These specialists were obliged to contribute
hard currency from their salaries to the Polytechna account in Czechoslovakia.
It was 40 percent to two-thirds of the foreign exchange portion of their monthly
salary, depending on the type of contract. Documents from Mozambique show
that these contributions varied considerably according to educational attainment
and job position. In the case of a direct agreement for a secondary school
position in a Mozambican brewery with a monthly salary of around 820 USD,
the expert deducted 123 USD per month.* The annual contribution was around
1,500 USD. For a two-year stay in Mozambique, the amount was equivalent to
the price of a new Skoda car.*! However, the monthly salary of a project manager
with a university degree in the Mozambican woodworking industry, also on a
direct contract, was already around 2,870 USD and Polytechna’s dues were 650
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USD per month.*? He thus paid 7,800 USD annually. In the case of the indirect
contract at IFLOMA, the manager’s salary per month was also around 2,870
USD.® However, the documents do not indicate the levies on this amount.

Due to the unavailability of most of the documents from the Polytechna,
it is difficult to reach any general conclusions about the number of annual
contributions from the salary of individual experts and their actual contribution
to the Czechoslovak state budget. Although the respondents agreed that the
compulsory contributions to the Polytechna were a valuable source of foreign
exchange for the state budget,* it is impossible to verify whether this was the
case. One of the few available data dates from 1983, when a record number of
Czechoslovaks were working in the country. According to the data, the average
payment of individual experts on direct contracts to the Polytechna was 126
USD per month,* equivalent to the aforementioned high school position in a
Mozambican brewery. At that time, fifty Czechoslovaks worked in the country
on direct contracts, which meant Czechoslovakia would have received 75,600
USD a year from their salaries. Compared to the amount of trade between the
two countries, which a year later exceeded five million USD,* this would be
a negligible amount. However, as already mentioned, in the case of indirect
contracts, the levies were higher, and even the wage levels for individual direct
contracts varied. The trade between the two countries was also, in most cases, on
credit, unlike the levies, which was more or less a sure and regular income for the
Czechoslovak state. Also wholly missing is a comparison of the salaries and dues
of Czechoslovaks working in Angola. However, according to the respondents,
Czechoslovaks” wages in the Angolan timber industry were higher than in
Mozambique.¥” What is certain is that the Czechoslovak authorities preferred in
both cases to send experts on indirect contracts, which, as they stated, were ‘more
commercially interesting for them’®® In Angola, these were almost all projects,
including the CCPA in Alto Catumbela, while in Mozambique, they were only a
few, including the sock factory in Maputo and the IFLOMA company.

Another ‘economic role’ of Czechoslovak experts in both countries was to
broker new business opportunities. This is evidenced by the surviving records
on Angola, where the Czechoslovak authorities repeatedly requested an increase
in specialists because they influenced the decision-making of local economic
actors.”” The experts were instrumental in securing the export of Czechoslovak
malt to Mozambique between 1984 and 1985, which was preferred to the
existing French suppliers. A total of four deliveries of these goods were made.
However, the testimonies also point to the negative aspects of this trade,
caused by the low quality of Czechoslovak malt, when mould appeared in the
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last deliveries. As one expert explains in his report, ‘It was only thanks to the
good position of comrade Mrazek and myself at SOGERE (Sociedade geral de
cervejas e refrigerantes de Mogambique) that even these deliveries could be
processed without customer complaints’®® The Czechoslovak brewers also tried
to negotiate the participation of domestic companies in the reconstruction of
local breweries and the purchase of machinery from Czechoslovakia. However,
as the respondent points out, competition from the West was also evident in this
sector, with Portugal and Belgium being the main rivals of Czechoslovakia. They
did provide Mozambique with the necessary loans in capitalist currency, but
they were tied to purchasing their goods and services. In some cases, there was
interest on their part to cooperate, but no concrete projects in this sector were
implemented.”* Czechoslovak malt was also imported to Angolan breweries.

Another example was the so-called complex contracts, where Prague
supplied not only its experts but also equipment and technology. It was the
case, for example, with the sock factory in Maputo, where, in addition to its
experts, it also provided machinery in the form of twelve knitting machines of
its manufacture, worth over two million USD.”> Another project was expanding
a ceramic tile factory in Umbeluzi, near Maputo. It also included the export of
glaze, cement and pressing materials from Czechoslovakia worth five million
USD.”* Both projects were financed by an interbank loan granted to Mozambique
by the Czechoslovak state.” In Angola, the project involved the modernization
of a hospital in the town of Ganda, where Prague was to supply the necessary
equipment, including, for example, aggregates, a kitchen and laundry, worth five
million USD, paid for by the Angolan side.”

Czechoslovak experts were also included in the negotiations about importing
raw materials from both Lusophone countries to Czechoslovakia. Prague had
great expectations, especially from Czechoslovak geologists who explored iron
ore and apatite deposits in the north of Mozambique between 1982 and 1983.
Czechoslovakia even became the primary coordinator of geological exploration
there, together with the GDR, which focused on coal mining.* In the case of
Angola, Czechoslovak experts were supposed to help secure the importation
of its oil, but due to the West’s monopoly on this sector in the country, this
failed. The possibility of importing tropical wood was more promising, and
establishing a Czechoslovak-Angola company for extracting, processing
and exporting tropical timber in the Angolan enclave of Cabinda was also
considered.” However, in both countries, a similar scenario was repeated in
most cases. The Czechoslovak authorities first sent experts at their own expense
to prepare projects. Their costs should be repaid by importing raw materials
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and other products into Czechoslovakia. In Mozambique, the Czechoslovak
state paid five million USD for geological surveys.”® The return on the money
spent was to be ensured by the preferential purchase of Mozambican raw
materials for the needs of the Czechoslovak economy.” However, the original
expectations were not met due to the rapidly deteriorating security situation
in both countries. In Mozambique, geological exploration was halted due to
the control of the area by the opposition movement. The same development
occurred in Angola, where the forest inventory in the northern provinces could

not be completed.'®

Conclusion

This chapter discussed varieties of economic nationalism of smaller socialist
states in the late Cold War on the example of the dispatch of Czechoslovak
experts in Angola and Mozambique. In particular, it focused on one of its
variants: the aims and outcomes of this strategy, the Czechoslovak government’s
motivations and the Cold War’s role in its implementation.

As was analysed in the previous sections, Prague pursued several economic
goals with this strategy. Probably the most significant benefit was the acquisition
of hard currency through compulsory deductions from the experts’ salaries.
According to extant examples, these levies on direct contracts in Mozambique
ranged from 1,500 to 7,800 USD per year per expert in the first half of the
1980s."" Unfortunately, it was not found how high they were in the case of
Angola, which was the economically stronger of the two countries and where
indirect contracts prevailed. On the other hand, according to the available data,
the amounts received were far from the annual trade between Czechoslovakia
and these countries, even in the case of the poorer Mozambique. Therefore,
the question remains whether these revenues can be considered a significant
enrichment of the Czechoslovak state budget.

Another economic motivation was accessing local raw materials, iron ore,
phosphates in Mozambique and tropical timber in the case of Angola. However,
even here, the original expectations were not met, as the escalating civil conflicts
and the deteriorating economic situation forced the suspension of the projects
in both cases. The last identified economic role was to broker new business
opportunities, with Czechoslovak experts succeeding, for example, in securing
the export of Czechoslovak malt to breweries in both countries. Other contracts

included supplying machinery to a Mozambican textile factory or a ceramic
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factory. In all cases, however, the profits did not cover the costs incurred, as
evidenced by the complaints of the Czechoslovak authorities.

Despite poor outcomes of this strategy, where failure was also caused by
the escalating civil wars in both countries in the 1980s, beyond the control
of Czechoslovak actors, the archival materials show that developing mutual
economic relations was a priority. Other motivations, such as solidarity with new
allies and the development of political cooperation, were mentioned in these
documents but only in second place. This rhetoric also corresponded to practice
when sending Czechoslovak experts together with trade exchange and military
contacts, often associated with purchasing Czechoslovak military equipment,
which became the most significant areas of cooperation. Another feature that
supports the argument of prioritizing national economic interests over other
motivations is the emphasis on the mutual advantage of this strategy. It confirms
the opinion of other researchers dealing with the approach of the state socialist
countries towards the Global South in the late Cold War, who point out that it
was characterized primarily by economic pragmatism.'®

On the contrary, the research does not show that the size of Czechoslovakia
would play a crucial role in developing economic contacts with these states.
For example, they would prefer it over the most powerful Soviet Union. The
previous experience with cooperation and Prague’s willingness to engage in
both states immediately after gaining their independence in other forms than
the development of economically beneficial relations was more important. The
local governments compared the Czechoslovak willingness to the involvement
of other members of the Soviet bloc, and Prague was rather criticized for its
emphasis on economic pragmatism. In practice, however, it was noticeable
that there were competitive struggles between actors from the East and the
West when the socialist states, due to their technological backwardness and
inflexible approach, failed to establish themselves in the most lucrative sectors,
such as the Angolan oil industry. The disadvantage of the socialist countries
was also evident in Angolas wood technology and energy industry, where
Czechoslovakia supplied the workforce and the West, in particular Sweden,
supplied technological equipment.

Finally, in the broader context of the academic discussion on varieties of
economic nationalism, it is possible to identify the Czechoslovak dispatch of its
experts in both Lusophone African states as liberal/outward-looking, which is
characterized by deepening cooperation with external actors, in this case with
the Global South, to protect Prague’s economic interests. As mentioned at the

beginning of the chapter, this was not an unusual approach in its case. For most
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of the twentieth century, Czechoslovak export-oriented economy was based,
with short exceptions, on deepening cooperation with abroad.
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‘Doing business with the colonels’ Greece’s
financial relations with Austria and the
German Democratic Republic during the
Greek military dictatorship, 1967-74

Ioannis Brigkos

Introduction

The late 1960s and early 1970s marked a significant historical rupture in Greece’s
contemporary history. Greece ultimately acquired the desirable post-war
stability after a devastating tripartite occupation during the Second World War
and a sanguineous and almost equally destructive civil war. Notwithstanding
that the level of democratization may not have been to the highest standards, the
country had achieved multiple positive apparent results in the socio-economic
and foreign relations field.! Yet on 21 April 1967, after two years of severe
political unrest and multiple parliamentary crises,> a group of low- to mid-
ranking military officers usurped power abruptly after their successful coup and
established a seven-year dictatorship.’> This would test the strength primarily
of the domestic pylons of the society and would also affect the function of the
economic and foreign relations policy of the country.

The ascension to power of the military rulers in Greece caused sheer
abhorrence to many Western countries, especially when the global human rights
movement was growing stronger day by day. Public opinion expressed its ire and
concerns about the (mis)happenings in Greece. Major transnational institutions
decided to put aside the typical Cold War realpolitik and the wait-and-see
approach of many foreign governments. They adopted a firmer stance against
the dictatorship.* The most prominent and tangible example of international

opposition against the junta® stemmed from the Council of Europe.® After two
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and a half long years of parliamentary meetings, hearings, testimonies and
thousands of pages dedicated to the abuse and violation of human rights in
Greece, the Greek Minister of Foreign Affairs Panagiotis Pipinelis announced on
12 December 1969 his country’s voluntary withdrawal from the Council, before
its imminent expulsion from it.”

While undoubtedly though, the public condemnation of the dictatorship in
the West may have been one side of the coin, there was also the aspect of foreign
policy drawing and implementation, which had, to some extent, borne fruits
for the military regime. The military rulers had realized, up to a point, their
inability to undertake the formal diplomatic representation of the country and
abide by specific rules of international relations, including external commerce
and its interconnection with interstate diplomacy. Therefore, they wittingly
placed former experienced diplomats in crucial positions who could aid them in
their endeavour to elevate the international status of the regime, aiming to make
Greece an adroit intermediary, at least in the Mediterranean periphery.

However, the acute problem faced by the dictatorship was its recognition by
foreign governments. This problem was exacerbated by the unsuccessful royal
counter-coup on 13 December 1967, which led to the exile of King Constantine.
This created fear among the ringleaders that foreign states would declare their
support for the exiled king, and consequently, any attempt to legitimize the
military regime would be in vain. Therefore, the colonels tried to cultivate
the image of a more autonomous ‘regional power” whose legitimacy did not
depend on the king’s approval. In other words, the regime could develop its
own diplomatic mechanism and garner support not only from the major
powers of the time, which, as it turned out later, showed tolerance almost
from the beginning, but also from smaller countries, diametrically opposed
to the dictatorial regime, both politically and ideologically. Nonetheless, the
dictatorship employed a certain nationalist rhetoric that aimed to justify its
financial policy. According to Georgios Papadopoulos, the leader of the coup,
one of the regime’s objectives was to address economic underdevelopment, the
absence of essential prerequisites for swift economic and social progress, and
the overall inefficiency of the state administration.” The military rulers were a
sui generis category of economic nationalists who preferred free trade, as their
survival hinged, among other things, on exchanges with international markets.'
This, they thought, could elevate their prestige and Greece’s international status
and financial flexibility.

The economic policies of the Greek dictatorship were influenced by its lack of
political and moral legitimacy, as the regime sought to bolster public acceptance
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by prioritizing economic growth. Despite this aim, the dictatorship ultimately
aimed to align its policies with those of previous democratic governments,
demonstrating a continuation of pre-dictatorial economic strategies." Industrial
growth remained a central focus, with an increased emphasis on sectors like
tourism and construction. The regime aimed to adhere to established economic
principles such as maintaining a stable exchange rate, enforcing fiscal discipline
and ensuring nominal wage growth in line with or below productivity growth. In
the short term, the dictatorship managed to boost productivity and investment
by largely following the economic policies of previous governments, which
emphasized outward-facing strategies, industrialization and attracting foreign
investment.'? However, despite initial successes, the regime’s policies ultimately
led to economic difficulties and challenges that were difficult to manage in
the long run. These shortcomings became increasingly evident, particularly
following the events of 1973, including Colonel Dimitrios Ioannidis’ coup and
international economic shocks."

On the one hand, this chapter will examine how Austria decided to put aside
its neutrality policy and even expand the ‘active neutrality policy” of the Kreisky
government." To achieve that, Vienna signed one of the most significant foreign
industrial investments of the post-war Austrian state with dictatorial Greece
in 1972, that of Steyr-Hellas. This investment demonstrated Vienna’s need to
internationalize parts of its state industry, such as the automobile company Steyr-
Daimler-Puch AG (SDPAG), and ‘open’ new markets and financial opportunities
for its products.”” On the other hand, GDR’s Westpolitik will be considered by
focusing on its financial relations with Greece under the colonels. The attempts
of both states to overcome international isolation and develop cordial financial
relations will be analysed,'® having at their epicentre the construction and
installation in Greece of six electric power plants from the East German state-
owned company ‘Elektrotechnik Export-Import.

The case studies under discussion showcased signs of financial dependence
on the other two countries. Yet, these two countries decided to overcome their
ideological barriers against an autocratic, dictatorial regime and establish genial
economic relations. For the dictators, closer cooperation with the other two
states meant strengthening national economy-building, primarily for domestic
consolidation and international acceptance.” For Austria and the GDR, it was
a tangible example of bolstering their national economies through increased
exports and generous investment in the dictatorial regime.

This chapter is also an attempt to enrich the small state literature and indicate
that through these two paradigms under discussion, the regional possibilities
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of Cold War relations can be expanded and supplemented with novel studies.'®
All three small states under discussion were mainly ‘rule-takers’ rather than
‘rule-makers’ during the Cold War era. Yet their ‘smallness’ was much more
flexible than one can imagine." It is important to underline that there can be no
overstatement to assert that there was an economic breakthrough or a financial
miracle between Greece and the two other states under analysis. It will be argued
that all three peripheral® countries employed a certain amount of their foreign
policymaking mechanisms, to create a viable interstate communication and
accommodate their national financial interests. Furthermore, certain aspects
of the subject under discussion will be examined under the scope of the New
Diplomatic History.?' It will be demonstrated that the meticulous examination
of first-hand diplomatic narratives and the disclosure of the accounts of the
(financial and political alike) diplomats’ agencies defined and influenced mutatis
mutandis the implementation of national foreign policy.

Finally, this chapter seeks to illustrate that through state intervention, whether
from lobbying or a centrally planned economy, Austria and the GDR made
impressive economic approaches to Greece. This had at its core the notion that
‘through the success of a nation’s core firms, the well-being of the nation’s citizens
is assured.?* Towards this logic and attempting an expansion of a definition of
economic nationalism, according to Andreas Pickel, ‘the extension of economic
activity beyond national boundaries does not equal the end of national economy;
the latter, qua political, social, and cultural economy, continues to be the basis
for the former’?

All three countries in question had as their principal focus the stimulation of
their national economies to one extent or the other.* For the colonels, for reasons
of regime stabilization and because of the size of the country, they decided to
adopt more liberal and progressive economic policies.”” Yet they did not omit
to accentuate their nationalistic discourse in an attempt to legitimize their
financial policies. The correlation between ideology, nationalism and economic
development appeared not only in the speeches of the highest military leaders of
the country but also in the appointed ideologists or propagandists of the military
regime. One of the main texts elucidating the ideology of the dictatorship,
written by Georgios Georgalas, mentioned that among the primary aims of the
‘Revolution’ was to economically integrate Greece into the twentieth century,
aligning it with the community of technically and economically advanced
nations.” This would elevate Greece’s financial autonomy and subsequently
improve the national living standards.
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To achieve this goal, the colonels relied on the agency of state and non-
state actors, both from their side and that of the other two states involved, to
create novel national-economic spaces, allowing them room for manoeuvre,
domestically and internationally. They succeeded in this contending - up to
a point — that they were able to attract foreign investment, which served as a
method for enhancing the development of the domestic economy, achieving the
goal of generating employment, catalysing economic expansion and facilitating
the transfer of technology and expertise to the nation. Austria and East
Germany, on their behalf, managed to employ their own version of ‘extreme’
economic nationalism. These acts significantly ameliorated relations between
Greece under the junta and two countries with dissimilar political backgrounds.
They also demonstrated how countries with disparate conceptions of economy
or economy-building manifest the pluralism and the varieties of economic

nationalism.?”

The economics of the dictatorship:
Commercializing the foreign relations

The first signs of the economy under the military rulers did not offer a
strong case for comparison with the previous democratic governments, as
the fundamental economic trends and the financial policymakers remained
practically the same.”® Economists within post-war Greece originated from
financial and academic institutions and government agencies. The colonels’ rule
did not disrupt this structuring significantly. Due to the absence of their group
of technocrats and financial experts, the regime heavily relied on pre-existing
economic establishments and their personnel. While some high-ranking figures
resigned or were replaced, they were swiftly succeeded by their subordinates,
with the explicit aim of preserving the stability of institutions and continuity
in policy matters. Consequently, most individuals labelled as the regime’s
‘new’ experts were not newcomers at all. Many had occupied various positions
and cultivated relationships with professional organizations and the business
community for the post-war era. The dictatorship’s financial plans to bolster the
national economy bore astonishing similarities to documents covering the pre-
junta period. These had been commissioned during the tenure of the centrist
government led by George Papandreou.””

The annual growth rate in 1967, the year of the coup, may have declined
from 6.5 per cent to 5.7 per cent (in 1966), yet that was only temporary, as from
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1968 until 1973, it would continue to have upward trends.* Since the beginning,
dictatorial governments have tried to maintain the economic push from the
previous years and the high development rates to similar or even higher levels.
It is also essential to notice that the Greek dictators never tried to monopolize
or nationalize sectors of the economy, as did, for instance, Nasser’s regime in
Egypt.*' It had adopted a loosely defined laissez-faire tactic, which would
accommodate private entrepreneurship and attract the much-needed foreign
capital.? Of great significance and a piece of corroborative evidence here are
two compulsory laws that were passed in 1967 and 1968 by the dictatorship,
which were institutionalized and also secured by the new constitution of the
junta, concerning the prevention of amendments to the legislation on the rights
of foreign companies in Greece.”

In February 1968, the Greek minister of coordination and one of the three
leading figures of the dictatorship, Nikolaos Makarezos, announced the Five-
Year plan that the junta had sketched for the Greek economy.* Regarding foreign

capitals, he mentioned:

The program places particular emphasis on attracting foreign capital due to its
multiple contributions to the country’s economic development ... The main role
of foreign capital in the coming five years will consist of financing the required
increased imports, introducing modern methods of organizing and managing
businesses, and creating conditions for the infiltration of Greek products into

foreign markets.*

One considerable implication that the junta had to deal with was the freezing
of association with the European Economic Community (EEC). In 1962,
Greece became the first member outside the six to have signed the association
agreement, which aimed at Greece’s full membership in the years to come.*
The financial benefits Greece would enjoy were the tariff cutbacks on behalf
of the EEC against Greece and vice versa, as well as a series of development
loans. The usurpation of power by the military prompted not only the freezing
of the association but also a political imbroglio that severely affected Greece’s
international reputation that the rulers were so eager to elevate.”” However, it
should be noted that the trade balance between Greece and the EEC remained
practically intact during the dictatorship. It caused, though, the loss of almost
$200 million in loans and undoubtedly sparked a major international political
outcry between the Western states and their respective public opinion while also
raising the issue of Greece’s definite exclusion from the EEC.* Yet for European
states such as the FRG, Great Britain and France, breach of financial relations
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was not easy to implement due to their heavy export policies that had been
adopted towards Greece during the past years.

In the mindset of the military rulers, there was never any thought regarding
abandoning the economic system of capitalism that had been strongly established
after the Second World War and the civil war, which included heavy dependence
on foreign loans and investments. Yet, on behalf of the Europeans, there was a
growing fear that in case the dictatorship was to be left alone, there was a serious
possibility that it could adopt an Eastern-oriented policy, which could have severe
implications for the West, on a political, diplomatic and financial level as well.*
Tangible examples of financial realpolitik were the junta’s relations with West
Germany, the largest trading partner of Greece during most of the Cold War era,
including that of the dictatorship.® The FRG was not only a major creditor to
Greece but also provided Athens with arms privately and within the framework of
NATO.*" A similar policy, especially regarding armaments sales, was also followed
by Great Britain primarily under the Heath cabinet (1970-4)* and the French with
the high-profile visit of the Secretary General of the French Ministry of Foreign
Affairs in 1972 and the subsequent commercial deals that were signed.*

Yet for the colonels to set a strong foothold within the country, provide a
sense of stability and avoid countercoups and anti-dictatorial acts, such as the
failed royal coup of December 1967, they needed to demonstrate the ability
for a multidimensional foreign end economic policy.** To achieve this, it
was imperative to strengthen their ties with smaller states, even if this meant
perforating the Iron Curtain.* Both the diplomatic mandates and the financial
necessities of the Cold War dictated the shift of foreign policy towards every
country willing to break the international isolation against the dictators and
ameliorate its interstate communication with them.* In this context of particular
interest are the juntas approach to a neutral but Western-oriented country such
as Austria, and to a Warsaw pact-bound country which, though, attempted to
escape the Soviet Union’s shadow and, up to a point, define its concept of foreign
policy, primarily through the edicts of financial exigencies.

Between neutrality and pragmatism: The case
of the Austrian enterprise Steyr-Hellas

The military coup in Greece did not come as a total surprise to Vienna. Rumours
had been circulating already since 1966 that military intervention in domestic
politics could happen anytime due to the political crisis that the country faced
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for at least two years.” Yet after the coup did take place, the Austrian government
did not hasten to condemn it. Although the Austrian ambassador in Greece and
Cyprus, Ludwig Steiner, initially favoured a policy of political pressure from
Austria and other Western states, he also acknowledged the significance of
Austrian financial interests in Greece.* In his report on 3 January 1968 towards
the Austrian MFA he mentions:

Considerations about Greek-Austrian relations must not, of course, leave out of
sight the economic aspects. Austria exports four to five times as much to Greece
as it imports from Greece. Trade sanctions from Greece against Austria would
therefore undoubtedly affect us.*

Steiner’s rationale cannot be considered trivial. Until then, Austria exported
significant quantities of chemical products (such as fertilizers), timber, processed
paper and textiles to Greece. In 1967 Vienna’s exports to Athens amounted to
more than $21 million. And by 1970, these had increased to almost $28 million.”
Steiner, having these figures in mind and despite his stark democratic sentiments,
could not help but realize the cynical aspect of Viennas financial interests and
their predominance in the interstate communication with Athens, mentioning
further: ‘Even if the ideological values that are currently at stake in Greece are
much more important, it is clear that they cannot outweigh other considerations
when it comes to realpolitik’™*

Even though the Austrian diplomatic machinery had acted primarily -
under the table — up until this point, the Greek diplomatic authorities had also
acknowledged that Vienna was moderately friendly towards the military regime,
as previously demonstrated in the Council of Europe.** Towards this direction,
they sought to capitalize on this positive stance on a financial level as well, as a
means to legitimize their rule. This rapprochement seems more plausible to have
been adopted by the right-wing government of Josef Klaus and the People’s Party
(OVP one-party government, from 1966 to 1970). However, it was the social
democratic Kreisky cabinet that elevated the financial relations between the two
countries to a newer and unprecedented level up to this point. This materialized
with the investment of the automobile company Steyr-Daimler-Puch AG in
1972, which had already been planned since 1970. On 9 July 1970, the Austrian

Minister of Commerce Josef Staribacher® wrote in his diary:

We strive all the more to make the motto ‘Service for the economy’ a
breakthrough in individual cases. This is how it was possible that gen.(eral) dir.
(ector) Rabus™ from Steyr-Daimler-Puch AG ... was immediately promised my
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support. Steyr-Daimler-Puch AG wants to set up a joint venture in Greece with

Italian companies.”

The lobbying of SDPAG'’s director Rabus had been of considerable importance,
as before the signing of the contract he had persuaded Staribacher to
invite personally the Greek Deputy Minister of National Economy Antonis
Choriatopoulos to Vienna at the beginning of May 1972. Therefore, Rabus
hoped the deal would be ultimately signed, and this visit would be considered
a gesture of goodwill towards the junta on behalf of the Austrian government.*

Allin all, the investment of Steyr in Greece foresaw the construction of 70,000
square metres of industrial facilities, which would employ four thousand workers
and include the production of thousands of tractors, trucks, mopeds, motorcycles
and bicycles, including in later stages military trucks.”” The significance of this
project can be summarized in two fundamentals. Firstly, one of the essential
clauses established as part of the deal between the Greek government and the
Austrian enterprise was that the whole Greek market would introduce a ban on
truck imports for SDPAG to monopolize it through local production.®® Secondly,
concerning the economic terms of the deal, SDPAG owned 67 per cent of the
project, the Greek state 30 per cent and the remaining 3 per cent consisted of
private shareholders, whereas the aggregate sum of the investment amounted to
$78 million.” On the day of the signing, SDPAG’s director Karl Rabus underlined
that the Austrian government had shown great interest in the project. The signed
contract is a major achievement in economic relations between the two countries
and promised better prospects for the future. Finally, the Greek Minister of
Coordination Nikolaos Makarezos concluded that ‘through the signing of this
contract, new horizons in the traditionally friendly relations between the two
states will be opened, and he hoped that the Greek exports to Austria would be
increased in the years to come, just as the respective imports have.

Even though Austria tried to maintain a low profile and keep this investment
relatively secret or minimize its significance, the Greek press attributed it great
value as Ambassador Steiner underlined in a report a few days later:

Last week’s finalization of the Steyr-Daimler-Puch-AG project in Greece
was extensively covered by the Greek daily press ... a political commentary
appeared in the Junta-friendly newspaper ‘Eleftheros Kosmos’ ... It says that
the investment ... by Steyr also demonstrates confidence in (Greece’s) political
stability. No foreign company would risk such an investment in a country with
internal instability and ambiguous foreign policy orientation.
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The Greek dictatorship had accomplished what since its establishment desired,
namely, the attraction of foreign capital and the skilful development of financial
diplomacy. While the SDPAG investment alone may not have been the ‘financial
cradle’ of the foreign investments in Greece, it certainly was one of the most
significant ones, which provided it with the opportunity to demonstrate both
domestically and on an international level that the military rulers were able to
conduct business regardless of the regime’s character, while also securing a ‘cloak
of legitimacy’ to the junta. Even under the leadership of Bruno Kreisky and his
multifaceted humanitarian-oriented foreign policy, the Austrian side would
once again seek to collaborate financially with dictatorships, as demonstrated
by the armaments sales towards Chile in 1980, which though was ultimately
cancelled.®* Vienna, entangled in Cold War politics and foreign policy directives,
eventually decided to implement its own realpolitik and demonstrate how

flexible the proclaimed Austrian neutrality was.

The ‘fascists’ and the communists: Financial
Ostpolitik lessons from the junta

The relations between the junta and the GDR are one of a unique nature, as
until May 1973, there was no official recognition between Greece and the
GDR.® Both countries faced international isolation in the maelstrom of Cold
War developments, each for its own reasons. The GDR, after all, was at the
centre of international Cold War confrontation from the very first moment
of the division of Europe after the Second World War. Nowhere was this
confrontation more vividly expressed than in the efforts of Eastern Germany
to gain international recognition and elevate its status in the global community.
These efforts encountered certain obstacles, such as the policy of isolation and
non-recognition, the so-called Hallstein doctrine, as had been adopted by the
FRG and, subsequently, its allies.* The fact, though, that eventually the two
countries recognized each other amidst a regime that abhorred communism
and its ideals,® while it was characterized by the GDR as ‘fascist,*® proves
that the mutual approach tactic became gradually a priority in their political
and diplomatic agenda, as they were equally trying to break the international
isolation they were facing.”” For the GDR, Greece’s membership in NATO was
also a critical factor in seeking a more significant development of their interstate
relations. The East Germans already considered Greece a weak link within the

military coalition. Namely, not only would it be beneficial for securing lucrative
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financial deals, but simultaneously, they could also ‘penetrate’ and disrupt the
cohesion of the southeastern flank of the alliance.®

The colonels’ coup had not initially convinced the Eastern Bloc states that
the military would be able to remain in power for a long time. Due to this
conviction, Moscow urged its allies to reduce relations with the Greek junta to
a minimum. Therefore, the Western orientation of the junta and its close ties
with the FRG were considered imperative concerning the regime’s external
diplomatic and financial relations. After 1969 though, and the solid internal
stabilization of the regime, the Greek trade deficit had increased substantially.
Thus, disregarding its loudly proclaimed anti-communist ideological principles,
the military dictatorship made new and innovative attempts for a gradual
rapprochement with the socialist states. A tangible example was the European
Athletics Championships held in Athens in 1969. On the one hand, they served
as the political propaganda of the military regime. On the other hand, the
socialist states sent large delegations to Athens, inaugurating a period of closer
relations between Greece and many communist states. The GDR was, in fact,
the most successful national team in the tournament, celebrating twenty-five
medals in total.?” The end of the isolation period between the Eastern countries
and the Greek dictatorship after 1969 could not leave the financial aspect out of
the question. Already since 18 December 1968, a classified document from the
Ministry of Foreign Affairs to the Ministry of External Commerce of the GDR
mentioned the need to revise the anti-dictatorial measures:

The aim of foreign policy and foreign economic measures toward Greece in
the near future should be to ... consolidate the position of the GDR and thus,
at the same time, counter West Germany’s exclusive mandate of recognition
(Alleinvetretungsanspruch, writer’s note) in this framework.”

This view was further corroborated a few months later, in April 1969, when the
Council of Ministers of the GDR issued a new assessment of the military regime.
It was mentioned inter alia that the goal of the socialist states to isolate the Greek
military regime in terms of foreign policy and external trade directives, as had
been planned initially, could not be ultimately achieved. Thus, it would be
advisable or rather necessary for the Comecon member states to normalize their
relations with Greece from that time onwards gradually.”

The growing political pressure from the Western countries, due to the
pressure from their domestic public opinion towards the Greek dictatorship, led
the military rulers to seek an expansion of their foreign policy edicts. So, they

could prove that isolation from the West did not necessarily mean a full-scale
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disengagement from the international community. That was also known to
Western and Eastern European diplomats serving in Greece. In turn, they
acknowledged that the socialist states were always an alternative, specifically to
the economic needs of the military regime.”” Regarding the GDR-Greek financial
relations after 1970, prominent examples of this attitude were the doubling of
the volume of imports (1970: $12 million to 1975: $24 million) and the five times
increase of the exports’ volume (1970: $7 million to 1975: $39 million).”

Unquestionably, the pinnacle of financial cooperation between the two
states was reached in the public sector. In May 1970, East Berlin managed to
secure the signing of a bilateral agreement, which allowed the state-owned
electrical company ‘VEB Elektrotechnik Export-Import’ to deliver and install
three high-voltage electrical plants for DEI (Public Power Corporation) in the
region of Attica, with a delivery capacity of 400,000 volts. The aggregate sum of
this investment amounted to $15 million.” Simultaneously, Greek diplomacy
expressed its wish to the Eastern Germans to establish a chamber of commerce,
dispatch a diplomatic envoy to East Berlin and ameliorate the financial relations
between Greece and the GDR.” This would primarily accommodate financial
deals and contracts but also favour foreign policy directives through economic
mandates, as the official diplomatic relations between the two countries were
practically non-existent.”® One year later, in May 1971, after new consultations
between the financial authorities of the two states took place, a new contract was
signed. This foresaw the construction of three more transformer power plants,
this time in Northern Greece, and their delivery was estimated towards 1974
and 1975. The sum of this investment reached the amount of $14 million. Both
deals were clearing transactions in which the GDR would set up and initiate
the function of the facilities, and Greece would repay the owed amount with
agricultural products.”

These deals gave the impetus to both states to enhance the financial interplay
between them in the forthcoming years. After completing the power plant
investments, both governments sought to expand their cooperation. During
a meeting between Greek Minister of Coordination Nikolaos Makarezos and
the head of the GDR’s chamber of commerce in Greece, Karl Heinz Jelen,”® the
first expressed Greece’s ‘great interest in the further development of economic
relations’ between Athens and East Berlin. Towards this direction, and after
consultation with the representative of the USSR’s Ministry of External
Commerce, Valerian Sorin, it was decided that it would be favourable for the
GDR to pursue the signing of further financial deals with the Greek military

regime.” The result of these efforts to strengthen economic relations with Greece
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included a lignite mining project in the region of Ptolemaida in the northern
part of the country. Although the commissioning of this project was finalized
in 1976 and was undertaken as a joint venture between the East German state-
owned company AHB-Maschinen Export and the West German company
Krupp, it is worth noting that the talks had been initiated in 1972 during the
rule of the dictatorship.®

While Greece’s financial Ostpolitik was not considered a complete
breakthrough or a model of comparison among other Western countries
such as the FRG, the fact that a military anti-communist regime developed a
multifaceted bilateral economic cooperation with the GDR, especially when
during the juntas early establishment East Berlin led the denunciation of the
dictatorship among the socialist world, demonstrates that realpolitik sooner than
later surpassed ideology to serve the primary foreign policy mandates and secure
each state’s survival and consolidation. Having acknowledged the potential of
specific openings in the Greek market and vice versa, the GDR attempted to
achieve a twofold goal. Firstly, to cover its financial needs by extending its trade
network and industrial exports to the West, even at the expense of its ideological
background. Secondly, it managed to break the monopole of West German
financial interests in a country where the latter had been omnipresent since the
dawn of the Cold War era.

Conclusion

The economic policy of rapid development through stability and investment had
been a cornerstone of Greece’s approach throughout the 1950s and 1960s. The
advent of the junta in 1967 did not alter this fundamental strategy. Despite its
fervent nationalism and revolutionary rhetoric, the regime lacked a coherent
ideological framework. Its main promise for the national economy was to
deliver the benefits of development by rooting out corruption from previous
governments. Emphasizing the importance of foreign capital inflows, the
dictatorship sought investment not only from traditional post-war allies but also
from other countries, which would be willing to exhibit a pragmatic approach
to economic cooperation. As demonstrated in this chapter, the junta effectively
leveraged unconventional partners attempting to stimulate the Greek economy
and bolster its own image.

While the final account of the influx of foreign capital may not have reached
the intended level as estimated at the outset of the dictatorship era, it became
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an essential asset to the juntas financial strategy. The strong political pressure
against the military regime globally created an inherent fear in the military
rulers that Greece’s international isolation was ante portas. This prompted
the regime to adopt more flexible liberal policies that accommodated further
foreign investments, fitting the pattern of progressive economic nationalism.*!
Economics became thus a practical tool for diplomacy and an outward laissez-
faire foreign policy implementation for the dictatorship. This often constituted
the apple of discord for many states, which sought the most advantageous
agreements in their efforts to strengthen their economies through foreign
investment and exports. Small countries such as Austria and the GDR found
eager potential openings in colonels’ Greece, demonstrating how closely varieties
of economic nationalisms interrelate.

On the one hand, towards this direction and despite the dissimilar structure
of the polity, Vienna decided to move beyond the ideological constraints of
social democratic principles. Even though the Austrian government intervened
multiple times in cases of Greek political prisoners during the junta’s seven-year
rule, that never became a barrier to accommodating its financial interests, despite
occasional humanitarian diplomatic confrontations.* On the other hand, the
relations between the GDR and the Greek junta were undoubtedly ambivalent
and characterized simultaneously by a profound aversion and cynic realism.
Yet, during these seven years and despite mutual polemic rhetoric, political
and economic deals were concluded, which could have never been achieved
under normal circumstances. By slowly but steadily putting aside ideological
inhibitions, the GDR achieved a long-sought financial partnership with a regime
that stood on the opposite ideological corner. This proved that smaller states,
amidst the Cold War era, decided to overcome some of their fundamental
differences. They did so by exerting their ‘individual’ agency on diplomatic
affairs to achieve a novel and unprecedented interstate communication both
on a financial level and on foreign relations, two fields oftentimes inseparably
interrelated.

Notes

1 For Greece’s post-war socio-economic transformation, see Mazower (ed.), After the
War Was Over; see also Close, Greece since 1945.
2 On the political crises of the 1960s in Greece see parts 4 and 5 in Vasilakis (ed.),

Amd tov Avévéoto oty Aiktatopie (From the Unrelentless Struggle to Dictatorship).
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The military coups were not a novel phenomenon in Greek politics. Yet it was the first
and only time that a military group had seized the power and overthrown a democratic
regime in order to keep it for itself, and on top of that, its origins stemmed from the
lowest rankings in the military hierarchy. For the history of military interventions in
Greece see Veremis, O Ztpatds otnv EAyvixh IHohmixry (Military in Greek Politics) &
Papadiamantis, Zrpatog xeu ITohitikiy E§ovaia (Army and Political Power).

See Amnesty International’s campaign and reports on the situation in Greece,
Amnesty International, Report on Torture; Amnesty International, Torture in Greece.
In this essay the term ‘junta’ is used interchangeably with the word ‘dictatorship.
The dictatorship of the colonels in the period under discussion has been established
in historiography as the ‘colonels’ junta. See Kallivretakis, Aixtatopia ko
Metanolitevoy (Dictatorship and Metapolitefsi), 13-65.

Konstas, H EAAnviki) YnoOeon Xro ZvuPovlio Ty Evpwnng (The Greek Case in the
Council of Europe).

The literature on the events that led to Greece’s withdrawal from the Council

of Europe is constantly enriched with noteworthy essays and publications. See
indicatively Kjeersgaard, ‘Confronting the Greek military junta, 51-69; Fernandez
Soriano, ‘Facing the Greek Junta, 358-76.

On the experienced diplomats that served as ministers and vice-ministers of foreign
affairs during the Greek dictatorship see Makrydimitris, Ot Ynovpyoi twv Eéwtepixav
1116 EAA&Sag 1829-2000 (The Foreign Ministers of Greece 1829-2000), 98, 102-3, 113.
Clogg, “The Ideology of the Revolution, 36-58.

Nakano, ‘Theorizing Economic Nationalism, 211-29.

Kazakos, ‘TIoAttikoi @gopoi kat Owkovopikn Avamtuén (Political Institutions and
Economic Development);, 136-67.

Iordanoglou, H EAAyvik#j Otcovouio petd to 1950 (The Greek Economy after 1950)
143-4.

The year 1973 was a turning point in the Greek economy due to both internal and
external shocks in the Greek and global economy. This period of growth was followed
by a significant economic slowdown. Ibid. and Alogoskoutfis, ‘Historical Cycles, 10.
Holl, “The Foreign Policy, 32-77.

On SDPAG?s history see Pfoertner, ‘Die Steyr-Daimler-Puch AG (SDPAG)’, 311-35.
On an overall approach to Greece’s ‘Ostpolitik’ during the Cold War see Stergiou,
Greece’s Ostpolitik.

On national economy-building see the chapter of Adrian Brisku in this edited
volume, ‘Varieties of Economic Nationalism.

The theory, typology and literature on small states are elaborate, and this detailed
analysis has offered various definitions of ‘smallness’ This study concurs with
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See the introductory segment in Kruizinga (ed.), The Politics of Smallness, 2.
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See Osman, Egypt on the Brink, 50-85.
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See indicatively Karamouzi, ‘Taking a Stance’ 110-23; Kakridis, ‘Economic Policy,
73-102.

The Austrian ambassador also shared this fear in Athens towards a report to the
Austrian Ministry of Foreign Affairs on 2 May 1967. Ambassador Ludwig Steiner writes:

However, a difficult balancing act begins here for the West. If it does not
succeed in democratizing the regime through kind words and cautious
restraint in the delivery of aid, it will be necessary at best, to completely cut
off deliveries. However, this could very easily lead to a shift of the regime

toward Nasserism in the truest sense of the term.

See OStA/AdR, BMfAA, GZ. 21.117-19-POL/67, ‘Militirputsch in Griechenland:
For a detailed analysis of the post-war financial relations between the FRG and
Greece, including the period of the dictatorship see Tsakas, Post-war Greco-German
Relations.

For an overview of the FRG’s financial and armament policy towards the military
dictatorship in Greece see Pelt, ‘West Germany’s Policy toward Greece, 295-319.
For an accurate reappraisal of the Anglo-Greek relations during the junta see
Nafpliotis, Britain and the Greek Colonels; see also Maragkou, Britain, Greece and
the Colonels.

On Franco-Greek relations at the same period see Vaisse, ‘France and the Greek
Colonels; 39-47.

Xydis, ‘Coups and Countercoups in Greece, 1967-1973’, 507-38; Botsiou, ‘Ot
oxéoelg Tov otéppatog (Crowns Relations)), 113-35.

On the interconnection of foreign policy and small state theory, see Jesse, and
Dreyer, Small States in the International System, 3-55.

To a greater or lesser extent there were plenty of countries which not only tolerated
the junta but, in some cases, developed cordial relations with it. Different case
studies, each one unique in its own right, can be found for instance regarding the
Romanian-Greek relations in Pechlivanis, ‘An Uneasy Triangle] or the relations of
the dictatorship with certain African countries in Panoutsopoulos, ‘H A@pukavikr
Sdotaon (The African Dimension), 408-30.

Although the Austrian ambassador in Athens, Steiner, did not anticipate a military
dictatorship in the near future, he had oftentimes informed the Austrian Ministry of
Foreign Affairs with multiple reports that those rumors were widespread in Greece.
See, for example, his report on 2 March 1966 with the title ‘Rumors of a possible
military dictatorship in Greece’ in OStA/AdR, BmfAA, GZ. 46.934-11-POL/66,
‘Gertichte iiber eine mogliche Militdrdiktatur’

On the political and diplomatic deeds of Ludwig Steiner including his capacity as
the Austrian ambassador in Greece and Cyprus, see Steiner, Der Botschafter; from
Steiner also, Diplomatie - Politik.
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www.parlament.gv.at/person/1829, accessed 19 January 2023.

54 Karl Rabus was the general director of SDPAG from 1966 to 1976. See Pfundner,
Die Auto - Osterreicher; https://steyrerpioniere.wordpress.com/2011/10/26/
karl-rabus/, accessed 19 January 2023.

55 Josef Staribacher kept a detailed diary with his personal notes and meetings
throughout his entire term in office under the Kreisky governments. The entire
diary comprises approx. twenty thousand typewritten manuscript pages and is
available online in digitized form. See Tagebiicher Josef Staribacher. Digital Edition.
Ed. from Kreisky-Archiv and ACDH. p. 02-0344. https://staribacher.acdh.oeaw.
ac.at/get/staribacher.99_1, accessed 19 January 2023.

56 Der Spiegel, Osterreich: Gar vielerlei, 18 June 1972.

57 Ibid.

58 Mayrhofer, Steyr-Daimler-Puch AG, 53.
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Aol\apiwv (Investment of 34.000.000 dollars), 14 April 1972.
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62 In 1980 the export of weaponry between an Austrian enterprise and the Chilean
government amounted to an aggregate sum of $162 million. Yet after intense
domestic debates and the condemnation by the Austrian public opinion the deal
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Austrian Osthandel as economic nationalism?
Reassessing the role of foreign trade in
Austro-Keynesianism

Maximilian Graf

Introduction

In the 1970s, economic relations between the East and West were decisively
shaped by incipient globalization and the changes in the international economic
and financial order. The end of Bretton Woods and the two oil price shocks of
1973 and 1979 were drastic events that initially hit the West, but in the long-term
the East all the harder. Sharply rising interest rates from the late 1970s onwards
quickly caused a debt crisis of the socialist countries, which hit Romania,
Poland, Hungary, the German Democratic Republic (GDR) and Yugoslavia
particularly hard in the early 1980s. In 1981, Poland, Romania, Bulgaria and
Yugoslavia became practically insolvent and requested their debts in the West to
be rescheduled.! For neutral Austria this constituted a severe challenge. Second
to Finland, the country had the highest share of trade with Eastern Europe in
its overall foreign trade. Given the loan-financed development of trade with
Eastern Europe in the 1970s, this resulted in Austria being the per capita most
exposed Western creditor. This striking outcome has its roots in the politics
of ‘Austro-Keynesianism’ aiming at preserving full employment in a decade of
€Conomic crises.

Austria had been one of the small states that managed to ‘remain neutral
and independent’ during the Cold War.? After the conclusion of the Austrian
State Treaty through which the country regained its full sovereignty and the
adoption of the neutrality law in 1955,° the Soviet Union aimed at shaping
its relations to neutral Austria as a masterpiece of its foreign policy concept

‘peaceful coexistence. Without a doubt, Moscow thereby primarily aimed at



132 Varieties of Economic Nationalism in Cold War Europe

shaping Austrian neutrality alongside Soviet ideas and beliefs. One of them was
to encourage Austria to develop relations with the socialist states.* This enabled
Austria to pursue its own Ostpolitik quite successfully, although not necessarily
in the way intended by Moscow. One of the characteristics of Austrian Ostpolitik
was a strictly bilateral approach, pronouncing the diversity of the Socialist bloc,
and the promotion of trade with Eastern Europe. Within the geopolitical limits
of the East-West divide, small Austria gradually (under the surface and in day-
to-day interactions) started to behave as regional power in the area of the former
Habsburg Empire. Asa Western actor in neutral clothes Vienna maintained good
relations with the Soviet Union and especially under foreign minister Bruno
Kreisky (1959-66) and Chancellor Josef Klaus (1964-70) managed to make
first striking progress in improving relations with almost all the Socialist bloc’s
countries throughout the 1960s and thus before the heyday of international
détente.

Given its international positioning, Austria became a meeting place for
East and West and aimed at being a mediator between the blocs. Despite the
special relationship with the Soviet Union and intensifying relations with the
other Warsaw Pact member states, Austrias neutrality was only a military
and not a political one. Ideally but not institutionally, the country was fully
anchored in the West. This resulted in several political and economic specifics.
In the economic field the existence of a large nationalized sector (which was
a result of developments during the period of quadripartite Allied occupation
from 1945 to 1955) and membership in the European Free Trade Association
(EFTA) are noteworthy characteristics.® Regarding government it is remarkable
that from 1947 to 1966 Austria was ruled by a so-called Grand Coalition of the
conservative People’s Party (Osterreichische Volkspartei, OVP) and the Socialist
Party (Sozialistische Partei Osterreichs, SPO) representing more than 90 per
cent of the Austrian voters and aiming at a consensual post-war reconstruction
and re-establishment of the country in the international arena. The post-war
tradition of the grand coalition ended in 1966 and was followed by single-party
governments of the Conservatives (1966-70) and the Socialists (1970-83) - the
‘Kreisky era’ which is the main focus of this chapter. Kreisky’s reign is usually
associated with important legal and educational reforms, an active foreign
policy, the developing of the welfare state and deficit spending. During the
electoral campaign of 1979, he made one of the most famous statements of his
chancellorship: ‘And when someone asks me how it is with the debt, I tell them
what I always say: that a few billion more in debt gives me fewer sleepless nights
than a few hundred thousand unemployed give me.”
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During the trente glorieuse Austria developed as a Western democracy and
prospered economically. The politics of ‘Austro-Keynesianism, as Kreisky’s
approach has been labelled, had secured full employment until the late 1970s but
also caused delays in structural change of Austrias nationalized industries which
finally proved to be inevitable by the mid-1980s.® In comparison with other
Western countries, neutral Austria had a large nationalized industrial sector. As
elsewhere in Western Europe, the heavy industries came under pressure in the
1970s. Unprofitable branches were financed by the profits of those who were
competitive; consequently, restructuring was delayed. One of the reasons why
this strategy seemingly worked was Osthandel; however, it was also one of the
main reasons why the largest enterprise of the nationalized industries, United
Austrian Iron and Steelworks (Vereinigte Osterreichische Eisen- und Stahlwerke,
VOEST), collapsed in 1985.

This chapter reassesses the internal motivations for the foreign trade
strategy chosen and its development in the international context. After a brief
introduction to the history of Austrian Osthandel in Cold War Europe, the
analysis proceeds with case studies addressing Austria’s economic and financial
dealings with Poland and East Germany. It addresses the crucial decade from
1975 to 1985 by reviewing internal discussions and the implementation of foreign
trade strategies. By doing so, it sheds some fresh light on the Western responses
to the global economic challenges of the time. Furthermore, it provides insight
to the Western perspective of how the Eastern red river of ink was accumulated
in the 1970s and how a heavily involved small state acted during the crucial
years of the acute debt crisis. The analysis of these overlapping developments is
guided by the question whether they can be assessed as economic nationalism

and, if so, what kind of economic nationalism it was?

Austrian Osthandel in Cold War Europe

The common economic space of the Habsburg Empire ceased to exist with
the end of the First World War and the collapse of the monarchy. This was
already evident in the interwar period, especially after the onset of the Great
Depression (shaped by protectionism in the sense of ‘conservative/defensive’
economic nationalism with fatal consequences). After 1945, as a consequence
of the East-West division of the European continent, the share of the successor
states in Austrian foreign trade declined even further. Nevertheless, until
1955, the Council for Mutual Economic Assistance (CMEA) area remained
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an important economic space for Austria, but its importance was steadily
declining. The trade balance was always passive. After successful post-war
reconstruction decisively facilitated by the European Recovery Programme,
Austria embarked on its somewhat delayed ‘economic miracle’ From 1956 to
1971 the share of the socialist countries in Austrian foreign trade fluctuated
between 10 and 15 per cent. During this period, the Austrian trade balance with
the entire CMEA area became active. While Austria primarily exported semi-
finished and finished goods, machines and means of transportation, it mostly
imported fuel, food and raw materials from the CMEA member states. Ever
since the Austrian State Treaty and until the end of the Cold War the Soviet
Union was Austria’s most important economic partner in the East.” The USSR
became Austria’s main supplier of energy — the origins of today’s dependency on
Russia. In 1968, Austria was the first Western country to conclude a long-term
deal on gas supplies. Vienna provided a 110 million USD loan necessary for
financing the pipes delivered by Austrian enterprises. Unswayed by the Warsaw
Pact intervention in Czechoslovakia that ended ‘Prague Spring’ gas deliveries
commenced as planned.” Despite the growing importance of energy supplies in
East-West trade, this chapter does not detail economic relations with the USSR.

By the mid-1970s, trade with Eastern Europe was liberalized to the maximum
and reached new heights. In 1975, the export quota rose to a record 17 per
cent, the share of Osthandel in Austrias overall foreign trade balance stood at
14.1 per cent. Despite increasing energy imports (that already caused a deficit
in bilateral trade with the Soviet Union since 1971), the overall trade balance
with Eastern Europe was highly favourable. In absolute numbers, trade with the
East continued to grow even after the boom in the mid-1970s, but the share of
Austria’s total foreign trade, around two-thirds of which was with the European
Economic Community (EEC), fell continuously." Nevertheless, the 1970s and
1980s are one of the most exciting periods in the history of trade with Eastern
Europe. While the trade balance went into deficit again, due to increasing energy
imports from the Soviet Union, there were still profitable business models with
other CMEA countries.

Austria’s nationalized industries were the main driver of this development. As
aresult of the post-war developments in Austria, nationalized industries emerged
on a large scale and even survived the end of the occupation period in 1955. This
sector (to a large extent consisting of iron and steel industry) was constantly
facing structural problems and underwent several reforms, restructuring and
mergers; however, no major privatizations took place until the second half of the
1980s."2 Beginning in the 1950s the nationalized industries increasingly lacked
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sales markets in the West. Hence, Austrian politicians made arduous efforts in
order to find new markets in the East that can be regarded as ‘liberal/progressive’
economic nationalism.”? During the 1960s, their efforts remained without
striking success. The economic (and oil price) crisis of the 1970s and declining
commodity prices further reduced the foreign markets for Austria’s nationalized
industries. Especially the steel market got tougher; hence, the VOEST had to
focus on other branches. The most promising field was plant engineering and
construction. Against this backdrop, gradually the concept ‘large-scale orders in
return for loans’ evolved as the role model for the heyday of Austria’s economic
relations with the socialist states in the 1970s and 1980s. However, it was not
primarily about intensifying economic relations with the socialist states but also
about maintaining the number of employees in Austria’s nationalized industries,
which was an explicit goal of Chancellor Kreisky." Pursuing this business
model was one of Austria’s reactions to the difficult economic situation and
converged with the investment interests of several socialist countries that aimed
at modernization through increased imports from the West.'* To make this trade
work Austria expanded its soon well-developed export promotion system which
pre-financed exports via state-secured loans (organized by the Kontrollbank
and decisively shaped by its general director Helmut Haschek, in office since
1972) and thus provided the framework for the Osthandel expansion. Due to this
development economics started to dominate Austria’s Ostpolitik.'* Additionally,
it deserves being mentioned that, after 1975, Kreisky even regarded fostering
East-West cooperation in the fields of economic and energy politics as major
focus of the Conference on Security and Cooperation in Europe (CSCE).”
Whenever he addressed an international audience on the topic of détente in
Europe Kreisky stressed the necessity of cooperation as a means to make
détente more concrete. Usually, he provided examples of already developing and
potential future East-West cooperation in the energy sector like the import of
natural resources from the Soviet Union or the possibility of constructing coal-
fired power plants in Poland which would be repaid by the export of electric
energy desperately needed by the Austrian economy.'® Due to the economic
giant EEC in Western Europe with its Common Commercial Policy (CCP) and
the absence of a trade agreement between EEC and CMEA requested by the
Warsaw Pact member states, the economic dimension (the second basket) never
prospered throughout the CSCE process.’” While hopes for a multilateral basis
of increasing economic cooperation across the Iron Curtain gradually came to
naught, on the bilateral level the 1970s were a dynamic decade - especially for
small in-between states like neutral Austria. In relation to Poland and the GDR
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(and most other smaller CMEA member states), Austria increasingly acted as a
regional economic power. Initially the common economic space of the former
Habsburg Empire was at the heart of this policy but due to Cold War realities
it soon was applied to the entire CMEA area. For the socialist states, neutral
Austria became a partner preferred over countries that were fully anchored in
the North Atlantic Treaty Organization (NATO) and the EEC and thus had less
leeway in developing economic cooperation across the Iron Curtain.

Poland: From détente and cooperation to economic fiasco

This development is best illustrated on the example of Poland. Austrian—Polish
relations had led the way in Austrias Ostpolitik in the early 1960s, but due to
unresolved bilateral questions they entered a period of stagnation by the mid-
1960s. In the summer of 1970 finally, the Austrian—Polish treaty on proprietary
questions was initialled. Ambassador Johannes Proksch valued this step as
the beginning of a ‘new era in Austrian-Polish relations’® In early 1971, only
six weeks after the Gdansk massacre of December 1970 (causing the death
of forty-five people) Austrian Foreign Minister Rudolf Kirchschlager visited
Poland (a disputable step, for which archival sources have not yet delivered
a comprehensible explanation). Upon his arrival, in a statement for Polish
television, he said: ‘Austria has always regarded Poland as a neighboring country
in a broader sense. We have many historical and cultural ties with the Polish
people’ Next to a further intensification of cultural relations, he mentioned the
prospect of increasing economic cooperation.”’ Chancellor Kreisky paid a visit
to Warsaw in 1973. In his conversation with Prime Minister Piotr Jaroszewicz
he emphasized that Austria truly aimed at ‘developing relations to Poland to the
maximum. This meant not only the political, but first and foremost the economic
dimension. Both sides cherished high hopes in their future development,
although it was obvious that it would need Austrian loans to reach this goal.”
In 1975, the trade volume rose to 8 billion Austrian schillings (ATS), the Polish
deficit amounted to 3 billion ATS. Next to the Soviet Union, Poland had become
Austrias most important Eastern trading partner. Since Austria primarily
imported fuels, raw materials and foodstuffs, a reduction of the passive Polish
trade balance was highly unlikely. Austria provided bridge-over loans amounting
to several billion ATS.”

Kreisky held the view that increasing trade with Poland would serve as
a beacon for other socialist states to expand their trade with Austria. Some
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ministers of his cabinet already worried if Poland would ever be able to pay
back the loans taken out in Austria.* In 1976, the Kontrollbank warned that the
Polish liabilities in Austria were extremely high in international comparison and
openly stated: “Today, Poland is seen as “second hand” on the credit market.* In
1976 the trade volume had even risen to 9.4 billion ATS and the Polish deficit to
almost 4 billion ATS. The liabilities at the Kontrollbank already amounted to 19.2
billion ATS. Additionally, Poland had taken 5.9 billion ATS in financial loans
from private banks. Record trade deficits and record debt resulted in a bleak
economic outlook in the Austrian assessments of Poland.*

However, Kreisky feared a looming collapse of Western iron and steel
industries and in consequence a more far-reaching crisis. His thinking was
clearly influenced by the interwar experience of the Great Depression. Given
these prospects, he warned of protectionism and criticized rising tariffs
discriminating against Osthandel. Kreisky opined that without the already

existing degree of economic integration in Europe,

we would have fallen into a quagmire of protectionism in the face of economic
development in the world and the difficulties we face in international trade
would have become much severe. We know this because of the experience
gained in the early 1930s. It is not more protection that can help us now, but as

much overcoming of protectionism as possible.””

This can be understood as Kreisky’s repudiation of ‘conservative/defensive’
economic nationalism as opposed to his own ‘liberal/progressive’ approach that
included export promotion via loans. However, Kreisky completely misjudged
the risks of Austria’s expansive loan policy. He believed that in case of a loan
default the Soviet Union would step in. When Poland asked for further loans
in 1977, Minister of Trade Josef Staribacher recorded what Kreisky said in the
economic committee of ministers: ‘Kreisky stated firmly that there was no risk
in providing further loans - he literally said the risk is zero — because the USSR
will never allow Poland to default on an installment. The USSR will step in if
Poland has difficulties’? Kreisky disagreed with the West German views of Otto
Wolff von Amerongen and Chancellor Helmut Schmidt that the socialist states
had already been provided with too many loans. He still saw enormous business
potential in the Middle East and Eastern Europe.” In a speech given during a
visit to Germany he had even stated:

To me the degree of indebtedness does not seem to be at all alarming, especially
if one considers the vast wealth, especially of the Soviet Union, in oil, gas, coal,
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gold, and other important raw materials, and knows that a large part of these
credits is used for the more rapid development of these resources, which in turn
have led to the increase of trade with the West.*

Kreisky’s views were not altered by frank statements of Eastern European
representatives about the actual economic situation of the CMEA countries.
For example, in late 1977, the Czechoslovakian Prime Minister Lubomir
Strougal openly told the Austrian chancellor that ‘some COMECON states — not
Czechoslovakia — do not have water up to their mouths, but already over their
heads. And his minister of foreign trade, Andrej Barcak, openly confessed: “The
idea that if things get worse in the capitalist West, if the capitalist crisis always
announced by Marx comes, then the socialist states can triumph, and their
system will prove itself in the best possible way is unfortunately also not true. If
the West has difficulties, the East has many more difficulties.*!

Consequently, the Minister of Trade Staribacher did not see how Poland could
get out of its loan mess. Even in the event of large-scale energy imports (Austria
was striving for), he remained pessimistic. Still, he valued the advantages of
Austria’s loan policy: The capacity utilization of Austria’s nationalized industries
was significantly more favourable than elsewhere in Europe. According to
the general director of the VOEST, Heribert Apfalter, the ‘capacity utilization
of Austrias iron and steel sector was still almost 20% higher than in the rest
of Western Europe. This can be regarded as a success of ‘liberal/progressive’
economic nationalism in its ‘Austro-Keynesian’ variety. There was no guarantee
but a lot of hope that things would remain that way.** Until the early 1980s,
members of the Austrian government firmly held the view that national
corrections to the European economic course were possible. Naturally, global
booms and recessions did not leave Austria untouched, but the conviction
that the government could passably go against such developments and their
repercussions was still in place and fuelled their ‘liberal/progressive’ economic
nationalism. Expanding economic relations with Eastern Europe and securing
energy supplies from there was part of this policy. Unsurprisingly this caused
the opposition to criticize the resulting growing dependency on the socialist
states.”

There had been no shortage of warnings about the excessive loan policy
towards Poland, but Kreisky, like many others in the West, believed in the
so-called ‘umbrella theory” according to which the Soviet Union would never
let one of its allies go bankrupt. Therefore, his government continued to provide

loans for Poland. The sharp rise in interest rates on the international capital
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markets from 1978/79 onwards became an increasing problem for the socialist
states, since more expensive loans had to be taken out in the West to service
existing liabilities. Austria was well aware of the function of new loans handed
out to Poland. In late 1978, Kreisky had doubts about additional loans for
Poland supposedly needed to sustain bilateral cooperation. Minister of Finance
Hannes Androsch qualified them as ‘financial aid’ needed by Warsaw ‘for some
purchases in Western countries’ In the end, Kreisky remained convinced that
Poland would live up to its promised energy deliveries in return for loans.*
A vyear later, Kreisky openly said internally that Poland needed a 2 billion ATS
financial loan to ‘postpone its insolvency’*

However, Kreisky regarded cooperation in the energy sector as a means to
maintain détente in times of increasing East-West tensions. During his visit
to Poland in 1979, the focus was on negotiations about a large coal supply
contract. For this purpose, Poland demanded a financial loan of $300 million,
which Austria provided despite Poland’s already difficult financial situation
that started to cause a decrease in bilateral trade. Here the business model
was loans against the long-term ‘securing of energy supplies’®® Kreisky
believed that his concept of cooperation between Austria and Poland in the
field of energy could contribute to the development of East-West relations
in which the two countries could even create ‘a role model’ In his view the
‘energy question’ was a ‘European question” and the Soviet Union would also
recognize it as such.”’

Kreisky defended his economic policy against media criticism. Since Austria,
asacreditor state, was interested in strengthening Poland as an ‘economic partner,
he wanted to help the country ‘at a difficult time’ In 1979 he officially still held the
view that the ‘agreements with Eastern Bloc countries’ were ‘sufficiently secure’*
By the end of the 1970s, Austria had become the third largest Western creditor
after France and Great Britain, but ahead of West Germany and was bearing the
largest single risk. Kreisky recognized the fatal economic development of Poland
but against the background of increasing international tensions, and for the sake
of détente, he was not willing to change his policy. It was in this spirit that the
new Polish prime minister, Edward Babiuch, was received on an official visit to
Austria in June 1980, during which the loan and coal supply agreements were
signed.”

Austrian diplomats did not hold back phrasing their views about the Polish
economy in stereotypical ways. In September 1980, the Austrian ambassador
reported about the reasons for the surfacing crisis:
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The background to this is that Poland - as is well known - is in great economic
difficulties. The successes of economic policy at the beginning of the 1970s could
not be maintained. The crisis that had been brewing since 1975 as a result of the
oil crisis, poor harvests, mismanagement and a lack of work ethic was ignored.
The restrictions introduced as a result of foreign debt brought optical successes,
but further disgruntlement among the population, who had never really been
made aware of the seriousness of the situation.*’

Pejorative reports about the ‘Polish economy’ as a sequence of mismanage-
ments and incompetence were repeatedly sent to Vienna as the Polish crisis
aggravated.*!

The Austrian government cautiously, but unequivocally condemned the
Soviet invasion of Afghanistan, and Austria did not boycott the Moscow Summer
Olympics of 1980.* In return, Kreisky expected the Soviet Union to balance
Austrian-Soviet trade that had turned highly unfavourable due to increasingly
costly energy supplies. His pleas in this regard had some effect, and once more
Austria benefited from its role as a diplomatic ‘ice breaker’ for the Soviet Union.
In April 1981, Austria became the first Western country to receive Soviet Prime
Minister Nikolai A. Tikhonov after the invasion of Afghanistan. In the course
of his visit, a large-scale order was placed at the VOEST, whose dependency
on the Eastern markets further increased.* However, the Soviet Union made
entirely clear that it would not balance the trade deficits of other CMEA member
states. Thus, Kreisky’s hopes came to naught that the USSR would be willing to
use its huge surplus in bilateral trade with Austria to balance the deficits other
countries had accumulated in trade with Austria. A total of approximately 60
billion ATS outstanding loans of Eastern European countries caused worries of
a moratorium of the major debtor Poland and repercussions for Austria’s own
creditworthiness.* The United States was already highly critical of loan-financed
Austrian Osthandel as well as assumed violations of the CoCom embargo.* Later
Kreisky claimed that the United States was ‘torpedoing’ his Ostpolitik in the way
of banks which were increasingly pressurized and interviewed when taking up
loans themselves.*®

In 1980, Polish liabilities had risen to some 30 billion ATS. Measured by
the number of inhabitants, Austria had become Poland’s biggest creditor in
the West. Relations were still valued as ‘being of privileged character,”” but the
appearance of Solidarno$¢ and the accompanying further economic decline of
Poland complicated this East-West ‘love affair. However, not least because of
the massive Austrian financial involvement, aid for Poland was a major concern

for Kreisky throughout the years of crisis.*® Crisis-related reductions of Polish
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coal deliveries further complicated the chancellor’s position in the winter of
1980/81.

At the end of March 1981, the Polish government announced that it was
‘unable to meet its payment obligations. Austria deferred the liabilities due
in 1981 and, despite the lack of coal deliveries, made the ‘second half of the
Poland loan in the amount of 150 million US dollars’ available.*” Poland was very
grateful for this and also hoped for commercial loans. Ambassador Franciszek
Adamkiewicz openly admitted in Vienna: ‘Until serious work is resumed, a
decisive improvement in the supply and economic situation [in Poland] cannot
be expected’®® Kreisky did not see this very differently. In his memoirs, he
blamed the failure of the communist planned economy for the problems.”!

Despite internal resistance by the Ministry of Finance,”” in the course of a
visit by Polish Foreign Minister Joszef Czyrek in November 1981, the Austrian
government continued to show ‘willingness to help at least a little, if possible’ In
return, however, it expected the coal delivery obligations indispensable for the
Austrian energy concept to be fulfilled.”® Internally, Kreisky stated: ‘Austria has
given so much money to the Poles that a reminder [regarding coal deliveries] is
absolutely within reason’*

Still, after the imposition of martial law on 13 December 1981, Kreisky
opposed economic sanctions against Poland. Until his resignation in 1983, he
engaged in favour of rescheduling Polish debts and even proposed a ‘Marshall
plan’ for Poland, but the West met his idea without enthusiasm.” Given this
situation, the unpaid Polish debts affected the Austrian attitude towards Poland.
The lack of a debt restructuring agreement (within the framework of the Paris
Club) resulted in an ‘unsustainable situation’ for Austria, which amounted to
a ‘free moratorium for Poland’ and meant considerable financial burdens.* In
addition, Austrian diplomacy was outraged by Polish statements that Warsaw
was ‘in no hurry’ to service the debt ‘in view of the Western boycott measures’
and that it would not treat Vienna any better than the other creditors, despite
its loan policy and its stance against the boycott.”” Ambassador Richard Wotava
qualified the linking of interest payments with the demand for new loans as
an ‘impertinence’ and got the impression that ‘Austria was apparently intended
to play the role of an inexhaustible cash cow’”® The long-term consequences of
this situation have not been researched to this day, but they must have meant a
considerable burden on private banks” business up until the 1990s, especially
in the case of non-state-secured loans provided by private banks. Austrian
Chancellor Franz Vranitzky visited Poland in July 1990, where he met president
Wojciech Jaruzelski. When asked by Vranitzky about the debt and the Austrian
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loans, ‘President Jaruzelski replied that in his opinion it was not naive of Austria
to give loans to the previous government. At that time, too, the country was in
a difficult situation. It was perhaps naive on the part of Poland to have asked for

further loans of this amount.”

East Germany: Same strategy, fatal outcomes

Another major debtor that caused severe worries in the early 1980s was the
GDR.® Not least because of diplomatic non-recognition until 1972 and in the
absence of common ties in the Habsburg Empire, East Germany was a latecomer
in Austria’s Ostpolitik and Osthandel. Until 1970, the entire trade volume never
exceeded 2 billion ATS. Following diplomatic recognition and up to the visit of
Chancellor Kreisky in East Berlin in 1978, bilateral trade increased only from 2
to 3 billion ATS. Since the end of the 1960s, the GDR was increasingly seeking
Western loans. If the GDR wanted to receive loans from Austria, East Berlin
in return had to place a large-scale order at an Austrian enterprise. In 1970, a
first big deal was concluded. The GDR received an Austrian loan and ordered
a complete ethylene plant from the VOEST in return. It was the first deal of a
business model that characterized Austrian-East German economic relations in
the late 1970s and early 1980s. The main reason for the expanding economic ties
in the run-up to the Kreisky visit of 1978 was Austrian loans given to the GDR,
for which Austria’s nationalized industries received large-scale orders from the
GDR in return.®!

In the run-up to the visit to East Berlin, the GDR had guaranteed to place
orders in the amount of 6 billion ATS at Austrian enterprises, in return the
Austrian government approved a loan of the same amount (and a low interest
rate) to the GDR.*? The Austrian system of export promotion was predestined
for this proceeding. Another important aspect was the fact that those large-
scale orders were organized as compensation deals. This principle of socialist
(and especially East German) Western foreign trade implied that the volume
of a plant constructed by a Western company was to be compensated over the
years with the production of this plant or with other products of the respective
country. In the course of the Kreisky visit the GDR placed an order for a rolling
mill at the VOEST.® Subsequently the trade volume increased significantly. In
view of the prospect of large East German orders for the nationalized industries,
Vienna did not let the Polish fiasco deter it from doing business with East Berlin
through loans. At the turn of the 1970s, East German orders started to replace
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the deals, which had collapsed elsewhere (not least in relations with Poland).
The domestic political motivation to keep the nationalized industries going
without rationalization and job losses was stronger than the increasing warnings
about growing East German debts. Already in 1975 Staribacher had appealed
to the East Germans that increased economic cooperation would benefit both
countries, the GDR ‘to achieve and even exceeded the target of the five-year
economic plan, and to Austria ‘that, even in times of economic recession,
foreign orders and thus jobs will continue to be secured’® This approach had
not changed since then and the GDR was considered an economically stable
partner. Expertise by the Vienna Institute for International Economic Studies
of late 1980 did not expect ‘serious financial difficulties’ of the GDR because of
the special relationship with West Germany and the belief that the Soviet would
step in if needed.®

The VOEST competed for the order to construct a converter steel work in
Eisenhiittenstadt with a total volume of 12 billion ATS. At the beginning of
1980 Austria committed to the extension of the credit line for the GDR, which
increasingly faced problems in receiving loans in the West.® Now the floor for
the Eisenhiittenstadt deal seemed clear. Indeed, Honecker had garnished his
Western premiere in Vienna in 1980 by placing the order at the VOEST." In
Kreisky’s view it was Soviet interest that the GDR increased its businesses with
Austria. But he was not entirely happy with the way the ‘gigantic deals’ were
perceived: One should ‘not praise them too much, so that the GDR does not
patronizingly declare that it has secured full employment in Austria.*®

Despite its ‘Polish experiences, the Kreisky government pursued an expansive
loan policy in its relations with the GDR. In the first half of the 1980s, the GDR
advanced to Austrias second most important economic partner of the CMEA
countries. Moreover, Austria had become the second most important Western
trading partner of the GDR, after West Germany. East German debt was on the
rise and thus the economic policy unsustainable in the long term. Because of costly
‘consumer socialism, continuous trade deficits with the West and rising interest
rates, the East German balance of payments crisis aggravated towards the end
of the 1970s. Despite all internal warnings and massive Soviet complaints about
dependence on the West, the concept of the ‘Unity of Economic and Social Policy’
remained unchanged and all measures taken to reach a favourable trade balance
proved insufficient. In view of developments in Poland any change in social policy
seemed too risky. Declining Soviet support (raw materials, especially crude oil)
and the financial turbulences of Poland and Romania made the situation even

worse. Facing a Western credit boycott (after the imposition of martial law in
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Poland), in spring 1982 bankruptcy seemed unavoidable. By opting for a going-
out-of-business sale during which everything possible was sold for hard currency
and by exercising several emergency measures, ironically indirectly still credited
with Western money, solvency was secured in the short term.%

Interestingly, when it came to securing its solvency, the GDR did rely not
only on the Soviet Union and West Germany - as previously assumed - but
also on small Austria, which had no relevant financial market of its own. This
was only possible due to a convergence of interests (loans against large-scale
orders). Since 20 per cent of the GDR’s national debt consisted of Austrian
loans one can easily measure how important they were for keeping the GDR
solvent. This Austrian help resulted in annually concluded skeleton agreements
on economic relations that fostered Austrian exports to the GDR. All large-scale
orders were not only financed by loans but also organized as compensation
deals. To be able to carry out the compensation deals with East Germany the
VOEST founded a trading company named Intertrading to distribute GDR
products in 1978. Soon it became an almost ungovernable actor in Austrian-
East German economic relations that, however, had to rely on loans guaranteed
by the Austrian state. In 1982, even oil barters with the GDR that constituted
merchant trading were financed by the Kontrollbank loans aimed at facilitating
Austrian exports. They played no small role in securing East German solvency
in the winter of 1982/83.7° At that time, minister Staribacher wondered in his
diary why ‘the then Minister of Finance [Hannes] Androsch had given such
relatively generous untied financial loans to state-trading countries. But he
was also ‘firmly convinced that Kreisky had demanded this of him in order to
further improve political relations between the Eastern states and Austria.”* Also
in case of the GDR Kreisky was convinced that the East German regime would
‘receive the necessary help’ from the Soviet Union. Furthermore, he considered
it ‘the biggest mistake to believe that one could now bring the East to its knees
financially’” Hence, economic relations with the GDR continued to expand.
Along with the business activities of the Intertrading and the companies of the
Department for Commercial Coordination of the East German state party the
bilateral trade volume increased to 9.3 billion ATS in 1984, showing a deficit of
4.8 billion ATS on the East German side, however. Only after the expiration of
large-scale orders, the billion Deutschmark loans for the GDR brokered by the
Bavarian Prime Minister Franz Josef Strauf$ in 1983/84 and the severe crisis of
Austrias nationalized industries surfacing in 1985 bilateral trade decreased in
the mid-1980s. Still further loans were provided and finally, after the collapse of
the GDR, unified Germany had to pay them back.”
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Within a few years, the Intertrading rapidly grew; but after entering the oil
sector (futures, spot market), it suffered heavy losses and was mainly responsible
for the crisis of Austria’s nationalized industries in the mid-1980s.7* In the end, the
business constructions and models needed to keep an unreformed nationalized
industrial sector alive, sounding the death knell for the nationalized industries.
Thereafter restructuring and privatizations were regarded as inevitable.

The fiasco of Austrias nationalized industries in the mid-1980s, the economic
importance of the EEC and the attractiveness of European integration are the
most important factors that led to a sea change in Austria’s integration policy in
1987. The need to modernize the state economy and pressure by the Austrian
industrialists were important when the government reconsidered the question
of membership in the European Community (EC), but the main driver was
the fear of being excluded from the ongoing integration process. The Single
European Act (SEA) with its Internal Market Project was most decisive. Austria
conducted about two-thirds of its foreign trade with the Common Market.
The re-established grand coalition of the Socialist Party and the People’s Party
accelerated a new policy towards the EC and within less than two years decided
to apply for full membership in 1989, albeit under restriction of staying neutral.”®

Conclusion

The collapse of the Habsburg Empire led to a disintegration of its economic
space. Austrian trade with East Central Europe continued to decline in the early
stages of the Cold War, but the age of détente led to a revival. Being small, neutral
and outside the two major economic blocs helped a lot in this process. Due to
its geographic and geopolitical positions, neutral Austria even over-engaged in
international comparison. The structural problems of the nationalized industries,
the global economic crises of the 1970s and their repercussions on Austria (which
were counteracted with a Keynesian approach) were an additional driver for the
intensification of Osthandel. Even though the development of Osthandel in the
foreign trade strategy of ‘Austro-Keynesianism’ could be told without reference
to economic nationalism, in the more general reading of the term pursued in
this volume it can be considered a variety of ‘liberal/progressive’ economic
nationalism. Because of the experiences with protectionism during the Great
Depression in the interwar period, Kreisky rejected any kind of protectionism
in the sense of ‘conservative/defensive’ economic nationalism, particularly
of the Cold War economic blocs; however, at the same time he advocated the
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protection of Austrias national economy. The protection of a national project
like the nationalized industries which had become a symbol of Austria’s post-war
reconstruction and the following economic miracle which had developed into
the biggest employer of the country and was thus crucial for the maintenance
of full employment is the most striking case of Kreisky’s aims. This led to the
somewhat paradoxical situation that protection of the nationalized industries
and full employment required further opening up in economic and financial
relations with Eastern Europe which he pursued and framed as a contribution to
the development of détente.

Despite conducting two-thirds of trade with the EEC, neutral Austria was a
Cold War in-between and thus already geopolitically an ideal Western partner
for the socialist states. Furthermore, the Austrian aims converged with the
modernization and financing interests of socialist states. In some cases (Hungary,
Romania) their weak economic performance set limits to the expansion of
economic relations but others (Poland, GDR) turned into economic partners of
the Austrian strategy. Despite its own smallness, with the exception of the Soviet
Union, Austria never acted as a junior partner in these relations. Well aware of
its economic performance in the post-war and its special political status, Austria
tended to behave like a superior economy and thus as a constructive regional
power in the sphere of the former Habsburg Empire (and beyond in socialist
Eastern Europe) - although at times with a post-imperial touch. However,
Austria did not conceal the dependency of its small economy on cooperation
with Eastern Europe - not least in the field of energy supply.

How shall we qualify the Austrian approach towards Poland? Was it reckless
lending that ignored all warnings and primarily served domestic Austrian
interests? Or was it rather a policy that aimed at fostering détente and pan-
European cooperation? I would argue that it was both and by the early 1980s
there was no way out of the Austrian over-engagement. Throughout the 1970s
the Austrian approach had serviced the country’s economic needs; however, at
the end of the decade it had become unsustainable. Nevertheless, despite internal
resistance, Austria aimed at supporting Poland during the years of crisis. Still,
the dire economic situation of Poland led to a decline of bilateral economic
relations and endless debt rescheduling negotiations. Despite warnings, in those
very years, deals with the GDR replaced some of the business with Poland and
the loan-financed export promotion strategy remained in place. In consequence,
Austria even played a disproportionate role in the GDR’s struggle to prevent
insolvency. Against this backdrop, in a moment of unbowed support for
Kreisky’s policy pinched with a dose of resignation, Minister of Trade Staribacher
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confessed to his diary: ‘Austria, I believe, has no alternative from the point of

view of employment policy, trade policy, and ultimately overall policy.”® Only by

the mid-1980s it became obvious that this policy - the ‘Austro-Keynesian’ variety

of

‘progressive/liberal’ economic nationalism - was unsustainable for Austria

as well. The VOEST crisis led to the unavoidable restructuring of Austria’s

nationalized industries and in further consequence given the new opportunities

of the closing Cold War Austria developed a new approach in its integration

policy and opted to apply for membership in the EU.
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National in content and ... pragmatic
in practice: People’s Poland’s economic
relations with the Western Polish diaspora
in the 1970s and 1980s

Martin Gumiela

Introduction

Like other countries during détente, People’s Poland explored various ways to
strengthen its economic relations across the Iron Curtain. At that time, and
especially when People’s Poland’s economy deteriorated dramatically in the
second half of the 1970s, the Polish diaspora in the West (commonly known
as ‘Polonia’) became an important economic link for Warsaw’s attempts to find
wider access to Western markets. The Polish government thus endeavoured to
intensively exploit the economic potential of the Polish diaspora in the West — an
economic strategy that other state socialist countries with large diasporas, above
all the People’s Republic of China, also pursued but at a later time.!

Western companies owned by diaspora Poles became favoured by Warsaw
in its trade relations with the West, and since 1976, People’s Poland allowed
limited foreign direct investment (FDI) in the domestic market, encouraging
especially Polonia entrepreneurs in the West to set up small and medium-
sized private enterprises (so-called ‘Polonia firms’) in People’s Poland. These
firms usually received state concessions for the domestic service sector and/
or for the production of various consumer goods that state-owned companies
were unable to supply (in sufficient quantities). By enabling private enterprises
with seed capital from the West (i.e. Polonia firms), the political leadership in
Warsaw hoped for an inflow of hard Western currency and Western know-how

to Poland as well as to alleviate the disastrous shortage of consumer goods in
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the country. Scholars often frame the c. 800 Polonia firms that were founded in
People’s Poland until 1989 as a kind of ‘concessionary capitalism’ or as ‘enclaves
of capitalism’ and thus as a remarkable market liberalization of People’s Poland’s
state socialist planned economy.?

However, one could also define the privileging of Western Polonia
entrepreneurs in People’s Poland’s economic relations with the West as a classic
nationalist and defensive protectionist measure. The simultaneity of both —
liberalizing the economy and nationalist protectionism at the same time — does
not have to be a contradiction in terms. Rather, it stresses what various
scholars have pointed out in recent years, namely that perceiving economic
nationalism in a traditional way as states’ protectionist economic measures only
is insufficient.> According to Eric Helleiner, economic nationalism represents
a broad range of varieties, including neo-mercantilism as well as free trade.*
Vera Sé¢epanovi¢ argues on the example of post-Soviet Estonia that even massive
economic liberalization and a total market opening for FDI can represent
a facet of economic nationalism since Estonia aimed to protect itself from
economic dependence on Russia.” Thomas Fetzer considers research works on
economic nationalism of scholars such as S¢epanovi¢ ‘revisionist’ since they
do not define economic nationalism in a traditional way as individual political
measures opposed to economic liberalism and globalization but rather locate it
in ideational dimensions.® Fetzer claims that in many studies on nationalism,
little attention is paid to economic aspects and ‘nationalism and economy
are treated as analytically separate realms’” Political economy studies, on the
other hand, often interpret economic nationalism in its already mentioned
traditional way.® Further, protectionist economic policies are often labelled per
definitionem as ‘nationalist’; however, economic protectionism and/or autarkic
economic policies do not always have to be based on nationalistic motives.” That
is why Fetzer argues for a stronger relaunch of ‘revisionist’ approaches in this
research field since ‘it makes no sense to conceptualize economic nationalism
in juxtaposition to economic globalization™® and even suggests avoiding the
centring on the term ‘economic nationalism’ itself."

This chapter examines how People’s Poland justified limited market
liberalization of its state socialist planned economy for Western capital
investment with the help of nationalist narratives. In what way did People’s
Poland perceive economic cooperation with the Western Polish diaspora as a
useful path to expand its economic autonomy within the Eastern Bloc in times
of a dynamically changing global economy? Further, how did the political

decision-makers in Warsaw frame economic cooperation with Western Polonia
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ideologically over time and how was the nationalist justification of economic

opening-up implemented in practice?

People’s Poland as a ‘small state, torn between East and West

Although a unifying definition of a ‘small state’ is still lacking, there is consensus
that quantitative data only (such as population, GDP or geographic criteria) is
insufficient since ‘a state’s size cannot be adequately boiled down to quantifiable
criteria.? Going beyond quantitative criteria, it makes sense to scrutinize
qualitative characteristics that focus primarily on the power relations of a given
state with other states.”® A unifying feature could be, for example, that other —
larger - states and even immediate neighbour states do not take a particular state’s
sovereignty for granted. Aware of their own ‘weak power, small states seek to
secure their independence by forcing alliances with other (larger) states.'* Finally,
small states are also economically dependent on larger states and international/
global influences.® They usually can only react to economic changes on
international markets, which, in the end, shapes their own agency.'® Referring to
mainly qualitative aspects, such as power relations with the neighbouring states,
Neal G. Jesse and John R. Dreyer propose the following definition of a small
state: ‘always weak at global and regional levels, but strong at sub-regional level’"”
Jesse and Dreyer take Bangladesh as an example to show how crucial the region
is in which the respective state classified as ‘small’ is located. With 157 million
inhabitants, Bangladesh has the eighth highest population in the world, but its
GDP as well as its military forces, for example, are weak. ‘If Bangladesh was
located in Central America it might dominate the region, but its location in South
Asia ensures that it will be a small state for a long time to come.'® The example
of Bangladesh highlights that purely quantitative data — such as GDP - may
be useful for contextualization. Matthias Maass emphasizes that it is precisely
the combination of qualitative and quantitative criteria that can be particularly
‘fruitful’ in determining whether a state could be considered ‘small’*

Considering pure quantitative parameters, People’s Poland’s GDP per capita
in 1973 was lower than that of some socialist ‘brother states’ with a significantly
smaller population such as Czechoslovakia or the GDR.? Compared to Western
small states such as Luxembourg, which considers itself even a microstate,”
Poland’s GDP per capita was more than double the low in 1973.

With the proclamation of the ‘Polish United Workers’ Party’ (PZPR) in 1948,

which brought a political unification of the country under a Stalinist regime,
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Poland felt under Moscow’s political and increasingly growing economic
dependence. At that time, Poland was still mostly an agrarian society and major
parts of the population lived in the countryside.> Compared to the highly
industrialized northwest of Europe, Poland, like parts of East-Central Europe
and the European Southeast, was considered peripheral. In order to overcome
the stigma of economic periphery, the communist regimes declared catching-up
economically with the industrialized West as one of their core economic goals.**

After huge efforts of industrialization during the Stalinist period, Poland’s now
industrialized economy - based on coal and steel - primarily had to satisfy Soviet
demands. Since the Soviet Union had blocked Poland’s (and Czechoslovakia’s)
participation in the Marshall Plan, their subsequent joining to the Council for
Mutual Economic Assistance (Comecon) led to further significant isolation
from Western markets.” The party under the leadership of Wtadystaw Gomutka,
however, ideologicallylocated Poland as an integral part of the Western civilization,
and the political elites in Warsaw were aware that the transfer of Western expertise
through economic relations with the West was crucial for Poland’s modernization.
Therefore, the regime observed the increasing economic integration of Western
Europe and the accompanying restrictions against the Warsaw Pact states, such
as the Coordinating Committee for Multilateral Export Controls (CoCom), with
greatest concern. Since the Soviet Union started to sanction Poland’s efforts for a
more autonomous foreign policy, for example, by imposing restrictions on Russian
oil exports to Poland, the party leadership in Warsaw realized even more that the
development of long-term economic relations with the West would ‘strengthen
Poland’s position within the bloc and, in particular, vis-a-vis the Soviet Union’*
Thus, in the late 1960s People’s Poland found itself in an economic trap. The
growing economic unification of the West caused Poland’s greater isolation from
Western markets; on the other hand, any of Poland’s (too) far-reaching attempts
towards stronger economic relations with the West inevitably led to severe
economic restrictions by the Soviet Union. Aware of its own weakness, Poland
tried to react by strengthening its economic ties with neutral states, such as Austria
or Sweden, and forcing limited bilateral agreements with other Western states in
order not to lose its rudimental access to Western markets.”

Poles in the West unite ... and cooperate with People’s Poland!

Poland’s foreign economic policy in the 1960s, manoeuvring between East and

West, was accompanied by an increasing state-directed nationalism. After 1956,
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the highest unifying element in People’s Poland was no longer class affiliation
but national affiliation to the Polish nation.?® That is why the authorities under
Gomulka’s leadership started to intensify relations with the Polish diaspora in
the West and declared to foster the ‘natural emotional bond” between Polonia
and their ‘motherland Poland’. The Polish state in particular sought to cooperate
with those large parts of Western Polonia that were considered ‘apolitical
economic migration’ At the same time, Warsaw feared the growing influence of
politically oppositional Western Polonia networks that were loyal to the Polish
government-in-exile in London. Therefore, the state ‘Polonia-Association’
[Towarzystwo Lacznosci z Polonig Zagraniczng ‘Polonia’] - founded already in
1955 - became People’s Poland’s central hub for cultural exchange with countless
Polonia organizations in the West.”” The association’s founding board was broad
and included economists like Oskar Lange or catholic priests to signalize a broad
societal movement.” From the very beginning, however, the security apparatus
played a leading role in the association’s agency.*! In the 1960s, Western Polonia
representatives took part in many state celebrations of historical anniversaries
such as the ‘Polish Millenium’ (the 1000 years of Polish ‘state’ existence) and
Polonia organizations undertook fundraising campaigns among the Polish
diaspora in order to co-finance such events in Poland.*

After Edward Gierek came to power, Warsaw sought for even closer
cooperation with the Polish diaspora in the West. In 1971, it launched a
considerable mobilization to create a ‘national front’ for rebuilding the Warsaw
castle that German troops blew up during the Warsaw Uprising in 1944. The
Polish diaspora in the West played an important role in co-funding the rebuild
as the Austrian ambassador in Warsaw stated:

Western emigration has a special role to play. Committees were formed in
many countries, donations were collected in hard currency, and connections
with Warsaw were established, with the participation of prominent anti-
communists, who were not rejected here. National enthusiasm unites the most
contrary positions, and one should be careful not to see in it only a momentary
phenomenon.*

Gierek’s efforts to give (economic) relations with Western Polonia a
programmatic framework finally led to official party resolutions, such as the
‘cooperation with the Polonia in capitalist countries’ in 1971 or the establishing
of an interdepartmental commission in 1972, that should work for this purpose.*

The intensifying economic relations with Western Polonia were an obvious
result of the détente between the Soviet Union and the United States, which
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raised global hopes for better political and economic relations between East and
West and thus became a true ‘turning point in the world economy’** However,
suppressing the Prague Spring in 1968 was Soviet Union’s clear message to all
socialist ‘brother states’ to refrain from fundamental systemic reforms. From
East Berlin to Bucharest, the regimes undertook risky manoeuvres (in varying
degrees) to foster their relations with the West and, at the same time, to avoid
fundamental reforms. In this regard, Hungary and Romania made remarkable
liberalization steps giving Western companies limited access to their domestic
markets by enabling them to set up joint ventures with state-owned companies.
They followed non-aligned Yugoslavia, where such enterprises were legal since
the late 1960s.%

GiereK’s administration closely monitored the ongoing liberalization trends
while it intensified imports from the West and enabled the usage of licences
of Western companies in Poland.”” Importing Western technological expertise
(that was considered crucial for own economic growth) should be financed by
increasing exports of Polish manufactured goods to the West over time. The
major goal of that strategy — which scholars define as ‘import-led growth’ — was
to establish and to secure stable and long-term access to advanced Western
industries and technology.®® So-called Eurodollar loans - generously lent by
Western banks — became Poland’s crucial source for financing that strategy.”
The economic cooperation with Western Polonia had to play an important role
in People’s Poland’s new foreign trade policy.*” Gierek himself stated during a

meeting with Polonia engineers and technicians in Poznan in 1971:

We know that we are united by the desire for our country to develop faster ...
We thank you for that, but we also expect your help. We want the input of
your experience, your good will ... T am convinced that Polonia can serve its
fatherland better than it has done so far.*!

Successful companies in the West owned by diaspora Poles should act as
business connectors to Western markets. An internal paper published under the
authority of Polish Prime Minister Piotr Jaroszewicz stated

the serious possibilities of winning responsible partners for our foreign trade
in the Polonia communities — especially in the USA, Canada, FRG, England
and France - are still not used. The relevance and need to establish broader
cooperation does not only result from the general political assumptions
of cooperating with the Polonia but can also bring real benefits ... for our

economy.*
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The Gierek administration further defined the twelve to fourteen million
members of the Polonia in ‘capitalist countries’ as a ‘natural sales market for many
Polish products and our activities should go in the direction of its maximum
exploitation’* Thus, a main goal of the state-owned foreign trade association
‘Polimar,, founded in 1972, was to establish trade relations with companies
owned by diaspora Poles in the West and, on the other hand, act as an official
business representative of such companies on the domestic market.** Polimar
cooperated closely with other state institutions such as the Ministry for Foreign
Trade or the ‘Polonia’ Association, both of which were crucial for intensifying
People’s Poland’s economic cooperation with the Polish diaspora.* Whether the
Polish authorities qualified a potential trading partner in the West as a Polonia
entrepreneur mainly depended on her/his ‘conscious national belonging)
‘knowledge and use of the Polish language” as well as ‘national descent’*® The
political background of Polonia entrepreneurs, however, was not that relevant
since Jaroszewicz proposed to

Revise /in agreement with the MSZ and the MSW [Ministry of foreign affairs
and Interior Ministry]/ so-called ‘negative lists’ for contracts with companies
that are owned ... by citizens of the Polish People’s Republic, who left the
country under different circumstances. A flexible assessment should be applied
to evaluate possible benefits if such a liberalization could achieve trade or
industrial contracts.*’

Polimar was particularly interested in future business relations with companies
in the West owned by diaspora Poles that had ‘economic potential, a ‘solid
reputation, an international standing and experience in international trade.*®
At the same time, Polimar advised Polish state companies to prioritize them in
case of equality with potential Western trade partners with non-Polish descent.*’
According to internal government documents, Gierek’s institutionalization and
intensification of trade relations with Western Polonia brought visible results.
For example, the share of companies in the West owned by diaspora Poles as
trade partners in the total exports of all Polish foreign trade companies to the
United States increased from 16.3 per cent in 1973 to 32.5 per cent in 1974. In
1975, the Polish Airlines ‘Lot” generated 55 per cent of its total Western foreign
exchange earnings from cooperating with Polonia travel agencies in the West
and the state-owned Polish travel agency ‘Orbis, even 82 per cent. At that time,
Polish state companies planned to export via companies owned by diaspora
Poles in the United States and Canada larger amounts of goods produced in

Poland such as bicycles, kitchenware or telephones.*
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Investing in People’s Poland as Polonia’s ‘duty to the nation’

In 1977, the total turnover value of Poland’s trade with companies in the West
owned by diaspora Poles reached 700 million in so-called ‘convertible zloty’
[Zloty dewizowy, zid]*! - an accounting currency unit of the Polish Ztoty that
was used in People’s Poland’s official foreign trade transactions and statistics with
the West.> At the same time, it became apparent that the import-led growth
strategy did not bring the desired effects. On the one hand, in the second half
of the 1970s, Poland’s trade balances with Western countries were still import-
heavy.” On the other hand, the worsening economic situation on global markets
brought rising inflation of the US dollar, which made it more difficult to repay
the loans. Thus, Poland’s national debt was rising rapidly and reached almost $15
billion in 1977.5* In the mid-1970s, Gierek’s administration stated that — despite
visible positive effects — the economic cooperation with Western Polonia still
would not contribute relevantly to the entire economic relations with the West.
At the same time (to highlight a positive feature) trade balances with companies
in the West owned by diaspora Poles were, contrary to the general trend, not
import-heavy.®® Nevertheless, there was consensus to expand the cooperation.
Literally, the ‘cooperation should not be limited to trade, but should be extended
to co-production, which has not been realised satisfactorily so far’*® In practice,
this could mean founding holding companies in the West between Western
companies owned by diaspora Poles and Polish state enterprises as it happened
in one particular case in West Germany in 1975.”

To promote further cooperation, the regime invited Polonia entrepreneurs
from the West to a conference (entitled ‘Kooperacja *75’) that took place at the
Poznan international industrial fair in 1975. A total of 106 Polonia entrepreneurs
from fifteen countries followed the official invitation and took part in the
event — some of them giving presentations in official discussion panels.*®
‘Kooperacja 75" was the largest official meeting between Polonia entrepreneurs
and state authorities so far, but it was not the first one since already under
Gomulka’s leadership Polonia entrepreneurs were regular guests of the Poznan
international fair. Such visits were organized by the ‘Polonia’ Association, and in
addition to attending the fair in Poznan, the ‘Polonia’ Association also invited
its visitors on round trips through Poland.”” The ‘Kooperacja ’75” event was,
however, remarkable because of the state’s organizational efforts. It also marked
the beginning of institutionalized future annual meetings between Polonia

entrepreneurs from the West and high state officials in Poland, labelled as
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Polonijne Forum Gospodarcze [Polonia Economic Forum]. During ‘Kooperacja
’75’ significant ideas of future economic cooperation were discussed and as one
core outcome the Polish government introduced new legal possibilities for FDI-
based private entrepreneurship on the territory of People’s Poland, in 1976.%
More precisely, in May 1976, particular directives of the Council of Ministers
for the first time in People’s Poland enabled foreign investors to found small and
medium-sized private enterprises with seed capital in Western foreign exchange
that could operate in selected sub-sectors of the Polish economy, such as craft
and services.® Western Polonia investors as the founders of such firms were
legally required to appoint proxies, who acted as managers of the particular firms
on-site and thus needed to have their permanent residence in Poland.*®> Such
firms became known as Przedsigbiorstwa Polonijno-Zagraniczne, PPZ [Polonia
foreign companies], or simply ‘Polonia firms. Polonia firms were not the first
private enterprises in People’s Poland because besides the non-collectivized
agriculture sector, limited forms of micro-entrepreneurship (mainly in the craft
sector as well as in services) were legal nearly throughout the whole existence of
People’s Poland. However, these private micro-enterprises were mostly subject
to severe state regulations, such as high taxation and strict limits on numbers of
employees.*® The Polonia firms in Poland enjoyed more economic freedom from
the very beginning of their existence. For example, the firm founders did not
need to have a relevant training for the economic sector in which the particular
firm should operate. They were required to present an investment plan and cover
the whole investment in ‘convertible Western currency’ In case of a positive
evaluation, the respective voivodeship office issued licences for ten years for
the particular firm on the territory of the voivodeship.®* Although the number
of employees was limited, Polonia firm owners could formally request for its
extension and some Polonia firms had over one hundred employees already
in the early 1980s.°° The main goals of such FDI-based private enterprises in
People’s Poland were clear. The Gierek administration hoped for better access
to Western know-how, for a production increase of consumer goods on Polish
ground instead of importing them from the West and for a further influx of
Western currency since People’s Poland needed at least $2-3 billion yearly to
keep the state solvent at that time.*® Additionally, the Polonia firms’ management
concept with the Polonia owner abroad and a representative in Poland
was probably another state’s attempt to formalize already existing informal
economic ties between Western Polonia and citizens of People’s Poland. In 1975,
‘Polimar’ complained about several difficulties in establishing trade relations
with companies in the West owned by diaspora Poles and assessed that ‘some
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companies which are operating on the territory of Poland take help from family
members or random people in Poland. Such a situation complicates negotiations
for cooperation and makes it impossible to establish representations of such
companies [by Polimar]’.*’

In public meetings with Polonia entrepreneurs, high state representatives
usually underlined the ‘patriotic’ aspects of the growing economic entanglements.
Wiestaw Adamski, the director of the ‘Polonia’ Association, highlighted in
his opening speech during the ‘Kooperacja ’75” event that all participants are
connected by ‘the deep love for the fatherland and the proud of its current
economic success.® Indeed, the economic crisis in People’s Poland was constantly
growing towards a new peak: In 1980, Poland’s debt was already more than $25
billion but Warsaw was able to repay only a fraction of it. Further, Poland also
became indebted to the Soviet Union and it turned out that the Soviet Union
itself was unable to help Poland out financially.®® Thus, the West lost an important
guarantee for further loan payments to Poland, because until then Western
lenders had assumed that the Soviet Union would help Poland out in case of a
serious financial emergency.”” In the spring of 1981, People’s Poland finally had
to admit insolvency to its Western lenders and the looming national bankruptcy
could be barely prevented by temporary debt restructuring measures.”

The precarious economic situation led to massive cuts in the domestic
economy that in turn caused social unrest and large-scale protests. The mass
strikes of July and August 1980 gave birth to the first independent trade union
‘Solidarno$¢ and, further, led to an end of Edward Gierek’s decade of party
leadership. Already in October 1981, Wojciech Jaruzelski replaced Gierek’s
political successor, Stanistaw Kania. Jaruzelski then cut the growing conflict
between the party and the Solidarnos¢ by crushing the independent trade union
and declaring martial law in December 1981.72 While imprisonment affected
tens of thousands of Poles and severe restrictions subjected millions of Poles at
the beginning of martial law, the state socialist regime strove to maintain good
relations with Western Polonia entrepreneurs. In the first weeks of martial law
high representatives of the state, such as Vice-Prime Minister Jerzy Ozdowski,
praised the Polonia firms and promised good long-term conditions for them
since they would satisfy the regimes’ economic ‘need for new solutions. He
rounded up his speech with patriotic phrases by framing Polonia firms as a ‘duty
to the nation’ as well as ‘service to the fatherland.”> However, it were not only
empty promises and praise: During martial law, Polonia firms’ entrepreneurs
belonged to a tiny group of people that could enjoy the freedom of travel.

Already in January 1982, proxies and other senior executives of Polonia firms
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could receive passports for business trips to the West when state borders were
generally closed and business trips to other Comecon countries required special
permissions from the authorities.” The owners of Polonia firms, who were often
foreign citizens, usually obtained a travel visa to Poland without any problems
and could then ‘move freely throughout the country’”

However, why did the regime care about the Polonia firms, since these
enterprises remained a marginal phenomenon, even in the non-agriculture
private sector of the Polish economy?” It is worth mentioning that in mid-
1981, there were only 127 of such firms with a total turnover of about one
billion Polish Zloty.”” Following Dariusz Grala, the Polonia firms became
People’s Poland’s important ‘window to the West” during martial law since
the economic sanctions imposed by the West hit the already ruined Polish
economy even harder.”® Aware of that, Jaruzelski declared already in January
1982 that ‘there will be no war between Poland and the Polonia’” Since state
officials framed People’s Poland’s economic relations with Western Polonia
during martial law as ‘business as usual}® the Polonia Economic Forum also
took place in June 1982. Among various state representatives, there were 186
Polonia entrepreneurs, some of whom even co-financed the entire event.®
Vice-Prime Minister Edward Kowalczyk held the keynote and declared that the
‘door is widely open’ for further economic cooperation with Western Polonia.
Apart from discussing concrete upcoming legislative changes for Polonia firms,
KowalczyK’s speech was also full of patriotic pathos. There were phrases of ‘same
blood’ and ‘mother Poland’ that should be ‘defended and supported.*? Already in
July 1982, the government introduced a new law on ‘economic activity of natural
and legal foreign persons in the field of small business’ In addition to important
amendments and clarifications, the new law prolonged the liberal tax policy
towards Polonia firms and exempted them from income tax in the first three
years of their economic activities.** The remarkable economic liberalizations as
well as the demonstrative intensive canvassing of Western Polonia by the regime
in times of deepest economic crisis caused a rapid increase of Polonia firms. By
1983, almost five hundred enterprises were operating on Polish territory (until
1989 there were eight hundred Polonia firms on the Polish market).*

Pragmatic in practice

In times of high shortage of consumer goods in Poland, the Polonia firms gained
nationwide popularity since they were able to offer a broad variety of goods
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and services. The export activity of Polonia firms, however, was unprofitable
for the entrepreneurs due to unfavourable tax regulations and, thus, remained
marginal. Until 1989, production was therefore almost exclusively oriented on
the domestic market.® The Polonia firm ‘Konsuprod’ (founded with seed capital
from West Germany), for example, started with a car wash station in Warsaw in
1977, and then produced, among others, sportswear or paving stones. In 1982,
‘Konsuprod’ became the first authorized dealer for Western electronic products
of Grundig and Bauknecht in Poland.* The Polonia firm ‘Top Mart’ with seed
capital from Canada became a well-known producer of jeans with production
facilities in Czestochowa and £6dz, and long queues formed in front of the firm’s
salesroom in Cracow even at night.*” However, the popularity of Polonia firms
was not only because they produced desirable consumer goods for the ravenous
domestic market. As private enterprises Polonia firms used Western marketing
strategies, aesthetic product packaging and Western-sounded product names.
Thus, they produced ‘Western-like’ commodities in People’s Poland, which
were much more affordable for ordinary people than the very limited Western
consumer goods that were only available for US dollar in so-called ‘Pewex’ shops
or for horrendous prices on the black market.®

Besides pathetic speeches on official events where both sides - state
representatives and Polonia entrepreneurs - highlighted patriotic motives for
their economic cooperation, arguments of purely economic benefits also became
visible in the discourse. Regarding the tiny group of Polonia entrepreneurs who
decided to undertake business relations with People’s Poland, the majority
stated already in an internal survey in 1976 that their main motivation for doing
business with People’s Poland was purely economic benefits and additionally
sentimental aspects. Only 22 per cent of them defined ‘sentimentality” as their
main drive.® In the ‘Informator Inter-Polcom’ (a journal published monthly
by the official chamber of Polonia firms in Poland, ‘Inter-Polcon’) the Polish
economist Andrzej Lubbe highlighted, ‘Investing in Poland should be neither
a charitable act nor the patriotic duty of Polonia. Rather it is a normal activity
that should be oriented on bringing profit’ Lubbe further stated that although
foreign capital would have ‘bad reputation’ in socialist countries, the Polonia
firms as small private enterprises established with FDI could be a valuable
blueprint for any further foreign ‘capital import’ to People’s Poland since FDIs
are ‘simply necessary for any developed country’® Lubbe’s opinion was not
isolated since he only highlighted the pragmatic dimension of People’s Poland’s
business relations with Western Polonia. The patriotic narratives declared by
the regime and its propaganda of Polonias ‘duty’ could suggest that People’s
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Poland only allowed Western Polonia entrepreneurs to undertake FDI into
the Polish market. However, in law acts concerning Polonia firms since 1976,
there was no legal regulation allowing only Polonia entrepreneurs to establish
Polonia firms in Poland. Although Western Polonia was the main addressee,
such a limitation ‘could not be taken into account in the legislation - nor was it
desired’ by the state, as it was already noted in 1984.”" According to Bernadetta
Nitschke, at least in the late 1970s, local authorities were encouraged to approve
applications for new Polonia firms only from members of Western Polonia,
that is, foreigners with Polish descent and Poles with a permanent right to stay
abroad. Applications from those who emigrated from People’s Poland and then
renounced Polish citizenship had to be refused.”” However, the local authorities
did not implement such guidelines strictly, since the owner of one of the first
Polonia firms (founded in 1977) exchanged his Polish citizenship for Austrian
citizenship in 1976.” There was also flexibility in the interpretation of the ‘Polish
origin’ of some firms’ founders. The owner of ‘Plastomed;, a Polonia firm with
seed capital from Austria, which manufactured highly needed specialized
medical equipment for the domestic market in Poland, ‘as a Viennese did not
have to worry about his Polish descent since all residents of the capital on the
Danube are a bit Czech, a bit Polish, a bit Austrian.**

That is why already in 1982, some Polonia firms’ entrepreneurs began to
question the common term ‘Polonia firmy. The proxy of the Polonia firm ‘Dekor’
stated that ‘the term “Polonia firm” is not precise for many firms united in Inter
Polcom, since among the firms” owners there are, for example, a Turk, a Tunisian
and a Hindu with a turban [sic!] ... the unifying factor for all these firms is
foreign capital’®® Yet, the majority of Polonia firms’ owners from the West were
of Polish descent. Due to their knowledge of Polish language, their family and,
in some cases, already established business ties to People’s Poland they had the
necessary soft skills and social capital for founding a Polonia firm.” For foreign
private investors and entrepreneurs without any relations to Poland most state
socialist countries were unstable political systems with deep ideological aversion
to private entrepreneurship and thus too risky markets.” However, if a Western
entrepreneur without Polish roots wanted to set up a small private firm (‘Polonia
firm’) in People’s Poland based on the mentioned law acts of 1976/1982, the
authorities did not prevent him from doing so only because of his non-Polish
origin. An economic paper on Polonia firms around 1984 noted in this regard
that the first Polonia firms were founded by members of Western Polonia and
‘they were followed by foreign investors with no ties to Polonia who wanted to

invest their capital in our country’®® Giving an example: In Southern Poland,
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Polonia entrepreneurs ran forty-nine out of sixty-three registered private
firms with foreign capital (‘Polonia firms’) by 1985.” According to an internal
document, in 1986, 60 per cent of all these private firms in Poland were owned by
entrepreneurs ‘of Polish descent or Polish citizens with consular passports’'® The
Polish journalist Aleksander Paszynski summed up People’s Poland’s cautious
opening to Western FDI in the form of ‘Polonia’ firms, which the regime publicly
legitimized with mostly nationalist narratives, very well in 1982:

I use the term ‘Polonia firms’ only because that is what our ritualised language
calls the back door for the inflow of foreign capital into Poland. No one speaks it
aloud, but anyone who can think knows that capital has no nationality in these
days. We like the white and red national colours and the word ‘patriotism’ is even

overused. If some cooks find the meal tastes better in such a sauce, so be it.!"!

However, already in 1983, Jaruzelskis regime began to ‘pull the emergency
break’ because the dynamic development of these private firms in 1981-3 caused
growing ideological concerns within the party and, on the other hand, People’s
Poland’s economic situation began to slightly improve. The authorities withdrew
the liberal tax concessions between 1983 and 1985, and an amendment to the
law of July 1982, introduced in 1985, requested a significantly higher seed
capital for new firms.! Polonia firms and their entrepreneurs faced strict
observation by different departments of the security service and since 1982,
many of these firms additionally became targets of intensive controls by various
state institutions, such as the Supreme Audit Office.'”® The state press conducted
a negative press campaign against Polonia firms reporting on their numerous
law violations discovered during countless state inspections. Complaints about
some entrepreneurs reckless financial enrichment and accusations of selling
overprized poor quality goods or of buying raw materials from state companies
instead of importing them from the West became common'® - although
there was no legal requirement for Polonia firms of importing raw materials
from abroad.'® The narratives of romantic-patriotic investment motivations
of Polonia entrepreneurs began to decrease and besides the commonly known
term ‘Polonia firm, these firms were increasingly referred to simply as ‘foreign
small manufacturing enterprises [zagraniczne przedsiebiorstwa drobnej
wytworczosci — ZPDW].' State representatives still highlighted ‘open doors’
but criticized ‘numerous irregularities’ within Polonia firms, emphasizing that
the state’s opening-up for Western (Polonia) FDI was not about ‘sentiments’ but,
in the end, about purely economic benefits for ‘both sides’'”” Growing dismissive
attitudes of political decision-makers in Warsaw and the negative public debate
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on Polonia firms in the state media finally led to even greater uncertainty within
Western Polonia itself.'” This overall negative change towards Polonia firms
became visible in 1985, as significantly fewer new firms were founded after 1983
than between 1981 and 1983 and various internal reports made the restrictive
laws of 1983-5 responsible for this.'*”

However, more restrictive laws on Polonia firms and the regime’s negative
propaganda campaign were not a fundamental turning point in People’s Poland’s
opening-up for Western FDI since the government under Zbigniew Messner
advocated a radical acceleration of economic reforms launching the ‘second
stage of reforms’. Due to the continuously high debt to the West ($31.3 billion),
the state still urgently needed a large inflow of Western foreign currency.'’ In
April 1986, the first law on joint ventures was introduced in People’s Poland and
until 1990, several successful joint ventures between Western companies and
Polish state companies were established on the domestic market.! In addition,
from 1985 onwards, the state noticeably scaled back the notorious controls in the
private sector and members of the party elites began their own entrepreneurial
activities in the growing private sector. It was a time when faith in socialism
began to wane visibly even among high party members."”> The timing of such
turther liberalization of the state economy for Western FDI was not coincidental
since Jaruzelski could count on Moscow’s goodwill in this regard. In the Soviet
Union, Mikhail Gorbachev sought to open up the Soviet economy for Western
investments in order to restore broken economic relations with the West and
Moscow officially ratified its joint venture law in January 1987."° According
to Grala, the reforms of the ‘second stage’ in the last years of People’s Poland
had already brought fundamental changes towards a market economy. Thus,
‘the Balcerowicz Plan after 1989 no longer reformed a planned economy, but a
system that was already subject to the dynamic changes of a market economy’.'*

During that time, various state actors evaluated the past and ongoing
economic cooperation with Polonia as mixed. Seeking for already large Western
investment capital at that time, the government was critical of the low (re)
investment activity of Polonia firms.!** A programmatic paper that intended
to present economic cooperation with Polonia until 1990 described Polonia’s
overall financial potential in the West as weak. Therefore, it proposed continuing
cooperation with Polonia in the sector of small private enterprises.''® A working
group on ‘ethnic capital, founded in 1987, proposed to use the experiences with
small private foreign enterprises (Polonia firms) for further market openings,
arguing at the same time that it is precisely ‘small business’ that is essential for the
growth of any ‘developed’ economy."” Indeed, state representatives continued
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to make promises towards Polonia entrepreneurs: At the Polonia Forum 1988,
Prime Minister Mieczystaw Rakowski declared to stop ‘thinking in the categories
of a small merchant’ and promised ‘maximum liberalisation.'® Although some
existing Polonia firms recorded continuous remarkable growth and in 1988,
Polonia firms had already seventy thousand employees, the foundings of
new firms, however, continued to stagnate in the second half of the 1980s.'"
Thus, contemporary analyses especially urged to liberalize the restrictive tax
regulations established in 1983-5.' By offering better tax conditions to joint
ventures than to Polonia firms,'” the state proved, in the end, that it was already
more interested in preparing ground for major FDI in the state sector itself. An
internal party paper stated euphorically that the first joint ventures in People’s
Poland promised to have ‘dimensions ... of a significant scale, comparable to the
potential of many foreign trade companies’'** With a total turnover of 224 billion
Polish Zloty and a share of just 0.8 per cent in the total exports of the Polish
economy in 1987,'% Polonia firms, on the other hand, became economically less
significant for Warsaw’s growing appetite for Western FDI in the very last years

of People’s Poland’s existence.'*

Conclusion

In the 1970s, People’s Poland perceived companies in the West owned by diaspora
Poles as important pioneers for establishing future Western sales markets for
Polish exports. They thus became the spearhead of People’s Poland’s ‘import-
led growth’ strategy. The ‘national consciousness’ of the Polonia entrepreneurs
was a core aspect, because with the help of the propagated ‘national unity’
Warsaw sought to build up long-term trade relations with Western Polonia
(and thus in the West) that could last even when the détente between East and
West came to an end. As the economic crisis in People’s Poland worsened the
regime intensified its nationalist mobilization for economic cooperation within
Polonia and extended it beyond simple trade relations, enabling to found
small and medium-sized private enterprises with seed money from the West
in selected sub-sectors of craft and services since 1976. While these FDI-based
private enterprises became commonly known as ‘Polonia firms’ in the Polish
public, People’s Poland legally created a backdoor for Western investors without
restricting it exclusively to Western Polonia. The Jaruzelski regime kept this
back door open, especially during the severe crisis of martial law. While the

propaganda framed Polonia entrepreneur’s investment in Poland as a ‘patriotic
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fulfilment of duty, Western Polonia again had to serve as an ‘icebreaker’. Here,
Polonia entrepreneurs should pave the way for further private investments from
the West where the ethnic origin of the investors no longer played an important
role. With 1983, Warsaw not only introduced more restrictive laws for this form
of private entrepreneurship in Poland but also began to speak more openly about
the pragmatic economic aspects of such an opening-up while patriotic narratives
became rarer. Finally, Soviet Union’s perestroika reforms significantly expanded
People’s Poland’s economic scope. When Warsaw opened up its state economy
for large Western FDI in the second half of the 1980s, economic cooperation
with Polonia, as well as Polonia firms with its marginal share in the overall Polish
economy, lost priority even more.

Summing up, extended economic cooperation with Western Polonia should
help People’s Poland to maintain its economic ties with the West.!> Despite
the changing forms of cooperation in the 1970s and 1980s, Polonia acted as an
important ‘icebreaker’ to provide People’s Poland broader access to Western
markets and thus also to fulfil Warsaw’s long-standing efforts to strengthen
People’s Poland’s economic autonomy within the Comecon bloc. The nationalist
narratives for the economic mobilization of Western Polonia — which ultimately
did not meet Warsaw’s expectations — corresponded to the state socialist regime’s
nationalist premise of the nation as the most important unifying collective
identity. At the same time, the nationalist legitimization increasingly served as a
‘cover up’ for ideologically unorthodox market liberalization for FDI that went

beyond economic cooperation with Western Polonia only.
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Economic nationalism in socialist
Yugoslavia: The Slovenian and Croatian
responses to globalizing market forces in

the 1970s

Benedetto Zaccaria

Introduction

This chapter shows how globalizing market forces in the late 1960s and 1970s
affected Yugoslavia’s federal balance by focusing on the foreign economic relations
of the Socialist Republics (SRs) of Slovenia and Croatia. Per se, Yugoslavia’s SRs
were part of a broader multinational federal framework. However, they were
able to develop autonomous foreign economic policy initiatives which were
sanctioned and sanctified by Yugoslavias ‘confederal’ constitution of 1974,
which endowed federal units a form of ‘proto-statehood’!

Accordingly, the SRs of Slovenia and Croatia are optimal examples of small
‘sub-state’ or ‘non-state’ entities susceptible to external market pressures,
stemming in particular from the neighbouring European Economic Community
(EEC). What Ljubljana and Zagreb did develop was a ‘liberal’ variety of economic
nationalism which started to develop in the late 1960s, targeting integration into
the Western European market. In this chapter, I refer to economic nationalism
as an economic agenda which encompassed a well-defined republican entity and
which was pursued by republican authorities for the exclusive interest of their
respective republican constituencies. As a strategy carried out within a federal
framework, economic nationalism during the 1970s was not intended as a way
to make the republics economically and politically independent, according to
the ‘classic’ notion of economic nationalism in Central and Eastern Europe

(based on protectionism and nation-building) in the twentieth century.? In the
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case of the SRs of Croatia and Slovenia, the meaning of economic nationalism
was radically different: it was based on the goal of republican autonomy within
a federal setting and on the opening of republican markets to international
partners. By doing so, this chapter follows Adrian Brisku’s argument about
the multiple historical varieties of economic nationalism - well beyond the
simple reading of it as a defensive/protectionist practice — and the link between
economic nationalism and national-economic building.

This chapter considers in particular the joint attitude of Ljubljana and Zagreb
towards the federal centre rather than the internal deliberation within each
republican leadership. It is based on primary sources from the Arhiv Jugoslavije in
Belgrade, in particular the correspondence between the republican institutions
of the SR of Slovenia and the SR of Croatia (economic secretariats and local
chambers of commerce) and the Federal Secretariat for External Trade (Savezni
Sekretarijat za Spoljnu Trgovinu, SSST) in Belgrade. These papers reveal the
efforts by the SRs of Slovenia and Croatia to face economic globalization through
trade liberalization by, at the same time, reinforcing their republican autonomy.
In terms of context, this study does not argue that the republican leaderships of
Slovenia and Croatia had overlapping economic agendas: business, trade and
investment plans abroad did not stem from joint planning.* Nor does it suggest
that the two republics were unique examples of trade and investment initiatives
with foreign partners stemming from republican frameworks.* However, this
chapter emphasizes that coordination was developed between the two republics
to address the question of autonomy from the federal centre and, at the same
time, integration with the Western European market.

Allin all, far from offering a ‘teleological’ narrative of Yugoslavia’s history, this
chapter suggests that Yugoslavia’s increasing integration in the global economy of
the 1970s offered new room for its northern republics to turn internationalization,
economic liberalization and globalization into a tool to shape republican
economic agendas. In concluding this, it does not offer any ‘revisionist’ account
on Yugoslavias internal dynamics, yet offers archive-based evidence on the nexus
between economic and national questions and leaves the ground open for future
research concerning trans-regional networks in the Adriatic-Danube region.®

The national question in Yugoslavia and the economy

The notion of economic nationalism is strictly linked to the broader ‘national
question’ in Yugoslavia. The rise of this question has been largely treated by
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historians, who have highlighted the controversial relationship between the
socialist project of a multinational Yugoslavia and the self-determination rights
of its constituent nationalities. In particular, historians have emphasized that
the establishment of socialist Yugoslavia in 1945, as a federal state made up
of six republics (Slovenia, Croatia, Serbia, Bosnia-Herzegovina, Montenegro,
Macedonia) and two autonomous provinces (Vojvodina and Kosovo), did
not solve the management of nationality affairs. What would be the place of
the single nation/people (narodi) in the new federal system? What would be
the relationship/coincidence between the narodi and the republike envisaged
by Yugoslavia’s first constitution of 19462 Would a new ‘Yugoslav’ national
identity emerge, overcoming the existing nationalities? What attitude would
the socialist leadership take vis-a-vis the national question, in both ideological
and pragmatic terms? Scholarly agreement exists about the centrality of these
‘national’ conundrums in the evolution of socialist Yugoslavia. While this is not
the place to consider them individually, it is possible to identify a periodization
about the ‘national question’ on the basis of the existing literature.®

After a first phase characterized by Soviet-style party centralism which lasted
until the Tito-Stalin split (June 1948), the 1950s were marked by the attempt of
Yugoslavias ruling party — the League of Communists of Yugoslavia (LCY) -
to launch a soft Yugoslav nation-building process through ‘cultural, linguistic,
economic, legislative and political reforms’” In this process, which was
paralleled by the introduction of the self-management system, two alternative
views emerged within the LCY: one privileging republican autonomy (mainly
espoused by Yugoslavias leading ideologue, the Slovenian Edvard Kardelj) and
one favouring centralism (mainly sponsored by Serbian Aleksandar Rankovi¢).®
In the mid-1960s, Kardelj’s line would prevail, favoured by a parallel process
of market-oriented (so-called ‘liberal’) reforms which rejected socialist
“Yugoslavismy’ as a project that ‘denied individual republics the right to play a
significant role’® As noted by Tomaz Ivesi¢, the abandonment of “Yugoslavism’
was ‘a starting point for the national rebirth of Croats, Montenegrins, Muslims,
and Slovenes’'® The ‘liberal’ period lasted between the mid-1960s and the
early 1970s. It coincided with a major process of constitutional amendments
and reforms which, between 1967 and 1971, gradually turned Yugoslavia into
a confederal state, based on increasing devolution of economic powers to the
republics. This trend would reach its apex in the early 1970s during the ‘Croatian
spring, a mass movement that publicly rediscovered the question of Croatian
national identity. The ‘Croatian spring’ would be harshly suppressed by the LCY
leadership, although the purges against the so-called liberals across Yugoslavia
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between 1971 and 1972 would not mean a revival of ‘Yugoslavism’ as a state
ideology. On the contrary, the decentralization process continued and would
be sanctified by Yugoslavias 1974 constitution, which made the federation
an ‘empty shell' and made decision-making at the federal level dependent on
intra-republican consensus.'’ According to Hilde Katerine Haug, the aim of
this decentralization process was that of granting widespread autonomy to each
constituent party of the federation, in order to dispel fears of ‘centralization’ and
harmonize intra-republican and provincial relations on the basis of the socialist
model of self-management.” The 1974 constitution would even enhance
the ‘national question, spurring the recriminations of the Serb republican
leadership against the quasi-republican status of its ‘autonomous provinces’
and, consequently, the counter attitude of the northern republics (particularly
Slovenia). What the historiography on the national question in Yugoslavia has
emphasized is therefore the gradual identification of republics (in territorial
terms) and Yugoslavias constituent nations. The constitutional reforms of
the 1970s crystallized Yugoslavia as a state without a ‘Yugoslav’ nation, or
alternatively, a multinational state with competing national agendas.

The economic side of the ‘national question’ has also been addressed by
political scientists and historians, who have mainly focused on the internal
disparities within the federation — between the ‘developed’ North and the
‘underdeveloped’ South - and on recriminations by republican leaderships
about the allocation of financial resources for development programmes and
infrastructural planning.”® Instead, the international ‘implications’ of the
national question in Yugoslavia have been less considered by historians. Indeed,
international historians have mainly emphasized the role played by Yugoslavia
in the Cold War global framework, as a pillar of Western containment policies
against the Soviet Union after the split between Josip Broz ‘Tito’ and the Soviet
leader Josip Stalin," and as a leading actor of the Non-Aligned Movement
(which was officially established in Belgrade in 1961)."° These studies tend
to offer a portrait of Yugoslavia as a unitary actor, thereby diminishing the
‘national’ question and its consequences in terms of republican autonomy in
international affairs. Only recently have historians addressed the question of the
para-diplomatic activities of the Yugoslav republics in order to understand how
the national question affected Yugoslavia’s foreign policy: crucial in this regard
are the studies by Borut Klabjan'® and Jure Ramsak'” on the external economic
activities of the SR of Slovenia. They have pointed out that the 1974 constitution
had deep consequences on the development of a foreign — or rather ‘regional’ -
para-diplomatic activity by Ljubljana towards the bordering countries. One of
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the most important results of this activity was the establishment of the Alps-
Adriatic Working Community” in 1978 between the SR of Slovenia and Croatia,
the Italian regions of Veneto and Friuli-Venezia Giulia, and the Austrian federal
states of Carinthia, Styria and Upper Austria. Both Klabjan and Rams$ak mainly
focused on the genesis of Slovenia’s embryonic ‘diplomatic’ organization during
the 1970s and on the relationship between Ljubljana and the federal centre,
showing that until the late 1980s there was not a patent competition between
the two levels, and that republican interest and federal ones often coincided.
The following sections aim to contribute to this strand of historiography in
order to emphasize the nexus between the national question and the emergence
of republican foreign policy interests. In doing this, this study also deals
with recent literature on ‘small nations’ in the international system, in that it
addresses the reaction of Yugoslav republics towards global economic trends,
and their search for ‘equal partners’ among regional actors in both Italy and

Austria.'®

Yugoslavia’s ‘liberal’ turn of 1965: International
and domestic dimensions

The mid-1960s marked the development of autonomous republican economic
agendas by the SRs of Slovenia and Croatia. This was the consequence of an
ambitious liberalization programme in the economic sphere adopted by the LCY
leadership in December 1964. The goal was that of accelerating the country’s
integration in the international market. This process was linked to the dynamics
of regional integration taking place in both European blocs and, at the same
time, to a decade-old internal debate within the LCY between the advocates of
centralization and decentralization." As for the process of regional integration
in Western Europe, the Yugoslav leadership was keen to maintain and foster
commercial and economic ties with the booming economies of the six founding
members of the EEC, namely the Federal Republic of Germany, France, Italy
and the Benelux countries.? Domestic motivations added to international ones.
They were linked to the rapid transformation of Yugoslavia’s economy since the
early 1950s. This transformation was connected, since its outset, to the country’s
gradual integration in the international economy, which the 1964-5 ‘turn’
intended to accelerate. What was needed was access to Western technology
and hard currency to modernize Yugoslavia’s industrial sector, which had been
developing since the mid-1950s to the expenses of the agricultural one. This
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industrial ‘modernization’ also served political goals.?' As in the countries of
the neighbouring socialist camp, modernization was a synonym of stability in a
period when consumerism and the attraction of Western models was growing
steadily.”? Yugoslavia was particularly exposed to such ‘Western’ attraction,
which was fostered by its Western counterparts, including the United States and
its Western European neighbours.?

However, the ‘stabilization’ dimension of the post-1965 reforms had, since
the beginning, a collateral effect. Indeed, post-1965 economic and monetary
reforms were followed by the adoption of several constitutional amendments
between 1967 and 1971 which encouraged the decentralization of the economic
system. In this process, republican authorities — that is, the economic secretariats
and chambers of commerce of the individual republics — were increasingly seen
by the management of local enterprises as their main reference points.** This
trend concerned in particular the SR of Slovenia and Croatia. There is archival
evidence that the late 1960s were marked by increasing requests by republican
authorities to enhance their autonomy in the field of foreign trade, to favour the
economic enterprises located in their territories. Indeed, the enterprises of the
two SRs of Slovenia and Croatia were those to be most exposed to international
competition. In particular, their economic activities were closely linked to the
Italian and Austrian markets. The latter were, at the same time, import and
export markets. They were sources of technology, goods, know-how, credits
which needed, in turn, the development of exports to gain hard currency. This
was a unique case of privileged relationship with Western partners which the
other Yugoslav republics lacked due to geographical reasons. It must be noted
that Ljubljana and Zagreb were able to exploit a favourable trend of diplomatic
relations between Belgrade, Rome and Vienna which, starting from the mid-
1950s, had created an innovative convergence between a socialist yet non-aligned
country (Yugoslavia), a member of the Atlantic Alliance and the EEC (Italy)
and a neutral country and member of the European Free Trade Association
(Austria).?

It was this very geographical proximity which offered the authorities of the
two republics the occasion for confronting the federal authorities - in particular,
the SSST - and also raising the question of republican interests at the federal
level. In particular, a specific republican agenda emerged vis-a-vis the question
of border trade between Yugoslavia and Italy.?® This border region had been
a matter of international contention after the end of the Second World War,
with Belgrade and Rome claiming the city of Trieste and its border region. The
original plan envisaged by the 1947 Peace Treaty with Italy to create a ‘Free
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Territory of Trieste’ under UN administration was never implemented due to
Cold War reasons, and a de facto solution was only reached in 1954, when the
London Memorandum of Understanding divided the ‘Free Territory of Trieste’
in two zones, A and B, under the respective administration (but not sovereignty)
of Italy and Yugoslavia. The two countries aimed to put political questions aside
in order to develop economic cooperation, which was needed by Belgrade to
face economic isolation from the Soviet bloc, and by Italy to expand economic
relations towards the Balkan region and, at the same time, secure the stability
of its eastern border. In this context, cross-border provisions were concluded
in the mid-1950s, which provided for duty-free transit of selected goods
between enterprises located in the border zones in order to favour the economic
integration between zones A and B.”

Gradually, for both the SR of Slovenia and Croatia, the border with Italy
emerged as the main gateway to the EEC.”® Enterprises and chambers of commerce
were particularly interested in the development of industrial cooperation with
Italy in the border area near the city of Trieste, which would allow enterprises
operating in this area to have free duties access into Italy and, consequently, into
the Common Market. To do so, they also aimed at expanding the provisions
of the 1962 Alpe Adria agreement which provided for the circulation of goods
for the organization of joint industrial fairs in the border regions with Italy and
Austria.”

The ‘shock of the global and its aftermath in Yugoslavia

The integration of Slovenian and Croatian enterprises in the Western European
market was even exacerbated by the end of the Trente Glorieuses and the ‘shock
of the global’ of the early 1970s.° This period was marked by stagflation of
Western European economies, which was spurred by the collapse of the post-war
monetary system in 1971 and the ensuing ‘oil shock’ of 1973. These dynamics
had huge consequences in Yugoslavia, which suffered from the rise of oil prices
and, at the same time, the crisis of economic growth of its Western European
partners.’!

Indeed, in the aftermath of the monetary, financial and energy shocks of the
early 1970s, Yugoslavias dependence on the global economy even strengthened.
Foreign credits, goods and technology to foster internal investments were
needed to face the consequences of economic recession in Western Europe.

In this context, republican economic agendas starkly developed to face these
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external shocks. Republican autonomy was encouraged by a set of constitutional
amendments adopted in 1971, which gradually shifted decision-making in
international economic matters from the federal government (Federal Executive
Council) to the republics, whose ‘statehood’ was also affirmed. Indeed,
amendment XX, 3 stated that

the republics are states based on the sovereignty of the people and on the power
of and self-management by the working class and all working people, and are
socialist, self-managing democratic communities of the working people and
citizens, and of nations and nationalities having equal rights.*

On the basis of this provision, which reflected Kardelj’s attempt at solving the
national question by institutionalizing a mechanism to prevent disagreement
in federal decision-making,*® the representatives of the SRs of Slovenia and
Croatia expanded their regional networks with ‘equal’ sub-national partners
beyond the borders with Italy and Austria. Indeed, throughout 1972 Ljubljana
and Zagreb reinforced direct links with regional authorities in Italy to develop
alternative channels of economic diplomacy which bypassed federal authorities.
For instance, this was the case of initiatives taken by Milan Zjali¢ (vice-president
of the Executive Council of the SR of Croatia) to establish direct relations
with the president of the Lombardy region, Piero Bassetti, in order to plan a
system of water channels linking Italy and Croatia, thereby favouring economic
integration between Southern France (Marseille), Northern Italy (Genoa and
Trieste), Slovenia and Croatia (Rijeka and Koper) to face the competition of
Northern European harbours.* Direct relations were also established between
representatives of the Executive Councils of Slovenia and Croatia and the
representatives of the Friuli-Venezia Giulia region, for instance within the
framework of the Trieste international fair held in January 1972.* At the same
time, a detailed plan to develop water transports in the Danube river was drafted
by a joint consortium named Gruppo di studio italo-sloveno (Italian-Slovenian
Study Group) which involved Slovenian republican authorities (including the
chamber of commerce of Slovenia and the Republican Secretariat for urban
planning) and the Italian Consorzio per I'Idrovia Litoranea Veneta (Consortium
for the Venetian coastal waterway) based in the city of Treviso.* A report drafted
by the Executive Council of the SR of Slovenia in July 1972 noted that the project
of a waterway linking the Danube river to the Adriatic Sea through Vukovar,
Samac, Zagreb, Ljubljana, Vipava and the So¢a/Isonzo river was considered a
long-term development goal of Slovenia, in order to link Slovenia to European

and Yugoslav waterways.””
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What is interesting about these joint initiatives involving Italy’s northeast
(Lombardy and Veneto) is that they coincided with the establishment of Italian
regions with proper regional governments in 1970. While Friuli-Venezia
Giulia, a ‘special statute’ region, had already been established in 1963 - soon
developing ‘regional’ contacts with the neighbouring Yugoslav republics — the
institutionalization of Italian regions led to an unprecedented phenomenon
of regional diplomacy in Italy, a subject which still has to be systematically
researched by historians. Regional actors in this border zone also included
Austrias Linder, originating an unprecedented transnational regional network
among sub-national entities belonging to different states, organizations,
international alignments, and yet being able to develop autonomous economic
initiatives.”®

Also, it must be noted that the trend of trans-regional cooperation resisted
the reaction of the orthodox leadership of the LCY against ‘bureaucratic’ and
‘managerial’ forces which were accused of corrupting the socialist nature of
Yugoslavia, challenging the party leadership and also unleashing republican
nationalisms. As noted above, between late 1971 and 1972 the tension between
the party echelons and the republican leaderships had led to a purge of ‘liberals,
mostly involving the very elites which had promoted the process of economic
reform in Slovenia, Croatia, Serbia and Montenegro.*

However, this did not mean the end of republican economic agendas. The
purges were intended to strengthen the political role of the LCY, but - again
under the impulse of Kardelj - they did not question the republican status set
by the 1971 constitutional amendments. Between 1973 and 1974, the SRs of
Slovenia and Croatia continued to develop republican initiatives in the field of
international economic relations, which were promoted by joint efforts by the
chambers of commerce of the two republics to foster cross-border commerce
with Italy.*” Representatives of both republics urged the SSST to speed up the
process of negotiations with Austria and Italy in order to enlarge the scope of
the Alpe Adria and the existing border trade arrangements.*' In doing so, they
reflected the bottom-up requests coming from enterprises and small businesses
which since the 1960s had developed transnational connections in the fields
of textile production, automation, the chemical and pharmaceutical industry,
etc.”” These enterprise included Centromerkur, Elektrotehna, Kemija-Impex,
Contal, Jugotekstil, Slovenija- Avto, Metalka, Slovenija-Sadje, Prehrana (based in
Ljubljana); Adriacommerce (Koper); Jadran (Sezana); Primorje-Export (Nova
Gorica); Toko (Domzale); Intercommerce (Umag); Kemikalija, Textil, Vajda
Koopexport, Voée (Zagreb). The aim was to overcome what Milan Samec (a
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member of the Executive Council of the SR of Croatia) defined, during a meeting
with Federal and Croatian authorities which took place in Zagreb in March 1973,
as an ‘artificial border’ dividing the economic zone around the Trieste area.*?

Similar calls to overcome the ‘unnatural’ border were made by the Executive
Council of Slovenia the year before.** Crucial in their strategy was the aim to
contain the impact of Western European integration in their economic sectors,
to avoid isolation and favour integration and joint production initiatives. In
other words, this was a ‘survival’ strategy in an unstable international economic
framework. In this context, the SRs of Slovenia and Croatia were blamed to
pursue anti-federal agendas which isolated Yugoslavia’s central and southern
republics — in primis Serbia, Montenegro and North Macedonia — as mere
sources of raw materials and labour for the richer ‘North’ This was in particular
the position of the Federal Secretariat for the economy, which in February 1973
sent a report to the SSST about the unfair regime favouring over sixty Slovenian
and Croatian enterprises which were granted facilitated access to the Common
Market via Italy through existing border arrangements.* The report noted that
special trade provisions established in the 1950s were now ‘anachronistic. As
noted above, they were established in very different economic and political
circumstances, in order to preserve the economic unity between zones A and
B. Now they were creating, instead of solving, regional imbalances. This was an
explicit criticism towards the ‘para-diplomatic’ activities of the SRs of Slovenia
and Croatia which seemed to privilege the Western European market and to
disrupt the Yugoslav one.

Economic decentralization and the federal demise

This dynamic was confirmed after 1974, when the adoption of a new constitution
even increased the autonomy of republican economic interests vis-a-vis the
federal centre.* The new constitution confirmed the republics as state entities; no
sovereignty was instead designated with the Yugoslav state itself.” The ‘regional’
interests of the SRs of Slovenia and Croatia continued to consolidate in this
context and they reinforced each other. Two examples of republican initiatives
involving the field of international economic relations can be mentioned.
First, the signing of the Osimo Treaty with Italy in November 1975, which
definitively solved the border question by confirming de jure the provisions of
the above-mentioned 1954 Memorandum of Understanding. The Osimo Treaty

was primarily negotiated by Slovenian Boris Snuderl, a former member of
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Yugoslavia’s government (Federal Executive Council) with deep links with the
Slovenian business and banking communities.*® Second, the signing in 1978 of
the above-mentioned “‘Working Community of States and Regions of the Eastern
Alpine Regions” showed the expansion of the regional dimension of cooperation
in the Danube area which overcame the Italian-Yugoslav framework and left
autonomy to republican centres: it covered areas such as trans-Alpine traffic
links, port traffic, generation of energy, agriculture, forestry, water management,
tourism, etc.” Both initiatives responded to precise foreign economic agendas
which had to face the integration of the industrial sectors of the two republics
in the Western European market and beyond. In particular, the Treaty of Osimo
envisaged the creation of a free industrial zone across the two countries — the
first ever connecting the EEC with a non-member state — allowing for the free
circulation of the products of this zone within the Common Market.*

The question of autonomy also concerned the difficult implementation of
a Yugoslav common policy of economic development due to intra-republican
economic competition® and, linked to that, the lack of federal coordination in
the attraction of Western financial credits towards the federal republics.>® This
had huge consequences for the unity of the Yugoslav market, as the president
of the Federal Executive Council, the Montenegrin Veselin Djuranovi¢, openly
denounced during a Federal Executive Council meeting on 8 March 1979.%

However, it must be noted that, despite criticism coming from the Secretariat
for the economy, the ‘liberalization’ agenda of the Northern republics was not
hampered by the SSST or the Foreign Affairs Federal Secretariat (Saveznom
sekretarijatu za inostrane poslove, SSIP). In official relations with third parties,
including the EEC and its member states, SSST and SSIP representatives
confirmed their willingness to enhance its integration in the Western European
economic system.* This was, to a great extent, the consequence of the agency of
its republican constituencies which impacted on, and shaped, federal stances: in
other words, there was not a competition between the federal centre and the
northern republics. Rather, the question was about the lack of a federal centre: by
the end of the decade, intra-federal coordination in the field of foreign economic
relations proved extremely hard, endangering the foreign trade balance and the
growing spiral of foreign indebtedness in the late 1970s.” This also questioned
the unity of the federation as a single creditor vis-a-vis Western commercial
banks.>

The republican search for autonomy did not mean, however, a call for political
independence or secession. The ‘Yugoslav framework’ was used by republican

authorities themselves to achieve their economic interests, as shown, for instance,
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by the prominent role played by republican authorities of Slovenia and Croatia
during the negotiations for the 1980 Cooperation agreement between the EEC
and Yugoslavia in April 1980. This agreement also served the political interests
of Yugoslavia ‘as a whol€), due to its significance in terms of continuous economic
and financial support by their Western European partners which aimed to
preserve Yugoslavia as a stable, united and independent federation.” As shown
by Ramsak, similar instances of republican initiatives drawing on Yugoslavia’s
prominent role in the Non-Aligned Movement concerned economic/financial
initiatives by enterprises and republican banks, in particular Ljubljanska Banka,
in countries such as Iran, Egypt, Algeria, India, Kenia, Central African Republic,
Venezuela and Colombia.*®

Things would only change in the late 1980s and early 1990s, when economic
nationalism turned into political nationalism in a radically altered internal and
international environment. It must be noted, however, that republican economic
agendas had fostered the ‘European’ self-perception of Ljubljana and Zagreb
and created a solid network of regional relations which would prove crucial to
include Slovenia and Croatia in the architecture of the ‘new Europe’ after the fall
of the Berlin Wall. Indeed, Slovenias and Croatia’s partners in the Alpe Adria
framework would stand as open supporters in the process of independence
between 1990 and 1991.%

Conclusion

By the end of the 1970s, the integration of Yugoslavia in the international
economy meant the early crisis of the federal government and the emergence
of republican economic interests. This economic process started to develop
in the mid-1960s. The 1965 ‘liberal turn’ was a response to the liberalization
of trade which took place in Western Europe. The development of economic
relations between Yugoslav, Italian and Austrian enterprises indeed favoured
enterprises in Yugoslavias northern republics. This generated republican
interests which, in the long term, led to the emergence of republican economic
strategies. This encroached with the rise of the national question in Yugoslavia
and the confederal reform of the constitution in the early 1970s. In the long
term, this led to a sort of economic nationalism on the part of the republican
leaderships which would haemorrhage federal finances. The members of the
Federal Executive Council recognized this threat, but Yugoslavia’s decentralized

economic system created a solid link between enterprises and republican
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authorities. De facto, the SRs of Slovenia and Croatia were non-state actors
which developed embryonic national agendas in the economic realm: these
agendas were exclusive and corresponded to the republican borders. For them,
liberalization of international trade and integration in the broader process of
Western European integration were meant to reinforce autonomy towards the
federal centre — which was gradually disbanded - and craft a “Western European’
economic identity. Recurring references to the ‘artificial’ border with Italy and
the economic homogeneity with the North Italian and Austrian regions bear
witness to this process.

In conclusion, the Yugoslav response to the challenge of economic integration
with Western Europe was built on an unsustainable commercial balance which
was fostered by republican economic agendas. This exposed Yugoslavia to the
debt crisis of the 1980s: a trend which had been forecast within the Federal
Executive Council in the late 1970s but which the lack of federal power was
unable to prevent. This greatly reduced the possibility of an effective policy
response to the second oil shock of 1979 and the harsh economic environment
that followed it. It also led to the gradual disintegration of Yugoslavias internal
market.®

An additional conclusion of this chapter concerns the evolution of Yugoslav
northern republics according to the paradigm of ‘smallness. Although no explicit
reference to ‘smallness’ emerges from the documentation under scrutiny, from
the analysis above it is possible to infer that republican authorities in both the
SRs of Slovenia and Croatia were fully aware of their sub-national status within
the federal framework, and until the late 1980s questions about international
sovereignty were not considered. However, the focus on the economic domain
was clearly leaving political questions to the proper sphere of ‘Yugoslav’ foreign
policy, which republican authorities used in order to achieve their preferences. By
acting as regional actors, Ljubljana and Zagreb were also able to take advantage
from the parallel process of regionalization in Northern Italy during the 1970s
and Austrias federal arrangement. The self-perception of republican leaderships
as representatives of regional/‘small’ states made the search for broader regional
frameworks consequential. In this regard, the move from Yugoslavia towards the
European Union and the North Atlantic Treaty Organization can be interpreted
as a post-Yugoslav ‘compensation of weakness™®! through the inclusion in larger
political-economic and military structures.

Following the interpretation suggested by Brisku,** the variety of economic
nationalism described in this chapter is one of ‘liberal’ and ‘progressive’ opening

to the Western European market — as it was based on enhanced competition
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and cooperation. Yet, at the same time, this opening was meant as a ‘protection’
against globalizing market forces.
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Elastic Estonia: Late 1980s economic debate
in a small nation, from self-management to
independence

Kevin Axe

Introduction

Late on 24 September 1987, Edgar Savisaar, head of a small department in
Soviet Estonian State Planning Committee, arrived in the city of Tartu bearing
the result of quiet discussions about economic autonomy and reforms with
trusted colleagues. Having decided only the day before to publish the resulting
proposal, he only had time to secure the signatures of three fellow planners, plus
a sociologist he met while walking to the offices of Tartu’s main newspaper. The
proposal’s four signatories became celebrities within Estonia, while the proposal
used liberal economic ideas from socialists abroad as a key step towards
independence.

The publication of the resulting proposal for a ‘self-managing Estonia, soon
known by the acronym IME (Estonian for ‘miracle’), brought economic reform
discussions among local economists into the open. This sparked the creation
of working groups staffed by a new generation of planners aiming to create
an economically autonomous Estonia within the Soviet framework, guided
by imported ideas about self-management and marketization. While calling
for Estonia to become economically autonomous within the Soviet Union, it
ultimately played a major role in its independence, as the public discussion
it triggered soon turned to political self-management, and eventually to full
independence. By starting marketization early, IME began Estonias complete
economic transformation earlier than elsewhere in the Soviet Union.

I argue that Estonia’s small size and long history of intense trade with

neighbours along the Baltic Sea Region made it receptive towards what became
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the ‘liberal/progressive’ form of economic nationalism. Local elites used this
sense of economic nationalism as a tool against their Soviet superiors, ostensibly
to improve the all-union economy, but effectively to build a separate one and gain
power for themselves, spreading proto-neoliberal economic ideas in the process.
This was by no means a steady, assured process. Wide-ranging policies and plans
were argued over, drafted, then abandoned, as goals and political circumstances
swiftly shifted. Estonia’s elites are greatly interconnected thanks to their small
number, aiding relatively agile and elastic decision-making and marketization.
Even as two competing reformist factions developed, which eventually formed
rival political parties, they cooperated well before independence. The combination
of small state nimbleness and interconnectedness, and mid-level planners and
scholars harnessed economic nationalism and a history of experimentation to
create relatively cohesive plans and promote self-management, then ultimately
independence and ‘neoliberal’ marketization to a swifter and more radical
degree than elsewhere in the former Soviet Union.

As an occupied state, and the least populous union republic, Estonia could
hardly expect much policy freedom. In 1989, Moscow alone had nearly six
times Estonia’s population.! Yet Estonia was able to turn this weakness into a
strength and survival strategy. Its small elite community harnessed its strong
interconnectedness to create consensus and act decisively, moving ahead of the
rest of the former Soviet Union in marketization and currency reform. In 1988,
it even became the first union republic to declare sovereignty from the Soviet
Union, although Lithuania was the first to declare full independence. Estonia’s
small size helped ethnic Estonians present a united front to Soviet authorities
and the outside world, while avoiding stagnation and the powerful, sclerotic
bureaucracy that sabotaged waves of reform elsewhere.’

Economic nationalism played a key role in Estonia’s perestroika-era economic
and political developments, and the resulting state. Like neoliberalism, economic
nationalism can be a vague term, and refers not just to specific policies but also
the goals and aims behind them, especially an intention to promote the survival
of a nation or state. This loose goal allows for a wide variety of ideas, from free
markets to state socialism.® Neoliberalism can likewise be a form of economic
nationalism, rather than simply its globalist antithesis.*

In Estonia, proto-neoliberal policies focused on creating and defending a
market economy partially protected from interference by interest groups and
the larger public fit key aspects of national self-image, such as a high degree of
individualism. It also matched the independence movement’s goal of replacing
the Soviet Union with a ‘return to Europe] defined to include integration with
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the global economy. Neoliberalism can thus be a form of economic nationalism,
rather than simply its globalist antithesis. This desire to restore the imagined
spirit of interwar capitalist Estonia, from its trade ties with the West to its
individualistic entrepreneurial model, matches ‘the essence of Geneva School
neoliberalism’ as summed up by Quinn Slobodian: ‘Integration is not the
creation of something new but the restoration of something lost”® Many scholars
have rightfully pointed out that neoliberalism’s focus on private ownership and
individualism spoke to the aversion most Estonians had to big government,
which state socialism had combined with oppression, as well as a cultural
tradition of individualism, and interwar capitalist experience. For transition
elites, liberal economic policies offered a way to simultaneously further national
sovereignty and economic development, while furthering the ‘return to Europe’
Economic geographer Robert Mikecz argues that ‘when economic policies are
examined in view of the national self-image and motivation of policymakers, the
incongruence between economic nationalism and liberal policies disappears’®
This is consistent with what Adrian Brisku classifies elsewhere in this volume
as the ‘liberal/progressive’ form of economic nationalism, which is open,
outward-looking and based on cooperation with other states. It also matches
both Soviet reforms that experimented with autonomy and marketization, and
the neoclassical and neoliberal ideas that would come to be associated with the
modern Estonian state.

This chapter combines contemporary editorials and newspaper columns by
reformist economists, planners and politicians, as well as their later memoirs
and interviews, to show how Estonian actors harnessed Estonia’s small size
and popular support for economic nationalism to lay the groundwork for
the neoliberal model Estonia soon adopted. As Lars Fredrik Stocker argues
elsewhere in this volume, a sense of relative deprivation and lost opportunity was
certainly a motivator driving Estonian marketization, but only in engagement
with other factors. I will use an intellectual historical approach to explain how
outside ideas found fertile soil in Estonia, greatly influencing its economics and
politics as it moved towards independence. Sources written by reformers during
and immediately following the transition period demonstrate the evolution of
Estonia’s economic nationalist debate, while later sources by reformers provide
further context and motivations, albeit through biased perspectives influenced
by transformed interests.

This section chronologically follows IME’s aftermath, beginning with
the public and governmental debates it sparked. This was intensified by
an increasingly popular and uncensored media, and further aided by the
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interconnectedness of local elite networks, and ties between nationalism and
economic policies. This proposal led to the creation of official and unofficial
working groups, which shared members and findings, which were made into
policy. The public and official discussions that followed moved rapidly, and
many radical ideas were soon abandoned for being insufficient, as the body
politic moved towards outright independence and radical marketization.

A ‘miraculous’ economic nationalist
proposal and reorientation

In August 1987, in an office one floor below the office of the chairman of
Estonias Planning Committee, Edgar Savisaar quietly held a brainstorming
session with about a dozen trusted planners and scholars with backgrounds in
economics and management.” A planner and trained historian, Savisaar ran the
development scenario department, but had greater ambitions. He would soon
become one of Estonias most famous and controversial figures, cofounding
Estonias primary opposition group Rahvarinne (‘Popular Front’); proposing the
Baltic Way demonstration; serving as acting prime minister, mayor of Tallinn
and long-reigning head of the Centre Party; and becoming frequently entangled
in scandals and court cases.® The meeting’s discussants, generally members of a
young new generation of economists (soon to become prominent themselves),
primarily aimed to wrest economic powers back from Moscow.’

Although later accounts of Estonian marketization often ignore the roots of
the resulting policy, modern Estonia’s market economy was not miraculously
created ex nihilo. Rather, it resulted from years of economic debate over, and
experimentation with, foreign marketization thought, especially from Hungary."
One example is a 1985 experiment based on Hungarian policies that enabled state
enterprise employees to earn extra money by working for groups they managed
themselves at their workplaces, beyond the end of their typical shifts. This
programme was popular with employees and improved both the productivity
and quality of goods and services, although some critics worried that it simply
amounted to better incentives for working overtime." By 1986, marketization
experiments had made Estonia the main laboratory for the most radical Soviet
economic trials, complete with a new wage system, support for family farming
and more independence for the consumer goods industry. These added up to
the most liberal economic reforms in the Soviet Union at the time.'> Reforms
centred around autonomy had been occasionally tried since the 1960s, but



Elastic Estonia 201

until perestroika were routinely cancelled by cautious authorities once they
began to bear fruit and upset the status quo.”* However, during the perestroika
era, these and other reforms were returned to and expanded upon.** Savisaar’s
forward-thinking approach was inspired by the future studies techniques of
American James Dator and Raoul Uksvirav, an Estonian economist who studied
management theory in the United States in 1964. Uksvirav had already inspired
Savisaar to promote the creation and discussion of ‘future scenarios, although the
ideas discussed had been percolating in the minds of participants for a while."®
These discussions soon resulted in the unsanctioned IME proposal, which
called for regional self-management as a means of creating economic autonomy
for Estonia within the Soviet Union, albeit ostensibly to help aid the greater
Soviet economy.'® This was the first independent economic plan for a segment
of the Soviet Union to function autonomously from the overall Soviet economy.
The proposal envisioned a role for Estonia somewhat akin to the Grand Duchy
of Finland’s autonomous status within late czarist Russia, complete with
separate currency.” Self-financing was emphasized to further reduce Moscow’s
administrative power.'® Everything economic within Estonia’s territory, from all-
union enterprises run by Moscow to rail networks, as well as taxes and budgets,
were to be controlled by Tallinn. The economy would be run on a market basis,
with an emphasis on competition over planning. Trade with the rest of the Soviet
Union would be treated as foreign trade, conducted through a free market using
a separate national currency and based on direct ties between producers and
consumers. The proposal referenced some of its inspirations: Chinese reforms
(including special economic zones (SEZs)); Hungarian market economic
reforms (including enterprise-level autonomy ideas); Bulgaria; and the Russian
economists Abel Aganbegyan, Oleg Bogomolov, Gavril Popov and Tatjana
Zaslavskaya.” These inspirations had been a topic of discussion among Estonian
economists for years, but IME brought these conversations into the public sphere.
On 26 September 1987, the proposal was published in the popular newspaper
Edasi, entitled ‘Ettepanek - kogu Eesti NSV tiielikule isemajandamisele’
(‘Proposal: Entire Estonian Soviet Socialist Republic to Full Self-Management’).
Hurrying to publish, Savisaar only attained signatures from two co-planners (Tiit
Made and Siim Kallas) before the piece was published (Savisaar repeatedly said
the other planners were either travelling or declined to support the document
publicly, but two planners argue Savisaar decided to limit the signatures to
the most prominent planners).?* Kallas was an editor trained in economics at
Estonias leading newspaper, Rahva Hidl (‘People’s Voice’), while Made was a
TV political commentator who had worked at the Soviet embassy in Stockholm.



202 Varieties of Economic Nationalism in Cold War Europe

The fourth signatory, Mikk Titma, is a sociologist who Savisaar claims to have
happened across en route to Edasi’s offices.”!

The proposal’s Saturday unveiling created a two-day gap before authorities
returned to their offices on Monday and could issue official responses.
Meanwhile, the public reaction was swift.?? Vladislav Zubok calls IME ‘nothing
short of a camouflaged bomb planted under the Moscow-centred pyramid
of power, noting ‘an idea similar to republican “self-accounting” was at the
root of the demise of Yugoslavia. Zubok writes that this was possible because
Savisaar was a man who ‘knew the Soviet system inside out’ and ‘received the
full support of both Gorbachev and [All-Union Council of Ministers Chairman
Nikolai] Ryzhkov’* While biased due to his role in planning IME, economist
Ivar Raig goes as far as to count IME’s publication as one of three pillars of
Estonian independence, alongside the state’s 1988 declaration of sovereignty,
and the Soviet unveiling of the secret portion of the Molotov-Ribbentrop pact
(thus proving its occupation of Estonia was illegal).* According to economist
Erik Terk, the publication of IME was timed to perfection. Had it been finished
earlier, censors would have blocked its printing, and there was still too little
interest in market economics (as differentiated from market socialism, Terk
notes that the proposal never uses the word ‘socialism, but instead refers to
market economics).” Although Estonia’s Soviet leadership was surely aware of
the meetings - the planners met one floor down from a leader’s office, and all of
the planners were part of the state apparatus — Estonia’s leaders found themselves
on the defensive, and hardliners were increasingly replaced with officials who

slowly came out in favour of independence.

Policy by editorial: Reformers gain a public following

IME’s publication coincided with a growing independence movement,
empowered by increasingly independent and vocal republican media. Activists
initially coalesced around leaked plans by an all-union ministry to build large
phosphorite strip mines in northeastern Estonia. These plans were revealed
in February 1987 on television, radio and by the leading Estonian newspaper,
triggering protests that came to be known as the ‘phosphorite war’?® Although
outwardly focused on the potentially disastrous environmental impact of the
proposed mines (one of the few issues where Soviet authorities generally tolerated
public disagreement), many Estonians were quietly animated by nationalist
fears that the importation of workers from the rest of the Soviet Union would
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render Estonians a minority in their own republic. The Estonian press played a
major role, arguing openly against Soviet plans, albeit without criticizing major
officials.”” Soviet journalists already had a tradition of taking complaints from
readership and interceding on behalf of the people. If a complainant’s rights
seemed to be violated, journalists could write official complaints to institutions,
which then had a month to respond. This granted citizens actual influence
over Soviet bureaucracy, while letting authorities gauge the concerns of their
populace. While environmental protests were generally tolerated, censorship
remained, and coverage of an August 1987 protest of the Molotov-Ribbentrop
Pact was suppressed.?® Although the mining plans were cancelled around the
time IME was published, many ethnic Estonians had mobilized and begun
learning the arts of demonstrations and collective action, united by mass media
consumed to an impressive degree.”

Grassroots organizations and informal elite networks such as academic clubs
helped promote changes among elites and the greater populace. Many influential
planners and economists were members of a close-knit young generation that
had studied together at four universities. Many participated in the Club of Young
Economists, a discussion group for junior local economists featuring debates,
presentations by foreigners and regular trips to Hungary to witness economic
experiments.*® Reformist scholars were adept at using mass media to gain public
support, especially from ethnic Estonians. Indeed, Estonia’s smallness meant
that the nationalist goals of autonomy, then full independence, were tinged
with a necessary and pragmatic appreciation of outside economic thought,
internationalization, economic liberalization and globalization. Separation from
the USSR, scarce natural resources and a tiny domestic market mandated further
integration with the rest of the world, a goal welcomed by those nostalgic for the
‘good old days’ of interwar Estonia. Thus, reformers sought strategic openness,
focusing on policies needed to pivot towards historic trade partners across the
Baltic, enacting a ‘return to Europe’® Accordingly, a liberal, non-mercantilist
state was born for nationalistic reasons.

The beginning of perestroika initially changed little, but the phosphorite war
proved to be a fateful catalyst, showing the press that it could speak openly, even if
itavoided criticizing major officials. Within a few years of the start of perestroika
and glasnost, newspapers were hosting economic reform discussions sparked by
IME, and publicizing and legitimizing demonstrations, allowing people across
Estonian society to express their views and aspirations.”” In February 1987,
Estonian radio began popular weekly open political discussions and debates

among local intellectuals. That October, Estonian television likewise began airing
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a two-hour prime-time programme about democratic change. In 1988, appeals
and resolutions by new political movements, and coverage of their meetings,
began to appear in newspapers, amid a rapid breakup of publishing taboos.
Estonian publications attained record circulation as they delved into formerly
forbidden topics such as Soviet repression, interwar Estonia and criticism of
senior officials.”® Peeter Vihalemm states that ‘journalists spoke publicly in
the spring of 1988 about problems for which they could have been fired for
discussing privately in 1980 and that, beginning in 1988, they ‘enjoyed virtually
unlimited freedom’ because ‘political control over their content was abandoned,
while by 1989, the Estonian word for ‘comrade], seltsimees, ‘had completely lost
its original function and was thereafter only used in a derogatory and ironic
manner. During this time, newspapers stopped using Soviet place names and
titles, and censorship was quietly fading away. In 1989, the Estonian Communist
Party officially stated that there were no longer any ‘forbidden items’ that could
not be publicized, save for ‘extremist positions, a half step leading to a greater
level of decrees expanding press freedom the following year.*

In February 1990, the Estonian parliament seized control of Estonian radio
and TV from authorities in Moscow, and declared that broadcasting, which had
begun to adopt Western standards, should aim for the promotion of political
pluralism. The official complete abolishment of Estonian censorship occurred in
fall 1990. To a lesser degree, these changes were echoed elsewhere in the Soviet
Union.*® These changes demonstrate that Estonia had begun ‘acting’ as if it were
a free country, much like in contemporary Poland.”

Meanwhile, senior researchers such as Rein Otsason (head of the Estonian
Academy of Sciences’ Institute of Economics) harnessed newspapers to
publish and gain support for proposals such as replacing food subsidies with
cash payments, sparking further public discussion. This was aided by Estonia’s
small size, as journalists and scholars often shared personal ties.*® Publishing
economic proposals in popular newspapers to gain public support and push the
government towards further reforms and spread imported economic thought
became a common tactic for Estonian economists. This ‘policy by editorial
propelled Estonia further towards marketization. This heated debate soon led
to clear public interest in not just economic self-management but political self-
management as well, all in the name of perestroika.*

Attempts by Soviet authorities, including the KGB, to discredit IME and
combat dissidents in the media were unsuccessful, while rules mandating the
communist party nominate editors were ignored. In the first four months after
IME’s publication, Estonian newspapers published nearly one hundred editorials
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in favour of the proposal, and only five against, despite authorities pressuring
experts to publicly oppose it.* By the end of 1988, 236 substantial pieces on
IME had been published, many written by experts and public intellectuals. This
discussion also took the form of dozens of research groups, interdisciplinary
symposia, plus TV, radio and in-person discussions. The economic growth
and self-governance of the sovnarkhoz (regional economic council) reforms
of the Khrushchev Thaw were invoked as inspiration to expand upon. Many
who wrote pro-IME articles displayed anger towards Gorbachev’s 21 February
1987 speech in Tallinn, where he described Estonians as ungrateful for the
gifts of peace and prosperity they had supposedly received from the rest of the
Soviet Union.* The importance of restoring personal responsibility, in part by
returning self-management of Estonia to locals, was another prominent theme,
a sign of Estonia’s coming neoliberal realignment.*

Critiques of Estonian self-management often backfired by revealing the
extent to which Estonian affairs were managed in Moscow, and how plans were
often compromises between monopolistic ministries, giving IME’s proponents
the opportunity to argue that the Estonian economy was overly centralized.”
Raig recalls this public discussion as the point when the majority of Estonian
economists saw how popular marketization was among the public and began
openly supporting it.* Annus argues that ‘the sum of in-depth analyses and the
mood, expectations, and aspirations [IME discussions] generated — certainly
contributed to Estonia’s rapid economic success in the 1990s.* She argues
that Estonian protests against Soviet imperialism found common cause with
‘a neoliberalist-style aversion to state control, partially because ‘Estonian
neoliberal ideas ... were strongly bound to the cultural values of the nation state.
The smallness of the Estonian nation played a role here - for a culture of scarcely
more than a million people, national survival was a legitimate concern of state
policy’* By harnessing local debates and nationalistic ideas, and reshaping
outside ideas accordingly, Estonian reformers were able to adapt, spread and
institute the proto-neoliberal ideas that soon formed the basis for a new state.

A heated state and public debate: A policy census solidifies

On 16 November 1987, the Estonian Council of Ministers discussed the IME
proposal and declared it unworkable, but this did not affect the surrounding
debate.”” As its director, Rein Otsason was asked to give the official response
of the Estonian Academy of Sciences’ Institute of Economics. Later, following
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Estonias return to independence, Otsason wrote that ‘our opinion was 95%
positive, although his working group critiqued one unnamed ‘particular aspect’
of IME, likely its currency proposal.* Some scholars with ties to planning IME,
such as sociologist and Rahvarinne cofounder Marju Lauristin, held public
discussions in packed auditoriums. Its ideas were also shared on TV and radio.*”
Even after the IME working groups published their reports, these public forums
would continue, expanding to include further topics, such as land reform.”
Public opinion surveys on IME-related topics were also launched, and had their
results publicly published.”* Through these mechanisms, outside ideas, localized
in the form of the IME proposal, quickly spread across Estonia and elsewhere
in the Soviet Union, becoming especially influential in Latvia and Lithuania.”

In April 1988, Karl Vaino, the leader of Estonia’s Communist Party, came out
in favour of the IME proposal. This was especially surprising, as Vaino was born
and raised in Russia, and was generally seen as loyal to Moscow over Tallinn.
Indeed, when he lost his positions two months later, he moved to Russia, where
he spent the last thirty-four years of his life without once returning to Estonia.”
Confusingly, Karl Vainos replacement was Vaino Viljas, whose possible
nationalist inclinations had pushed authorities in Moscow to send him abroad as
an ambassador, first to Venezuela, then Nicaragua. Viljas was a personal friend of
Gorbachev, granting his government more flexibility, while his arrival meant that,
for the first time, the top three posts in Soviet Estonia were in the hands of ethnic
Estonians born and raised in Estonia (Arnold Riiiitel led the Supreme Soviet
(Estonia’s powerless parliament), and Bruno Saul led the Council of Ministers).>*
These men were arguably more open to nationalist arguments in favour of more
local autonomy (Saul even claimed to have presented a proposal akin to IME in
1984). Taking such measures would also increase their own political power. This
allowed Estonia’s government to break ties with Moscow sooner than elsewhere
(such as Latvia, which retained more foreign-born leadership).” Meanwhile, the
politburo agreed to let Estonia take control of several economic sectors within its
borders, albeit with delays caused by Moscow’s bureaucracy.®

Kristian Gerner and Stefan Hedlund argue that this first phase of the
Estonian transition was largely one of consent, as both sides saw this process
as a positive-sum game, offering opportunities to both sides. The leadership
hoped that Estonia could lead by example, showing the rest of the Soviet Union
how perestroika’s opportunities for meaningful reform could be harnessed, a
view reflected among members of the intelligentsia, and — according to public
opinion surveys — the larger public. Such a success would also aid Moscow’s

reformers in their debates over the fate of the Soviet Union, the same reformers
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that some in the Baltic states saw as allies in their bids for autonomy.”” Support
from leadership in Tallinn and Moscow opened the way to the next step in what
would become Estonia’s market transition. However, in April 1988, the politburo
decided on a compromise that left all sides unhappy, transferring a mere seven
economic sectors to republican control, while removing republican control of
the construction material industry. Annus describes this as the point from which
those seeking radical reform, which included the Estonian Communist Party’s
leader and much of the rest of republican leadership, ‘together with activated
masses numbering in the hundreds of thousands — now found itself in direct and
open opposition to the central government in Moscow”*

The growing desire for independence, and its nationalistic tendencies, was
demonstrated by the currency reform debate. IME proposed a self-managing
economic zone largely free of Moscow’s central planning diktats, partially
through the creation of an inflation-resistant national currency, the ‘convertible
rouble, soon dubbed the koru. The koru was potentially akin to the convertible
chervonets, which in 1922 circulated in the Soviet Union alongside the
inflationary sovznak.” In the ensuing debate, the Scottish pound was sometimes
discussed, as it provided a model for creating a locally issued currency without
fully leaving the rouble zone.® IME signatory Tiit Made and economist Vambola
Raudsepp even suggested adopting the Finnish markka.®® Estonian planners
instead chose to establish a new national currency, the kroon.®> On 1 January
1990, Estonia became the first post-Soviet state to establish its own independent
central bank, predating independence, and had even released the first tender for
printing kroon banknotes in December 1989.%

The kroon was introduced on 20 June, when Estonia largely shuts down to
celebrate midsummer. A date of special significance to ethnic Estonians, this
decision was a reminder of the nationalistic side of Estonian currency reform.
The kroon made Estonia the first state to leave the rouble zone, against the advice
of IMF advisers, but with last-minute aid from its experts after it became clear
that Estonian currency reform was going to proceed regardless. Ardo Hansson,
an American with Estonian parents, protégé of Jeftfrey Sachs and member of the
three-man committee in charge of the kroon, describes the reforms as primarily
a political project, especially earlier on, and recalls Savisaar having more of a
flair for the dramatic than market sense, even if there was a consensus among
Estonian planners that creating a new currency was vital.* Thus, as with other
policy changes, currency reform was not solely undertaken by technocrats
for economic purposes, but carried out in engagement with political debates,
challenges and goals.
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In an example of economic nationalism, marketization gained popular
support in part because it was seen as moving as far from the Soviet planned
economy as possible. Indeed, politicians in the 1990s stated that they were
endeavouring to create a system as different as possible than the Soviets had
imposed. In its first platform, Rahvarinne called for a market economy, which
it notably termed a ‘normal economy’. This built on oft-expressed public desires
to become a ‘normal country’ and ‘return to the West, restoring Estonia to its
historic place within Europe, as a state that primarily traded with Germany and
other states along the Baltic Sea, instead of mostly with Russia. This partially
nationalistic urge, which took the form of a greater connection with the outside
world, was shared by much of the ethnic Estonian public, a populace that often
wished to go against the policies and legacy of the Soviet occupation and to some
extent restore the interwar Estonian republic. Successes in making changes to the
Soviet system inspired further demands, as the horizon of expectation shifted.
The independence movements messaging also took advantage of traditional
beliefs, often implying that Estonians should be like the head of a family farm or
household, focused on improving local surroundings, rather than serving as a
mere cog in a foreign empire.

In the late 1980s, economists in Eastern Europe ostensibly continued to focus
on reforming socialism, rather than transitioning to an alternative system.®
Although reform economists in Estonia may have become more radical, at an
earlier point, than many of their counterparts elsewhere in the socialist world,
it is difficult to determine with much accuracy at what point their discussions
came to a consensus (market, proto-neoliberal or otherwise). Likewise, it is
difficult to determine when this consensus took shape privately or publicly, or
even which economists of this era were indeed true believers in socialism in
the first place. Claims made in later memoirs or interviews reflect the opinions
of today, in which being in favour of reforms and independence create prestige
and social capital in Estonian society. Thus, all such claims must be treated
cautiously. However, the actions of the working groups created following IME’s
publication are helpful in tracing the creation of a marketization consensus and
plans to realize this common belief.

Duelling working groups, shared support and findings

In early 1988, the Academy of Sciences formed an official working group to study
IME’s tenets. The group had over fifty members, led by Otsason.® While Otsason
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had been instrumental in bringing Hungarian-style marketization to Estonia
(and became known as the ‘father’ of Estonia’s post-Soviet currency, although
his true role is disputed), some critics feared the working group was a scheme
to co-opt and sabotage the IME proposal. Shortly after Rahvarinne’s April 1988
establishment, it created several alternative IME working groups, which were
soon combined into the TME Problem Council’ Both working groups aimed
to create programmes by November. The Problem Council had no set member
list, but at least twenty-five people met and contributed regularly, especially
economists from the Academy of Sciences and Estonias major universities.
The Problem Council aimed to both create policy and serve as a watchdog for
the governmental working group. The groups included many people with legal
backgrounds (and future members of parliament), who drafted legislation.*”
The world of Estonian scholars and planners is so small that the groups shared
members and worked closely together.*®

Juhan Saharov conducted interviews of members of Savisaar’s working group,
who were clear about their motivations, although it is impossible to know to what
degree they changed between the 1980s and the 2010s. Economist, sociologist
and IME planner Ivi Proos told Saharov that IME was a ‘project to use the
micro-economic model in a macro-economic environment, while Erik Terk
recalled, ‘we had no way of knowing how it would end ... we did not imagine
independence; the realistic aim back then was to negotiate as many economic
rights from Moscow as possible, and Raig explained that ‘the evolutionary
outcome of the previous economic proposals that were rejected in the past ...
grew more radical through the years. As for their actual goals, Proos recalled,
‘national independence was not what we wanted to achieve with the proposal of
economic self-management ... it was just an idea for a new economic model -
let us try to control the Estonian national economy and budget all by ourselves,
like our best kolkhozes did’®

In August, Valeri Paulman, chairman of Estonia’s Planning Committee and
deputy chairman of the republican Council of Ministers, tried to interfere in
this process, but was forced to resign. He was then replaced in both positions by
Otsason. As a sign of the close cooperation between reformers and the press, the
newspaper Noorte Hddl, voice of the Estonian Komsomol, printed draft proposals
from the Problem Council. These appeared in a column written by Raig, who
had, like Otsason, spent time in Hungary and become a prominent promoter of
its market reforms, as well as one of IME’s planners. As the president and founder
of the Club of Young Economists, Raig had already organized presentations
and debates over Hungarian reforms. These discussions especially focused
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on the works of Hungarian economist Janos Kornai (who Raig translated and
corresponded with). Raig also organized Club of Young Economist excursions to
Hungary, in which participants met with local economists, then led discussions
of their findings after returning home. These influences quickly became clear, as
Noorte Hidl's economics section became a major source of public information
on IME-style reforms.”

Otsason later described the relations between the working groups as poor,
stating ‘We did not manage to cooperate amicably. Discussions were rather
combative and the conclusions reached were quite dissimilar’”! Mieltsemees
believes Otsason was by then in favour of IME, but sought a slower, more careful
reform process.” Otsason describes the currency problem as the main difference
between the two working groups. He decided that establishing a national currency
was imperative, but the rival group preferred IME’s recommendation that Estonia
establish a stopgap currency, the koru, which could be introduced and guaranteed
by the Soviet central bank, instead of Estonia’s own. Indrek Toome, who became
the head of Estonia’s Council of Ministers (de facto prime minister) in November
1988 and chose Otsason as his deputy, describes the koru as ‘surrogate money.
Otsason’s poor opinion of the IME working group reflects his tense relationship
with Savisaar, which became fodder for political cartoons.”

Toome describes Savisaar and Otsason almost coming to blows at times
during meetings to decide currency reform. The combatants made up two thirds
of the Monetary Reform Committee, which was tasked with creating a new
currency. Its members dubbed themselves the ‘Golden Trio, but Kragh described
it as more akin to the Holy Trinity, with Savisaar as the Son and Otsason as the
Holy Ghost.” Terk connects this personal conflict to tension between members
of the Savisaar-affiliated Rahvarinne, and of Vaba Eesti (‘Free Estonia’), an
independence movement founded by Toome in 1990. Vaba Eesti met across
from Tallinn’s town hall in an early classicist building recently renovated by
one of its critics, Rahvarinne member Ignar Fjuk.” It also sometimes operated
in opposition to Rahvarinne in the Supreme Council (the Supreme Soviet’s
new name following its democratic elections in March 1990). Vaba Eesti’s
members tended to be more senior reformist communists, such as Otsason,
Sillaste and Toome, as well as IME signatories Kallas and Titma. Savisaar was
briefly a member, but then began to claim it was an extension of the Estonian
Communist Party, with a degree of state support.”® Although in September
and October 1989, the Estonian government had decided to follow Savisaar’s
recommendation to initially introduce purchase cheques prior to introducing a

national currency, Otsason convinced it to reverse these decisions in November
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1989, debating the matter on TV with Bo Kragh, a Swedish banker and Savisaar
ally”” These conflicts demonstrate that while pro-independence factions were
deeply interconnected, and Estonian planners were in general agreement about
their goals regarding independence and the ensuing state, their debates could
still be heated.

The motivations of many reformers remain unclear, as the pressures to appear
asocialist for the sake of one’s career were replaced by pressure to appear in favour
of Estonian independence. This was especially true of younger economists,
who had less of a reputation or career to lose, and more to gain from radical
change. In socialist Europe, economic reforms and proto-neoliberal ideas were
often promoted by technocratic administrators and enterprise managers seeking
to increase efliciency and rationality — places lacking such ‘counter-elites’ saw
radical economic reforms arrive more slowly.” Accounts by Otsason and
Savisaar are sometimes contradictory, especially regarding support from Toome
or aspects of planning currency reform, with Savisaar giving Kallas credit for
Estonia’s currency reform, although Otsason has generally become known as the
‘father of the kroon’” While we cannot be certain of motivations, we can track
the spread of proto-neoliberal ideas gaining popularity and power in Estonia,
even if sometimes initially cloaked in Leninist terminology. Otsason occupied
the middle ground between the younger generation pushing reforms, and the
few older conservatives in Estonia pushing back, such as Paulman. Otsason had
originally earned a reputation as a reform-minded market economist. He came
to adopt the ‘wait and see’ attitude typical of much of Estonia’s leadership at the
time, although he proposed Estonia create its own currency, going beyond even
the Problem Council’s koru proposal. More radical reformers thus used public
pressure and publications to push Otsason and like-minded administrators
towards further change.

Ultimately, the plans released by both working groups were similar enough
to be synthesized into one proposal, although the Problem Council’s had a more
bottom-up focus, with more specific and wide-ranging findings, covering social,
cultural and regional topics in addition to proposed economic regulations. By
the time the IME working groups released their proposals in November 1988,
economic self-management failed to suffice for many Estonians. The public
conversation had largely shifted from economic to political self-management,
albeit within Soviet borders, although this would in turn be replaced by open
calls and demonstrations for independence.®

Once green-lit by authorities, the IME project moved swiftly over the span of
a year. A final version of the IME project was created in February 1989, after a
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three-week meeting at a resort by the seaside village of Lohusalu, near Tallinn. In
March, it was revised by the Estonian Council of Ministers whose draft appeared
in Estonian newspapers the following month. On 18 May, Estonias Supreme
Soviet passed on a revised IME plan, thus aiming to make Estonia economically
self-sufficient. While 241 voted in favour, with one against and one exemption, a
further bill calling for economic self-regulation to begin on 1 January 1990 passed
unanimously.* This was despite grudging pushback from officials in Moscow, one of
whom predicted the bill would lead to a confederated USSR, and angrily described
it as more political than economic, an absurd, nationalistic effort bound to fail.*
However, this step was insufficient for many, as it called for further negotiations
with Moscow, leading reformers to focus on the Supreme Soviet elections in March
1990 as a means of continuing their quest for further independence.®

On 29 May, the Estonian Council of Ministers again met to discuss IME,
creating twenty working groups (themselves composed of 102 smaller working
groups) to create draft pieces of legislation, with deadlines set from August to
October. Savisaar was appointed chairman of the Planning Committee, which
was tasked with IME’s implementation. When working groups finished draft
laws, they were assessed by an expert panel within the Planning Committee,
then passed to leading newspapers and the Council of Ministers.* Thus, the
IME plan was drafted in the span of months and realized less than two and a half
years after its initial publication. However, its enactment a mere twenty months
before Estonian independence meant that it was overshadowed by other events.

Some Problem Council members soon took senior positions in the Estonian
government, using their IME-related proposals to quietly begin Estonia’s
transition to independence and a market economy by creating drafts for new
policies from taxation to banking to pricing.** The working groups demonstrate
that, despite occasional conflict, Estonian transition elites were in general
agreement about the state they wished to create, and that independence-minded
factions shared many members. Estonia’s small size was an asset as its future was
discussed and planned out, as its planners were able to draw upon interpersonal
relations that came from years of familiarity, usually tracing back to relationships
established in Estonia’s few universities.

The extraordinary ease IME-related legislation had in passing demonstrates
the degree to which the Overton Window shifted, as previously unsanctioned
ideas became the centre of official economic policy. However, this Window
continued to move towards local control of Estonia, rendering the legislation
too little, too late. Regardless, the resulting discussions and legislation helped
kickstart the creation of todays neoliberal Estonian state, giving Estonia an
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advantage in marketization compared to other Soviet socialist republics. Thus,
Estonian neoliberalism can be traced to the IME programme, and to the intra-
socialist ties among scholars that produced it, aided by Estonia’s small size and

the unifying effects of economic nationalist arguments.

A special economic dead end: An autonomy
proposal offering too little, too late

In the late 1980s, Estonia’s pattern of importing and localizing outside economic
ideas was enriched by increased connections beyond the Soviet sphere and
influenced by global economic trends. This thought diversification proved
useful, even if some ideas ultimately led to dead ends as Estonian planners
sought increasingly radical changes and began proposing new economic models,
some based on exotic examples, such as Hong Kong’s relationship with China,
or Mongolia’s with the Soviet Union.*® One failed proposal was the SEZ, an area
where trade and business law differ from the surrounding state.”” Some Estonian
economic reformers considered pitching an increasingly sovereign Estonia
to foreign investors as a type of SEZ. This would take advantage of Estonia’s
small size and long coast, enabling the republic to operate as a hub of trade
between the Soviet Union and the West, especially Finland and Sweden. Plans
varied widely, with proposed locations including five separate cities; a rayon;
two islands; and all of Estonia, potentially joined with Latvia and Lithuania.®®
Estonia might have its own tax legislation and currency, ostensibly following
Lenin’s ideas of federation.® This idea had prominent proponents, was based on
trips to China and Shannon, Ireland, by delegates such as Otsason and Estonian
foreign minister Arnold Green, and was broached with the public via newspaper
editorials and televised discussions.”

The proposal for an Estonian SEZ was ultimately vetoed by the working groups
tasked with creating a new economic system. While they officially set out to create
market socialism, as increasingly expansive forms of sovereignty — and ultimately
independence - gained popularity, SEZs came to be seen as insufficiently
independent. This was partially because they left authorities in Moscow with too
much power. China had also failed to impress many Estonian scholars, who saw
it as too poor, agrarian, unitary and planned, with insufficiently high labour and
production quality standards, to serve as a model, even for a niche policy like
SEZs. The public sphere had even less interest in China.” The moment for SEZs
had passed, and more radical ideas were in vogue among both the public and
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a younger generation of planners and economists. A Rahva Hdidl article jointly
written by both working groups stated that while SEZs would be relatively easy
to set up, they were too narrow a solution, and risked continuing the resource
extraction and labour importation that had triggered the 1987 phosphorite
protests. An SEZ, even if it encompassed the entirety of Estonia, would require
more Soviet bureaucracy and use rules created in Moscow, ceding too much
legal power to all-union authorities, while the IME proposal called for Estonia
to be given complete economic control over its territory.”* SEZs would also fail to
allow for IME’s goal for all economic profits to remain within Estonia.” This idea
occasionally returned for economic political reasons as late as the early 1990s
(especially to combat Russophone successionists in northeast Estonia), and the
country now has similar ‘free trade zones’ in three ports.”* However, the SEZ
concept mainly serves as an example of interest in both capitalist and socialist
reforms, and its rapid rise and fall demonstrates the swiftness of Estonia’s

economic transition.

Conclusion

Enabled by perestroika’s relative permissiveness, Estonia was a hotbed of
economic experimentation and discussion, both behind locked doors and in
public publications and forums. These discussions were led by local scholars
and policymakers who adapted market economic regional and workplace
self-management ideas - especially from socialist states — experimented with
these reforms and created their own forms. This culminated in the 1987 IME
proposal for an economically independent Estonia remaining within the
Soviet Union. This proposal intensified and publicized reformist economic
trends, pushing the state towards privatization, decentralization and
ultimately independence, preparing the way for Estonia’s market transition.
This process of foreign ideas arriving via transnational networks, undergoing
a process of filtration and localization through domestic structures, then
being spread by local agents, moved so quickly that even liberal ideas such
as SEZs were quickly abandoned as insufficiently radical and replaced with
more economically nationalist ideas, as the Overton Window shifted towards
political sovereignty, then full independence. By this point, Estonia was not
simply a recipient of proto-neoliberal ideas, but had become a hub, exporting
its take on outside thought across the Soviet Union, a pattern that continued

after independence.



Elastic Estonia 215

I argue that Estonia’s small size, resultingly interconnected and effective elites,
and a long history of trade along the Baltic Sea Region made local reformers
receptive towards a ‘liberal/progressive’ form of economic nationalism. This was
used as a tool to gain autonomy and power, spreading proto-neoliberal economic
ideas. The adaptation of proto-neoliberal economic policies by local economists
with nationalist sympathies demonstrates that neoliberalism and globalization
can be forms of economic nationalism, rather than its antithesis, and casts doubt
on Cornel Ban’s argument that radical neoliberal policies are correlated with
brief, shallow periods of exposure to its ideas. Estonian reformers often focused
on redirecting Estonia’s economy, tightly interwoven with the rest of the Soviet
Union, outwards to join the global economy, especially historic trade partners
along the Baltic rim. Thus, Estonian statehood and self-management would be
reinforced by globalization, as the resulting economic development and ties
with outside states were seen as a means of increasing national sovereignty,
even as they were ostensibly intended to improve the overall Soviet economy.
IME’s creators and other proponents not only spread proto-neoliberal economic
thought through public discussions and publications but also harnessed public
pressure to gain powerful positions within the governments of Soviet Estonia
(often while highly visible members of its opposition) and its independent
successor state. This was aided by Estonia’s small size, which resulted in a dense
network of connections and the ability to swiftly change the direction of the ship
of state. By creating a relatively cohesive plan for economic self-management,
then using it to gain public support and state power, a generation of young,
reform-minded Estonian economists with nationalist sympathies set in motion
the especially rapid and radical shock therapy policies that were hallmarks,
and exports, of newly independent Estonia, and the basis for its ‘Baltic Tiger’
reputation.
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Conclusion: ‘Icebreakers’ in the economic
entanglements of Cold War Europe

Adrian Brisku, Martin Gumiela and Lars Fredrik Stocker

The interlinked dynamics of the collapse of the ‘Fordist model, the oil shocks
and the end of the Bretton Woods system of fixed exchange rates, accompanied
by the ideological crises of Marxism-Leninism and Keynesianism, initiated an
accelerated chain of economic changes that unfolded from the 1960s through
the 1980s, affecting small (nation-)states in East and West alike. This period
of accelerated economic change has predominantly been conceptualized
through the prism of US-led post-1945 globalization, compounded by the
simultaneously unfolding decolonization process that in turn paved the way
for an unprecedented economic integration between the ‘First’ and the “Third
World’ Breaking with the traditional model of colonial dependence, global
trade and exchange now relied on the cooperation of equal sovereign states
interlinking the ‘Global North’ with the ‘Global South’ Offering an alternative
to this Western-centred account, Mark, Kalinovsky and Marung bring up their
narrative of the so-called ‘alternative globalizations,' asserting that not only the
West but also the East developed economic and financial entanglements with
the Global South amid the economic crises and changes of the late-Cold War
era. Entanglements between the socialist East and the Global South, as they
state, were also motivated by political and ideological reasons, though such
motivations cannot be excluded for the entanglements between the West and
the South. More recently, a third account on the globalization dynamics - much
aligned with the ‘alternative globalizations narrative — suggested by Besnik Pula
points to an era of ‘socialist globalization that began in the 1970s as a corollary
of the suppression of systemic economic reform with the socialist bloc after
1968, which in turn led to the experimentation of various forms of opening up
of the formerly closed planned economies to the West.
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What is clear in hindsight and exhibited in the contributions of our volume
is that globalization indeed transcended the Iron Curtain and affected states on
both sides equally. The small (nation-)state approach deployed in our volume
adds proto-states like the ethno-federal republic of Estonia in the USSR and
Croatia and Slovenia in Yugoslavia to the traditional small states perspective,
revealing similar patterns of reactions to economic crises, changes and
globalizing dynamics as in sovereign small states. As the cases presented in this
volume illustrate, Estonia, Croatia and Slovenia, similarly to sovereign Soviet-
bloc states like Czechoslovakia and Poland, used openings such as border trade
arrangements with non-socialist states as a strategy to protect their declared
‘national interests vis-a-vis the central authorities while simultaneously opening
up in the ongoing global socialist entanglement. The multileveled dynamics of
political and economic change shattered the strict Cold War geopolitical and
geo-economic bipolarity and centrality. States in East and West gradually started
to overcome their respective limitations of Moscow’s autarkic Comecon policy
and export restrictions, opening new avenues for economic interaction. Détente
and socialist globalization fostered economic entanglements across the blocs and
beyond, allowing particularly smaller (nation-)states unprecedented freedom in
their pursuit of potential foreign economic partners. This particularly applied to
Europe’s small neutral states, as exemplarily illustrated by the case of Austria in
our volume, which used its neutral status and subsequent credibility as an asset
to increase its room for economic manoeuvre across the two blocs.

What our volume asked and sought to answer was whether small-state
responses to the interlinked chain of economic changes and crises that shaped
the late-Cold War period in East and West displayed similar coping mechanisms
and strategies such as the use of new economic openings and opportunities to
escape the hegemonial logic of the bipolar world. Did size in the Cold War
economy of divided Europe matter, and, if yes, could it be used as a strategic
asset? How were national economic needs and interests discursively framed,
discussed and negotiated and how were they translated into viable foreign
economic strategies? In what way did the all-encompassing de-ideologization
of the Cold War impact trade and capital flows? Did national economic interest
always trump ideological and political dogmas? And, most importantly, how
were liberal or protectionist policies, or a mixture of both, strategically employed
to foster and serve nationally defined interests?

As the contributions have shown, all of the small (nation-)states discussed
developed their own strategies of opening up to foreign markets and capital

flows in times of ongoing détente and globalization, thus confirming the
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common assumption that small states by definition are inherently dependent on
open trade. Of course, the degree of market opening as well as the underlying
motives varied. While some states, such as Estonia or Luxembourg, implemented
maximum market liberalization as a strategy of national survival, Poland or
Czechoslovakia, for instance, followed a more cautious approach to economic
globalization, containing their market openings with the help of protectionist
and defensive economic measures. As different as the degrees of opening were
the strategies of finding access to global markets. The Estonian SSR and the
federal republics of Slovenia and Croatia in state-socialist Yugoslavia chose, as
has been mentioned above, a course of regional integration with their Western
neighbours, which yielded new macro-regional dynamics such as the emergence
of the common Nordic-Baltic market and the Alps-Adriatic-Working
Community. People’s Poland, on its part, used the large Polish diaspora in the
West as an important link to gain access to foreign markets. Czechoslovakia
or Greece under the rule of the military junta as well as the GDR expanded
their bilateral relations with trade partners in the Global South and/or on the
other side of the Iron Curtain in order to expand their economic rooms for
manoeuvre. Although not all of those strategies were particularly successful, as
the cases of Austria’s Ostpolitik or Czechoslovakia’s ventures in Africa show, they
all shared similar degrees of pragmatism that finally helped them to pursue their
own national economic interests beyond the political and ideological restraints
of the Cold War bloc divide.

Accordingly, major ideological differences did not prevent states on opposite
ends of the political spectrum like the GDR and the military junta in Greece
from establishing bilateral economic relations. Likewise, Austria, under the
government of the social democratic chancellor Bruno Kreisky, followed a
pronouncedly pragmatic foreign economic policy course, pursuing potentially
profitable economic relations with both Eastern bloc states and the colonels in
Greece, thus bridging the ideological abyss in both directions. As ‘rule-takers’
facing a series of drastic economic changes that they were unable to contain or
control, small states had to rely on realpolitik in order to survive economically
in a swiftly globalizing world. However, it was precisely the pragmatic economic
agency of small states that significantly accelerated the ongoing erosion of the
Iron Curtain and turned small-state actors into particularly important bricks on
the European geopolitical chessboard.

The economic pragmatism displayed by small states in East and West opened
up new avenues across the bloc divide, which in turn contributed to increasing
their political agency as well. The Greek junta regime, for example, pushed
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for closer bilateral economic relations with states on both sides of the Iron
Curtain, hoping to gain political recognition in the East and West. Luxembourg
became a global player in international financial markets with the help of its
internationalized domestic banking sector, generating important political
capital that made the micro-state an important actor of European economic
and political integration. Pragmatic economic relations could further give rise
to concrete political demands, such as Austria’s proposal for a ‘Marshall Plan
for Poland’ In the federal socialist republics of Yugoslavia and the Soviet Union,
cross-border economic relations boosted the periphery’s political self-confidence
vis-a-vis the political centre, as the examples of the Estonian SSR and Socialist
Republics of Slovenia and Croatia show. By striving for the greatest possible
economic integration with international Western markets, late-Soviet Estonia in
particular hoped for providing the ground for maximum economic and political
independence from the Soviet Union. Political and economic policies, as the
contributions of this volume have consistently illustrated, can thus not be clearly
separated.

In a similar vein, the discursive framing of national economic interest,
whether debated internally or externally, for example, vis-a-vis a political
hegemon, was inextricably linked to discourses about political legitimization.
The historical case studies presented in this volume therefore help to overcome
the inherent biases of IPE scholarship, which ignores or downplays collective
national sentiments and national mobilization as factors having a significant
impact on the formation and practical implementation of economic policies.
As the contributions demonstrate, collective self-perceptions of being a small
state and/or small nation could efficiently be used to legitimize tangible national
economic measures, such as maximum liberalization in the case of Estonia or
Luxembourg. Playing on the strings of patriotism, the state-socialist regime in
People’s Poland sought to mobilize the economic potential of the Polish diaspora
in the West while, at the same time, legitimizing its course of marketization in
the eyes of Polish society and the hegemonic Soviet neighbour alike.

Thus, varieties of economic nationalism, as reconceptualized by Brisku,
often appeared simultaneously in concrete national contexts, being and defined
and reinforced through nationally framed historical discourses which, in the
end, represented and echoed practices and formative experiences of national
economy-building. The following examples illustrate that particularly well: in
its independence process, Estonia acted ultra-liberal towards Western markets
while, at the same time, pursuing a pronouncedly protectionist course towards

the former Soviet Union. In doing so, it relied on a nationalizing rhetoric,
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evoking its historically grown cultural and economic affiliation with the West.
In a similar vein, also Luxembourg understood the European and global
entrenchment of its domestic market as a cornerstone of its national history and
state sovereignty. Thus, for Luxembourg, being a global actor on international
finance markets secured the survival of both state and nation. Building upon
nationalist discourses and patriotic kinship networks, socialist People’s Poland
legitimized limited market openings, implicitly declaring the absence of any
ideological contradiction as long as (only) Western entrepreneurs with ethnic
Polish roots would undertake direct investment into the domestic economy. Here,
too, careful attempts of market liberalization went hand in hand with nationally
framed legitimizing strategies. In order to protect its own steel industry, Austria
cooperated economically with states of the Eastern Bloc and partly legitimized
such economic measures with post-imperial discourses on the common
economic space in the Habsburg Empire and with the proclaimed necessity of
avoiding interwar ‘defensive/protectionist’ practices. Here, forms of cooperative,
‘liberal/progressive’ economic nationalism as well as facets of aggressive
economic nationalism become visible. Similarly, Slovenia and Croatia justified
economic cooperation with Austrias and Italy’s border regions by evoking
memories of common historical economic spaces that had been forcefully
disintegrated by the ‘unnatural’ redrawing of state borders in the twentieth
century. Croatia’s as well as Slovenia’s cooperative economic nationalisms were
at the same time intended to strengthen their respective national autonomy
within federal Yugoslavia and to demonstrate their ‘historically justified’ place
in uniting Western Europe. Therefore, this volume does not present isolated
examples of varieties of economic nationalism. The bouquet of historical case
studies discussed in our volume, by contrast, reflects how various nationalist
economic measures reappeared in different constellations in small nation states
throughout divided Europe.

Clearly thus, one of the main concerns informing our perspective in this
volume was to place the ‘national’ into the ‘global’ in times of increased economic
liberalization. More poignantly, it inquired into the role of nationally framed
discourses regarding the economic sphere and national interest of small states
during the opening up of their national economies to global market forces. Our
approach, which reconceptualizes economic nationalism in terms of ‘varieties’
and thus moves beyond the framing of this political-economic phenomenon
in terms of the ‘false’ and exclusive dichotomy of economic nationalism versus
economic liberalism present in much of the IPE literature, finds that the ‘national,

discursively and in practice (policy), does not dissipate even when economies
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are opening up or become part of larger economic spaces. In fact, as the case of
Luxembourg illustrates, ‘hyper-liberal’ and globalization policies - compounded
simultaneously with some ‘defensive’ policies — allowed for securing national
prosperity and stability within the larger European economic space. Similarly,
access to the EU and integration with European markets was considered, as the
case of Austria in the late 1980s but also of many small states after the end of the
Cold War has shown, as a sine qua non for their economic survival. Additionally,
as the proto-states in both the Soviet Union and Yugoslavia demonstrated,
the liberalization of the centralized decision-making hierarchies triggered
nationalist mobilization and agendas, which in turn were driven by national
economic strategies and particularistic economic interests. The case of Estonia,
in particular, highlights how policies of economic openness with its ‘hyper-
liberalization’ of trade and investment policies could be and were dressed in a
nationalist cloak. Like Luxembourg and Estonia, even Greece under the rule of
the authoritarian colonel junta pursued liberal economic policies of opening up
their domestic market to FDI and sought access to global markets as a ‘defensive’
survival strategy, which closely connects to their self-awareness of being small
(nation-)states.

By insisting on contextualizing the national economic trajectories in all of
the cases here, our volume demonstrates how small (nation-)states discursively
linked their policy options and legitimized certain modes of actions by referring
to historical continuities, discursively framing, for instance, Austria and Poland
as a former ‘common economic space’ or Estonia’s economic orientation towards
its Nordic neighbours as a historical return to economic ‘normality. And
evidently, although the choice between following globalizing trends and keeping
a more protectionist path was more difficult for smaller states, they, on both
sides of the Iron Curtain, did pursue a variety of choices, which in turn were
driven by a perceived threat to sovereignty and the subsequent need to sustain
or expand their economic and political flexibility.

Certainly, smallness could be an asset, strategically deployed by smaller
states for greater room for manoeuvre in a bipolar world. Navigating between
globalized Western markets and the gradually globalizing socialist orbit allowed
for a flexibility that helped to overcome structural sea changes. Luxembourg,
for instance, efficiently played on its defining smallness in order to handle the
challenge of transitioning into a post-industrial era. The Estonian SSR likewise
employed the flexibility of being small as an asset, when small elite circles
effectively mitigated the risk of oppositional mobilization and the creation

of competing camps, which hampered similar economic ambitions by more



Conclusion 227

promising economic powers like the Ukrainian SSR. And yet while an assetalso for
Austria, the country was not sheltered from economic failure when it stubbornly
insisted on providing loans — driven by the goal of shielding the domestic heavy
industry sector global market pressure - to severely indebted socialist states. This
failure was an outcome of Austria’s overestimation of the socialist bloc’s internal
stability and Moscow’s readiness to protect its subordinate socialist sister states
by bailing them out. At the same time, smallness being a discursive and thus
relative concept can change depending on the circumstance and constellation.
For instance, in bilateral and trilateral entanglements between small states,
power imbalances may emerge between them with some of them self-styling
as regional powers. This could be observed in Sweden’s self-perception as a
hegemonic economic actor in the nascent regional market in the northern Baltic
Sea region in the late 1980s and 1990s. Similarly, a post-imperial attitude could
be observed in Austria’s entanglement with Poland. Additionally, both Sweden
and Czechoslovakia could become ‘teachers’ vis-a-vis postcolonial states in the
Global South, which in some respect elevated them to a higher level than that of
an ordinary small state.

Finally, and significantly, the volume showed that most of the small (nation-)
states discussed functioned as ‘icebreakers’” in the bipolar world of the 1960s
to 1980s, stretching the limits of bipolarity by testing new forms of East-West
relations in trade and finance or becoming autonomous players in the Global
South which, as the case of Czechoslovakia illustrates, offered an alternative path
to securing hard currency and know-how. Divided Europe’s small states forged
new patterns of small-state cooperation and alliances — with three or more
states pursuing similar trade policies — beyond ideological abysses, as is shown
by the examples of Greece, Austria, Poland and the GDR, or the Estonian SSR
focusing on expanding its old border trade relations with Finland and Sweden.
And they could and did foster long-lasting processes of regionalization, whereby
the border trade of the most affluent and economically efficient republics in the
Yugoslavian Federation and the Soviet Union expanded into nascent regional
markets integrating, respectively, Slovenia with Austria and Italy and the Nordic
neutrals Sweden and Finland with the Baltic states.

As prominent historian Bo Strath elucidated in his recent book The Brandt
Commission and the Multinationals, two ‘planetary perspectives’ emerged in
the last three decades of the twentieth century to largely overcome the various
manifestations of economic nationalism in the Global North and South. The
first ‘planetary’ vision was developed by the Brandt Commission in the 1970s,

promoting a kind of ‘global Keynesianism’ which sought to enhance economic
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cooperation and development between the North and South. This vision faded
into history as, in the mid-1990s, another ‘planetary’ perspective emerged.
Developed by proponents of global corporations, this concept, which came to
be known as the neoliberal grand narrative, envisioned ‘a planetary enterprise in
a single world’ Under the impact of the multiple global crises since 2008, even
this vision was eventually (and lastingly) shattered.> What we seem to be left
with are visions of economic interaction and entanglement from a (nation-)state
perspective, which can assume various and, at times, seemingly contradictory
forms, as our volume has shown, independently of the relative and perceived

size of national economies.

Notes

1 Mark, Kalinovsky and Marung, Alternative Globalizations.
2 Pula, Globalization under and after Socialism.
3 Stréth, The Brandt Commission and the Multinationals, 347.
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