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PLANNING IN YUGOSLAVIA* 

by 

BRANKO HORVAT 

Acting Director 
Yugoslav Institute of Economic Research - Belgrade 

What I am about to tell you should not be interpreted as an attempt at 

generalisation, either implied or otherwise, unless I say so explicitly. The ca­

se of Yugoslavia is a very special one. The Yugoslav economy is not a mixed 

economy as most of the economies in the West are, yet it has been planned in 

a very different way from the Socialist economies in Europe. Taking these facts 

into account, Yugoslavia is really a very specific case, with not much ground 

for generalisation, so far as the historical forms of organisation are concerned. 

-There is some possibility for generalisation as far as the logic of the economic 

process is concerned. 

I. Historical Background 

To supply you briefly with the historical background for what has happe­

ned in Yugoslavia, I may tell you that the course of development may be divi­

ded into two very different periods. The first one immediately after the war was 

characterised by su:ict centralisation. The second one, around 1951-52, is a 

-period of decentralisation. These are historical facts. At the time when we we-. 

te embarking on these e~onomic policies, we were not aware that this is one 

of these few generalisation thatone may make about economic development of 

under-developed countries. If you have a country which got its independence 

* Edited from a recorded talk. 
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after a national liberation war, as was our case, or after say ceasing to be a 

colonial country, or after a social revolution, or any other substantial break 

with its own past stagnant history, the first thing you have to do is to mobin 

lise under central control all the human and other resources in the country. 

There is no other way of exercising the "big push" you need at the beginning. 

But as soon as you have achieved strict and efficient centralisation, y~u have 

to start decentralising, because centralisation tends to produce bureaucracy 

and breaks in economic efficiency, not to speak of the political dangers it brings_ 

with it. We have learned this lesson quite unintentionally. Just when you think 

you have achieved your final goal of a neat, centrally organised economy, you 

must start a reVerse process, to destroy what you have just achieved, if you 

wish to preserve economic efficiency for some longer time. 

What I have described in general terms really happened in Yugoslavia. 

After three years of trying to copy theSoviet system at that time, we realised 

that there are all sorts of deficiencies in this system. We tried to reconsider 

our whole economic thinking and philosophy in the country, not only economic 

but social as well. We came to the definite conclusion that centralisation is a 

necessary but a very short and temporary phase in economic development of 

an under-developed country, and that you should get,rid af centralisation as 

Soon as you can. 

In 1950 w~ introduced the Hrst of the big inventions in our system. This 

was the Workers' Councils. In 1951 we invented a second one, which we called 

"planning by global proportions" - not planning every single thing, but trying 

to envisage and achieve a certain structure of the economy, .for instance the 

division of national income between comumption into personal consumption 

and collective consumption, the structure of investment and so on. There are 

a few such proportions which we thought were essential for economic develop.. 

ment, and these should be kept firmly in the hands of the Planning Authorities. 

All other things should be left completely to the free initiative of the economic 

agents who have to carry out the economic policy. Since 1952 this policy has 

been pursued, but we are still in the period when the decentralisation drive has 
not been finished. 
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II. Planning as Co-ordination of Economic Activities 

So much about the historical background. The next point I want to discuss 

is the fundamental economic problem of co- ·ordination of economic activities. 

Here I wish to point out that two primitive views are still widely held. The first 

one is that central planning is the most efficient way of achieving this co-ordi" 

nation. You simply give orders to all producing units in the country, you calcu­

late on paper who has to produce what, and who has to supply whom, and through 

corresponding orders by the administrative machinery you achieve the production 

and distribution of economic goods. It has turned out that this is not at all the 

most efficient way, the administrative difficulties become so great, and the loss 

of initiative of those who are on the spot, those who have to carry out the directi~ 

ves, is so great that strict ce~tralisation defeats its purpose. The stricter it is, 

the less efficient it is. 

The opposite primitive view, also held by many people ~ and many lear. 

ned economists ~ is the one which can be traced back to the period of liberal 

capitalism; "Let every firm do what it thinks best, to its own purpose. They are 

the people who know what is really best. They are motivated to do it in the 

best way, and let the Government not interfere in the process of work." This 

naive view is based on the observation that there is a certain degree of rational 

behaviour within a firm. However, the rational behaviour of individual firms, 

when aggregated into the national economy, may become very irrational indeed, 

as the slumps and economic crises have shown. 

"With the first approach, on the other hand, you may have the other extre· 

me, a very rational behaviour of the central planning agencies and very irrati()c. 

nal behaviour on the spot. The obvious solution to this problem is to discard 

both extremes and try to strike a balance, reasoning in a similar way, as when 

solving linear programmes. You have your constraints and you are trying to 

strike your optimum, and this is the sort of thing we were trying to do. 

I may use this opportunity to cali attention to the question raised by 

Mr. Paranjape, and by Mr. Miyazaki in their papers, namely that in Japan there 

is no planning, and in India there is no planning which can be considered as 

such. I believe that we are now in the period where these sort of approaches 
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are no longer valid. We can, on the basis of historical experience, say that 

there is no one kind of planning, for instance, the centralised planning. You 

may do planning very many ways. The problem is to find out the' most appropri­

ate way of planning for any particular country. There is no single way, that is 

clear. There is no unique way for anyone country,because you change your 

planning approach as you grow, as you develop your administrative apparatus 

and so on. So the Japanese planning, the indicative planning in France and 

the global proportion planning in Yugoslavia are really planning procedures. 

They are different, but they are also similar. They show a very different ap­

proach of the present day economist, as compared with those of the 19th cen­

tury, when the market was considered to be the planning mechanism, and not 

the conscious intervention of one sort or the other into the economic process. 

III. The Distinction Between Short-Run 

and Long-RJn Planning 

Now, after raising this question- of econo~ic co-ordination, which seems 

to be the fundamental one, I wish also to recall an old distmction by Marshall. 

It is not just a textbook distinction, but is very valid I believe in economic 

planning, and that is the distinction between long and short-run. I believe 

this to be the clue to the present practice of planning in Yugoslavia. 

In the short-run, assumi~gwe have an equilibrium situation, the capaci~ 

ty of producing units is given. If that is so, there is no need for a central plan­

ning agency to interfere into their business. Let them do what they think best 

for their interests. What does this mean? The quality of goods, the assortment 

of goods, the regional and local distribution of goods, all these things should 

be left to the discretion of the firms. They should be completely independe~t 
in this respect. In other words, in the short-run let; s have the market as the 

planning mechanism, because it is the most efficient, given these conditions. ! 
How, even in the short-run, of course, you do not have ·perfect equilibrium and i, 

you do not have perfectly working market forces, you have imperfections here J .• -::: .• J~,;:. 
and there, difficulties with the money supply, temporary shortages; foreign 

trade problems, and so on. In a way you have to interfere, but the way you 
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interfere is really a classical way, by using such instruments as interest ra-

tes, or price controls, fiscal and monetary policy - nothing specific to planned 

economies. This is one of the things which confuses many people, because when 

they note these things they say, "Well, that has nothing to do with planning, 

every modem industrial state does that!" So it does, and that is really a fact 

of our times":' that every modern industrial state has to plan in one way or the 

other, more or less efficiently. This is the short-run stituation, and there is 

nothing particularly new or striking about it. 

What is really important, and what brings new moments into the whole 

probleQl, is the long-run equilibrium. In the long-run capacity changes and you 

have in someway to make sure that these capacity changes will be synchroni­

sed, both in time and structurally, and that you have the right amount of inves­

tment. This is a thing which cannot be done by a market economy. I think most 

economists nowadays agree on that. The market economy cannot achieve this 

itself by its own operations. You have to establish a new institutional framework, 

which would enable you to get your long-run eq uilibrium with an optimal in­

vestment policy. 

IV. The Yugoslav Institutional Set-up 

Now I come to the Yugoslav institutional set-up, to the ways in which we 

tried to cope with this sort of situation. First of all, productive capital is soci­

ally owned. N~xt, our enterprises are administratively completely independent, 

They make their own production plans, they have their own pricing policy, they 

have their own wage policy. I am not quite sure that it is good, but wages are 

less controlled in Yugoslavia than in any western country. The trade unions 

cannot ask for uniform wages in the country, it is within the jurisdiction of the 

individual Workers' Councils to set up the wage differentials at the level of in­

dividual firms, Also, up until now we have an important private sector in agri­

cuI ture and handicrafts, because these are the sectors where the small owners 

are predominant, and small owners cannot, by definition, exploit other people; s 

labour. 

This is the producing basis of the country. Then we have banks, which 
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exercise two roles. The first one is the ordinary banking role; they collect idle 

money and they give loans, and they try to place their monetary resources in 

those places where the interest is greatest. Apart from that, banks administer 

the so-called General Investment Fund. From this, projects are financed which 

are considered to be the key project~ from the point of view of economic develop.- ,; 
~ ment of the country. They may be the key projects in terms of infrastructure, or ; 

in terms of some industries lagging behind others. Wherever you have to' intervene t 
in such a way as to fill a gap, this is the field where the General Investment 

Fund has to intervene. 

Next, the enterprises are able to combine into all sorts of associations, 

from fusion, complett. integration, to very loose associations. It is obligatory 

for them to be members of the Economic Chamber: <\11 this has one single pur~ 

pose, to enable the enterprises to do planning for themselves. They produce 

all sorts of schemes, which are not necessarily in formal agreement with 5-Year 

Plans or 7- Year Plans, etc., but which are taken very seriously into consi~ 

deration when the Federal Planning "Bureau works on a plan, and when the Go..' 

vernment and the Parliament have to decide on a new plan. Thus there is a 

possibility for the business sector to do as much planning as possible without 

any intervention from outside; and they really use this possibility and do 

quite a lot of planning for themselves. 

We also have a Planning Bureau which has no administrative powers. 

It cannot issue any orders cannot ask anyone in the country to do anything. 

It is a purely professional body at the disposal of the Government and the 

Economic Ministries, where the most experienced economic and engineering 

experts are assembled. According to directives of the Government, and on the 

basis of their knowledge and experience, they produce annual, 5-·Year and 

longer term plans. These plans are then widely discussed, and not just discus­

sed; in the process of producing plans the cooperation of very many people 

outside the Planning Bureau is sought. I haven't counted how many people 

are taking part in the 7 -Year Plan which is now being elaborated. I know that 

we have about 10 groups around the Collegium of the Planning Bureau, which 

itself has about 150 people. These 10 groups have about 400 experts from all 

" 
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parts of the- country. Apart from these, trade unions, the economic chamber, 

the associations, various institutes, even universities take part in discussing 

and preparing plans, and also particular problems connected with the new me~ 

dium-term plans. 

Finally, to complete this institutional structure, I would mention that 

our Parliament is also somewhat different from the traditonal sort of Parlia~ 

ments. We do not have just one House, but five Houses. All houses have equal 

rights, and each Bill has to be passed by 2 hOllses - the political house, and 

one of the four professional houses. One of these four is the economic house, 

where the business people elect their own representatives, and this house is 

responsible for all economic matters. This means Parliament cannot pass any 

low on which the political house, "The Council of producers" as we call it does 

not agree. 

V. Two Common Criticisms 

It has been argued, that if you have a system of Workers Councils and 

independent management, what workers would first do would be to consume every~ 

thing they earn, and that this would ruin the investment possibilities of the coun~ 

try. This argument proves to be completely wrong. What reaily happened was that 

Workers: Co~cils not only did not distribute everything into wages, but tended 

to push the investment further than the economic plans envisaged. Our real dan­

ger in the last 5 0; 6 years was not the lack of investment,but o'·'e·~ .-investment, 

which was causing continual troubles of inflation. Why this is so, is easy to 

explain. There are all sorts of pressures which produce this final result, leading 

the Workers; Councils to invest as much as possible. First of all, if the enter .. 

prise WIshes to get money for anything it needs - houses for workers, or for 

new constructions and modernisation - or simply to finance inventories - it 

goes to the bank. The bank will have to evaluate their economic position. 

Those enterprises which could show that they invest a lot into extending capa" 

city, modernising technological processes etc. are likely to get money more 

easily than those which are more stagnant. That is one of the incentives to 

invest. The next one is that if they don't invest, somebody else might invest, 
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and they would be lagging behind, which means that their wages wouldn't 

increase as fast as the wages of their neighbours. The next one is a detail of 

our de centralisation policy; every little district has a particular interest in 

its own industries. People like to see output in their own territory increasing as 

fast as possible. Of course, the community shares in the pr of its of the enter­

prises situated in their territory. If a factory is situated in one district and the 

headquarters in the next, the taxes and everything else is paid where the output 

is produced. All these local authorities exert tremendous pressure on the produ-· .. 

cers on their territory to investas much as they can, because this would mean 

additional means for the local budget. Also, there is a system of when you aSll: 

for money you have to participate with your own means. So the more you use 

y.our own means, the more money from outside this little district you can attract 

for new investments on your local territory. All this, in a way, creates tremendous· 

competition for investment resources, and we really have a chronic over-invest-
l' 

ment situation. t;. 

The second· important criticism against this system was that if you leave 

the workers the possibility of deciding on a wage differential - not only on how 

much should be distributed in wages, how much goes into investment funds, but 

also what should be the wage scale - what they do then will be a great egali-

tarian pressure. They would ask that a worker should have the same salary as 

an unskilled worker, and that this ,:",ould eliminate inducements to work harder. 
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In fact, unwillingly, we made an experiment two years ago, when enterprises got F. 
~ 

complete independence in deciding their wage poiicy. The immediate result was 

not to close the wage gap but to widen it to such an extent that trade unions 

had to intervene and set up a commission. I give you an example, Before that, 

the gap between the wage of an unskilled worker and a director of medium-slzed 

industrial enterprise, of s~y 3,000 to 5,000 workers, was about 1 to 7. If you 

take into account children's allowances, it may be reduced to one to five, one to 

four, After the Wor kers' Councils got the right to decide on this span, it was in~ 

creased in the course of six months to almost one to twenty. This was conside­

red to be quite intolerable in the social system we have, and we had to intervene. 

The spread has now been brought back to something between 1 to 7 tc' 1 to 10. 
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These two main criticisms against the system which I have just described, 

have been disproved not been disproved, not only theortt~l:cally but in practice. 

The problems of the system really lie elsewhere. 

VI. The Planning System is Still 

In a Process of Development 

We are very far from claiming to have solved all problems, or even to have 

produced a closed system. There are many open ends and many unsolved prob­

lems. The whole system is still unfinished and in the process of refinement. 

Just as an illustration, in t he last six years we have tried to produce a law on 

planning, in fact the Planning Bureau was asked by the Government to produce 

it, but without success. The law which is still formaliy in existence, and which 

was passed in 1952. has as much to do with the planning now, as for instance 

the laws of Henry VITI in England have to do with the present situation. Yet 

neither have been repealed. We simply could not produce a new;.>ne because 

many things had still to be settled. Therefore, I do not want to claim that the 

system has been formalised in such a way as to ensure consistency of either 

institutions ·or economic policies. But main institutions - described above - and 

the general logic of the system stand firmly, And if you look at the table I produ· 

ced in the appended extract from one of my papers, you will see the rate of 

growth has been a very high one up to now. The 7-Year Plan envisages more or 

less the extrapolation of the present rate of growth, so we will have a period of 

almost two decades, 1952-1970, with a rate of growth of about 10 per cent, pro~ 

viding of course that the planners prove to be right in their predictions for the 
.' 

next 7 years. This means that in the next decade Yugoslavia will reach more or 

less the present per capita output of the Western European countries. And that 

may be also considered as an indication for judging the efficiency of the system. 
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Annex 

SOME COMPARISONS OF THE GROWTH RATES 

IN THE LAST DECADE* 

by 

Branko Horvat 

The postwar economic development of Yugoslavia may be conveniently 

broken down into three periods: prior to 1952, 1952-1960 and 1961-1962. The 

first period was characterised by full recovery of war damages, deeply going 

social changes and great losses of the economy due to a severe economic bla­

cade. The second period is a period of fast and uniform growth, with a slight 

acceleration of growth in the second half of that period. In the beginning of 

1961, a sudden slackening of growth took place, the rate of growth was halved 

and continued to be so low until the second half of 1962, when amovement fa­

wards earlier growth trends became apparent. The reasons for the 1961-1962 

cycle are very specific and will be mentioned later. Thus, only the eight-year 

period 1952-1960 may be considered sufficiently characteristic for a study of 

the growth rate of Yugoslav economy. 

It will be of some interest to start olir inquiry by compiling a table of 

comparative growth rates for those countries which experienced fastest growth 

in the period 1952-1960. 

If we had data for all countries, one or two more countries would pos­

sibly be included in the tabl~ below. Accordingly, the general picture would 

not change substantially. However, it is difficult to say what the figures quoted 

mean precisely. No standardization of data could be attempted here. 

The table compiled exposes the fallacy of the fallacy of the time-ho­

noured views that fast growth is characteristic of backward, economically 

undeveloped countries. In fact, no really backward country appears OD the list 
• An Extract from the naper presented to the Eighth General Conference of tla 

International Association for Research in Income and Wealth. Greece, :: June 1963. 

11 f 
'I of' the fastest growing economies, and even if we had more adequate data, no 

: more than one or two such countries would be included. On the other .:;hand 

;i highly industrialized countries, va:ing ill size and resour~e endowm.enis su~.as 
~ Czechoslovakia, Gennany> the Sovlet Union, Japan, Austria, - are mcluded m 

! the list. The table also indicates some reasons for rapid growth. Out of thirteen 
g 
i coun~ies, eight (Israel included) have a type of economic organisation which 

might be labelled "planning". Now, it is possible that some of the growth rates 

are inflated, some of them even seriously inflated. Still, this would only change 

the order of the countries listed according to growth rates, and would not change, 

GROWTH RATES OF THE FASTEST GROWING COUNTRIES 
IN THE PERIOD 1952-1960 

In percentages 

PER CAPITA INDUSTRIAL 

PRODUCT OUTPUT 

yugoslavia 8.8 13.4 

Bulgaria 8.1 14.0 

soviet Union 8.0 10.9 

Japan 7.8 15.4 

Rumania 7.4 11.2 

Israel 6.9 c) 

'''''Czechoslovakia 6.0 9.7 

Austria 5.9 7.0 

Western Germany 5.8 8.9 

Greece 5.7 8.6 

Italy 5.6 8.9-

Hungary 5.6 6.7 

Poland 5.5 112 

a) On the basis of two-year averages: 1952-53 and 1960-61. 

b) The base year is 1952-53, the final year is 1959-60 

C) Period 1952-59. 

Sources and notes: 

AGRICULTURAL 

OUTPUT 

6.1 a) 

5.5 
5.9 
3 6b) 

48 
10.6 b) 

2.6 
3.1 b) 
1.4 b) 

6.8 b) 

3.9 b) 

47 
3.1 

Per capita product is either gross national product or national income; in some 

cases material production definition in others S.N.A definition of national product is 
used. The data for per capita product are taken: for yugoslavia from Statisticki godis­
n;ak./ugos/avi;e 7962 PP. 54 and 93; for the Soviet Union from Narodnoe hoz;a;stvo 

\ 
i 
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SSSR v 1960 godu; pp" 60 and 102; for other countries from U.N. Statistical Yearbook 
1961, pp 488. 

iii 
The data on industrial product are taken from U.N. StatlSJlcal Yearbooks 1960 and !! 

196]. PP. 60, 78-88, and pp. 60, 70-80. The data on agricultural output are taken: I 
for the Soviet Union from Narodnoe hoziajstvo SSSR v 7960 godu; for Bulgaria from .~ 
Statisticeski godisnik 196L P. 170; for Poland from Rocznyk statistyezny 1961, P. ~ 
259; for Czechoslovakia from Statisticka rocenka 1961, P. 230; for Hungary from Sta" 
tisztikai evkenyv 1967, P. 133; fOl otheK countries from U.N. Statistical Yearbooks 
1959, 7960 and 1961, p. 84, 90 and 82. 

at least not substantially, the'list itself. In other words, it isnot likely that 

any of the countries included woul~ have to be dropped out. Also, the fact 

that the national product statistics for the country that heads the list meet 

international standards in this field - suggests that per capita growth rates 

(around 9 per cent) are not a fake but a real fact or a real posibility. 

There can be little doubt that planning should be considered as one of 

the most important factors of rapid growth. The explanation of why it is so 

is a rather simple one. Plauning shifts the marginal efficiency of investment 
curve upwards and thus increases the accumulation possibilities of the eco-

nomy in question.* Adam Smith;s Invisible Hand may be considered also as 

a sort of Planning Bureau, and the market it directs is certainly a kind of 

planning mechanism. But the market works rather crudely and mos..tty ex post. 

If then we introduce ex ante coordination of business activities and beforehand 

on the paper eliminate all those wasteful decisions which would in practice be 

eliminated by the market - we get planning. Market supplemented by an ex ante ~ 
coordination seems to be the device for lifting the rate of growth to levels which ~ 

had at one time been considered impossible. 

* 
For a detailed theoretical analysis of this statement see B. Horvat. Ekonomska 

teroiiY planske privrede (The Economic Theory of Planned Eco~omy), Kultura. 
Beograd, 1961. . 
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SUMMARY OF THE DISCUSSION 

In discussion of Mr. Horvat·s paper, interest was expressed in the manner 

in which investment funds are actually allocated. More generally, there was inte~ 

rest in the degree to which the central authorities exercise control over indivi­

dual managers. Questions were also raised regarding the control of the foreign 

trade sector. It was asked what the precise role was of small enterprises and 

big enterprises. A fundamental question raised was whether there was any need 

for planning if the rate of growth is as high as it is in Yugoslavia. If was sug~ 

gested by one participant thal the need for planning varies with the phase of 

economic development; it was suggested that planning is needed in order to 

launch a process of economic growth, andmay be needed again in advanced 

economies approaching maturity and stagnation. In between - and Yugoslavia 

is in between, it was suggested - planningmay be of lesser importance. 

Questions were also raised regarding the comparison of plans with ac~ 

tual results. There was interest in the self-financing of enterprises and the 

degree of freedom accorded to enterprises in the reinvestment of thei:: own 

profits. In this connection too there was much interest in the role of the wor-. . 

kers' councils. In praticular, given the role of the workers' councils in deter­

mining wage rates, and so the distribution of profits between current income 

and expansion of capacity, how did the new industrial workers acquire suf~ 

ficient discipline to permit profit accumulation? What prevented workers' cou' 

ncils from "profiteering"? It was suggested that there might be indirect pres~ 

sures on the workers' councils even though they seemed nominally rather 

free. 

Questions were also raised as to the method by which individual pro, 

jects were screened by the central authorities. With regard to the economic 

fluctuations noted in the Yugoslav economy, the question was raised whet" 

her the decline in growth rates could be regarded as an efficiency crisis 

rather than as a genuine SIUIllP. 

Is his reply, Dr. Horvat dealt first with the question of allocation of 

. investment funds. The prupose of the Federal Planning Bureau and of the 
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Republican Planning Bureau is to watch very closely the behaviOur of the eco­

nomy, especially the structural changes, to report as soon as possible on poten­

tial diseq uilibrium, and to suggest the measures which should be taken. If has 

been found that with about one-third of total investment being controlled centra­

lly, there is complete and extremely efficient control over the timing, the 

and the amount of investment. 

If you central investment funds, which may be financed, let us say, with 

interest paid on loans and purchase taxes, as is the case in Yugoslavia, com­

prise just one-third of total investment, everything else being controlled by 

individual enterprises, local authorities, housing societies etc., the central 

government will have effective control over investment. There is no need to con­

trol investment in individual industries, because they adapt themselves to all 

necessary requirements of the situation, within a lag of a. few months. 

Investment programmes are never started from scratch; you are always so­

mewhere in the middle. There are some obligations to carry out from last year, 

and the structure created by finishing the project this year compels certain new 

investments next year. The space for manoeuvring is not too wide, and restricts 

the freedom of individual industries, i.e. is restricted by the overall economic 

situation. 

As in other countries, Japan for instance, the mere fact that there is a 

plan in which the producers believe assures its execution. 

Dr . Horvat turned next to the question of export and import and their 

integration with the plan as in any developing country, i~ the first phase there 

is a foreign trade deficit, and even a tendency for the deficit to increase. 

Foreign trade expands at a higher rate than total output, and even ata higher 

rate than industrial output, which in turn develops somewhat faster than the 

total G.N.P, After a time a sort of dynamic equilibrium is reached when the 

trade deficit begins to decrease, relatively if not absobtely. The rate of growth 

of growth of foreign trade stands still after reaching a peak, and then begins to 

tum down and to approach the trend of output as a whole. Yugoslavia at the mo­

ment is in the phase where the foreign trade deficit has gradually begun to 

decrease, but where a foreign trade rate of growth is still higher than both total· 
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and industriai output. These things have been taken into account, and just 

to give some comfort to our Japanese friends, this is an area of planning whe­

re we have made systematic errors. Our planners always envisage higher rates 

of growth of exports and imports than are really achieved. 

Dr. Horvat next discussed the possibility that the management of the Yu­

goslav firm mightmisuse its power, in the same way as the management of a 

private corporation, making decisions against the will of the shareholders. The­

re is a big difference, he said, since the shareholders of Yugoslav firm live in 

the firm and know what is happening. Also shareholders are relatively few, at 

most several thousand, usually 1,000-2,000, Whereas shareholders of a big 

corporation are so numerous that they cannot be assembled. A third difference 

is that shareholders meet legally, say, once a year, to discuss the faults of 

the firm; while the Yugoslav workers have the possibility of meeting practically 

every day, or at least once a month to discuss the policy of the management. 

By various means, if nothing else is possible then by a sort of referendum, they 

can prevent a certain policy from being executed. 

This does not mean that managements in Yugoslavia do not try to misuse 

their power, but there are powerful checks against too much misuse. First. the­

re is the institution of workers councils, elected every second year. The wor­

kers' councils elect the management board and the management has to say some­

thing on what the Director does. They may even discharge a Director. Also the 

trade unions have the possibility of supervisingthe legality of steps taken by 

various people in the enterprise. There is one more check which is extremely 

efficient, the Press. This check has been used particularly in the last few 

years. The people have come to realise that if things become unsatisfactory, 

there is the possibility of writing to the newspaper. If the letter is published, 

things are likely to be changed. The local authorities must react, the party 

organisation will be asked why they were doing certain things, and so on. A 

Commission will be set up with strong public pressure. Thus the Press is one 

of the checks which prevent too great a mi;suse of power. 

Dr. Horvat proceeded to discuss the results of planning. Between 1952 

and 1960 the results were extremely close to the forecasts. If the growth of 
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output of manufacturing industry was forecast to be in the range of, say, 15 

per cent, then therange of results was on the average no more than 14-16 per 

cent. Very rarely ~ once or twice in ten years· it occurred that the deviation 

was as much as 2 per cent. Of course, this accuracy does not occur for agri~ 

culture, because the weather fluctuations are extreme. In 1961 and 1962 there 

was a big exception. The planners envisaged a rate of growth of 10 per cent, 

and the realised rate of growth was 5 per cent. In 1962, the same thing happe~ 

ned again, But this was not an efficiency crisis, it was one very specific sort 

of fluctuation in our economy, created by very specific circumstances. A new 

constitution had to be produced, and politicians wan ted to have it in 1962. 

This proved impossible. Then they wanted to have it in 1963, and the govern­

ment session was extended for one more year. The new constitution was a fur~ 

ther radical move in the direction of decentralisation. In 1961, they passed in 

haste three radical and partly contradictory and ill-prepared reforms, in the 

monetary and fiscal policy, in wage policy, and foreign exchange policy. Each 

of these reforms, if it is not well-prepared may cause a lot of trouble, with . 

three at once you have more trouble than you need. From January 1961 to July 

1961, the rate of growth of GNP fell from 10 to 5 per cent. In industry, it fell 

from 14 to 7 per cent and remained at that level for about one year. This was, 

of course, alarming. The leading economic ministers, presidents of economic 

councils, and so on, were changed. There was much discussion in the country. 

The Yugoslav Institute of Economic Research was asked to prepare a study 

of the causes of what had happened. The association of economists was asked 

to discuss this and other documents. The results of the measures taken were 

that now, a year after this inquiry was initiated, the rate of growth is back to 

15 per cent again. For this year, they envisaged a rate of growth of 10 per cent· 

for G.N.P.; 13 per cent for industry, and something like 10 per cent for agri~ . 

culture. In fact, there is a rate of growth of about 15 per cent in industry, and 

something more than 15 per cent in agriculture which would make about 15 per 

cent altogether. So this crisis is now over. Dr. Horvat called it an institutional· 

crisis, not an efficiency crisis. 

Referring to cost-push as a factor in inflation in Yugoslavia, Dr. Horvat 

said that between 1952 and 1962, roughly, the rate of inflation in Ula.HU.1CiC 
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was only some half of I per cent per year, really not an inflation at all. In 

agriculture and services it was 3 or 4 per cent. But in industrlal products it 

was much less than 1 per cent. Second, costpush was checked by price control. 

Some industries, such as the radio industry and the textile industry are extre­

mely competitive. For these industries price controls are unnecessary because 

there is a trend toward downward movements in prices. There are other indus­

tries which are not of great importance; if they increase prices, it does not 

matter very much. But there are some industries, particularly producer goods 

industries, where price increases have a multiplier effect. These are the indu­

stries where it is important to controL prices, more or less. Yugoslavia has 

done this through price offices, with the following procedure. If anyone firm 

wants to increase the prices of its produuts. it has to report to the price office. 

If it does not get an answer in onemonth's time, it automatically is allowed 

to increase prices. If, on the other hand, the price office finds that the increase 

is not justified, it might refuse to give approval. If the firm is not satisfied, 

then it may go to arbitration and so on. This system works well, because the 

time lag increases, and with arbitration and so on leading price increase is, 

checked. 

Dr. Horvat next dealt with the question of follow-up. This is made easier 

by two factors. First, the statistics are good. Themain indicators - output, wa­

ges, nominal and real cost of living, etc. - are available within no more than 

two weeks. There is a unified accounting system obligatory for all firms. All 

firms have their accounts with the banks. The transaction of the firms are con­

tinuously aggregated, and these aggregates are quickly available in the centre. 

On the basis of ordinary statistics and on the basis of the banking statistics, it 

is possible to follow up what is happening in the community rather quickly. 13ut 

the planners still are not satisfied, and are playing with the idea of building 

up a system (the Russians invested a name for it, economic cybernetics) whe­

reby standardised data in all enterprises of each district, regional republics 

and federal centres, with electronic computers are collected, this system would 

then be integrated into one whole, so that the data could be transmitted di­

rectly, without any intervention or man. by teIe-processes from one centre 
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to another. I would take us at least ten years to install such a system, but it 

is one of the ideas of how to achie~e an,' efficient follow- 111 and, even more, 'an 

efficient reaction to the information you get. 

With regard to project screening, Dr. Horvat stated that while the Planning 

Bureau participates, especi~lly with regard to location offactories, optimum si­

ze; etc., itis inefficiently done so far, wIth no formalisation. It has been d~il~' 
on the basis of experience of people wh.o know each other. The essen tial decisi­

ons on the profitability of various projects ett:are stillbeint,made 1n a very 

primitive way. This is one of the weakest pCiints in the whole system 'arid one 

must be improved. 

'On the question as to whether production plans are made independently 

by enterprises, including investment goods, Dr. Horvat replied that they were. 

Investment goods producers are among those enterprises which are best orga~ 

nised. They are usually big firms. The Planning Bureau can contact them they' 

contact each other, they can contact their economic chamber, and so on. Thus: 

they m~ybe left to make their planslndependentl'y ,and :~till these plans are ' 

fitted into the g~neral framework. From time to time iti's tru'e', there are cbmp;: 
laints. For instance, a' big agricultural machinery factor§ In Belgrade ~aiJ.ted to 

increase its capacity, especially for combines and tractors. They asked the' 

Planning Bureau how big the demand migh t be. Atthat time we had a big expan­

sion programme in agriculture, everybody was very optimistic iindthe factory got 

a certain figure. They increased theoutIllit capacitY accordingly, butthe agricul­

turists stopped buying their;'productsand their sales were not 50 per cent of ca­

pacity. Then, of course, they were furious. 

, With regard to self.:...financing, Dr. Horvat statedthat only one...:.third of " 

~vestment is controlled centrally. About 40 per cent of the investment resources 

are put at the free disposal i>f enterprises and banks , the rest is confrolledby 

local authorities and non-business organisations. ' 

~ith regard to theneed for planningin a fast-growingeco~omy, Dr. 

Horvat's view was that planning is still rieeded to coordinate economic capa­

bilities of producers in any economy. The more efficient the coordination the .. 

better the results. By planning Dr. Horvat said only coordination is meant, not 

detailed targets. The institutional background which permits efficient planning 
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is a differe_nt story. That is the ultimate reason really for differences in the 

rates of growth. It seems clear that in the United States more planning would 

increase the rate of growth Planning reduces risk and uncertainty, and the 

idle capital will be drawn into investment. Theproblem is not to devise an 

elegant programming scheme for the United States,but to find the appropriate 

institutional changes which would enable effective planning. Planningis a word 

which is not very much liked in Germany, so there everybody speaks about 

"programming", but there is more real planning in Germany than in many other 

countries of the world. 

On big enterprises vs. small enterprises, Dr. Horvat said that the only 

wish of small enterprises is to become big. Growth brings not only higher wages, 

but social prestige to the trade union officials in the small enterprise which is 

politically active and so on. If they succeed in expanding capacity, the Press 

will write about it. Small enterprises dream only of becoming large. If they emp-

loy a hundred workers, their dream, in a 7-year plan, is to grow to 500, if they have 

500, to grow to 1,000 etc. 
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