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Yugoslav Economic Pohcy in the
Post—War Petiod: Problems, Ideas,
Inst1tut1ona1 Developments

~ By BRANKO HORVAT*

. Introduction

Yugoslavia has been described as one

country with two alphabets, three reli-

gions, four languages, five nations and six

federal states called republics. One might
add that the country has a populatlon of
twenty million and that it lies in the heart
of the Balkans, w1th all that this connotes
historically. For centuries the Balkans
have been a meetmg place of three world
cultures and three powerful religions: the
Catholic West, the Greek Orthodox East
and the Moslem South. Tn terms of ‘con-
temporafy economic organization we may
tefer to the capitalist West, the centrally
pianned East and the undeveloped South.

‘All these infliiences have been felt. A
rather turbulent life was to be expected in
a countty so locited and having these
characteristics. The' present gerieration of
Yugoslavs hias experlenced all three known
modern economic ‘systeitis: capltahsm be-
fore the war, centtally planned economy
after the war and self—government social-
ism in more recent years. The last-men-
tioned system is their own innovation and
so far the only one of its kind in existence;
The same generation has also experienced
a.ll four modern pohtlcal reglmes bourgeols

‘ Dxrector Institute of Economic Scnences Belgrnde
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. democracy (in the form of 2 constitutional

monarchy and multi-party system) before

the war, fascism during the war, 2 one-

party state immediately after the war, and
self—government democracy which is now
in the process of being developed. It has
also lived through a partisan national lib-
eration war and a revolution. After the war
a centralized kmgdom was replaced by a
federal republic, and in_two decades the
country had three constitutions. Finally,
the same genera.tlon has experlenced three
different economic epochs: a pre-industrial
stage before the war, rapid 1ndustr1ahza-
tion in the two decades after the war and
the recently begun stage of a modern in-
dustrial economy approaching the Western
Luropean level. Before the war, 77 percent
of the population Were‘peasant‘s’and 40
percent were illiterate. A few economic in-
dicators will suffice to indicate the eco- .
nomic development that has taken pla.ce :
since then: (see table 1)
[lliterates still constitute close to one fifth
of the adult population, but at the same
time with 11 university and college stu-
dents per 1000 of population the country
has ‘moved close to the very top of the
world list. : » :
-'Such a tremendous pace of change vir:
tually destroyed all traditions, but' it also
created @ new one, a tradition of no tradi-
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T | ' ’ A ) Before the war ’ 1968
Yugoslavia ~ Western Europes Yugoslavia
Production per capita:

Electric energy, KWH .80 ~500-1300 -~ - " 1000 -

. Crude steel, kg. - 17 150-300 : ' 96

Cement, kg ‘ 60 100-190 C 190
. Cotton. yarn, kg . 1.3 - 5-11 S 5

Energy ke. i ’ 180 © 21004300 1030

Fertilizers, kg. 3. 20-65 96

Sugar, kg. o ) o5 2447 ) .25
Stocks per 1000 of population: / .

. Radio sets 9 110-200 . o 160

Automobiles : 1 - 17-50 20

® France, Germany, Sweden, United Kingdom.
Sources: SGS—-1969. U.N. Statistical Yearbook 1956.

' t10n a tradition of change In 11ne with

that the 1958 Program of the League of

Commumsts—the heir of the Yugoslav

- Communist Party—ends with the words:

" Nothing that hasbeen created must beso

.' sacred for us that it cannot be surpas-
“sedand cedeitsplace towhatisstill more -
progresswe more free, more human.

In such_ circumstances economic discus-
sion. displayed certain unusual features
which make formal presentation somewkiat
difficult. Until about 1960 most of the dis-
cussion was either not put on paper, or at
least not published. Further, professionai
articles made practically no use of refer-
ences. There was a feeling of a complete
break with the past, and so there was noth-
ing to be referred to. In the same period
professmnal literature was almost com-
pletely descrlptlve That was due partly
to the fact that the first university depart-
ments in economics were established only
after the war. It is said that 90 percent of
all scientists who have ever lived, live to-
day. As far as Yugoslav economists are
concerned, this percentage is virtually 100,

The second reason for the lack of ana-
lytical literature is to be found in the fact
that there was hardly any time left for
-analysis, Economists were busy changing

organization, 1nst1tut10ns and p011c1es and
keeping themselves 1nformed about all
these changes. Unless one had the 1nchna-
tions of an economic hlstonan, it did not
make much sense to engage in a long—term

research project. Before the book came off

the press, the system had already been
changed. Thus for quite some time pro-
fessional economists were just descnbmg
what was happening. Descrlptlon aIW'l.ys
precedes analysis. :
Finally, until recently attentlon was
mainly focussed on what. Yugoslav £cono-
mists call the “economic system.” Eco-

nomic policy in the tradltlonal sense—the
use of a set of instruments to achieve de-.
sired results in a given framework.——hardlyf

cxisted. Problems encountered were gen-
erally solved by changing the institutional
framework itself. For a long tlme 'l.nd toa
certain extent even today, cconomlc pohcy

consisted of an endless series of reorganiza-

tions. The search for an approprlate eco-
nomic system was the main preoccupatlon
of economic policy.

After 1960 economic oruamzatlon began

to assume a more permanent shape and
economic discussion began to take a more
familiar form. Since then use has been

made of references in articles, ties with the

- past and with the rest of the world .have.

been established, economic debates have
become frequent and llvely, professional
corpetence has increased, and a Qpec1ﬁc-
ally Y ugoslcw theory of economic policy i Is
now beginning to emerge.

+ 1. Three Economic Reforms
Centrall: y Planned Economy

Institutional Development: Of all Euro~
pean countries occupied by the fascist in-
vaders, Yugoslavia was the only one to
hberate herself by her own forces. The
National-Liberation War coincided with a
‘genuine Social Revolution. This meant two

things: an unbelievably high morale, the -

readiness to assault heavens—as a poet
said-—and also a hardly imaginable degree
of devastation of the country. About 1.7
'mllhon people were killed in the battles, in
‘concentration camps, by penal expeditions
and by domestic quislings. One in cvery
-nine inhabitants disappeared in this way.

- Almost two fifths of the manufacturing in-

dustry was destroyed. or seriously dam-
aged. About three and a half out of ffteen
million people were left without shelter.
The loss of national wealth amounted to 17
perccnt of the total war damage suffered
by eighteen countries represented at the
Paris Reparations Conference in 1945 (In-
formativni priru¢nik, 1948, pp. .27-29).
Apart from all this, the financial system of
the country was in a chaotic statc; divided
and occupied by various aggressive neigh-
bors, the country was left with seven kinds
of currencies (German marks, Ttalian, liras,
Hungarian péngos; Bulgarian levas; Al-
banian francs, Serhian dlmrs and Croatian
kunas). : -

The first task of the new government
was to repair war damages as fast as pos-
sible and to organize the economy on what
were considered to be socialist principles.
For this purpose all available human and
material resources were centralized, and
with enormous efforts and ‘great- enthu-

siasm by 1947 the prewar output was
achieved. The program of socialist recon-
struction was carried out by : means of

legislative and political activities.

Yugoslavia was a peasant country.
Peasants participated in the ‘National
Liberation War en mass. Agrarian reform,
initiated already after the First World
War, had never been fully implemented be-
cause of the opposition of the ruling classes.
No wonder that one of the first moves of -
the new state was to undertake a radical
agrarian reform. The land was to be given
to those who tilled it. In less than.thrce
months after the end of the war a law was
passed that took away the arable land in
excess of 87 acres from farmers, in excess
of 12 acres from- nonfarmers. Big land-
owners lost their land without compensa-
tion. The land that was acquired in this
way was distributed among poor peasants,
who received about one half of the total
land, .to cooperatives and state farms
(Dobrinéit et.al., 1951, pp. 53-54).

The next crucial -move, undertaken in
1946, was nationalization of private cap-
ital in industry, mining, transport; bank-
ing-.and wholesale trade establishments.
In 1948 nationalization was extended to
retail trade and catéring. and in 1958 to
houses with more than three apartments.
About one half of the Yugoslav economy,
outside agriculture, had- been owned by
foreign -capital. Of the remainder, a siz-
able part had been-owned by the Royal
government which possessed coal and iron
orc mines, forests and the largest agricul-
tural estates; enjoyed a mondpoly in re-
tail trade of tobacco, salt, matches and-
kerosene; .and was the largest wholesale
trader, transporter, importer and exporter,
banker, building entrepreneur and real
estate owner (Bicani¢, 1962a, p. 78). Since
a number of private -businessmen col-
laborated with .the fascist invader -and
quisling ‘governments, their property was
confiscated. Those who took part in the
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Resistance—and ‘Communist Party mem-
bers did that as a ‘matter of course—very
often gave away their iproperty without
asking for compensation. And, as was al-
réady noted, many business establish-
ments were destroyed or damaged. In such
circumstances complete -nationalization
was politically possible, was relatively
easy to carry out and did'not:represent an
excessive financial burden.

The next move was'to introduce plan-
ning by a law in June, 1946. Plans were
prepared by ‘the Féderal Planning Com-
mission, 'responsible directly to* the Fed-
eral Government .

.Everything was now ready for the new
Constitution which was adopted in 1946,
and in whrch Article 15 fead: “In otder to
protcct the essential intetests of the people,
increase national welfare and make proper

. use of all economntic potentmls, the state .

directs economic life and development
through a gencral economic plan felying
on the state and cooperitive sector and
exercrsmg gencral control over the private
sector in the cconomy.” This paragraph
may be considered as both the definition
and the inauguration of a specific socio~
economic system, later to be krown as
administrative socialism or étatism.

The year 1947 brought the First Five
Year Plan which was to Jay the foundation
for the future industrialized and developed
Yugoslavia. The Plan was extremely am-
Bitious—national income was to be doubled
as-compared with.the pre—war level—but
inethe first eightcen months it was quite
successfully carried out. Pt appeared as
“though themperiodiof 'violent revolutionary

~aphesviils wras over attdi the country set-
thldd «on 2 vwhll-1d6finéd and predictable
: ¢ourse -of economic and social develop-
“ment. _

- However, for Yugoslavia, histery had
always had some surprise in store. This
time the surprise was more thatr ‘wnex-
pected: it was a cdmplt:i!e shock. Tn the

first half of 1948 Stalin accused Yugoslav

Party ‘leaders of revisionism and anti- -

sovietism. Yugoslavs rejected the accusa-

tion, and soon afterwards the COrninfdrm .
countfies launched a f{ull scale political

and economic attack. The Yugoslav Com-
munist Party was excommunicated from
the “family of brotherly parties,” various

treaties were abrogated unilaterally, de- -

velopment loans cancelled, trade with
Yugoslavia amounting to about one half
of her:total foreign trade reduced to vir-

‘tually nothing by the middle of 1949, and

a cotiiplete economic boycott established.

The first reaction on the Yugoslav side
was a somewhat naive but understandable
attempt to prove that Stalin and others
must have been misinformed, that o one

questioned orthodoxy in organizing a so-

cialist economy, that state ownership and
central planning were keystones of the

system. Motivated by consideration of .

this sort, in January 1949 the Central
Committee of the Party decided to ac-
celerate the ~ollectivization of agriculture.
Alrcady in an income tax law, passed in
August 1948, it was stated that “the rate
of taxation should be such as to foster

peasants’ work cooperatives by means of

b

lower taxes.” A law on coopcratives,
passed in June 1949, provided a legal

framework for various types of cooper-

atives. Individual peasants were free not
to join cooperatives if they chose. But by
political propaganda and various admin-
istrative and financial devices, the au-
thorities exerted strong prcssurc on them
togem, and they did so in great numbers.

Nean'whilé the organization of the
etonomy was modeled after the Soviet
pattern. The state budget absorbed the
greater part of national income. The state
apparatus was running the economy di-
rectly by means of ministries and direc-
torates. By 1950 -organizational develop-
ment reached the stage at which the

Yugoslav economy could be considered as

a model of an admlnlstratrvely run or
centrally planned economy (Mili¢, 1951,
pp-.126-70). This was also the climax. Al—
ready in 1950 a new development set in.

- The following year a complete overhaul-
-ing of the economic system was in full

swing. And by the end of 1951, the cen-
trally planned economy belonged to his-
tory.

Discussion: The 1deas and theorles that
served as guidelines in organizing the Yugo-
slav economy immediately after the war
are to be sought in pre—war discussions
among Yugoslav Marxists. They followed
the well known orthodox viewpoint ac-
cording to which socialism meant state
ownership cum central planning. Imme-

"diately after the war there was so much to

to that little time was left for leisurely

- reflections. Besides, everything seemed
.pretty clear, both theoretically .and prac-

tically. One could rely on Marxist liter-

ature and on the experience of the Soviet:

Union, the first socialist country. What
mattered most in those days was fast
economic growth. And the Soviet Union
showed how to achieve it.

But copying the Soviet blueprlnt did
not produce quite the results expected.
Furthermore, the savage attack of the
Cominform countries forced people to re-
consider their ideological positions quite
thoroughly. "And 'so preconditions were
created for the emergence of a Yugoslav
version of socialism.

Economic discussion before 1952 was -

dominated by two themes: planning for
fast growth and the search for an authentic
socialism. Since the fermer theme will be
dealt with in the chapter on planning, we
shall focus attention here on the latter.
The older theory maintained that in
socialism there would be no market and
no prices. After the Revolution, -Yugo-
slavia was going through a period of tran-
sition between capitalism and socialism.
In this period commodity. relationships

D

were still- necessity ‘because of the exis-
tence of private ownership and because
labor was still heterogenous (Kidri¢, 1949).
Boris Kidrié—a statesman! who was to
dominate the"economic thinking of the
country until his premature death in 1952
- —maintained that only state ownership
was truly socialist (19502, p. 8), that “the
state sector was the highest form of our
social ownership . " (1950a; p. 8). The
. same oplnlon is stlll held by most econo-
mists in the Soviet sphere of influence. In
Yugoslavia it did not survive beyond 1950.
Consistent-with the above reasoning was
the extolling of the significance of state
planning. R. Uvali¢ (1948, p. 20), Kidri¢ .
(1949, p. 42), S. Kraigher (1950, p. 12)
and others repeated the familiar thesis of
Soviet economists about planning as a
fundamental law of socialist économics. A
few years later this theory was to be de-
scribed as a voluntarist fallacy. -
Rereading of Marx and LEngles showed
the possibility of great confusion in inter-
pretation. Marx and Engels wrote seldom
and very little about socialism. What they
wrote amounted to two groups of state-
ments: one dealing with the organiza-
tional form of a socialist economy, the.
other with the essential social character-
istics of a socialist system. Marx and
Engels maintained that commodity rela-
tions and the market would disappear
along with private ownership; there would
be comprehensive planning: production
and distribution would be organized with-
out the mediating role of money. For
many decades it secemed obvious that
comprehensive planning: meant central
planning exercised by the government,
and that the absence of private ownership
meant- state ownership. In 1950 it was
discovered that Marx had never drawn

1 He soon became the Prcsrdent of the Lconomic.
Council of the Government and the Chairman of the
Tederal Planning Commission. He was also'a memher
of the' top Party leadership.
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the last conclusion. In fact, and here they
argued about esscntial characteristics of
socialism, Marx and Engels denounced the
state, argued that it would wither away in
a claqsless society, talked about the self—
government of producers and asserted
that . .. a worker is free only when he
becomes the owner of his means of pro-
duction.” Marx’s insistance on the free-
dom of the individual was discovered in a
statement, which. was later entered into
the Party program; and which reads: “The
old bourgeois society with its classes and
- class. antagonism is being replaced by an
association in Wthh development of every
individual is a precondition for the free
development of all” (Horvat, 1969a, pp.
105-17).

Far from being truly soc1ahst state
ownership turned out to be a remnant of
“capitalism, ~characteristic of backward
countriés that are building socialism, and
likely to generate dangerous burcaucratic
deviations (Dobringi¢ et al., 1951, pp.
16—18) In 1950 Kidrié wrote “State so-
cialism represents . .. only the first and

the shortest step of Socialist Revolution .

. Persisting in state (bureaucratic) so-
cialism . . . inavoidably leads to an in-
crease and strengthcnm g of privileged bure-
aucracy as a social parasite, to a suppres-
sion' . . . of socialist democracy and to a
general degeneration of the system into

. state capitalism . , . The building of
socmhsm categorically requires the de-
(_lopmcnt of socialist democracy and a
bold ttansformation of state socialisrir into
a free association of. Jirect producers”
(Kidrig, 1950b, pp. 5-6).

Very soon a similar position was ac-
cepted by practically all Yugoslav social
scientists, M. Novak wtote that to keep
state ownership would nican” . . . not the
abolition of the proletariat but the trans-
formation of all peopl¢ into proletarians,
not the abolition of capital but its general
‘rulgz in which a specific exploitation can be

‘and nece:sarlly will be developed’” (N ovak

1955, p. 92) "Approaching the problern
‘from 2 different point of view, N. Pagi¢

came to the conclusion: “In the past state
intervention in the economy was’ crrone-

ously identified with socialism. If this cri-

terion were applied to the last several
decades, it would bring into socialist ranks
all eminent capitalist politicians of recent
times, from Baldwin and Roosevelt to
Hitler and de Gaulle” (Pasié, 1957; p. 11).
A. Dragi¢evi¢ wrote: “Nationalization of
means of production and planning are pre-
conditions of socialism, but only precon-

ditions and nothing moré. In order o

achieve “fully developed” socialism, ma'hy
more additional {factors are required, in the
first instance a socialist d(,velopmurt of
political relations and of economic struc-
ture of the society” (1957, p. 218). Sim-
ilarly, P. Kova¢ and Dj. Miljevi¢ observed
that “state ownership and state manage-
ment by themselves lead” to small or no
change in the position of the producer in

- the production process and in his right to

participate in the management -of the
economy. . . . | In the countries in which

socialist Revolution was victorious, the’

state, instead of beeoming an organ of the
woxlung people, may and does become an

organ of the state and party dppdr’ntus -

which rules on behalf of the working
people” (1958, p. 13). R. Milié obscrves
that “state socialism in the USSR through
bureaucratic socialism deévelops into-state
capitalism. . ..” (1951, p. 21). These state-
ments are not quite so novel as they might
souind. Alrcady half a century ago Z.
Fabri, in connection with a hook Dby
Lenin; wrote: “If the state becomes an
owner, we shall have state capitalism and
not socialism. . . . Under state-ownership
all proletarians would become workers

hired by the state instead of by private

capitalists. The state would be an exploiter
and that means that an entire crowd of
higher and lower managers and an entire

bureaucracy with all its hierarchical strata
would create a new ruling and exploiting
class. It looks as if somethmg similar has
already been happening in Russia .
(Stanovtié and Stojanovié, 1966, p. 164).
Lately there has been a tendency to re-

. place “state capitalism” by an”er’notionally

more neutral term “étatism” (Stanov¢ié
ahd Stajanovié, 1966, pp. 328-36; Peéujli¢,

11967). The most radical in this respect is -

S. Stojanovi¢, a philosopher by profession:
“The term étatism denotes a system based
on state ownership of means of production

and state management of production and

other social activities. The state apparatus
represents a new ruling class. As a col-
lective owner of means-of production it
employs and exploits labor. The personal
share of the members of the ruling class in
the distribution of the surplus value is pro-
portional to their position in the state

* hierarchy . ..” (1967, p. 35).

If the state is an institution alien to
socialism, who is to ofganize the economic
process? Clearly, the only available al-
ternative is that this task be undertaken
by producers themselves. Centralization
as the principle of organization is to be re-
placed by decentralization, centrally man-
aged economy by a sclf-government
economy. In the middle of 1950 a law was
passed by which workers’ councils® were
created. The draft of the law was intro-
duced to the Federal Assembly in a'speech
by President Tito who said: ““The slogan,
the ifactonies to the workers, the land to the
peasants, is not ahy abstract propaganda

slogan, but -ene which thas deep meaning.”

It contains in itsclf the whole program of
socialist relations in production and also
in regard to social property and the rights
and obligations of the workers, and there-
fore it can be and must be realized in

" practice, if we really desire to build so-

cialism” quoted according to (Bilandiig,
1967, p. 69). By 1952 the new economic

system was already .in operation.

. 'Decenlralz ah'on

Inslzlulwnal Deuelopmeul 'lh(, prepara- s
tion for the New Economic System—as ..
it was called—started with the Law on-
Management of Governrnﬂnt Business En-
terprises and Economic Assoc1at10ns by
Workers’ Collectives enacted in ]uly 1950,
and ended with the Constitutional Law

‘on Pririciples of the Social and Political

System of Yugoslavia, accepted by the
Federal Assembly in 1953. The New
Economic System (NLS) became opera-
tional in 1952, It was transitional in char- -
acter and lasted until 1960. During these -
eight years the country achieved the high-
est rate of growth in the world: per capita
gross national product expanded at’ the
rate of 8.5 percent per annum, agricultural
output at the rate of 8.9 percent, industrial -
output at the rate of 13.4 percent (Horvat,
1963 Popov, 1968, pp. 363-64).

The law postulated that workers’ col- ‘
lectives conduct all activities of their re-
spectlve enterprises through their manag-
mg organs, Workers’ Councils and Man-
aging Boards. The Workers’ Council was
to be clected by all emp}oyccs of an enter-
prise in a secret ballot. J. A. Schumpeter
once remarked: “Wild socializations—a
term that has acquired official standing—
are attempts by workmen of cach plant
to supersede the management and to take
matters-into their own hands. These are
the nightmare of cvéry responsible so-
cialist” (1950, p. 226). Such a nightmare
was now made legal and obligatory by an
act of the B(,lga'a.clc National Assembly.
*“The principle of produccrs scl[—mandge—
ment’’— explams E. Kardelj, a social sci-
entist and onc of the most active political
leaders—"is the starting point of every
socialist politics. . . . Revolution that fails
to open the door to such a (levclopment
inevitably must . . . stagnate’in state cap-
italist forms and in a bureaucratic des-
potism” (Kardelj et al., 1956, p. 17).




In 1951 the governmeni was busy dis-

mantling the central planning apparatus
with its ministries, directorates and ad-
ministratively fixed prices. The last di-
rectorates disappeared in 1952. On Decem-
ber 30, 1951, a Law on Planned Manage-
ment of the National Economy was passed.
It replaced detailed central planning of
production by planning of so—called basic
proportions such as the rate of accumula-
tion and the distribution of investment.
Enterprises acquired a large degree of
autonomy. In 1951 there existed numerous
categories of market and planned prices
This was all replaced by a single price
structure which with certain exceptions
was to be regulated by the market. The
rate of exchange was made more realistic
by devaluing the dinar six times. And'so in
January, 1952, the economy was ready to
embark upon a new road of decentrahza-
tion. :

Once it was recognlzcd that the’ es-
sential features of socialism consisted in
individual freedom and the autonomy of
self-governing collectives, two important
consequences followed. First, the political
monopoly of the state and party apparatus
became incompatible with the so-con-
ceived social system. Second, in order to be
really autonomous, working collectives had
to have full command over the economic
factors determining their position. The
former consideration led to a gradual trans-
formation of the Commnunist Party from a
classical political party into what I called
an association of political activists (Hor-
vat, 1969a, p. 261). The process was ini-
tiated in 1952 when the Sixth Congress of

8.

The enterprises could he sct up even by a
group of. citizens. The director was to be
appointed on a competetive basis by a

joint commyjssion.of the Workers’ Council -

and the local government. Unsuccesful en-
terprises could go bankrupt.

In agriculture the collectivization dr1ve A

had increased the number of peasants’
work ccoperatives, but with its compulsory
deliveries, administrative controls and .the

. rest it depre:sed output.

the Party changed its name to the League

of Communists. The-latter consideration
led to a market cconomy with, it was in-
tended, a minimum of government inter-
vention.

In 1952 and 1953 several laws were
passed regulating the [ormation, operation
and termination of business enterprises,

Once the idea of an- all—embracmg ad-

Index of . Number of work.
" oulput cooperatives
1930-1939 100- =

1948 103 1217,
1949 ' 103 - 6238
1950 - 7S 6913
1951 - 106 - -7 . 6804
1952 75 - 4225 -
1953 , 106 : 1165
1954 94 - 806
1955 . 116 688
1956 97 . 561 .
1957 140 507
1964 170 . 16

(SZS, Jugoslavija 1945-1964, 1965, pp. 99, 111)

ministrative state control was abandoned,
it was uscless Lo insist on collectivization
in 'lgrlculture, even more so because of the
poor economic results. Z. Vidakovié: gives
the following explanation: *. .. the mas-
sive participation of,peasants in thc armed
phase of the Revolution and in setting up
the revolutionary political. power con-

tributed to the failure of étatist-burcau--

cratic socialization of agriculture, since the
social-politically active peasantry did not

submissively accept the administrative

methods of collectivization” (1967, p. 42).

In 1953 the Law on Reorganization of the

Peasants’ Work Cooperatives madc it easy
for peasants to leave cooperatives and
most of them used this opportunity. Those

who remnained were often poor peasants

9.

and that meant that the remalnlng co-
operatives would not be viable. .In order
to prevent this from happcmng and. also
to curb income polarization in the wllages
two months later the government csurried
out a new agrarian reform which reduced
the land maximum to 25 acres. Since be-
fore the war nearly nine tenths of all
peasant farms were smaller than 25 acres

anyway, the new reform did not meet with

much opposition. But the harmful effects

~of former policy were nol wiped vui. In

Yugoslawa there was a long tradition of
agricultural cooperatives. Forced collectiv-
ization did a great deal to discredit co-
operatives Later the general agricultural
cooperatives, which were admlnlstratlvely
established and given a monopely in vil-
lage trade, also contributed to the dis-
couragement of a genuine cooperative

- movement.

After all these changes the sm—ytar——old
étatist constitution - became grossly. inap-
propriate, while the time was not yet ripe
for a brand new censtitution. The problem
was solved by a Constitutional Law, passed
in 1953, Its article four States: “Social
ownership .of means of production, the
self-government of producers in the
economy and the self-government of work-
ing people 'in the Commune, City and
District represent. the basis of the social
and political system of the country. . ..”

As a conscquence of the self-govern-
ment principle, another very important
innovation - found ‘its place in the Con-
stitutional Law. It became known as the
principle of the fusion of the political and

economic sovereignty of the working peo- -

ple. The principle was implemented by
creating the Council of Producers as a new
house in the Assembly. The Council was
composed of representatives of collectlves
of business enterprises.

_ In .the following years the government

" was engaged primarly in perfecting- the

monetary and fiscal systems. Interest rates

were applied and there was some experi-

- mentation with invéstment auctions. Com-

mercial banks were added to the hitherto

-all embracing National Bank. Reserve re- -

quirements were introduced. Local govern-
ments acquired financial aitonomy.

“The. First Five-Year Plan (1947-1951)
was extended for a year, but never really
completed. The period 1952-1956 was left

with only -annual plans. After NES was

well established, the- Second Five—Year

. Plan covering the period 1957-1961 was

launched. It was carried out in less than
four years.

Discussion: While the prccedlng penod
was mostly characterized by discussion of
what was nol socialism, the theoretical
approach becomes more positive now. The
discussion started by an exchange of opin-

.ions on. the so—called Transition Period

and ended with an analysis of what was to

be known. as self—governm’ent or associ-

ationist socialism.

Marx wrote that the revolutlonary trans-
formation of a capitalist into a communist
socicty could not be carried out 4t once.
Between the two socio-economic systemis
there must be a short transitional period,
and the state of this period would be
organized as a Dictatorship of the Pro-
letariat. Marx’s analysis looked plausible
and in fact proved to be a good 'Lnt1c1pa—
tion of what happened in Yugoslavia in
the first two decades after the war(Horvat,
1969a, ch. II). Around: 1952, and inter-
mittently later, the main issue of the de-
bate was whether socialism (considered to
be the first of the two stages of a commu-
nist society) is to be included in or ex-

 cluded from the Transition Period (Hor-

vat, 1951; Novak, 1952 and 1935; Perovié,
1953; Sirotkovié, 1951; Kiorag, 1931). The
debate was highly scholastic, and yet the
issue was of enormous practical impor-
tance. If Dictatorship of the Proletariat is
interpreted as a form of political regime,
and not as the class content of the govern-




ment (which is what Marx had in mind),
the identification of socialism with the
Transition Period will produce a command
society. If the political regime is demo-
cratic, but the Transition Period extended
to 1nc1ude socialism, the development of a
classless society may be endlessly delayed.
The issue was resolved in an indirect way
after the essential characteristics of a self—

" government socialism had béen elaborated.

Contrasting .the Old (admlmstratlve)
and New. (self—government) Economic
System R. Bi¢ani¢? summarizes the actual
developmcnts by enumerating dlﬂerences
in goals, agents and means (1962a, pp.
44-47). The goals of the Old System were
to achieve socialism by means of state
power, to equalize the position of workers
in relation to the state-owned means of

“production, and to achieve the new social

order for its own sake. Individual interests
of ‘producers and consumers were sub-
ordinate to 1mpersonal and superhuman

‘goals of the economic system, and the state

apparatus, entrusted with the achievement
of this goal, was in a position to exploit the
population. The New System presupposes
‘the withering away of the state and the
management of socialized property by
workers, and makes the personal happiness
of every individual a supreme goal.

As far as the agents are concerned, in
the Old System therc was centralized state
management by means of a hierarchically
organized state apparatus. The directives
were passed .down the line in an author—
itarian way with little or no mdependence
of enterprises. In the New System the
state apparatus cannot interfere with the
business of individual enterprises, which
became autonomous. ‘Decentralization was
applied not only to €conomic, but also to

? Bitani¢ completed his study early in 1961, Essen-
tially the same comparatlve analysis had already been
presented by M. Popovié in 1952 (1952). I‘v1dently, ‘the
system was being developed ina consistent way.

in
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social and political life. Authoritarianism
was replaced by self-government as a

basic principle of ecoromic and social ot-

ganization,
The means of the two systems are con-

trasted by Bicani¢ in the following way:

state ownership vs. social ownership; cen-
tral planning vs. social planning; admin-
istrative allocation of goods vs. market;
administrative rules vs. financial instru-
ments; administratively fixed wages vs.
free dlsposmou of the income of the work-
ing collectives; all-embracing state budget
vs. the budget of the state administration
decentralized and separated from the eco-
nomic operations; consumption as a re-
sidual vs. consumption as an independent
factor of development; collectivization vs.
business cooperation of peasants and large
agricultural estates.

- In the period under consideration econg-
mists begar to study intensively writifigs
in the economics of socialism, particularly
those of Western authors. This literature
had hitherto been virtually unknown. 1.
Maksimovi¢ (1958), I*. Cerne (1960) and
B. Horvat (1964) produced extensive crit-
ical accounts of earlier economic liter-
ature. Cerne attempted to provide an ac-
ceptable definition of socialism. In his view
socialism is characterized by the following
three elements: (1) Equal rights of mem-
bers of the community as producers. This
implies social ownership. Element (1) is a
precondition for (2) equal rights in terms
of income distribution, This in turn im-
plies distribution according to work. Both
(1) and (2) are indispcnsable for the re-
alization of (3) cqual rights in political
life. As citizens members of the com-
.mumty must. enjoy political—Cerne talks
of socialist—democracy (1960 p. 281). It
appears that socialism is essentially a
'phllosophv of egalitarianism. Cerne’s.defi-
nition, although never explicitly quoted
——references are not popular in Yugoslavia
—may be considered as commandmg w1de
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agreement among economnists and other

social scientists. A

On a less abstract level, in an important
article in 1953, Uvalié¢ described the main
intentions of NES (1954). In the admin-
istrative period output was expanded re-

- gardless of cost. Now fast growth was to be

maintained but cost considerations had to
play an important role in the determina-
tion- of the- structure of output. The law
of value, i.e. the market, was to take care
of that. But the operation of the law of
value must be restricted in two important
respects: income distribution and capital
formation must be controlled. Otherwise,
Uvali¢ warned, exploitation and market
anarchy will reappear. These ideas were to
dominate economic policy in the next de-
cade. But clumsy burecaucratic and often
incompetent controls of income distribu-
tion and capital formation were to become

" more and more irksome and irritating.

The relation between market and plan-
ning has become a recurrent theme in
economic discussion. Usually market and
planning are visualized as two different
mechanisms, In the opinion of Cerne the
planning mechanism is to be used for long—
rin and general decisions, while short-run
and partial decisions may be left to the
market mechanism (1960, p. 11). A sim-
ilar position was taken by J. Lavrac
(1958). B. Jeli¢ explores in more detail in-
stitutional arrangements necessary to har-
monize the market and planning. He ar-
gues that unbalanced growth sometimes
requires interventions even outside the
general framework provided by the plan
(1958).

By the enc of the period (1958) under
consideration, NES got its first theoretical
rationalization in a book by the present
author (Horvat, 1964). Since the socio-
economic system is concejved as an asso-
ciation of business, political, etc., associ-
ations, I suggested that it be called As-
sociationist Socialism. I pointed out that

the old alleged incompatibiiity of market
and planning was noihing more iban an
ideological Tallacy. The market is just one
and at that a very. efficient—device of
social planning. The integration of market
and planning, social ownership and busi-
ness autonomy of entcrprises, procduces a
system with interesting new practical as
well as theoretical features, First reactions
towards this book were negative (Dragic-
evic, Stampar & Horvat, 1962; 1963). In-
sisting on consumer sovercignty wis con-
sidered to represent the (negative) in-
fluence of Western welfare cconomics. In-
sisting on rigorous technical analysis was
considered devoid of social content and
so anti-Marxian. Insisting on market
economy was considered to reflect the in-
fluence of the Western thcory of free com-
petltlon The analysis of price formation,
in which interest and rent played a certain . .
well~defined Tole, was said to represent a
bourgeois theory.

A similar critique was voiced by some
socialist econornists abroad. T Mandel
maintained that “there is a definité incom-
patibility between socialism—or, put other-
wise, a classless society and a high degree
of social equality and cconomic efficiency
—and commodity production” (1967).
This is so because commodity production

* inevitahly generates social inequality and

produces waste of economic resources. The
reader was not told why this should be in-
evitable.

In this debate B. Ward came perhaps
nearest to the truth. As to the method of
analysis she says: “In value theory Horvat
manages to produce more or less Marxian
restlts from more or less neoclassical as-
sumptions” (1967, p. §19). As to the sub-
stance of the theory she conciudes: “Nat-
urally enough this regime is essentially
socialist; not surprisingly, it bears a more’
than casual resemblance to Yugoslavia:
What is surprising is that it carrics 2 more
than expected measure of plausibility . . .”
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(1967, p. 509). Most of the ideas developed
in this 1958 book have by now been ab-
sorbed and seem self-evident. The latest
reform is based on the market mechanism

B and the, welfare of 1nd1v1duals as the main

guldmg prlnc1ples

Se'lf—govemﬁwnt Soczdlishz

" Institutional Development: The last
phase "in Yugoslav post-war socio—eco-
nomic development was prepared by a
series of political, economic and constitu-
tional reforms in the period 1958-1963.
This turbulent period was inaugurated by
the new Program of the League of Commat-
nists in 1958. Here socialism is defined as:
“. .. the social. system based on socialized
means-of production in which social pro-
duction -is managed by associated direct
producers, in which income is distributed
according to the principle to each accord-
ing to his work and in which, under the

_rule of the working class, itself being

changed as a class, all social relations are
gradually liberated from class antagonisms

~ and all elements of exploitation of man by

man’’ (Program SkJ ‘2a, 1958, p. 133).
Thus the Yugoslav variant of socialism
appears -to xmp]y social ownership, self-
management in the economy, the absence
of non-labor income and of exploitation.

"The term “working class,” as explained a
few years later by Kardel], was to mean -
-“al] working people who-are part1c1pat1ng
in the social process of labor and in so-.

cialist' economic relatlons” (Kardel_], 1962,
p. 1531). :
By 1960 the second Five-Year Plan was

7 successfully completed. The economy was

booming, self-management in enterprises
was already well established and the Pro-

. gram paved the way to an acceleraled pace
of changes. The new Five-Year Plan was.

prepared. The Society felt ready for a new

important step forward. In 1961 three

radical reforms were carried out. In order
‘to ‘increase - the -efficiency of the market

-organization and to improve the quality
of goods produced, the hitherto virtually :

closed economy was to be made more sus-

ceptible to, the influences of the world -

market. To achieve.that, the system of

multiple exchange rates was replaced by a

customs tariff, the dinar was devalued,
foreign trade was liberalized to a certain
extent and the country became an asso-
ciated member of GATT. Since develop-
ments in: the field of. money and banking
were lagging behind the general -institu-
tional changes, an overhaul of the entire fi-
nancial organization was undertaken. And
finally, it seemed inappropriate for trade
unions to continue to supervise wage levels
and wage differentials in self~-managed en-
terprises. And so this control was discon-

tinued. Since then in. this field, market

competition -has gone further than in any
other modern econormy. These three re-
forms inaugurated in 1961 the begmmng

of the third distinct phasc of economic de-

velopment.

By that time the country was institu-
tionally ready for the.new constitution
which was promulgatcd in 1963, Explain-
ing the aims of the constitution. Kardelj,

one of its chief architects; said that it was
“‘not only the constitution of the state but .

also a specific social charter which will pro-
vide the material basis, political frame-

work and encouragement. for the faster -

internal development of the system - of
social self-government and -direct de-
mocracy” (1962, p. 1533). Self-manage-
ment was extended to cover not only busi-
ness but also non—proﬁt organizations. It
was generalized as a pr1nc1p1° of self-
government to be applied in all spheres of
econoniic, social and political life. In order
to achieve this, the Constitution invented
a new institution: the work organization
(radna organizacija). Whenever people as-
sociate in order to work for a living, they

create a work organization and represent
-a work union ‘(radna zajednica) which en-

joys basic self-government rights con-
stitutionally guaranteed. Work organiza-
tions include enterprises and other business
estabhshments as well 4s educational, cul-
‘tural, medical, social i insurance and other

' pubhc‘servlce estabhshments As a con-
_sequence the “fusion principle” of the 1953

Constitutional Law was extended to cover
all work unions, and the Assembly got

I -
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technical preparations were completed and
in July the Federal Assembly enacted the .
package of laws inaugurating the reform

(Savezna Skupstina; 1965). Slgmﬁcantlv.‘

enough, the solution of economic troubles
was sought in further ' decentralization,

~ perfection of self-government autonomy,

three houses of work unions: for the -

economy, for education and culture and for
‘health and social welfare.
The three reforms of 1961 were poorly

'prepared partly inconsistent and badly

implemented. As one might have etpected
the sensitive market economy reacted vi-

-olently. Everything went wrong: in one

year the rate of growth of industrial out-
put was reduced to one half of its 1960
level, imports scared, exp01ts stagnated,

. wages went far ahead of productivity. The

reformers, accustomed .to a tardy hali--
administiative economy, were taken by
surprise. Planners increased targets for
1962 in order to catch up with the Five-
Year Plan goals—and were, of course,
decp]y disappointed. The recession was

i deepened. It became clear that the Plan

would have to be abandoned. Administra-
tors and political bodies were deeply dis-
turbed. Conservative politicians and ¢cono-
mists were busy explaining the failure of

the market” system and. demanded that

central planning be reintroduced. -
Heavy pumping of money into the

economy helped to generate recovery in

the second half of 1962. In the next year

- the economy was back to its normal path

of fast growth. .The. upswing continued
into 1964 ending in a boom with heavy in-
flation and a great. balance of payments
deficit. The new recession brought a new
reform. Throughout 1964 asscmblies were
busy discussing the priaciples of the new
reform (Savezna Skupitina, 1964). 1n the
beginning of 1965 the government ad-
ministration was set to work. By May,

development of a more competitive market
and an integration into the world economy.
What followed appeared to be a second,
more radical and more consistent, edltlon
of the 196! reform. The reform started as
an economic one, but very soon produced

. importantsocial and political consequences.

Multicentric planning could not help but
preduce a pluralistic society. Reform was
in its essence a new stage of the revolution;
so asserted V. Bakarié, president of the
Croatian League of Communists (1967,
p. 231). Smf—'government‘ autonomny be-
came firmly rooted in “the %cmhst Es-
tabliskment.

Discussion: 'The reform of 196Ifczllled
also NES (IT)—marked the beginning of a
real academic discussion of economic mat-
ters. Up to that time institutional changes
had been foo fast, and economists too few,
so rigorous analysis and discussion- had
been replaced by descriptions. B

The discussion started with an exchange
between Uvali¢ and Bicanié. Uvali¢ re-
iterated his views that income distribution
and capital formation could not be left to
regulation by the market. So far, distribu-.
tion according to work had encountered
serious difficulties. The capital market, as
a device for capital formation and alloca-
tion, was unacceptable because it would
lead to group ownership. Social profit-
ability and individual profitability were
two different things. The individual in-
terest of a collective was inferior and had
to defer to the social interest (Uvalig,
1962). Bicani¢ objected that Uvali¢ did
not distinguish clearly between what is
commonly called tlie economic. system,

and the plan. The economic system (general -

@
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conditions for busmess conduct) used to be
~ an instrument of the plan now the relatlon
had been. reversed. .(In:fact, two- years
“later a party congress would request ex-
plicitly that the plan become an instru-
ment of the system instead -of the system
being accommodated tothe plan (3efer,
1968b, p. 29). Uvali¢ offered no guidance
‘as to how to replace lahor and capital
~mafkets. He really implied central plan-
- ning, with operational freedom being left
to planners and politicians and discipline
being reserved for the rest. Bitani¢ feels
that this is unacceptable. A modern
“economy is essentlal]y puolycentric and not
monocentric (1963a).

In December 1962 the Association . of
-Yugoslay Economists organized a debate
in Belgrade about the draft of the new
constitution (Ehonomist, 1962). A number
of participants—R. Davidovi¢, M. Ma-
cura, N. Cobelji¢, K. Mihajlovié—argued
that the role of planning was underesti-
mated in the draft constitution. Macura
explained that this was so because economic
problems were approached from the point
of view of an enterprise, even an individ-
ual, instead of from the point of view of
the cconomy as a whole (Ekonomist, 1962,
p. 462). Cobelji¢ thought that planned
market economy would in' future be re-
placed by market - planned economy
(Ekonomist, 1962, p. 473). Mihajlovi¢
argued that, while consumer and interme-
diate goods markets worked well, invest-
ment goods and capital markets were no-
toriously imperfect and needed strict con-
trol (Ekonomist, 1962, p. 500). The debate
reached its climax at another meeting a
month later in Zagreb. .

Futher discussion was prompted by the
failure of the reform. The economy sank
deeply into depression (relative to the
standard Yugoslav state of affairs). From
the beginning of 1961 to the middle of
1962 the annual rate of growth of indus-
trial output dropped from 12 to 4 percent.

The government was alarmed and asked
‘a group of academic economists associated
with a research:institt'lte to find out what
had happened. ‘This move set a° plecedent
in the governmental attitude towards man-
aging economic affairs. In a few months

* the group produced a report, popularly_
called The Yellow Book (Horvat, 1962a).

Then the second, even more important,
precedent was esta.bh shed : the govern-
‘ment accepted the report. '

The findings of the Vellow Book may be.

‘summarized as follows. Inefficient plkan-
ning resulted in economic instability. The
structure of supply failed to match the

structure of demand, there was a down-
ward shift in long-run export trends, there
was a serious lack of skilled labor force.
The inherently unstable economy was ex-
posed to the simultaneous shocks of the
three poorly prepared and badly imple-
mented partial reforms cited above. The

“insistence on financial discipline created a

serious shortage of money with strong de-
flationary cffects. The abolition of income
control led to wild increases of wages un-
related to productivity increases. The lib-
eralization of foreign trade emphasized
the fundamental importance of cconomic
research as a hasis for economic policy and
the stability of the legal and policy frame-
work as a precondition for cfficient -oper-
ations of enterprises in a market setting.

In the meantime, another research in-
stitution"produced an analysis of-the de-
fects of the economic system. The report
became known as The White Book and it
criticized deficient planning, an imperfect
market, arbitrariness in income distribu-
tion and inconsistencies in investment de-
cisions (Dabgevié ef al., 1962). Both docu-
ments were discussed in a meeting jointly
organized by the Association of Econo-
mists.and the Federal Planning Bureau in
Zagreb in’ January 1963 (Savjetovanje,
1963). The former planning officials and a
certain number of economists with a more

centralist .orientation criticized the two
documents. They questioned the possibil-

“ity of efficient investment and a high rate

of growth in a decentralized setting. They
thought that the market necessarily led to
a destruction of the socialist principle of
of .income distribution. Some of them

" pointed out that the classical conflict be-

twéen the essentially social character of
production and atomized decision-making
lay at the bottom of all economic dif-
ficulties (Savjetovanje, 1963, p. 192).
However, the majority of economists
agreed on the necessity of further decen-
tralization and the perfection of self-
wovernment autonomy. Since the Zagreb
debate the basic principles of the develop-
ment of the economic system have never
been seriously questloned aroong Yugoslav
economists.

The well know saying about doctors—
the operation was successful but the pa-
tient died—might have been applied to
discussions among Yugoslav economists:
the causes of economic troubles had been
well explained, but the reform was dead.
It soon became clear that the entire ex-
periment had to be repeated. And so it was,
in 1965. The situation was rather com-
plicated. “The casual observer is oiten
puzzled,” commented R. Bicani¢. “Only a
few years ago Yugoslavia was presented as
an example of a country with one of the
highest growth rates in the world, now the
foremost aim of ‘economic policy is to re-
duce investment. For more than a decade
the socialist economy struggled against
bureaucratic command; now an. admin-
istrative price freeze has had to be intro-

duced. Tt was the first country in the world

to initiate workers management in business
enterprises and to abolish the wage system;

now there is discussion about whether this

means too much or too little democracy. . .
National problems were said to have been
solved; and now the country is pregnant
with increased tensions -among the con-
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stituent nations, tensions newly created
and socialist in origin. Efforts to-find solu=
tions to all these problems are now con-
centrated into two words: The Reform.”
(Bigani¢, 1966, pp. 633-34).

Bidani¢ and Dzeba (Dzeba and Belsag,
1965) the following aims of the reforms.
The immediate .purpose was to combat an’
increasing pace of inflation; to removc the
chronic deficit in the balaiice of payments;
to reduce all sorts of subsidies (for exports,
unprofitable production, etc.) drastically
in order to avoid-the necessity of central
administrative interventions; to correct
price disparities in order to establish-more
eficient market relations and eliminate
administrative controls. These were pre-
conditions for some longer-term measures
of structural change in the economy such
‘as: revision of growth and investment pol-
icies; putting the productivity of the econ-
omy on an internationally competitive
level; liberalization of forcign trade and
ehmmatlon of the balance of paymentsA

~ deficit; convertibility of ‘the currency in

order to open the economy and.expose itto
the stimulating influences of the world
market. In its broader social aspects, the
reform was expected to impart a'de=poli-,_
ticization of economic decisions; double the
share of enterprises in the control of na-
tional income, reducing- thereby the eco-
nomic power of the state; to link the level.
of living to that of p10duct1v1ty, to in-
crease the ratlon'lhtv of economic deci-
sion-making. ‘Bi¢ani¢ concludes that the
fundamental aim was in fact.“to build a
model of a socialist system for a developed
country, one which will be able to stand
the competition of other ‘developed coun-
tries without the constant tutclage of gov-
crnment machinery” (1966, p. 643). He and
Horvat (Dobringi¢ et al,, 1951) pointed out
that this model is very dltlerent from the.
.mixed  economy of the’ welfare ~ state. -
The aim described was to be achieved by
a process which Bicani¢ called the four
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- As often happens the ideds were good
but the rmplementatlon was poor. The re-
_form-was. pohtlcally much better prepared
© than the'one in 1961, but not so economi-
cally Economlcally it was based on arather
" naive idea’ of the- v1ab1llty of the laisser—
fatre prlnc1ple Monetary policy appeared
to be. practl ally the only available device
m pollcv In order to stabilize
1e. government applied a-credit
t-worked, but it also produced
deflation with unemployment and stagna-
- tion.’ ‘From  the ‘beginning of 1965 to the
. middle of 19()7 the annual rate of growth
" of industrial output dropped from. twelve
percent to inus . one ‘percent.- ‘Negative
th tates-had not been known since
i 1952 “The government thought that this
was unavoidable, and that the reform “in

o its strategrc aspects” proceeded as planned.

Sorme ‘economists and many. businessmen
*were-"alarmed. For ‘them, (levelopments
| .were ‘catastrophic and Certam to produce

o another failure. Soon economlsts were to

-,drscover ‘the -existence of business cycles.
Smce cycles had. not been known to the
government———1t was held as self-evident
that: cycles could not exist in a socialist
conomy—the government ' procceded to
- frame economic policy as if the cycles did

- not exist.: The results of such an economxc

-pollcy could not be encouragmg

. The: dlscovery of cycles proceeded in

. The successive - retardations of
'~',?growth ‘described already in the Yellow

- Book, indicated that thé Yugoslav econ-

'-omy mlght have.been subject to CyCllC'l.l
" fluctuations. The research undertaken in
the Institute of Economic Studies con-
-.-firmed the hypothesrs (This will be dis-
cussed more fully in Chapter 5.) In the
Spring of 1967, in Ljubljana the Associa-
tion of Economlsts held a meeting dedi-
cated to problems of stabrhzatlon (Savje-
_“tovanje; 1966) Four papers dealt ex-

g
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pllcrtly wrth business cycles The research.’

“institute mentroned ventured to make a

forecast of the lower turning point (1967),

boom (1969) and recession (1970) of the .

current cycle which proved to be correct

up to the time these lines were written

(second half of 1969).
~ A couple of months after the Ljubljana
meeting a public debate took place. It was

* focussed on the theme: “Economic Science

~and the Economy” (Institut,

Seven economists participated. A. Bajt
raised the question of the responsibility for

the reform and criticized the naive view -

that investment generated inflation. Z.
Baleti¢ evaluated the contention that there

. was a conflict between politicians and

economists. Z. Mrkusié¢ analyzed the for-
eign trade equilibrium. Horvat pointed out
a number of mistakes contained in cur-
rently popular economic reasoning (and,
consequently, in economic po]lcy) and
in a separate article, which caused a news-

paper explosion of discontent, calculated -

the losses due to cyclical instability. The
output lost appedrcd to amount to about
forty percent of the social product. The
three remaining economists supported the
official view that everything was more or
less all right.

In February 1968 the Institute of-

Economic Studies organized an all-Yugo-
slav conference on the current economic

situation. The study prepared for this

occasion (Institute 1968b) described the
cyclical mechanism operating in the Yugo-
slav economy and made a coherent pro-
po=al for an anti-cyclical policy. This was
an important step forward. The proposal
insisted on a combination of monetary and
fiscal policies (the latter was virtually non—
existent at that time) ; on a combination of
price and income controls; and on the im-
portance of the interrelations between ag-
gregate demand and investment.

By the end of the same year another fea-

ture of the unsuccessful 1961 reform waste-

1968a).

; pézﬁcd ‘two research institutes were offi-
ciglly asked to assess the implementation of
‘the réform. There was, however; an inter-
estingHifference: this demand did not come
‘{romthe:government but from the Central
‘Catninittee df the League of Communists.
Two repofts were :prepared: the findings
“were more or less'the same. I quole from

.'the ‘report ‘that was piblished (Institut,
'1969). This report found that in spite of a

a0

strong deflationary policy; prices were no -

“more stable than they were hefore the re-
form; that the Fi ive-Year Plan was not
hkely to be fulflled; that the administra-
tive control of prices was extended over a

" greater percentage of output than before

the reform; that the liberalization trends
in foreign trade were checked and re-
versed; that the balance of payments
deficit was expanding; that the rate of
saving was decreasing; that the losses and
: 1ndebtedncss of firms were increasing; that
! "the rise in labor productivity was shghtlv
retarded; and that unemployment was in-
creasing beyond anything kuown in the
country in the past two decades. IElaborat-
ing its early prognosis in more detail, the
Institute predicted an -acceleration of
growth in the first half of 1969 (to a rate
some sixty percent higher than the one
forecast by the Federal Planning Bureau),

an inflationary pressure in the second half

and the downturn of the cycle and the be-
ginning of a new recession:by the end of
1969 or in the first hdifiof 11970. The Airst
ttwo forecasts proved:toibc. correet, the
Elasthdd still the status of forecast-atthe
litimie ‘these ' lines “were ~written. *A - few

" months later V. Rajkoviéiundertook to

“analyze the unpublishéd papers prepared

" by the administration as a basis for the re-

form. Rajkovié came to the conclusion that
none of the important goals had been
achieved in a satisfactory way (1969/70,
p- 47).

Once again the ominous question was
posed: What had happened? A careful anal-
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ysis of developments seems to suggest the
following answer. Lconomic growth and
institutional changes werc too rapid for the
govermnent apparatus and other organsof " -
econoniic policy to be able to cope. with
efficiently. Almost overnight a backward
Balkan. country reached a European stan-
dard of economic development, and an ad-

minstrative economy was transformed into
a market economy. At the same time re- -
sponsible authorities often lacked  the
nccessary understanding of how a modern’
market economy operated. If to all that
we add the pioncering in the systcm of
self—government——nonex1stent anywhere
else in the world—it becomes clear that =
the complexitics of the socio-e¢onomic en-
vironment have increased cnormously and
that it will take some time before thé or-
ganizational framework is- adapted, the
necessary knowledge is accumulated and
‘“the new social system begins to operate
smoothly (Institut, 1968'1, 1969 IIorv*Lt
l968¢)

1. Planning
Four Five~Year Plans -

The rationale for central planning was
explained in Chapter 1. By 1947 the ma-
chinery for central planning was com-
pleted. Hicrarchically organized planning
.commissions on various. levels—federal,
state, district and city—were entrusted
with comprchensive planning in their re-
;:peetnc territeries. The operational plan-
.mng and-implementation was carried out
:.by ministrics:and then down the line by
gcneral and ‘chief directorates, and plan-
ning sections.in the enterprises. Annual
plans were broken down into quarterly,
monthly and ten—day plons. In 1949 about
13,000 groups of commuodities were planned ~
(C'lhc 1948, p. 15). In the same year the-
state budget comprised two thirds of the
national income (Kidri¢, 1960, p. 453).
Every enterprise had to send to the su-




perior authorities 600-800 diffcrent reports
per year. The annual economic plan
weighed some 3,300 pounds (Bi¢ani¢, 1957,
p. 65). Supphes and customers were as-
signed to every enterprise in advance.
Since these administrative allocations were
not quite perfect, the enterprises were
asked “to find their ways.” The planning
authorities would provide them more
money then they wanted and would ask
them to spend it. As prices were fixed,
spending money meant finding raw ma-
terials and investment goods necessary for
the fulfilment of the plan. In a market
economy one endeavors to save money, in
the centrally planned economy one is at
great pains to spend it:in the former selling
is the most difficult task, in the latter buy-
ing is the greatest worry of businessmen.
The economy was run as one single
. mammoth enterprise. That required es-
- tablishing a system of continuous control
of operations of all enterprises, In 1948
Kidri¢ voiced complaints against those
who considered that there was no need for
daily reporting and who were satisfied with
ten—day reporting (Kidri¢, 1960, p. 468).
‘A number of years later J. Stanovnik, now
Secretary of the U. N. Economic Commis-
sion for Europe, at a lecture delivered to
Swedish economists in Stockholm, was
asked what sort of devices were used to
implement plans in Yugoslavia. He an-
swered: ‘““Telephones!.”

The first Five-Year Plan covered the
period from 1947. through 1951. It pro-
claimed four main goals:

(1) to overcome economic and techno-

logical backwatdness;

(2) to strengthen the economic and

military power of the country;

(3) to strengthen and develop the so-

cialist sector of the economy;

(4) toincrease the general welfare of the

population.
~ Consumption was taken care of, but it
was last in the order of priorities. The goals
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- enumerated were to be achieved by an =
explosive increase of output; compared -

with thc pre-war level, national income

was to increase 1.9 times, agricultural out-

put 1.5 times, industrial output 4.9 times.
However, due to poor statistics, the pre—
war level must have been greatly under-
estimated and the three targets were

achieved only by 1954, 1959 and 1961 re- -

spectively.

At first the implementation of the plan
proceeded in- a satisfactory way, though
not as well as was generally believed.? In
1949 the economic blockade of the Comin-
form countries forced Yugoslavia to search
for trading outlets for about one half of
her exports and to secure the same propor-
tion of imports from other sources. Al-
though substantial foreign aid was secured
two years later, this sudden recrientation
of foreign trade had stifling effects on

growth. The next blow came from nature; -

in 1960 a severe drought reduced agricul-
tural output by one third. Collectivization
also helped to aggravate agr1cultural prob-
lems. The radical economic reorganization
'in 1951 could only complicate matters. In-
dustrial output fell by four percent in
1951, and by one more percent in 1952.
The plan was extended for a year, but that
was already pointless, and the report on

3 Thus V. Begovi¢ reports about the overfulfillment
of the first half of the Five~Year Plan (1949). But later
statistical estimates showed that the data produced
by the Federal Planning Commission (Informativni
Pritudnik pp. 251, 484) were inflated. Thus for the out-
put of manufacturmg, mining and power plants the dif-
ferences are as follows:

Indices

1948 1949 1950

1946 1948 1949

Federal Planning 267 116.6  106.3
Commission -
TFederal Statistical 190 111 103

Office (later estimates)

the fulfilme nt of the T‘lrst Flve—Y ear Pla.n
was never published. =

And yet, if not a full success, the Plan
was far from being a failure. It generated
output substantially above the pre-war
level, it raiscd the share of gross investment

" in fixed assets to 33 percent of gross na-

tional product (material product definition;
close to 30 percent on the SNA definition)
and created entire new industries.

In 1952 rigid central planning was re-

‘ placed by “planning by global propor-

tions.”” These proportions were: minimum
use of output capacity and the correspond-
ing wage fund, profits as a percentage of
the wage bill (a device for wage planning),
basic capital formation, taxes and alloca-
tion of budgetary resources (Vuckovig,
1952, p. 31). In this way, the central plan
was expected to regulate general economic

activity without administrative orders, by.
-influencing the rate of growth and the pro-

portion between investment and consump-
tion, and by effecting structural changes in
the economy (Jeli¢, 1961). The old Plan-
ning Commission—which acted as a super-
ministry controlling the activities of all
economic miinistries and was in charge of
the overall implementation of the plan
(Djordjevi¢, 1965)—was replaced by the
Federal Planning Bureau, an expert insti-
tution with no 'Ldlmmqtratlve powers,
Republics, districts (later communes) and
enterprises would produce their plans in-
dependently. State planning became social
planning which meant wide consultations

 among all interested parties, inclusion of

non—profit institutions and independence
of enterprise plans.

The next three years were used to com-
plete the key investment projects of the
Five—Year Plan in annual installments. In
the discussion about the 1955 Plan the new
mood was already apparent; agriculture
looked neglected, investment too large and
onesided (Popovié, 1964, pp. 147, 150).
By the end of that year M Popov1c could
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say in the Federal Assembly that one
period of economic development was com-
pleted (1964, p. 160). The year 1956 was
used to prepare the Second Five-Year
Plan for the period 1957-1961. In this plan
increase of . consumption already ranks
third among the five main goals (Lovren-
ovi¢, 1963, p. 220). Growth of investment
was somewhat retarded and its structure
radically changed. The share of industrial
investment was substantially reduced in
order to double the share of agriculture
and increase the shares of transport and.
trade (Popovié¢, 1964, p. 211). Within
manufacturing, consumer goods industries
were to expand faster. So—called non-pro-
ductive investment in social overhead
capital was also accelerated. All these
changes proved beneficial and the plan was .
carried out in four years, The planning
system seemed to be well adapted to the
needs of the economy and worked satis-
factorily. This system was described by J.--
Sirotkovié¢ (1961), S. Dabéevié (1963),and
Jeli¢ (1962).

The first plan distorted the c.tructure of
the economy by emphasizing capital for-
mation in heavy industries. The second
one undertook to make correctlons but
went to the other extreme by overexpand-
ing consumer goods industries. Thus, the
third plan was left with the task of redress-
ing the balance again by accelerating in-
vestment in power generation, metallurgy
and intermediate goods industries. These
fluctuations in investment induced: Co-
belji¢ and R. Stojanovié to invent a theory
of investment. cycles inherent in a socialist
economy with an uneven pace of techno-
logical progress (1966). Z. Baleti¢, Bajt
(1969) and others criticized this theory as
unacceptable since mistakes in planning
are attributable to ignorance and not nec-
essarily to socialism, and that technologi-
cal progress is rather innocent in this re- .
spect. '

The Third Five-Year Plan for the period




1961 through 1965 endeavored to. .acceler— :
ate the; growth of ‘output: even further. .

’ r\)e'.

‘ change one’ ﬁnds the phllosophy whlch:?A
“holds that economic welfare is both the . .

. Personal - consumption ‘ ‘ranked second -

- among- the goals: (Lovrenovrc, 1963,: p.

- 221). The Plan was hardly launched when‘
the country found itself in the middle of a -

recession, the reasons for which were ex-
- plamed in'the previous chapter. The Plan
wa’s doomed to fail.'In order to avoid un-
pleasant discussions, the Federal Assembly
decided to replace it by a seven—year plan
covering the period. 1964-1970. For that
_ purpose the Assembly passed a Resolution
~ in which the basic political and economic

goals of the new plan were defined as fol- _

; lows (Yugos[ad Survey, 1964) :

‘(1) steady rise of the level of living, in
. the first place of personal consump-
.. ‘tion, and higher share of personal
"t incomes in national income;

(2) catching up with- mternatronal stan-

dards of productive efficiency and
~ labor productrvrty,
" (3) .expansion of external trade through
~ more intensive inclusion of Yugo-
slavia in the international division
. of labor;
- (4) accelerated development of under-
developed areas;

(5) further development of soc1ahst
soviety by strengthening the role of
direct producels and working. or-

~ganizations in the management of
“productive forces.

/ .

“A comparison of these goals with those
of the First Five—Year Plan shows very
clearly the distance that separates social
planning from state planning. The weclfare
of individuals is moved from the end to the
‘beginning of the priority list.* Behind this

4 Personal consumption -was reduced at a rate of 2
percent annually in the perind 1948-1952; it began to

- expand at 4.6 percent per annum in 1953-1956; it ex-

pande(l at ‘approxima’tely the same rate as national
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purpose .and’ the most powerful incentive

for production. An autarchical orientation

is replaced by openness towards the world
"market and international influences. The
measure of the perfection of a socialist
economy is no more to be found in increas-

ing the share of the state in the national

capital but in the development of self—
government. Yet, the First Plan and the
Resolution had one thing in common:
neither of them was implemented. -

The Resolution in fact foreshad owed thc“; -

Reform of 1965. The changes in economic

institutions were so radical that it became |
necessary to prepare a new Five-Year
Plan for the period 1966-1970. The Plan
incorporated the goals of the Resolution.:

It envisaged a somewhat lower rate. of

. growth of GNP (7.5-8.5 percent per year'_),

. income, ut 9.3 percerit, in 1957-1963; and its rate of .

. growth surpassed that of national income afterwards
. (Sefer, 1965, pp. 207—209)

a relatively modest expansion of manu- . . ..
facturing (910 percent), but a high rate of . -
productivity increase (6-7 percent a year).’
Current analysis of the Federal Planning.

Bureau indicates that these targets are not
likely to be achieved (B’Iedemca 1968)

Growth and C vcles '

In order to be able to evaluate successes -
and failures in planning—and in economic

policy in general—one has to have a look

at some data. The following table sum-
marizes the developments in terms of rates .
of growth of the most 1rnportant statlstlcal‘f; _

aggregates.

In the central planning. perrod collect1— '
vization caused stagnatlon in agrrculture_
and the economic boycott of the Comin-
form countries caused stagnatron in_ekx-

ports. As a result total output grew slowly

In the second period the unlettered econ-

omy was in full swing in all spheres with an
acceleration of growth in the second half of
the period. Foreign trade éxpanded faster
than output and exports faster than im-

ports. In the third period agricultural out- -

212

TABLE 3.—GROWTIL OF THE YUGOSLAV Ecoxoay 1946-1968
"(RATES OF GROWTH, PERCENT FER ANNUM)

L

Central Planning

Decentralization  Self-government

1946-1952 1952-1960 1960-1968
Gross National Product 2.3 9.8 6.8
Industrial output 12.9 13.4 7.9
Agricultural output —3.1» 8.9 2.1
Export of Commodities —3.1v 11.7 7.0
Import of Commodities 3.6 9.7 7.0
Emplovmentd ’ 8.3 6.9 2.4

s 1947-1952
b 1948-1952
° 1960-1967

. -4 Persons employed outside private agriculture.

Sources: Statistical Yearbooks.

put caught up with domestic demand,
while the European export markets be-
came increasingly difficult to penetrate.
The slowly expanding market for agricul-
tural products reduced the rate of growth

of agricultural output. Increased economic
instability depressed the average rate of

growth of manufacturing. As a result, the
overall pace of expansion was reduced In
all these developments institutional fac-
tors, described before, played an impor-
tant role. If one wants to judge the per-
formance of the economy on the basis of a
somewhat longer period, the period 1952-
1968 appears to be the appropriate onc. In
these sixtcen years, total output expanded
three and one half times, manufacturing
five times, agricultu're two and a half times,
foreign trade in commodities four times
and employment outside private agricul-
ture three times.

Since Yugoslavia has been so far the
only country that has lived through three
different economic systems—capitalist, ét-
atist and self-government—in a relatively
short period of time, it may be possible to
evaluate the comparative efficiency of the
three systems. Something of the kind was
attempted by T. Marschak. He reduced
the dimensions of the problem by study-

ing the comparative efficiency of the cen-

tralized and decentralized frameworks.

Marschak’s results were not conclusive.
He feit that the lessons which the current
designer of new economic systems could -
draw from the Yugoslav experience were
“staggeringly obscure” (1968, p. 580).
Later research was undertaken in the In-
stitute of Economic Studies (IES) (Hor-
vat, 1969b). Efficiency was measured in
terms of the rate of growth cf output at-
tributable to technical progress, defined as
the residual after the contributions of labor
and capital have been accounted for. The
results are summarized in Table 4.

The periodization in the table is not ideal -
and is determined by the availability of
data. Yet the results of the analysis are ex-’
tremely suggestive. In the foregoing sec-
tion it was stated that the investment pro-
gram of the First Five-Year Plan was
completed by 1955. Statistical testing in
the IES study showed that the Yugoslav
economy operated on the basis of two com-
pletely different production functions, one
applying to the period 1947-1955 and the
other afterwards. The former had a nega-
tive residual, the latter a positive and a
very large one. The table seems to suggest
that central planning expanded output and
employment fast, and capital formation -
even faster, as comparcd with the private
cap1tallst pre-war economy. But it also re-
duced overall efficiency. Self-governiment
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TADLE 4.—THE UsE OF LAnor AND CAPITAL AND TeCHNICAL PROGRESS 8 YUGOSLAVIA

Rates of growth Rates of
per annum in %, growth of
GNP GNP due to
Employ- Fixed increased
ment Assets efficiency
Capitalism! 1911-1932 - 3.28 1.87 3.52 071
1932-1940 4.67 0.72 2.59 3.16
o Etatism: 1940-1954 5.91 4.76 9.99 —1.04
Self-government: 11956-1967  10.31 4.44 784 444

Note: The war years 1914-1918 and 1941-1943 are excluded. The data refer to manu-
facturing, mining,;power generation, construction and crafis.’

accelerated the growth of output and tech-
nical progress beyond anything known be-
fore while preserving fast employment ex-
pansion.

. As might have been noticed already, the
growth was fast but not at all smooth, At

 first the possibility of regular cyclical de-

velopment was rejected by some econo-
mists. Vet in another IES study business
cycles with periods of about four years
were established (Horvat, 1970). These
cycles, that manifest themstlves as fluctu-
ations in the rates of growth (see Figus2 1),
have intetesting features not found else-
where. Thus inventories are accumulated
in the downswings and decumulated in the

" upswings; the accelerator is not operative;

prices tend to vary inversely with the cycle
etc. The upper turning points seem to be
generated by divergent changes in import
and export elasticities that end'in an explo-
sion: of the balange of payments deficit.

The lower turning: peints are somewhat

wmore difficult toexplainBgjt believes that

" -eonsumer-demand.is:to-a. certain extent

-autonomous and: helps: to. generate an ac-
celeration of output growth (1969b).

If the beginnings of the cycles are mea-
sured from inflection points in the down-
swings of the rates of growth (these points
correspond to peaks of deviations from an
exponential trend of absolute magnitude),

they appear to coincide with major eco-
nomic reforms. Thus, the five cycles that
have occurred so far describe in an intet-
esting manner the history of post-war
economic policy (Roman riumerals indicate
* quarters):

1. Cycle: New L‘conomlcVSystem (1),
II1/1949-111/1955. “°° -

2. Cycle: The transition to the Second

Five-Year Plan,TI1/1955-11/1958.

3. Cycle: New System of Income Dis-
tribution, 11/1958-1V/1960.

4. Cycle: New Economic System (2),
1V/1960-L/1965.

5. Economic Reform, I/1965—?

Cyclical institutional development seems
*also to be a novel feature of business cycles.

wing

Development Policy and F nmlzons of
Soeial :Plans: ‘Fhe philosophy of develop-
,ment, -gencrally accepted by - Yugoslav
economists and -the Government until
about 1956, is well described by Cobeljig,
then the deputv director of the Federal

Planning Bureau (1959a). Cobelji¢ main- -

tains that rapid industrialization is the
chicf method of generating development.
Industrialization creates additional urban

employment, which alleviates latent un-

;
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employment in agriculture. The growth of
the urban labor force gencrates additional
demand fer agricultural products and so
stimulates thie development of agriculture.
Physical control of foreign trade, iv order
to prevent the import of non-essential
goods and to secure imports of capital

" goods, and the more rapid growth of con-

sumer goods industries (so-calted Depart-
ment II) helps to accelerate industrial

growth which in turn generates develop-

ment impulses throughout the economy.

. Imports are paid for by exports of raw ma-

terials and agricultural products. The nec-

essary saving is secured by a proper price
. fw] -

policy. Prices in predominantly private
agriculture are kept low and in consumer
goods industries are inflated by means of
high turnover taxes.

The policy described was not only ad-

vocated but was also consistently imple-
mented. In the period 1950-1956 invest-
ment in industry (maoufacturing, mining
and power generation) absorbed 51 per-
cent of all investment. The share of in-
dustry in national income rose from 21
percent in 1939 to 40 percent in 1956, Tour
hfths of industrial investment were chan-
neled into heavy industry and power gen-
eration. The share of saving in national
income increased four times as compared
with the pre-war level (Cobelji¢, 1959a,
pp. 178, 366). :

The planuing system in 1947-1952 was
cousistent with such a development policy.
The main characteristics of this system, as
described by Jeli¢, another deputy director
of the FPB, werce as follows: a/ strict cen-
tralization of decisions about priorities,
timing and structural changes; b/ physical
allocation of resources as a basic method of
planning; ¢/ financial clements play a
secondary role and serve to achieve bal-

ances in value terms; d/ targets represent
- directives; e/ production is planned by

commodities and capital formation is
planned in terms of individual investment

4.

projects; {/ prices are administratively
fixed; g/ the clements of which a plan is

o0 ' . - “o» s
composed are also instruments of its im-

plementation (Jelié, 1962, pp. 102-105).
After the engine of growth had been set
into motion in the way described and the
economy organized along socialist lines,
there was a possibility of and a need for a

. . X ., .
different approach. Cobeljié now expected

a more balanced growth. Jeli¢ referred to

- Rostow’s take-=off theory and to Riéani¢’s

threshold of growth theory (Bicanig,
1962b) and insisted on decentralized initia-

tive as a further vehicle of growth. Self-

government implied that the functjon of
planning be separated from the function of

operational management. Jeli€ pointed out.

that social plans should determine at least
threc global proportions—the basic divi-

sion of national income, the structure of.

investment and the relations with foreign
countries

erences (Jeli€, 1962, p. 144). o
The same three global proportions were
accepted as basic by D. Bjelogrlig, director
of the Planning Bureau of Serbia. He
added, however, a fourth one: the relative
growth of the less developed states and re-
gions (1965, p. 118). Bjelogrli¢ presented
his paper to a conference on social plan-
ning held in Belgrade in 1965, where
Cobelji¢ and K. Mihajlovié spoke in favor
of introducing more directives into plan-
ning, while M. Samardzija and M. Korac
maintained that cven the planning of the
share of accumulation and the structure of
investment mecant a violation of sclf-
government. This discussion, which cov-
ered a wide spectrum of opinions from
semi—central planning to an almost com-
plcte laisser faire approach, has been char-
acteristic of the Yugoslav economic pro-
fession since the enactment of the new
Constitution in 1963. The trend has been
towards the laisser faire extreme. In 1960
the Federal government controlled 48 per-

if they were to be eflicient de-
vices for implementation of social pref-

cent of business - investment directly
through- its General Tnvestment Fund,
and in addition to that 14 percent in-
directly through tied loans (Jeli¢, 1962,

p- 138). In 1969, the Party Congress rec-.

ommended that so-called state capital be

. eliminated and in the future the federal

government is not supposed to retain any
direct control over investment resources,
A satisfactory solution has not as yet been

found, and work on the new Law on Social .

Planning, which began in 1963, has not
yet been completed (Savezna Skupstina,
1966a).

The advocates of the new approach to
planning, Sirotkovié (1966), the former
director of the Planning Bureay of Croatia,
and R. Stajner (Savezna, 1966a), the
present director general of the Federal
Planning Bureau, M. Mesari¢ (1967) and
others argue that the professional function

- of planning should be supplemented by an

emphasized social function, that annual
plans should be abandoned and replaced
by parliamentary resolutions (which has
been practiced since 1966), and that me-
dium-term plans should be continually
revised and extenided every two to threc
years. Bicani¢ describes the desirable sys-
tem of planning as polycentric planning.
This presumes the existence of one plan-
ning mechanisio consisting of many au-
tonomous plans interlinked in a specific,
competitive way (Bitanié, 1963b, 1907).
These ideas have been more or less ac-
epted, but in parliamentary debates
criticisms have been voiced that it was not
at all clear how the plans were to be imple-
mented (Savezna Skupstina, 1966u, p. 91).
In practice the implémentation of plans
has left much to be desired and the law on
Social Planuing is still to be produced.
The functions of social planning in the
present Yugoslav setting have been dec-
scribed by the IES (Jugoslavenski Institut,
1968, p. 20), and similarly by Mesari¢
(1969), as follows: (1) A plan is, first of ali,
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a forecasting device. (2) As'such it provides
economic subjects with necessary informa-
tion for their autonomous decision—mak- -
ing. This, together with institutionalized
consultations, makes the plan an instru-
ment of coordination of economic deci-
sions. (3) After relevant social preferences
have been determined by an essentially
political process, the application of mod-
ern tools of economic policy makes the -
plan an instrument for programming
ccenomic development. {4) Once the social
Plan has been adopted by.the Parliament,
it becomes a directive for the Government.
Point (4) is the only administrative  or
compulsory aspect of social planning,

Institutional Framework: The precondi-
tion for eflicient social planning is an ade-
quate analysis of the functioning of an in-
stitutional framework. A general idea of
how the system works or is supposed to
work may be obtained from a description
by Horvat (1969¢c), - , -

The Yugoslav economic system consists
of autonomous, scli-governing, work: or-
ganizations® and individual producers in
mirket and non-market sectors and of
government machinery, The task of the
latter is to use non-adminisiratize means in
coordinating the activities of market and
non-market agents and to organize public
administration in certain fields of common
interest (judiciary, defcnshc,‘f-orcigh affairs,
ctc.).

The functioning of this econsmic system
ts based on the assumptions that the seli-
governing collectives are materially in-
terested in maximizing their incomes snd
that the Government and Parliament are
able to create an economic environment in
which autonomous decision-makers be-

* “Working Organization” is a constitutional term
meant to underline a fundamental equality ju rights and
status of every group of citizens organized with an in-
tention to carn a living regardless of the activity they
perform. An enterprise, a theatre and a government
office—all of them are work organizations,
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have in-accordance with general social in-
terests. Both assumptions seem to have
beén proved correct by the modern theory
of cconomic¢ policy and by experience-in
well organized market economic:z. Be-
tween the “Center”” (Parliament) and the
“Periphery” (Werk Organizations) four
types of gravitational forces are active in
keeping the system in equilibrium and the
economic agents on the predictable trajec-
tories of social interest. ,
These forces are information—consulta-
tion ties, market ties, economic policy ties
(instruments of economic policy - and
legislation) and administrative ties. The
last mentioned are exceptional as far as

economic agents are concerned and apply -

to ‘various organs of the Center such as
ministries, the National -Bank, certain
bureaus, and the like.

I should add that there is also a ﬁfth
type of ties—political ties—which closes
the whole structure connecting the work
organizations with the Parliament and
with flows of commands (arrows) oriented
from the Periphery towards the Center.
Tn order to keep this section short, I shall
not analyze these ties (this is why they are
omitted from Figure 2). Tt is, however,
important to realize that the Parliament is
organized in a rather unorthodox fashion.
Apart from the traditional Political House,
whose members are more or less profes-
sional politicians, elected by all citizens,
there are three additional houses, dealing
with three different social-economic groups
of problems (economic, health and welfare,
education and culture). The members of
these three ‘“Houses of Work Unions” are
not professionals; they keep their usual
jobs and are elected by the “producers” in
these three specific fields.

Let us now have a look at the market
half of our economic cosmos. The activities
of enterprises and individual producers are
coordinated by the market in the first
place. The ma_rketkls, however, a very

rough and unreliable mechanism requmng

constant adjustments.

These adjustments are achieved through
general regulative measures and the in:
struments of economic policy of the Gov-
ernment. The financial flows, intended to
achieve a desirable allocation of resources,
are regulated by the National Bank within
the framework of the Social Plan. There -
are two additional types of specific finan-
cial interventions: in the field of foreign
trade (credits and exchange risks insur-
ance) and in investment (insuring proper
structure and regional allocation of capital
formation).
served by three federal funds: for export
credits, for underdevelopcd reglons 'md
for investment.

Market eclulllbrium is bung workedk

upon by three institutions. Two of them—
the Directorates {or food and forindustrial
products reserves—intervene
supply and demand do not match. The
former Directorate also administers agri-
cultural support prices. The third in-
stitution, the Price Control Bureau, is now
a somewhat alien element in the system.
I expect that in the near {uture this
governmenial bureau will evolve into
a Price and Wage Arbitrator, an institu-
tion in which all relevant intercsts would
be represented and all decisions made
jointly. At the moment more than 40

percent of industrial prices are controlled. -

Statistical and Planning Bureaus have
only informative-consultative functions in
this system.

A rather pecuhdr arra.ncremcnt of the
Yugoslav system is to be found in what I
call a quasi-market. The activities of
schools, hospitals, museums, and other
non-market work organizations cannot be
coordinated by the market directly as is
donc in the case of enterprises. In a so-
cialist society sick'persons should be healed,
talented youths educated, regardless of
whether and how much they can afford to

These three purposes are .

whenever .

NOM-MARKET %ORKING ORGANIZATIONS ‘

Arts aad Sclence Inutituifonn. Health & Welfare Institutions -
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- pay. ‘On-the other hand, the traditional
budgetary financing of non-market ac-
tivities has led to bureaucratic practices
incompatible with a self~government sys-
tem. The solution of this: dilemma -was
- sought in an interpoiation of a special self-
" government mechanism between the
government and the non—market working
organizations. This mechanism is called
- interest unioms. The unions obtain their
_ financial resources on the ‘basis of parlia-
" mentary decisions and then buy the ser-
vices of non—market producers on behalf
of the society. The non-market producers
compete for available resources by offer-
- ing their services on diflerential conditions.
n this way, there emerges a special type
of market-a- quasi-market—which makes
1ﬁ possible for the relations between the
non—market sector and the society to be
economically conditioned, for the collec-
" tives in the non-market sector to preserve
their self~government autonomy, and at
the same. time for rélations within the
fields of education, culture and social wel-
fare to be based on the principle of ““dis-
tribution according to nceds,” which is
-one of the preconditions of a socialist
society. It is clear that the enterprises can

" also intervene in the non-market sector— .

either by buying services directly or by
creating special foundations—and that is
why in Figure 2 market and non-market
sectors are also directly connccted bv
market ties.

Apart from :economic relations between
ifederal ‘bodies and+economic agents there
arerclations between federdiand state and
"local authoritics, hetween-the latter two
and the work organizations and among all
of them. I must, however, refrain from
describing all these relations, althcugh
they are extremely important for the func-
tioning of the system as a whole.

Other Issues: One of the recurring issues
of the planning controversies is the prob-

lem of optimum investment and saving.

A

o
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Impressed by the unpleasant contraction
of personal consumption during the Five-
Year Plan,' Cobelji¢ maintained - that a
certain minimum rate of growth of con-

sumption represents the upper limit for -

the share of accumulation and for the
growth of output (1959a, p. 188). Sim-
ilarly, Stojanovié¢ argued that reduction of
consumption growth below a certain limit

- reduces the growth of labor productivity

.and that this functional relation deter-
mines the optimum rate of investment
(1960). Bajt also agreed that the optimum
rate of investment is determined by the
rate of consumption that maximizes the

_productivity of laber (1958), but this is

not necessarily the socially desirable rate
of investment. The purpose of production

_is to increase economic welfare, and a .

maximization of welfare through time can
be ascertained only by a discounting pro-
cedure (Bajt, 1963). Horvat argued that
-pure time discounting is-inconsistent be-
cause an individual will regret his present
impaticnce at some-later date, and utility
discountiug is impractical since’it cannot
be ascertained empirically. The other often
suggested theoretical solution—social de-
‘termination of the terminal stock of cap-
ital—is irrelevant, since no sensible planner
ever insisted on carrying out a long-term
-plan. One constructs, say, twenty-year
plans in order to take into account all

relevant conscquences of the decisions that

are taken now; with every new element of
information in time the plan is révised and
the planning horizon pushed forward. The
.alternative-approach suggested can be de-
seribed as . follows. Since every economy
has a definite and very strictly limited ca-
pacity to absorb investment (in Yugo-
slavia the limit is around 35 percent of
GNP, SNA dcfinition), maximum growth
is achieved when the marginal eficiency of
investment is reduced to zero. If a lag of
- several months for achieving a certain
level of consumption is an acceptable price

for maximizing conaumption within one’s

lifetime, then the maximum rate of pro-

‘timum rate of saving. Thus maximization
of the rate of growth appears to be a
proper target for socialist planning. The

. trouble with the First Five-Year plan was

not a low level of consumption but an in-
appropriately high level of investment.
Pushed into the region of negative mar-
ginal efficiency, investment depressed out-
put. ‘A large part of such a stagnating out-
put (up to 20 percent of national income)
was used for defense. On both counts po-
tential consumption was setiously reduced
(Horvat, 1958, 1965).

Sophlstxcmtlon in economic analysis and
planning methods has advanced consider-
ably since the telephone age described by
Stanovnik. Yet, both are still far from
being impressive. Interindustry analysis
has been adapted for planning purposes
(Sekuli¢, 1968; Horvat, 1969d). Interin-
dustry analy51s was used in calculating the
new exchange rate and the price levels in
the last reform. Simple econometric mod-
els are now regularly used in the early
stages of the preparation of a plan (Ni-
koli¢, 1964; Horvat, 1968b). An integrated
system of social accounts, specially adapted
for planning necds, has been produced re-
cently (Horvat, 1968b; 1969¢). For the
rest, planners rely on abundant statistics,
old—fashioned balancing and hunches. A
satisfactory methodology of planning is
yet to be written.

III. Labor-M danaged Enterprise

Self-M anagement '

Self-management is undoubtedly the
most characteristic of Yugoslav institu-
tions. Turther. developed into social: self-
government, it is the pivotal institution ol
the Yugoslav socioeconemic system. Move-
over, Yugoslav social scientists are quite
unznimous in believing that without self-
government socialism is impossible (Iia-

ductive investment is identical to the op-’

N
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mengo, 1965). Thus the fate of souahsm
depends on the feasibility and efficiency of
self—governmcnt Tn this section we will be
concerned - only with sdf—government as
applied to business firms wlnch is usually
denoted as self- man'lgement
Self~-management s not 2 Yugoslav in-
vention. The development of this institu-
tion can be followed from the. beginning of
the last century (Horvat, 1969a, ch. 5).
Every social revolution from the Paris
Commune onwards attempted - to imple-
ment the idea of self~management, In the
very beginning of the revolution in Yugo-
slavia, in 1941, workers were assuming con-
trol over factories in various places (Tanig,
1963, p. 30). With the establishment of
central planning, the idea of self-manage-
ment suffered a sethack. However, al-
ready i 1949 it was revived; by the end of
that year workers’ councils were created

‘as advisory bodies in 215 major enterprises

and in June 1950 the law passed that in-
augurated the cra of seli-management.
For more thau a decade the basic or-
ganizational principles of seli-manage-
ment remained unchanged. All workers
and employces of a [im constitute the
work collective (radni kolektiv). The col-
lective elects a workers’ council (radni¢ki -
savet) by scerct ballot. The council has 15
to 120 members elected originally for one
vear and recently for a two-year period.
The council is a policy making body and
meets at intervals of one to two nionths,
The council elects « managing board (up-
ravni odbor) as its executive organ; the
boatd has 3 to 11 members, tlmc quarters
of whom must be production workers. The
director is the chiel executive and is an
ex officio member of the mandging board.
As soon as it was establishied, seli-man-
agement inet with criticism and skepticisin.
Both coame mostly from abroad. 1t was said
that self~management would crode dis-
cipline angd that workers would distribute
all proits in ‘wages, thus reducing the




growth potential of the econormy. In 1955
Ward suggested that workers had no
real choice in the election of the council
and that actions reportedly taker by the
councils might represent rubber st« taping
(Ward, 1957; Horvat and Ragkovic, 1959).
In evaluation of these criticisms one may

- point out that, regarding labor discipline,

an International Labor Organization mis-

sion found in 1960 that ... while the -

self~government machinery for labor re-
lations has curtailed the former powers of
the supervisory staffs, it would not appear
to have impaired their authority....It
has undoubtedly strengthened the posi-

‘tion of the collective vis-ad—vis the man-

agement, but it does not appear to have
undermined labor discipline” (Interna-

tional, 1962, p. 203). As to the growth po- .

tentials, the rate of accumulation re-
mained high with a clironic tendency to-
wards overinvestment and with a high
rate of growth. Elections are supervised by
courts, and all candidates approved by the
majority of the workers are included in the
voting list. The safcguards against the
creation of a managerial class are the
workers’ majority in the managing board
and the provision that members of self-
managing bodies may be elected only twice
in succession. _ S

The real difficulties were encountered
elsewhere. The original organizational
scheme proved to be too rigid, and had to
be revised extensively in all its three com-
ponents. It soon became evident that the
“director’s position was not quite compati-
ble with the new arrangement, and di-
rectors came to bc “one of the most
attacked and criticized professions in the
country” (Novak, 1967, p. 137). In the
étatist period the director was a. civil

. servant and a government official within

" the enterprise. He was in charge of all
affairs in the enterprise and responsible ex-
clysively to -the .superior government
agency. In the self-management system
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the director became an exccutive officer of
the self-management bodics, while at the -
same time continuing to represcnt the so—
called public interest in the enterprise.

This hybrid position has been a constant

source of conflicts. At first the director was
appointed by government bodies. In 1952
the power, of appointment of directors was
vested in’ the commune. In 1953 public”
competition for the director’s office was in-
troduced and in the selection committee
the represcntatives of the commune re-

tained a two-thirds majority. In- 1958

workers’ councils achieved parity with

communal -authorities on the joint com- -

mittees authorized to appoint and dismiss
directors of the entcrprises.. The present
state of affairs is that the diréctor is ap-
pointed by the workers’ council from can-
didates approved by the selection com-
mittee on the basis of public competition.
He is subject to re—election every four
years, but may also be dismissed by the
workers’ council. Since the appointment of
the director does not depend exclusively
on the will of the collective-as is the case
with all other executives—he has been con-
sidered a represeutative of “alien’” interests
in the firm: There have been constant at-
tempts to reduce his power, which have
made his position ambivalent and reduced

his operationial efiiciency. On the other -

hand, as G. Leman remarks, the director is
expected to play the triple role: of a local
politician, a manager and an execcutive
(1969, p. 28). In the context of what has
just been said, the managing board was
supposed to exercise control over the work
of the director and the administration. In-
volved in problems of technical manage-
ment and composed of nonproiessionals,
the managing board often proved to be
either a nuisance or ineffective. For pro-
fessional mnanagement the director had to
rely on the college of executive heads
(kolegij), which was his advisory body and
subordinated to him. Thus two funda-

- mentally different Qrganization'ztl-‘j‘set‘uﬁs-.:
~ were mechanically fused into one system.
The director’s office provided ‘a link be-. -

tween them, i.e. between the self-manage-

ment organs and the. traditional adimin- -

istrative hicrarchy.

Finally, in any somewhat larger firm one
single: workers’ council was not sufficient.
if there was to be real seli-management.

In 1956 workers’ councils on the plant and

lower levels were created apart from the.

central workers’ council. Even this was

~not sufficient, because hierarchical rela- .
tions between workers’ councils at various

levels were not compatible with the spirit
of self-management. “The self-manage-
‘ment relation in its pure form is polyarchic
and not democratic”—explains D. Gorupi¢

—"the democratic relationship represents

a domination of the majority over the
minority. . . . The polyarchic character of
the self-management relationship is re-
vealed in cqual rights of members of a

~certain community” (Gorupié, 1969, P.

16).

In 1959 an intercsting new development.
hegan. with the creation of so called cco-
nomic units (ckonomske jedinice). The
enterprises were subdivided inte smaller
units with .a scorc or several scores of
-workers. Since a year earlier the enter-
prises had become more or less auton-
omous in the internal division of income,:
it was thought that a strong . incentive
could be built into the system if cconomic

. units recorded their costs, tank care of the

quality of output, use and maintenance of

t:m.ztchinery, and themselves distributed
- their incomes according to certain effi-

ciency’ criteria. In an interesting study
Léman, a Germau student of Yugoslav
self-management, argues that economic
units resulted from endeavoriag to clim-

inate dividing lincs between three fields of

activities: policy making, managing and

“executive work (1967, pp. 38-39). Soon,
economic units began to practice collective

.
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decisior: making on 2l sorts of matters. Tt
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became  adyisable to enlarge ‘economic

units so as to comprise individual stages of

the technological process or scparate ser-
- vices. Economic units were trarisformed

archical self-managermient telations within

into work units (radne jedinice); The hier-"

the enterprise called for a revision. Iin- -
_portant self-manageinent rights. (distriv -

bution of income, employment and. dis--

missals, assignment to jobs) were trans. -
ferred to work units. Direct decision mak-

ing at meetings of all members of the work

unit became the fundamental form of man:. -
agement. In this way the work unit pro- -

vided a link between the primary’ group
and sacial organization. It was hoth a wel
defined techno-economic unit, meeting the
requircments of efficient formal coorcdin-
tion, and the-basic cell of workers’ sclf-
government {Zupanov, {962)... ‘ '

Work units, several workers' couneils

and managing boards, many commissions .

and committecs—all this made the formal
organization of a labor-managed enter-
prise rather. complicated and ineMicient. In
order to make such a formal systent work,
it had to be simplified in practice and this
was done in various informal ways. That
n turn meant further linitations on com-
petent professional management . and a
furthev reduction of. efficiency. Workers'
management is passing through an effi-
clency crisis caused by the need for a
radical transformation of inherited or- -
ganizational structures. After all, workers®
management meant a fundamentally new
principle in running enterprises and it
would have been surprising if that did not
require  painful adaptations and deep -
changes in social relatiens. 1 must add,
however, that the conclusions in this para-
graph, though based on widely held be-
liefs, cannot he substantiated in a more
rigoroiis wuy hecause no adequate em-
pirical research has been undertaken so
far, |




ually sorted out. A constitutional amen
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Although the crisis has ‘not’ yet bee
overcome, matters have begun to beé. grac

ment, passed in 1969, made it possible. for
entcrprises to drop managing boaids a

to.cxperiment with various organizational -

schemes, Trade wnions, authorities and

.workers have come to realize that certain-

developments were based on erraneous be~
liefs concerning various management fune- -
tions in a libor-managed enterprise. Per-

" haps the clearest analysis of the mistakes .

made came from a sociologist, J. Zupanov
(1967a). Zupanov. distinguishes self-man-
agement-(samoupravljanje); management

.(upravljanje) and executive work (ruko-

vodjenje), The last mentioned is a partial
i'ac’civity;i’giteﬂdcd to carey out a decision

“made within a policy {ramework. The in-
" tegration of all decisions into a consistent
" framework s the tagl of management.

Bt managément means oiily technical co-

- ordination, while coofdination of various

interests, making basic policy decisions, is
a task of self-management, Self-manage-

-, ment means social initegration, the formi- -

lation of common goals; which is 3 precon-

" ditian for efficient operational work of the
. Imanagement, The confusion hetween man-

- agement and seli-management gcncratcﬂdr ,
. tendencies to transfer more and more of
" ‘formal coordination to bodies whose tagk
" was sgcial integration. As 8 consequence,
. satisfaétory social integration was not
. achieved, while non-professional manage-

- ment meant lower efficency (Bilandfic,

1969). 8. Bolti¢ has reminded me that th‘gg
“inherently, complex problem was ’com'plk
cated even further by a rather naive ide-
ology contained in legislation and political

propaganda and _ady‘o»cg.t;iﬁg' direct par-

- ticipation in administrative work as an in-

" -dispensable of safe-guarding the nr;te;gﬁss
. of the workers, -~ ~

. How are the problems encaugfercd._to‘bg
. solved? -+ LR e

~ Gorupit (1967)-and the TES (Institut,

‘.. fessional~ competence.: 4nd . -
‘ment. The enterprise may be corisidered an * |
~iassociation of work units. The professional - -
- managers of the work units shogld o -
longer be appointed, as in the traditional -

ﬁ‘le

1968b5) saw ‘the solu fusion of prc
self=manage-

set=up; but be elected by their 'lsqoela.t o
Iii this way they would represent the in=:-

- tevests. of their primary groups, whdeat o
the saime time being also professionally -
. comipetent.. Managers so elected weuld

make up a menaging board which w'@uld;
be both an execiitive organ of the workers'
council and & professiond! management

body. Deeisions would be wade c@llr@c_i
tively. Sinee most of the decisions affeeting
the ‘daily lives of workers would be made .
and implemented within econoinie uRits.. .
and by themselves, executive work would -
become more and miore purely organiza- -
tional and lese its order~giving Chﬁ:i‘ﬁc‘_téxj‘j. ,
(Novak, 1967, p. 118). Businessmen proved -

susceptible to this approach (‘Iv@._iletié, 1969); _
As one might bave expected in & country .
like Vugeslavia, as soon as thess ;dsﬂg had
been clearly formulated the practical ax-
perimentation began, and the Constitu-
tion was promptly amended. o ,
Before closing this section let mie note
another interesting phenomenen; the d@
velopmient, of the so-called autonomous
law, Enterpiises appear as law=creating

bodies, Their self-management organs pass
charters and rules governing the orgamiins
tion of work, the compesition and ve-

sponsibility of self-management and other

organs, the distribution of income, and the.

eonduct of business, The autonomiousiaw=

creating power emanates directly from the -

Constitition, the riles and regulations are

legally binding on all persons o wheis they - |
are addressed within an éﬁtéfpfléi@‘;l.ﬂﬁd I
- disputes are settled by the enterprise gg{i §
gans, except in some §pec'1ﬁc CRSES, l‘fn th ?
way “a continual narrowing of the agea of .
" state law and correspending br@@deﬂfng;of
“the ares of so called aUtonGmOus 1% -

characterizes the entire process of regula-
tion of social relations in Yugoslavia”
(Kovatevit, 1969, p. 1), - '

Enterprise

The introduction of self~management in
- 1950 implied the dissolution of the cen.
trally  planned, administratively run
economy, The ‘enterprise was to become
independent and autonomous, Individual
enterprises needed some guidance and co.
ordination. Therefore so called Higher
Business Associations (viza Privredna
udruZenja) were set up in order to replace
former state directorates and to preserve
continuity in the organization of the

economy. The governing councils of - the ‘

‘hew .bodies were composed of representa-
tives of workers’ councils of the constituent
- enterprises. But Higher Business Associa-
tions tended to operate along the same ad-
‘ministrative lines as former directorates

and were thercfore dissolved in 1952, A -

Period of laisses faire ideology followed. _

* Isolated enterprises were expected to en-

gage in free competition on the market.
- Attempts to form larger business units and

- multiplant firms were frowned upon as
“contrary to genuine self-management dnd A
~ as signs of going back to a disguised state

control. In spite of that the system worked
‘well because a special sort of administra-
tive coordination was still effective. The

- chief coordinator was the Bank imple-

menting the targets of the Plan. The Bank
operated 4 specially designed bookkeeping

. for every enterprise, distributed the in.-
" coming money - to various accounts (for

wages, taxes, and various enterprise funds)
and determined the amount of the neces-
sary working capital which was to be pro-
vided on a credit basis, etc. (Vutkovié,
1952, pp. 11-2p). Although the control was
monetary, the value proportions were de-
rived from physical targets. ,
After 1952 the process of decentraliza- -
tion was not arrested at the level of the-
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enterprise, but went below it. It has al-
ready been ‘mentioned that in 1956 the
formation of plant workers’ councils began
and in 1959 the first economic units-ap-
peared. The internal cohesion of the enter-
prise was reduced and it looked as if it was
broken up into its component. parts. At
the same time various monetary and non-
monetary administrative controls were
- gtadually being removed. I n 1954 the en-
terprise assumed control of its fixed cap- -
ital. Fixed assets could be bought and sold
without asking for permission. Investment
auctions were tried out. In 1958 the cnter-
prise gained control over the internal dis-
tribution of income and two years later the
trade union control of wages was removed,
The stage was set up for a genuine market
economy. .
~As soon. as all preconditions fpr classical
free competition of numerous small enter.
prises were met, it becamie clear that such
an economy would not work very effi-
ciently in the second half of the twentieth A
century. Since the state refrained more and
more from coordinating economic ac-
tivities, some other agency or agencies had
to replace it in that function, T hat is why
the process of integration was initiated. -
Working collectives themselves had to re-
sume economic coordination i a state that
was withering away. Tlie circle of organ-
izational development seemed closed., The
process was started by a fully integrated
state managed economy, passcd through
a period of radical decentralization and is .
now moving towards another stage of full
integration in the form of a labor-managed
economy. B
The forms of integration are various.
The simplest one is an agreement. for. busi--
ness cooperation intended, for instance, to
achieve specialization of the production
programs of two or more enterprises. Next

- comes contractual . techno—cconomic £o-

operation resulting in joint production,
sales or procurement of raw materials, If




" business relations are numerous and com-

plicated so that it is not possible to regu-
late everything in advance in a contract,
the entérprises form a separate body called
a Business Association (poslovno udru-
zenje). By 1962 already one half of man-
ufacturing enterprises were members of
‘Business Associations that first appeared
in"1958. In 1967 therc were. 290 Business
Assoclations consisting on the average of
ten enterprises.(Dautovi¢, 1968). The next

more integrated form is a firm called Af-

filiated Enterprises (zdruZeno poduzeée).
"Such a firm is run according to commonly
accepted business principles, while con-
stituent enterprises retain operational in-
dependence. The latter disappear in a mer-
ger. In'a seven—ycar period, starting with
. 1959 when the process began, the total
number of firms was reduced by one half
by mergers. It is characteristic, however,
" that nine-tenths of these mergers were ef-
fected within the boundaries of the same
or neighboring communes, and only 1.2
percent were interestate mergers. In_ the
same period the number of banks was re-
duced from 378-to 108. Special status was
given to so-called Unions of Enterprises
- (zajednice privrednih organizacija) cre‘atefJ
for railways, electric power generation and
. postal and communication services. Mem'.-
bership in these Unions is obligatory. Fi-
nally, there are Economic Ch‘ambefs, or-
ganized territorially and associated in the
Federal Economic Chamber. The Cham-
" bers have a dual role: they help their mem-
bers in various ways and they also perform
a‘publlic function, mediating between the

state and the business intcrests. Member-

ship is obligatory. .

- Mergers and various forms of busmesF
cooperation may mean monopoly. :l"ha,'?ls
why a sort of anti~monopoly leglsl.ahon
appeared as well. It is explicitly forbidden
to limit free competition in production or

sales to any enterprise outside the business:

group concerned, and government - in-
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spectors are expected to .take care tha_it'i
there is no sharing of the market or con-
nivance about prices. No serious research

about possible monopoly practices has

been undertaken as yet, and so there isno -
possibility of presenting an evaluation

here. But it must be borne in mind that the
Yugoslav economy will behav: differently

from other market economies.. Workers’
- management implies a spontaneous public
supervision of business conduct and so

classical forms of collusion, characteristic

of private monopolies, are hardly to be ex-
pected, J. Dirlam (U.S. Congress, 1968, -

p. 3854) finds that the degree of output
concentration is higher in Yugoslavia than
in the United States; J Drutter (1964) es-

tablishes the non-existence of correlation:

between profits and output concentration
and similarly H. Wachtel (1969) finds no
correlation between wages and output con-

centration. In spite of a considerable num-

ber of mergers in-the period 1959-1963,

the degree of concentration actually de-

creased (Tani¢, 1963). S :
A new enterprise may be founded by a
already existing enterprise, by a govern-
ment agency or by a group of citizens. The
founder appoints the director and finances
the construction. Once completed,; the en-
terprise is handed over to the work col-
lective which elects management bodies.
As long as all obligations are met, neither
the founder nor the government have any
say about the operations of the ¢nterpri5f:;
Enterprises are also to merge or to break in
parts. If a work unit wants to leave the
mother enterprise, and the central workers’
council opposes that, a mixed arbitration
board composed of representatives of the
enterprise and of the communal author-
ities is set up. In all these cases it is, of
course, implicd that mutual financial ob-
ligations will be settled. '

Since the capital of an enterprise is

socially owned, the fundamental obliga-

tion of the enterprise is to keep capital in-~

tact. If it fails to do so for more than a
year, if it runs losses or fails to Ppay out
wages higher than the legal minimum for
more than a year, the enterprise is declared
bankrupt or the founder undertakes to im-
prove its business record. In the latter case
self-management is suspended and re-
placed by Compulsory Management (pri-
nudna uprava), a form of receivership ad-
ministered by officials chosen by the com-
mune (Miljevi¢, 1965). Bankruptcies are
rather rare because the commune is obliged
to find new employment for workers and
so prefers to help the enterprise as long as
possible.- - . o

If integration processes are to proceed
efficiently, the organizational forms must
be extremely flexible. Thus since 1967 it
became legally possible for two or more
enterprises to invest in another enterprise
and. then share in profits. Similar arrange-

- ments were adopted in joint ventures with

foreign capital (Friedmann and  Mates,
1968; Sukijasovi¢ and Vujati¢, 1968). In
an open economy, like the Yugoslav one,

foreign capital is welcome provided it does

not limit workers’ - self-management.
Therefore direct investment is impossible,
but joint venturcs are encouraged. The
basic motivation for a Yugoslav firm: to
enter into close business cooperation with
a foreign partner is to be found in the de-
sire to secure access to the knowhow and
the sales organization of the foreign firm.
In this way the Yugoslav firm tries lo
achieve international standards in tech-
nological efficiency.and to expand its mar-

" ket.

Theoretical analysis of the behavior of
the Yugoslav firm has only begun. Oddly
—or understandably—enough, the pio-
neering werk was done by a foreigner, B.
Ward of the University of California at
Berkeley. In his 1958 paper on the “Illy-

- rian” firm (1958), Ward argues that Ta-

tional behavior will require maximization
of income per worker. In the Marshallian
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short-run, one product, one factor case
this leads to some queer consequences: an
Increase in,wages leaves output and em- -

ployment unchanged, an increase in fixed

~costs increases output and employment,
and an increase of product price reduces
output and employment. In a similar anal-
ysis eight years later, Domar showed that
by generalizing the production. function to
- include several products and several fac-
 tors and by introducing the demand curve
for labor the results are changed and begin
to resemble the traditional conclusions
~about the behavior of the firm (Domar,
1966). Proceeding along similar lines D.
Dubravéi¢ comes to the conclusion that in
a labor-managed firm there will be a
strong tendency to use capital intensive
technology (1967). The empirical evidence
does not give unequivocal support ‘to this
conclusion. While on the oric hand there is
a chronic hunger for capital and enter-
priscs use every opportunity to invest,
Yugoslav enterprises are also full of re-
dundant workers. Tnstead of postulating
what should be rational, the: present au-
thor observes the actual practice of Yugo-
slav enterprises which fix wages in advance
for the current year, and at least once a
year make corrections (positive or nega-
tive) depending on the income earned. If
this behavioral rule is used in the analysis,
the results are again the same as in the
traditional theory of the firm (Dubravig,
1968). The last in this controversy, Du-
bravi¢, points out that comparative anal-
ysis is really not legitimate hecause it is
-assumed that a capitalist firm maximizes
an absolute magnitudé (profit): while a
socialist firn is expected to maximize a rel-
ative magnitude (income per worker). Du-
bravdi¢ suggests a symmetrical tredatment
on the basis of the entreprencurial input,
wiich is capital in the capitalist case and
labor in the socialist case: If a capitalist
~ firm maximizes the rate of profit (profit
per unit of capital) it will behave in ex-
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“with entrepreneurial inputs being inter-

. changed.Inboth caSeé firms will economize

- on the entreprencurial input and- this will
‘lead to -capital intensive techniques in a
" socialist firm and to labor intensive tech-
_nifues in a capitalist firm (Horvat, 1967a)
- —a nice and almost humorous result.
This brings us to the problem of entre-
preneurship in a labor-managed firm. If an
enitrepreneur is a risk taking and irinovat-
_ing agent—as Knight and Schumpeter
would- say and most economists would
agree—then the work collective qualifies
for that role (Horvat, 1964, ch. 6). In fact
the work collective is generally treated as
an entrepreneur. However, doubts have
- been voiced as well. Zupanov argues that
_.the practice of fixing wages in advance
" means that they are not a residual in the
income distribution—as is profit in a cap-
" jtalist irm—and that this sets up a barrier
" to. entrepreneurial behaviour. He. quotes
results of empirical research according to
which in work units only managers and

professionals are prepared to bear risks,

while other categories of workers and em-
ployees mostly are not. S. Boléi¢ has drawn
my attention to the fact that workers be-
haved rationally if they were prepared to
bear risks only 1o the extent that they were
able to control business operations. That
is why managers were both prepared and
expected by others to bear risks to a much
larger extent. Such as explanation was
spelled out explicitly by workers in a case
quoted by Léman (1969, p. 40), In another
piece of research undertaken in Zagreb in
1968 it was found that all groups were
more prepared to share in losses if output
was diminished than if income was reduced
while output remained the same or even
expanded (Zupanov, 1967b). On the other
hand, it is an empirical fact that wages
vary pretty widely depending on the busi-
ness results. Wachtel quotes data on the
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~ issues-discussed at workers’ councils meet-" -
ings: two thirds of the agenda items are " :

* amount to 8-14 percent of standard wages

~
O.

concerned with general management issues
(labor productivity, sales, investment,
‘cooperation with other enterprises, work

of management) and only one third with - .

direct worker issues (personal income, vo-
cational training, fringe benefits) (1969,
p. 58). Variable wages derived from profits

on the average (Wachtel, 1969, p. 100).

- The waiefship Cbntrobersy

In Marxist sociology ownership relations
are the basic determinants of sdcial,rela-
tions and thus of the socio-economic sys-
tem. The class that owns—i.e. has an
economic control over—the means of pro-
duction, rules the society. For a long time,
and in most instances even today, it has
been maintained that private property
generates capitalism and state property
socialism. In fact the percentage of the na-
tional capital owned by the state has heen
taken as the most reliable measure.of the
degree of socialism achieved. It follows
that a socialist economic policy must be
oriented towards an overall economic con-

trol by the state and must be hostile tos.”. ‘

wards private initiative. - . :

As already noted, the above described
view was generally.accepted in ¥ ugoslavia
until 1950, and since then it has been thor-
oughly revised. It is now pointed out that
there are at least three reasons why ‘the
dogma of the identities between private
ownership and capitalism, and state own-
ership and socialism, is. false: the artisans
of medieval towns were private owners but
not capitalists; in ancient Oriental king-
doms state ownership was frequent and
yet that had nothing to do With,sbcialism,;
in fascist countries the state extensively
controlled social and economic life. while
these countries were obviously capitalist
(Horvat, 1969a, Ch. IV). Yugoslav scien-

tists:are now quite unanimous in behevmg
that state ownership may be a useful de-
vice to initiate socialist réconstruction, but
s othet'wise as alien to socialism as is pri-
vate ownership. The present position is
well summed up by J. Djordjevi¢ (1966,

_pp- 81,79):¢ .. state ownership of means

of production - creates a  monopoly of
economic and political power and, ..

makes possible the unification of economic -

and political power under the control of a
social. group personifying the state.”
Thus “. .. the éssence of classical (class)
ownership is not changed. . . As the holder

* of the title to pioperfy, it (the stat‘;,") dis-

poses with the producers’ labor and its
results, on the basis of which surplus labor
is appropriated by groups which have their
own interests in keeping their commanding
functions and thus retaining power and
their social status and prestige.””
If state ownership fails to promote so-
cialism, what is a feasible alternative? The
Yugoslav answer is: social ownership. But
the answer to the next question—What
precisely is social ownership?—is not so
easy and simple. The legal experts agree
that social ownership implies self-govern-
ment, that it is a new social 'category; that,
if it is a legal concept, it docs not imply an
unlimited right over things characteristic

of the classical concept of property, and

‘that it includes property elements of both
public and private law (Toroman, 1965,
p. 5). In practically everything else there
is disagreemernt. A. Gams and a number of
other writers maintain that social prop-
erty also implies rights of property since
property implies appropriation, enter-
prises are juridical persons and the basic
ingredient of the juridical person is prop-
erty (Gams, 1963, p. 61). Article 8 of the
Constitution says that the disposal of
means of - production in social ownership
and other rights over things will be deter-

. mined by the law. S, Pejovié talks about

the right of use which is somewhat wider
than usus fructus, because it makes pos-
sible the sale of capital goods; but is nar-
rower than ownership because the right of
disposal is not absolute (Pejovi¢, 1966, p.’ A
29). A diametrically opposite view is ex-
pressed by Djordjevi¢, and most. other
writers who maintain that social property
- Tepresents a negation of property rights
(Djordjevi¢, 1966, pp. 84, 90). Djordjevié
quotes Part 1T of the Basic Principles of
the Constitution to -support his view:
“Since no one has the right of ownership of
the social means of produc'tio.h, no one—
neither the socio—political community® nor
the work organization nor an individual
working man—may appropriate on any
property-legal ground the product of
social labor, or manage and dispose of the
social means of production and labor, nor
can they arbitrarily determine the condi-
tions of distribution.” o
Legal writers differ further according to
whether they stress the public law or pri-
vate law component of social property.
Further disagreements relate to the sub-
jects of law (state, society as a real com-
munity of people, several subjects, no sub-
jects). Next come disagreements on
whether social property is a legal, eco-
nomic or sociological concept or is non-
definable in these terms because it relates
to quasi-property. And if it is a legal con-
cept, it may be so in various ways. By
applying the calculus of combinations we
can easily determine the number of pos-
sible theories. It seems that available pos-
sibilities have been efficiently exploited
since M. Toroman (1965) was able to de-
scribe thirteen different theories. '
The legalistic controversy was some-
what lcss interesting than the one among
economists and sociologists that followed.

& Territorial pelitical unit such as a communé, a
district, an autonomous province, a republic and the
federation. . a
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,,:Ba]t drew atten’uon to the fact that the :
. legal .owner and ‘economic owner may. be .
" ‘two different persons. The former holds
legal title, the latter derives the.actual -

benefit from the use of a thing (Bajt, 1968).’
- In: this sense social ownership implies the

non-existence of “exploifation which in
turn implies the distribution of 1ncome
Aaccordmg to work performed If a person
~or 4 group of persons are eatning non—
* labor- income, they are exploiting others,

. and in so far: as this happens social prop-

: ”erty is transformed into prlvate property
~Thus self—management per se is not a
“sufficient condition for - the existence- of

- f-:'soc1a1 property. .

"The - institution - of property already

undergoes gradual disintegration under

‘capitalism. Shareholders are legal owWners
_but management exerts real economic con-
* trol. That is why I-prefer to replace the

: rtl’ﬁ.dltlol’lﬂ.l concept of property by a more -

fundamental concept of economic control
5 (Horvat 1969&, Ch. 15) The latter al-
ways means ‘‘control over labor and its
_ which is Marx’s definition of
_capital as a’ social relation (Marx, 1933, P-
7 167). In this respect legal titles are irrele-
~vant. If artisans or peasants possess no
monopoly power—which ‘in an orderly

market system is likely to be the case—

then they represent no alien clements in a
socialist society. And there can be little

s double that -they ‘practice self-manage-

- ment. Horvat and Bajt came to the con-
clusion that individual initiative is not
~ .only compatible .with but is an integral
. part of a socialist system. In fact the pro-
cess of -production can be organized in-

dividually or collectively and that is why

Bajt talks about two forms of social own-
“ership: individual and collective.
Agrecment about the matters mentioned
so far is quite universal by now. Differ-
ences in views appear when intermediate
" cases are considered. Yugoslav law makes
it possiblé for artisans and inn keepers to

‘employ 3-5 workers. V. Razkovit (19673.,

pp. 106-107) and many others consider

- this to be a form of exploitation, a remnant

of the oid sotiety, something alien to the

" system but which has to be tolerated at ‘the

‘present level of development In support

of this view Raikovi¢ argues that the em-
ployer would not hire workers if this were
not profitable for him. It may, however, be
argued in reply that a worker, by choosing
an individual employer 1nstead of a firm,

reveals that he -finds such employment '

more proﬁtable for himself. Such a line of
reasoning leads clearly to an impasse. To
resolve the question whether workers may
be hired by individual employers, and if so
how many of them a sociological argument
has been advanced as a criterion. Asylong’
as an individual employer works himself
in the same way as his employees and has
not become an e'rtrepreneur merely or-
ganizing the work of others, employees
may be considered as (often younger) as-
sociates in the work process, d1rect . per-
'sonal relations of a primary group are pre-
served and the alienation phenomena of
wage labor relations are not present.
Discussion of the scope and role of in-
dividual work was invited by political

bodies and very soon decisions were made.
following more or less the ideas expounded

above. Individually organized production
became a constituent part of a socialist
economy.’

Iv. Market and Prices |
Pﬂce Policy o ’
Price Policy represents an incessant

series of attempts to control the famous

law of value (supply and demand rela-
tions). Its history is mstructlve since rt

7 The private sector—which Yugoslav econumxsts
prefer to eall “individual sector” ir order to dvoid
various connotations of the attribute “private”—ac-

counts for 29 percent of GNP and this percentage has -

not changed in the last ifteen years.

prov1des an insight into the working of
various institutional arrangements

Administratively - Set ~ Prices: Immedi-
ately after the war, with the economy al-
most totally destroyed there was an
extreme scarcity of all goods. The prime
putpose of economic policy was to prevent
proﬁteerlng and to generate output by any
means available. This was the period of
“profitability at a.]l “costs” (Radulovig,
1968, p. 143). _

Prlces were determined on the free mar-
ket only for a few lugury products. Mostly
prices were set on the basis of actual costs
incurred and could vary from one producer

. to the other. The Price Offices would ex-

amine each case and make the relevant
decisions (normiranje cijena). This was not

~a very efficient procedure. Smce actual

cost was taken as given, there was no in-
centive to economize on inputs. Wages
were fixed, and prnducts could always be
sold. In order to minimize risk, producers
tended to inflate costs in their price pro-
posals and in order to keep prices down
the Price Offices tended to apply linear
reductions to proposed prices. The authori-
ties and the businessmen began to play at
hide-and-seek, which is so characterlstlc
for an admlmstra.tlvely controlled econ-
omy.

" The launchlng of the First Five-Year
Plan in 1947 required a system of uniform
prices-(jedinstvene cijene). Uniform prices
were determined by the planning authori-
ties and were expected to be rigidly stable.
The aim was to provide a link between the

- physical and the value part of the plan, to

have a control over the implementation of
plans and to avoid the. administrative
costs of changing prices frequently. Prices
were formed by adding an average rate of
profit to average cost for a product. The
less efficient producers had planned losses, -
the more eflicient ones extra—profits; in
both cases differences were settled with the
budget. Through the establishment of the
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system of uniform prices, the law of value-
was considered to be subject to an efficient
sacial control (Kidri¢, 1948, p. 143).

It soon became evrdent that uniform
prices did not.equilibrate supply and de-
mand. There was chronic excess demand.
PriVate producers (peasants and artisans)
held a large share of the market and their
incomes could not be easily controiled.
Most consumer goods were rationed and
sold at the existing uniform prices, but
available quantities of consumer goods

_ were not sufficient to saticf{y the needs of

the entire populatior at the lower uniform
prices. By the end of 1947 the first qu anti-
ties of consumer goods were supp‘u 1o the
free market at higher uniform privcs (vige.
jedinstvene cijene). These prices were de-
rived from the existing uniform brices by
applying multiplying factors varying from
2 (for potato and beans) to 6% (for gar-
ments). The resulting trading profit was
absorbed by the budget. In 1948 about 45 .
percent of consumer goods were supphed
at higher uniform prices (Befer, 1950, p.
376). In this way, it was hoped, excess
money incomes would be absorbed.

In agriculture a system of compulsory

~ deliveries (obavezni otkup) was applied.

Peasants were obliged to sell most of their
products to the state at prescribed low
prices. For the money they obtained they
could not buy all these industrial products’
they wanted. Thus they tricd to reduce
deliveries and substitute their own con-
sumption for money incomes. The govern-
ment reacted by creating a market for in-
dustrial goods at higher uniform prices.
Peasants reciprocated by evading com-
pulsory deliveries and supplying more
goods to the free peasant market, the only
section of the market where the prices were
equilibrating supply and demand. These
prices tended to rise fast and so the govern-
ment decided to substitute a carrot for the
stick: in 1948 the government introduced
linked prices (vezane cijene). Agricultural



prices were linked with industrial prices in
such a way as to establish the pre—war
parity. Peasants sold their produci s to the
government at lower prices and in return
obtained coupons which enabled them to
buy industrial products at prices that were
about 16 percent lower than commefcial
prices (Dobrinéi¢ et al., 1951, p. 141).
Local markets were less rigidly con-
trolled. After 1949 local enterprises could
in principle sell their products at com-
mercial (higher uniform) prices. Trading
" establishments that were supplied by two
different producers—national and local—
were now unable to sell commodities at one
single price. And so sliding prices (klizave
cene) were invented. The selling price
slides in a span determined by the lowest
and the highest supply price. These prices
~ were approved by the local authorities.
Thus two different markets were created:
one for enterprises that traded at lower
and higher uniform prices, and the other
for retail trade and population where
prices approached free market prices.

The system of linked prices did not work
too well. The supply of industrial goods
was 1nadequte and richer peasants began
to speculate with coupons. In 1950 only
some agricultural products could be sold
at linked prices.- More of the peasants’
products went to the free peasant market
whose counterpart in the state sector-was
" the system of sliding prices. Higher uni-
form prices, being administratively set,
were lagging behind the free market prices.
Output of consumer goods was Stagnatin
even falling, while incomes were rising
(Cabelji¢, Mihajloi¢ and Djurovi¢, 1954,
p. 49): (see table 4A).

The widening gap between supply ‘and

: 40‘.

demand could be controlled by administra- '

tive or economic-means. The government
chose the latter. In the transitional year of-
1951 there were eight different price cate-
gories coexisting simultaneously (Dobrin-
&ié et al., 1951, p. 143). Sliding prices were
superseded by higher prices for consumer

goods. Ratlonmg was abolished. Consumer

goods prices were left to be regulated by
the market while producer goods prices
were increased one to twelve times and

then frozen for about-half a year. In 1952 -

compulsory deliveries of agricultural pro-
ducts were abolished. By the second half
of 1952 all prices were freely formed with
the exception of a few goods (bread, sugar,
electric power etc.) for which ceiling prlces
were established. -

Development of the Market: The strategy
of the 1951/1952 price reform can be
summarized as follows: (@) a sufficiently

large increase of prices to absorb all excess -

money incomes; (b) a sufficiently large in-
crease of retail prices of manufactured
consumer goods relative to agricultural
prices to generate the capital accumula-
tion necessary for fast growth, (¢) a smaller

increase in producer goods prices to stimu-.

late investment and the expansion of com-
partment I (producer goods industries).
The first two goals were achieved with re-
markable success. As a result, industrial
producer prices were kept stablc over a
period as long as a decade. The third

strategy proved to be deficient and gen-

erated a lot of trouble.
While the general index of 1ndustr1a1

producer pr1ces was declining for almost

three years, prices of certdin raw materials
(ferrous and nonferrous metallurgy, build-
ing materials, wood products were rlsmg

TABLE 4A

1943 1949 1950 1951 1952

Consumer purchaslng potennal ‘

100 128 - 125 - - 245 . 327

Retail trade in real terms excluding peasant trade 100 100 94 70 77

That is why in 1954 ceiling ptices were set

by the government for a number of raw

materlals and in the next year the list of
controlled intermediate goods was further
extended. In 1955 industrial producers
prices rose by five percent, which led to the
creation of the Federal Price Office in the
same year. Since then a system of admini-
strative control of prices has been gradu-
ally developed. The essential features of
this control are as follows:

1. The government sets fixed prices for
electrical power, cigarettes, transportation
rates, sugar, oil, salt and some other com-
modrtres. .

2. The. government sets cezlmg prices
for metallurgical products, coal petroleum
and some other goods.

These two categories of prices are

changed at infrequent intervals, But when -

they are changed the cha'lae is rather
drastic. :
3. Control on the ba51s of prior price
regisiration is the most. frequent kind of
control. It was introduced in 1958. Pro-
ducers intending to raise prices are obliged
to notify the Federal Price Bureau thirty

days beforehand. If within this period the

FPB does not veto the price increase; it
can be effected. The principal criteria for
placing a product under control are: (a)
its importance for.the standard of living or
for production costs of ather products; (b)
scarcity on the market and (c) the mo-
nopoly posmon of the producer (V ukovi¢,
1968)., -

4, Control of trade ;nargms is imple-
mented by republics fer wholesalers and
by local authorities for retailers.

S. Price freeze. This instrument was used
only on two occasions, in 1952 and in 1965,
dunng two price refouns

6. Agrrculturai prices are placed under a
special regime. Guaraantced prices are ap-
plied to staple icod products. This means
that the Federal Food Reserve Board is
obliged te purchase all quantities of the

products offered for sale and to pay

I~
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- guaranteed prices. For milk and 1ndu5tr1a1

crops minimum prices apply. This means -

- that if these products are bought at least

the minimum prices have to be paid for
them. An industrial crop is normally not
grown unless the producer has a prior con-
tract with the buyer. Prices used i in such
cases are agreed—ujzon prices.

" Industrial prices have been most heavily
controlled. In the last decade this control
was exercised over the following 'percen-
tages of the value of industrial output
(Radulovi¢, 1968, p. 282; Drutter, 1968,
p. 113; Institut, 1969 p. 6) :

TABLE 5§
1958 1.2 1965 70
1962 67.0 1966 66
1962-65  60.0 1067 - 53

1968 46

The time series of prices, given in Table
0 may give an idea of how eﬂ"lment the
price policy and price control were.
 After 1961 the administrative contr01~of

- prices was incrcased and so was the infla-

tionary pressure. What in fact happened? |
The most frequent form of price con-
trol—prior price registration—could not be
adequately applied to new products. By
making small changes in the design of a
product an enterprise would transform it
into a mew product and so could evade
price control. In 1964 almost twenty five
thousand new products were launched.
Low and rigidly controlled prices of raw
materials made their production unprofit-
able and so depressed output; in agricul-
ture prices were particularly depressed.
That is why in 1964 prices were raised ad--
ministratively in agriculture, the food
processing industry, energy generation and
nonferrous metallurgy. Next, differential

taxation, a system of premiums and sub- - -

sidies, and administrative interventions in
foreign trade tended to preserve and even
increase price disparities (Pertot, 1966), As -
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TABLE 6.—CHANGES N PriCE LEVELS IN PERCENTAGES PER YEAR

1952-1963 1964 1965 1966 1967 1968

. Producer prices in manufacturmg and mining
Agncultural producer prices
Retail prices (including services)

409 +5 415 411 42 0
+8.6 424 443 +16 —3 —4
+3.0 49 429 423 47 +4

a consequence md1v1dua1 enterprrses con-
ducted their business under highly unequal o
condltlons Producers -whose prices or
wages were lagging behind were trying to
catch up with their neighbors. -The
Federal Price’ Bureau received 12,800 re-
quests for' price increases in 1961 and
69,000 requests in 1964 (Drutter, 1968, p.
107). But the most important reason for
the break in price trends in 1961 lies else-
" whete. Until 1961 personal incomes were
quite efficiently controlled by fiscal and
nonfiscal means (Trade Unions). That is
why prices were quite stable (except - in
agriculture) and administrative controls
relatively few (Institut, 1968b, pp. 37-41).
In 1961 income controls were abolished,
very soon -a cost—push .inflation occurred -
and, despite increasing administrative
control, prices went up. A few years later
" the Institute of Economic Studies sug-
gested that the Federal Price Bureau relax
administrative price control and focus its
attention on income control (Institit,
1969, p. 41). The suggestion was not fol-
lowed. and instead monetary policy was
used as the chief anti-inflationary weapon.
- By 1965 the economy was ripe for an-
other radical price reform. In March
prices were frozen and a tax reform carried:
out. Various subsidies were drastically re-
duced and the tax burden of enterprises
alleviated. In the next few months a new
price structure was prepared. In July the
dinar was devalied; new prices were intro-
duced and frozen. Relative prices of cer-
“tain raw materials, intermediate goods
* (electric power, 'petroleum, ferrous and

Sources: Jugoslavija 1945—1964, SGS-1969.

nonferrous ores and metals, chemicals; =

timber products and agricultural ‘prod-
ucts) and transportation - services “were.
substantially increased. World prices (as

registered in exports or imports) were

taken as a basis forthe new price structure..
This was to make possible a rapid integra-

tion of the Yugoslav economy into the -

world economy. World prices were ‘cor-
rected upwards or downwards’ |by taking
into account capital accumulation needs of

various industries and other spec1ﬁc pur-
poses. A new customs tariff was to 1ron out

these differences. ‘
The price stabilization proceeded rather

slowly, as can be seen from Table 6. The -

lifting of price controls went even slower.
In 1968 prices looked stabilized, hut al-
most one half of industrial prices were still
under control. Disparities between: con-
trolled and uncontrolled prices began to

" emerge. The output of certain industries

tended to become depressed. In 1969 prices
began to rise again. The experience of.1964

seems to have been repeated. The reform -~

of 1965 eliminated the worst price dis-
parities, but subsequent price controls
created new ones. The price game seems
far from being successfully completed.
There has been a lively discussion about
the appropriate pricing system for a labor
managed economy. This discussion hardly
touched the classical controversy on mar-
ginal cost versus full cost pricing. Since
marginal cost pricing requires government

intervention, the lack of interest in this -

procedure among Yugoslav economists is
understandable. On a more theoretical

leve-l it was pointed out thatallocational
efficiency—as represented by marginal
cost pricing—is inferior to growth effi-

ciency—as represented by full cost pricing

which makes possible tlie business auton-
o;ny of an enterprise (Horvat, 1964 Ch.
2

The price debate was centered around
the problem of how the price is to be
formed. It started in 1950 when Kidri¢
opted for the “value price” (1950b). In his
last writing in 1952 the late Kidrig de-
scribed the value price as the one con-
sisting of costs of production (including
wages) and accumulation (gross profits)
calculated as proportional to wages. These
prices were actually tried out in 1953 and
1954, Kidri¢ cornpa.red the rate of accumu-
lation principle with the traditional av-
erage rate of profit principle (profit pro-
‘portional to C'Lpltal invested is character-
istic of Marx’s price of production) and
came to the conclusion that only the

~former was appropriate for a labor man-
aged economy. In his view ‘the average
rate of profit principle “represents a con-

tradiction to socialist planned management
of the economy,” and leads to “a kind of

cooperative capitalism” (Kidri&, 1952 pp.

42, 46). A decade later M. Todorovié—
who was to become the secretary of the

League of Communists—came to the op-

posite conclusion. He maintained that in a
system of commodity production, includ-
ing its socialist variety, in which fixed
capital is used, prices must take the form
of prices of production. Since capital is
socially owned and production is planned,
the use of prices of productlon cannot lead
to the same consequences as in a laissez
faire framework of liberal capitalism.
(Todorovi¢, 1965, pp. 60, 65, 78).

Strange as it may sound, there is no
basic disagreement between Kidri¢ and
Todorovi¢. The difference between their

views primarily reflects the difference in"
the degree of economic sophistication, In
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;1952 Kidrit’s view was commonly. ac- .

cepted—by ‘Todorovié as well—while to-
day hardly anybody would be prepared to

support it. Todorovi¢’s theory of the spe-

cific price of productlon (specific because
social planning is one of its basic ingre-
dients) as an equilibrium price in the
Yugoslav setting has been accepted by a
certain number of economists—2. Pjanié,
V. Raki¢, Maksimovié¢ (Institut, 1968)—
but by no means by all. In a heated debate
in Sarajevo in 1964 another group of
economists—Korag, Sirotkovic, Dabéevig, -
T. Vlaskalié—expounded the theory of
“income price’’ (Savjetovanje, 1964). In
their view the Yugoslav enterprise maxi-
mizes income in relation to suitably de-
fined inputs. Other economists were busy
inventing new types of prices: gravita-
tional (Mesarlc, 1965), normal; actual,.
social reproduction price (Cerne, 1966, p.
233), etc. Radulovi¢ was able to describe
six different price theories of thrs sort
(1968, pp. 299-326). :

Price theory is closely linked to dlStl’lblI-
tion theory which we shall consider in the
next chapter.

Distribution Policy
It is not conventional to talk about dis-

- tribution policy. One is accustomed to

speak about wages policy and distribution
theory. However, as we proceed, it will be-
come evident that in the Yugoslav setting
distribution policy is also .a meamngful
concept.

Wages Palzcy In the admrmstratlve'
period 1945- 1952 workers were govern-.
ment employces classified in a certain
number of salary categories according to
their skills. Directorates set work norms
whose overfulfillment brought an-increase

“in pay. Managerial personnel would get

premiums for the fulfillment of the govern-
ment plan. The salary span was 1:3.5
(Tomic, 1968, p. 6), as compared with 1:16
before - the war (Bilandzié, 1967, p. 56),




- The lack of material incentives was com-
" pensated for by moral incentives such as
“public praise, the trophy-flag, the.title of

- shock worker or of innovator. In the post—
" revolutionary '1tmosp11e1e these 1ncent1vcs
" were very powerful.

After.several years the lack of m'tterlal

_incentives became a serious obstacle to
efficient production. Due to post—war
scarcities and to an egalitarian 1deology,

by 1953 the salaries of office employees in -

_industry had been reduced by one third.
and of civil servants by one half relative to
workers’ wages and compared with the.
prewar levels (Berkovi¢, 1969, p. 81).
Non-wage income “fringe”’ benéfits) was
“higher than wage income. Since 1952 both

trends have been reversed. Trade Unions -

advocated higher skill differentials. Econ-
omists (Bajt, 1956) urged an increase .in
~ the share of dlscretlona.ry income (income
-after taxes and contributions’ left to free
disposal of an enterptise) in order to in-
crease productivity. Wachtel finds that in-
terskill differentials increased until 1961
. and thenbegan to fall. The average income
span between the highest and the lowest
paid job is now 1:4 (Berkovi¢, 1969, p. 82).
M. Jankovié estimates that wage inCOme
increased to 65 percent of total workers’
income in 1956 and to 73 percent of total

income in 1967 (1968, p. 159). The idea .

was to leave to the market the job of de-
termining the appropriatec income dif-
-ferentials and to stimulate cfficiency by
increasing the discretionary part of work-
ers’ income. The latter was also thought
necessary in order to curb centralist dis-
tribution of income.

Since 1952 it has been the task of work-
ers’ councils to determine wage  differen-
tials and work incentives. The distribution

of income between the enterpnse and the
commumty was settled in a very simple -

way. On the basis of the social plan, the

expected income of the enterprise and the’
corresponding wage bill were determined.,
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. The dlﬂelencc between g,loss income (de-’

' precntlon excluded) and wages was called
accumulation and funds (AF). The ratio
‘between AT and wages was called the rate
of accumulation and funds. This rate was
apphed to actual gross income earned in

order to derive wages. It was mentioned in -

section 10 that the AT rate was considered
an appropriate socialist substitute for the
rate of profit, and that was its theoretical
justification; whatever the merit of that

argument, the practical effects were good. :
The AT rate helped to bridge the institu-:

‘tional gap between complete administra-
tive control and a relative autonomy of the
enterprlse It also induced workers to
economize on labor. In 1953 employment

in manufacturing and mining inereased by °

5 percent, and labor productivity by 6.2
percent. In 1954, when the AF system was

abandoned, employmert increased by 13-
percent and labor product1v1ty shcrhtly'

fell.

The AF 1ates were, of course, not um-

form. The 1952 plan enwsaged a rate of 19
for agriculture and another of 582 for

manufacturing and mining. This difierence
reflected the already described goals of .
price policy : industrial prices were inflated .

in order to facilitate the collection of in-
vestment resources. However, even within
manufacturing different industries had
widely different rates. In industries with

high rates there was no incentive to reduce.

costs. Since the rates could not be es-
tablished .very precisely, some collectives
began to earn high wages. The government

reacted by introducing a tax on “the sur--

plus wage fund” (the difference between
the standardized and the achicved wage

bill). Since the standardized wage bill was
the product of an average wage rate and -

the number of employed, the enterprise

increased employment—often fictitiously

—of less skilled workers in order to reduce

the tax basis. The government reacted by -

ditferentiating taxation according to skill

citegories. Enterprises countered by arti-

ficially changing the skill structure, de-
claring their workers to have higher skill.

‘The AF rates were clearly 1 not very re-
ﬁned instrument of economic policy. They

were introduced in the belief that they
-could be standardized for all enterprises
* within an industry group. Soon, however,

individual rates had to be prescrlbed for
each particular enterprise. This implied

. direct administrative interventions which

were at variance with the basic intentions
of the new system. In 1954 the AF system
was replaced by a system called “account-

“ing wages,” which lasted for the next .

three years.

-Yugoslav economists had - been com-
plainiing for some time that-in their eco-
nomic calculus enterprises do not consider
capital services as a cost item (Lipovec,
1954, p. 142). That was a natural result of

" the fact that capital was given to enter-

prises free of charge. This practice was dis-
continued in 1954 when a capital tax of 6
percent. was introduced. This tax was

_considered as a price for the socially owned -
‘capital and was also levied on capital in-
~vested from enterprise {unds. Apart from

that, the enterprisc was obliged to pay
normal interest rates on credits granted by
the bank. Also the profit and turnover

_taxes were introduced, the latter becoming

the chief instrument of accumulation. In
this way instruments of economic policy
became more varied and more flexibie.
The new system implied a division of
the wage fund into two components: ac-
counting wages and wages out of profit.
Accounting wages were derived by apply-
ing prescribed wage rates to skill categories
taking into account actual working time.
Again skills were fictitiously increased.
Working time as a basis of accounting led
to a disregard of work norms. The next
year “wage schedules” (tarifni pravilnik)
were introduced. Wage rates were deter-
mined by the social plan. Wage schedules
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of individual‘e’nterpri'ses represented a kind
of collective agteement between the enter--
prise and the Trade Union and local gov-

" ernment (Tomi¢, 1968, p. 11). Differential

efficiency was accounted for, and a part of -
profit was used as a premium for improve-
ments of quality, reduction of costs etc. -
Since profit was taxed at 50 percent, enter-
prises tried to reduce profit by increasing
wage rates and reducing norms. The
government commissions for wages were
unable to prevent this from happening.

In 1957 the First Congress of Workers’
Councils was held. The Congress asked |,
that the autonomy of the enterprise be
widened. This primarily implied greater
independence in income distribution. The
division of income into wages and proﬁt
was considered inappropriate and remi-.
niscent of wage—-labor relations. In order to
meet these demands, in 1958 the income:
distribution system was changed and a
compromise reached. The wage schedules
remained and were still -subject to ap-
proval of local authorities .and trade
unions. The enterprise income was treated
as one single whole and was distributed by
workers’ councils into wages and contribu- -
tions to various funds. The diflerence
between income and accounting wages -
(called minimum personal income) was
progressively taxed, The wages in excess of
the basic pay were also progressively taxed
(Pejovich, 1966, pp. 98-99).

Progressive taxation was very much re--
seuted. And so was the outside tutorship
as far as wage differentials were concerned.
In 1961 both were abolished. Workers’
councils became completely independent
in determining wage rates and distributing
income. Progressive taxation was replaced
by a flat 15 percent levied on income. In
1965 even this tax was abolished. :

Changes in wages policy implied drastic
changes in relative factor shares. If we
divide value added into gross wages (wages.
and taxes levied on. wages) and gross




rentals (depreciation, interest, net profit
and taxes levied on capital), the percent-
age share of the latter in manufacturing
and mining varied "as_follows (dervat,
1969b, p. 41): o

" TasLe7
1952 10%, 1961 5497,
1953 119, 1963 539,
1955 | 74% 1964 50%,
1957 . T1% - 1965 489,
1959 679, . 1966 46%,
1960 6297, © 10967 45%,

. Percentage shares of gross wages repre-
sent, of course, complements to 100% of
the- figures quoted for rentals. In the AF
system depreciation was the only capital
cost. The introduction of profit and capi!:al
tax in the system of accounting wages In-

" creasedcapital cost drastically. The grad-
ual reduction and final elimination of profit
taxes, which implied a relative increase in
wage tax, reduced the share of gross rental
to somewhat more than one half of the
value added. Ot these changes price
changes were superimposed. The increase
of food and services prices after 1960 in-
creased nominal wages; the abolition ?f
various subsidies at the same time and in
particular after 1964 made possible.a Te-
duction in taxation which to a certain ex-
tent offset the effect of wage increases. The
next effect was to lower the share of gross
rental below 50 percent. The a‘daptatiofl of
an enterprise to these changes required

~ an extraordinary effort on the part of the
" management. But enterprises did react:

Simultaneously with - increased caPltal
charges the capital coefficient (thei ratio of
gross fixed cdpital to gross matgnrlz}l prod-
uct)” in manufacturing’ and mining fell

from 3.6 in 1955 to 2,5 in 1964 (Horvat,

1969b, p. 51). If enterprises are m?.rkeft
oriented and if the production function is
linear homogeneous (which proved to !)e
an acceptable approximation), the elastic-

ity of output with respect to capital in the .
last decade’ must lie somewhere in the re-
gion 0.45 to 0.62. The actual clasticity co-:
efficient turns out to be 0.48. This is taken
as one indication that the economy is fol- .
lowing market rules (Horvat, 1969b, p.
42). T :
While wage systems with wage sche- .
dules and progressive taxation were ap-
plied, real wages lagged behind p’roduct_lv-
ity increases and producer prices were
stable. From 1958 on real wages began. to
increase faster than labor productivity,

and the discrepancy between the two series |

was widened particularly-in the cyclical
trough in 1961/62 and after 1964 (Popov, .

1968, p. 627). The peculiar movements of

prices that followed were considered in the-

section on Price Policy. Another p?:C}lliar- -
ity was established by Wachtel: inter- -

industry wage differentials continued to
increase, and interindustry wage structure

appeared as a function of average pro-

ductivity which explained 80 percent of the
variance (Wachtel, 1969, pp. 151, 175).
Popov found a high correlation between
the rate of growth of industrial output and

the productivity of labor {¥=0.86) (Popov;

1968, p. 622). If all these bits of.infquma‘—'
tion are put together, the following inter-
pretation begins to emerge. - o
“Trade Unions announced the p1'1nc1p.le::
wages should increase pr'(')‘]')ortiona.ll_y to‘
the productivity. The principle was widely
accepted, and it is a sound principle when

applied to the economy as a whole. If

applied to individual enterprises, it gen-

erates great trouble. In a rapidly growing- .

economy various industries exPand at
widely different rates (petroleum industry
at 19.2 percent, tobacco industry at 5.1
percent per annum in the period 1952-
1966). Thus rates of growth of labor pro-
Quctivity are bound to differ very.mu;h
(11.7 percent and 1.2 percent respectlve%y).
Thus wages must differ qnd differentials
must incredse in time (money wage rates

increased 12.8 times in the petroleum in-
- dustry and 8.3 times in the tobacco indus-
try in 1952-1966) (Popov, 1968, p. 630).
Kova¢ found that in 1966 wage rates for
‘tHe same category cf skill in the highest
paid and the lowest paid industry group
'were related as 2:1 (1968, pp. 130-33). All
this is, of course, in flagrant contradiction
to the principle of distribution according
to work. That is why Bajt remarked that
the principle of remuncration according to
-productivity actually denied the principle
of remuneration according to work per-
-formed (1967b, p. 363). Deviations of
productivity income from labor income
have been analyzed by the present author.
They represent (after deductions for other
facto costs) a form of rent which I call the
_rent. of technological progress (Horvat,
1962b). The faster the rate of growth, the
more important this rent becomes.
Ragkovi¢ (1967b, p. 230) and others
suggested that the principle of distribution
according to work be replaced by a more
appropriate principle “according to the re-
sults of work.”” It is not the process of work
as such but its results that have to be re-.
warded. Ragkovié noted that grossly im-
perfect markets in Yugoslavia meéans ex-
ploitation of one group of collectives by
another, more privileged, group (1967b,
p. 218). B
The meaning of the principle, “accord-
ing to the results of work” has been

- stretched by Sefer in a rather curious

fashion. - Sefer 'notes that in developed
capitalist countries free market wage de-
termination lias been replaced more and
more by a policy of “equal pay for equal
work.” He feels that such a policy is in-
applicable in Yugoslavia because workers
bear business risks; i.e., they share in both
profits and losses. Work cannot be re-

munerated automatically; it has to be
~ socially recognized; . which happens at the

matket where the exchange determines the

. result of work. The principle “cqual pay
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for equal work” could be implemented
only in a system of state ownership and
~ slate management of the economy (Sefer,
1968h, pp. 74-75). Thus Sefer, Kora¢ and
a certain number of others in fact argue
that the principle, considered Marxian;

can be implemented in a capitalist and -

étatist setting, but not in a self~govern-
ment system. The fallacies of this laissez
Jaire reasoning are obvious: market im-
perfection provides no criteria for the social
recognition of somebody’s work; the re-
distributive effects of market imperfec-
tions can be eliminated also by means
other than the étatiste ones. i

Other Issues: On income differentials due
to technological and other rents, differen-
tials due to variable entrepreneurial abil-
ities of various working collectives are
superimposed. Scfer quotes data for Bel-
grade enterprises in 1967 when the same
jobs in various enterprises were paid rates
as different as 1:3 or 1:4 (1968a, p. 434).
It is clear that such extreme differences
generate enormous inflationary pressure.
There is also an additional consequence.
Capital intensive enterprises are ablé to-

improve their personal income position by

distributing a part of profit in wages. That
is why wage rates are positively correlated
with capital intensity. Yet, if profits tend
to be reduced, cnterprises become more
and more dependent on outside sources for
financing their investment. This generages
new dificulties which we will cohsider in
the section on Banking and Monetary
Policy. o o

Apart from technoloiical rent, the classi-
cal forms of rent were both discussed in
the literature  and applied in practice
(Bakarié, 1950; Horvat, 1953). Agricul-

~ taral rent is absorbed, in principle, through

taxation according to cadastral revenue.
Mining rent represented a separate item-
of income of mines and crude oil producers
for several years. However, it was deter-
mined in a rather arbitratry way and gen-

A
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erated regional differences. Consequently,
it was resented by the enterprises and was
* eventually abolished. All urban Jand be-
longs to communes and: urban rent is used
. to finance communal investment.

J. Dirlam, an American student of
Yaugoslav economic affairs, points out that

the Yugoslav system can be viewed as one .

“in which labor employs capital, instead of
a system in which capital employs labor as
is the case under capitalism. The social
ownership of capital requires a somewhat
diffcrent approach to capital charges in the
labor-managed enterprise as compared
_with its capitalist counterpart. The floor
and not the ceiling is set for depreciation
rates. Profits need not be taxed and instead
payroll taxes are suggested (Institut,
1968b). A tax on capital is primarily an

" . instrument for .allocating resources and

not - necessarily a device for collecting
revenue for the government. The re venue
from capital taxation has been used by the
government to finance major investment
projects and also to finance the Iund for
underdeveloped  regions. Resentment
against these redistributive activities of
the Federal Government has-been grow-
ing, and recently a political decision - has
been made to abolish the capital tax. Many
economists disagree with this decision.
Some argue that the abolition of capital
tax, which represents the price for the use
of social capital, will initiate a transforma-
tion of social ownership into collective
ownership. D. Gorupi¢ and J.- Perifin
argue that the price of a product should
contain an element of growth (1965, p.
124). This is to be achieved if accumulation
is determined by the social plan in the form
“of interest on capital used. But this money
must not be expropriated by the state; it
ought to remain in the enterprise. ear-
marked for investment. Thus this internal
interest is to be treated in the same way as
depreciation. In order to cope with busi-
‘ness fluctuations,  minimal depreciation
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cum accumulation must be determined in -

a cumulative fashion (Gorupi¢, 1968, pp.
12, 13). Lavra¢ maintains that the accu--
mulation—protecting interest rate may be
differentiated according to industries and
regions (1968). S. Popovi¢ suggests that
the compensation for the use of social
capital will provide the bulk of develop- -
ment resources. After all factors of pro-
duction, except labor, are paid their
shares, the remaining net income is to be
distributed among workers. Additional
accumulation can be derived only from

this private. income; which means that -

workers remain owners of that part of
capital (S. Popovié, 1968). Similar is the
position of Cerne who maintains that the
participation of workers with their own
means in the development of the enter-
prise—which implies receiving adequate
interest or dividends—would stimulate

rational behavior of workers and manage- .

ment bodies (1967a, p. 21). On the other
hand, Samardzija argues that this is both

economically irrelevant and socially dan- -

gerous. Contemporary : shareholders - par-
ticipate in the profits of their corporations
with only small percentages that accrue to
dividends. And attempts to make workers
co-owners must end in the establishment
of a separate group of owners of means of
production within the society (Samard-
%ija, 1968, pp. 145, 303). :

"We have thus reached the point at
which the general principles of an adequate
distribution : policy may be -discussed.
There seems to be considerable agreement
on two issues. (1) As great a part of income
generated as possible should remain under
the direct control of the working collective.
(2) Only labor income should be distrib-

uted in wages. These two principles imply

a sharp division of income into two com-
ponents: labor income appropriated by in-

dividual workers and nonlabor income be-
longing to the society but remaining under :

the ‘control of the working collective and

used exclusively for investment purposes.
In order to be able to'divide net income
into its labor and nonlabor parts, we need
a. theory .of factors of production. 'n’ this
respect Bajt follows the traditional -ap-
" proach and defines factors of production
.as sources of productive services. He enu-
nierates five such sources: labor, entre-
preneurship, invention, land and capital
(1967b, p..351). The first three generate
labor "income, although normally a small
proportion of income from inventions is

appropriated- by inventors. This theory |

leads Bajt into difficulties when he has to
explain monopoly income, He then argues

- that in a market economy monopoly par-

ticipates in income; monopoly ‘docs not
add to output but only adds to incomeof
all factors (1967h, p. 357). k ‘

In order to avoid the shortcomings of

* the traditional theory, the present author

defines factors of production as types of
forces that influence the generation of out-

* put. Factors have to be priced in such a
. way as to lead to an optimal allocation of

resources. The latter means achieving
maximum output from given resources or
minimum input of resources for a given
output. There are four factors: labor, en-

trepreneurship, capital and monopoly. The -

first two generate labor income (wages and
profit), the latter two generate non-labor
income (interest and rent). Creative work
and organizational work as well as routine
work generate labor income. The income
due to the activities of the work collective
as a whole represents entrepreneurial in-
come: Capital services are priced in the
usual way and have already been discussed.
A few more words need to be said about
the morphology of reat. Rent is the price
of monopoly in the sense that it represents
the surplus over the minimum supply
price of resources. Land rent appeats in
three forms described by Marx (differ-
ential vent I and I and absolute rent),
then there is mining rent and a somewhat
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special urban rent. The rent of techno-.
logical progress—due to the fact that cer-
tain industries expand faster and enjoy
‘economies of scale effects, or participate
more in general technological advance, or
_both—has already been described. Bajt
adds the rent from market monopoly,
which he describes as a situation when the
selling prices are above normal and the
buying prices are below normal (Bajt,
1962, p. 93). After land, natural resources,
technology and market monopolies are
accounted for, the remaining part is a

monopoly in the narrower sense. Except . '

for the last, the prices of the other monop- -
oly factors may be in principle determined
either by the market mechanism (land and
mines) or by economic analysis (tech-
nology and market). As far as the latter is
concerned, progressive tagation may in
practice prove a more efficient procedure.
Tf taxes are designed in such a way as to be
generally considered as just, they will not
affect the supply of resources and this is
how in fact we defined rent (Horvat, 1964,
ch. 3, 4, 6).. ‘
Actual business practice and legislative
measures do not quite follow the principles,
discussed above. The productivity—wage
practice leads to an appropriation of a con-
siderable part of non-labor income. The
same consequences follow from the facts
that mining rent is included in undiffer-
entiated income and that there is no pro-
gressive taxation. In 1968 the new law on
the distribution of income in the enter-
prises included income from capital in-
vested in other enterprises in the undif-
ferentiated income of the collective-in-

- vestor. P. Jurkovié promptly called that a

rather dubjous theoretical solution (1969,
p. 50). In general, the distribution of in-
come according to the work performed is
still a goal to be reached. : '

Foreign Trade Policy

Background: The pre-war trade struc- -




ture was rather simple. Food "and other
agricultural products represented about
one half of total Yugoslav exports. One
fifth of exports consisted of wood and al-
"most an additional fifth  of non-ferrous
ores and metals (Dobrinéié et al., {331, p.
408; Fabinc et al; 1968a, p. 144). Thus close
to ninety percent of export earnings were
provided by these thre¢ sectors producing
raw materials and semi-manufactured .
. goods. Immediately after the war the de-
velopment strategy consisted in (1) ex-
panding the exploitation of natural re-
sources in these three sectors and (2) in
using the export proceeds to finance im-
ports of equipment and other producer
goods. Tt was also expected that (3) the
Soviet Union would provide great help
in speeding up economic development. The
second part of the program was carried
out successfully, the share of consumer
- goods in imports was reduced from 22 per-
cent before the war to orly 11 perzent in
the period 1947-1951 (Cehovin, 1950, p.
59). The first and the third parts encoun-
tered unexpected difficulties. :
Due to a decline of per capita agricul-
tural producticn and rapid industrializa-

So.

tent left unpaid, in particular by Western

' Germany and Hungary. Immediately after

the war about 75 percent of foreign trade -
was conducted with the Soviet Union and
her East European allies. In 1947-1948 the.
trade shares with these countries were -
stabilized around 50 percent in exports and
42 percent in imports. In the middle of
1948 the ominous Resolution of the Com-
inform meant the end of good relations. By -
1949 the Soviet group reduced the trade to
one—third and in 1950 it was cancelled al-
together. The Soviet Union and her allies
applied a total boycott to all relations .
with Yugoslavia. ] -
Thus the country was cut off from the .
East completely. It was" separated from
the West as well, as it did not enjoy the
facilities mutually provided by western.
countries to each other. It was not included
in the Marshall Plan; it. remained outside
GATT. In short it was isolated in a
hostile world. The five-year industrializa-

tion plan—imbued with so many hopes—

had only been initiated, when suddenly
the contracts were broken, and supplies of
equipment and materials ccased to arrive. .
Trade was declining:

TABLE 8

1948 1949 1950 1951 1952 1953 1954 1955 1956 1965

Exports® 100 79 74 64
Imports 100 95 8 114

87 80 102 9 122 328
115 106 . 103 130 142 n

Sources: Jugoslavija 1945-1964, p. T7: SGJ-1959, p. 121

tion, agricultural export surpluses were re-
duced and so was the total volume of ex-
ports. It soon becarne fashionable to ex-
plore the question whether Yugoslavia
was not becoming a permanent net im-
porter of agricultural products (Srdar,
1953). The nationalization of foreign prop-
erty imposed a new burden on the balance
of payments. On the other hand, repara-
tions for war damages were to a large ex-

Foreign exchange reserves dropped from

43 percent of the value of imports in 19?;7 ‘

to 12 percent in 1948 and to 4 percent’in
1952 (Mrkusic, 1963, p. 186). Personal con-

sumption was declining. Defense expendi- .

tures amounted to twenty percent of na-
tional income. Two severe droughts, on in
1950 and the other in 1952, proved unex-
pected allies of the Cominform and reduced

agricultural output to 25 percent below the

pre-war average. The situation looked

Lopeless, That is'why Stalin expected sur-
render.. o T
Yet this. nation was not accustored to
surrender; it was more.at home in fighting
back. And it did so, for the first twg years
struggling. practically aloiie, Investment
plans were changed; tride was chagnelled

- 'towards'the West, even the economic sys-

tem was clianged. From 1951 on| foreign
‘economic aid began to flow, mostly from
the United States. It consisted primarily of

- food, raw materials and military supplies. -
The aid amounted to 38 percent of total

imports in 1951; and over the next decide
was gradually reduced to zero.

The' crisis was soon overcome and the
économy entered 4 period of unprec-
edented growth. The effects of the heavy
capital investment of the First Five-Year
Plan began to materialize in rapid ex-
pansion of industrial output. The new

~agricultural policy soon generated phe-
_nomenal growth of agricultural output.
- Exports were catching up with imports.
" In 1954 the first trade contacts were es-

ta‘blished' with the East European coun-
tries. After the conciliatory visit of Pre-

- mier Khruschev to Belgrade in 1955, nor-
mal trade relations were established and

s0 a precious outlet for increasing exports
was found (Obradovi¢, 1962, p. 40). In
the decade that followed, exports increased
3.3 times, i.e., at a rate twice as high as in
the world as a whole. ‘
These developments were tdo good to
last long. In 1957 the Common Market
was born in Rome. Two years later EFTA
was created in Stockholm. Practically all
West European countries became mem-
bers of the one or the other trading group.
East European countries belonged to
COMECON, created in 1949, but actually
operating since 1954. Yugoslavia found
herself isolated again. At first it did not
matter too much. But gradually intrazonal
trade in all three areas began to increase
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rapidly and to depress trade with third
parties. This was true in particular for the
-, Common Market, the most important
trading partner of Yugoslavia. Common
Market countries account for 30 percent
of Yugoslav exports, 38 percent of im-
ports and two-thirds of financial transac-
tions. What makes this trade so vulner-
able is the fact that between one third and
half of Yugoslav exports to Common
Market countties consists of agricultural
products, Regular and variable import
tariffs in the Common Market amount on
the average to 50 percent of the Yugoslav
export prices, for beef even to 60-70 per- -
cent, which clearly cannot encourage ex-
ports. Variable protection rates, when first
announced to GATT, were said to be an
exceptional instrument, the customs tariff
remaining the_basic one. In fact, however,
variable rates amount to 2.5 times the
regular tariff, they are changed daily,
weekly or quarterly ‘and represent a per-
manent instrument of total protection
(Ziberna, 1969; Miti¢, 1969).
Yugoslavia reacted to the new situation
by trying to increase her.trade with the
developing countries; This attempt met
with a limited success. Imports from de-
veloping countries increased to a maximum
. of 14.1 percent of Yugoslav imports in
1964 and there has been a permanent
balance of payments surplus with these
countries (Pelicon, 1968). Next, close re-
lations were established with GATT, At
first an observer, Yugoslavia became an
associated member of GATT in 1959 when
she also enacted the Customs Law, In
1961 a temporary customs tariff was pro-
duced and next year Yugoslavia became 2
temporary member of GATT, In 1965 a
new, permanent customs tariff was en-
acted, and a year later full membership
was granted by GATT. o
COMECON was also approached. Tts
members absorh almost one third of
Yugoslav trade. In 1964 Yugoslavia be-




came an obqerver in COMECON ‘With
~ the Common Market spec1a1 agreements
" are negotiated.

India and the United Arab Republic
account for one third of Yugoslav trade
with developing countries. In 1966 the
heads of .the three countries initiated a
scheme which became known as Trlpartlte
Co-operation. The agreement, ratified in
1968, comprised 500 products to which
preferentlal rates of 50 percent became
applicable, and envisaged also industrial
co-operation. It was also suggested—this
time by econotmsts and not be politicians
(Bilandsi¢, 1967, p. 33)—that a Danubian
trading area be formed. If that had proved
possible, it was hoped that the area could
have been extended North and South. The
occupation of Czechoslovakia rendered

- that idea utopian for the time being.
Attempts to develop economic relations
with as many countries as possible and the
foreign policy of an uncommitted nation
enabled Yugoslavia to establish trade with
120° countries. Trade is not only geo-
graphically dispersed, it is also diversified
in terms of products exchanged. As a result
a theory of “capillary trade” emerged. V.
Pertot argues that small quantities reduce
marketing difficulties, and S. Obradovié
adds that highly diversified trade reduces
risks of business fluctuations., Einpirical
research lends some support to this hy-
pothesis. P. Mihajlovi¢ finds that the con-
centrated pre-war export was very much
dependent on external business fluctua-

tions, while no such dependence appears to

exist after the war (Mlha)lovrc and Tano-
vi¢, 1959, p. 77). Capiltary trade also has
its drawbacks. Obradovié points out that
it increases marketing costs and quotes ap-
provingly Bi¢anié, who maintains that ex-
port concentration is a precondition for a

permanent export position on the \vorld,

market (Obmdovrc, 1962).
Fast growth after 1955 led to profound
structural changes. The share of exports of
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commodmes and services in soc1a1 product -

increased from about 13 to about 20 per-

cent. The Yugoslav share in world trade -

doubled, but being still less than one per-
cent, provides a justification for the ca-

pillarity theory. The share of those three
traditional natural resource sectors in ex-
ports has been reduced from 90 to 50 per- -

cent (Fabinc et al., 1968a, p. 144). Raw
materials and manufactured goods changed
their places in the structure of ‘exports
(Guzina, 1950:6 in 1939 to 13:50 in 1968).
The once self—sufficient peasant economy
is now only a matter of historical interest.

It has been replaced by a relatively open.

industrialized economy participating ‘ac-

tively in development of the world market..

Prologue: Rigid central planning in the
period 1945-1951 implied a state monopoly

in foreign trade. The domestic market was - ~

completely cut off from the outside world.
The rate of exchange was just an account-
ing device without economic meaning. Ex-
port and import trade were conducted at
prescribed domestic prices. The Fund for
Price Equalization, created in 1946, com-

pensated exporters for the dltTcrulc(,s be-.
tween the domestic and export prices: °

Each transaction implied a separate foreign
exchange rate. That was consistent with
the principle of profitability at -all cost

applicd in the home market. Exporters

were obliged to surrender their foreign

exchange proceeds to the National Bank

which, in turn, supplied importers with
what they needed. Foreign trade enter-
prises acted as agents for the Ministry of

Foreign Trade and were obliged to imple-

ment import and export plans. Plans were
defined in physical terms and -so traders
were not interested in prices and other
trading counditions. The system was simple
and consistent, but not very efficient. Yet,

in the turbulent post-war years it did the

job it was designed for.
The most important event in those years
was the Cominform economic boycott. At

that time details about opcr'ltrons of mixed
Sov1et—Y11goslav companies became pub-
licly known and stirred great indignation.
A ceriain number of these compqmes were

~created with a proclaimed .aim of hc]plng

to devclop the country. Capital was in-
vested in even shares, profit was divided

* evenly, the Russians. appointed their own

people as general managers, insisted on
preferential treatment and objected to
Yugoslav financial control. All this re-

minded people.too much of their pre~war
experience with foreign capital and mixed .
“companies were gradually liquidated. But

tHe proble’m was more complex than that;
economic relations among socialist coun-
tries were at stake. .

I an interesting 1949 article M Popo-
vié, then a member of the government and
now the President of the Federal Assem-
bly, explained the position that had been

- taken (1949). If a less developed and more

developed country meet in the world
market, they will exchange commodities
with. different labor contents. The more
productive country will get back more
labor than it gives away This implies ex-

, plortatlon. Further, if in mixed compamcs.
profit is divided accordlng to capital in-
- vested, a principle of distribution alien to

socialism is introduced and as a result
exploitation appears in yet another form.,
“According to socialist principles’’—said
Popovié—*“the entire surplus value, i.e.,
the entire profit obtained by the society
after it had sold the commodity in the
world market, belongs to the prol'=tar1dt
which has created that value . . .” (1949
p. 108).- '

To such theories, and not qurte unex-
pectedly, Russian negotiators reacted
rather laconically: “Torgovlja—torgovlja,
a druzba—druzha’” (trade is trade and
friendship 1is friendship). But for Yugo-
slavia, then a year or two after the Revolu-
tion, socialism meant immensely more than
trade; to put the two on an equal footing
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“was profoundly shocking. Economic rela-

thTlS among SOCl{‘nl‘. t countnes were seen

-as similar to the relations of the various

regions ‘within one country. Ucveloped
socialist countries had an obligation to
grant aid to the less developed ones in
order to speed up their growth and enable
them to reach the same level of develop-

ment in the shortest possible time (Obrad- .
_ovié, 1962, p. 39; M. Popovi¢, 1949, p. 70).

These were not abstract ideas; they were
applied in relation to Albania. Yugoslav
and Albanian partisans fought together
during the war and relations between the
two countries were very close. As a more
developed country, Yugoslavia sent ex-
perts and material supplies to Albania.
Tariffs were abolished and monetary units

- were given the same nominal value. At-

tempts to design a single system of prices
failed because productivity differences.be-
tween the two countries were too great

But they then continued to trade at their .

internal prices which meant that Albania
exported at Albanian prices and imported
at Yugoslav prices (the latter were some-

what lower than the Albanian on the aver--

age). In this substitution of world market

prices by respective domestic prices. Popo- .
vié saw the elimination of the exploitation’

characteristic of the world market mech-
anism (M. Popovié, 1949, p. 128). In fact,

however, this conclusion does not neces- -

sarily follow. To find out whether and how
much Albania gained, one would have to
calculate the entire trade in Albanian,
Yugoslav and world prices and compare
the value aggregates, And in order to make
exchange equivalent in labor terms one
would have to apply mput—output anal-
ysis. Another policy measure hid much
more obvious implications. Albania was
granted interest—free loans for an unspeci-
fied length of time. This was an carly an-
ticipation of the now familiar aid pr ogmms
for underdeveloped countrics.

Bulgaria was another country with which -




‘and possibly even formi a confederation.
" Yugoslavia waived Bulgarian . reparations
" obligations for war damages, and after the
Bled agreement in 1947, hopes went high
in both countries. A few months later
- Stalin launched his attack, and soon all
achievements were forfelted all hopes
burred Former friends became enemies,
The Cominform' economic boycott and
the need to finance the Five-Year Plan
- compelled’ Yugoslavia to establish con-
‘tacts with the world capital market. Ideo-
logical reasons and unpleasant experience
with' Western capital before the war and
with Soviet capital afterwards made joint
stock comparnies and mixed companies an
undesirable form of import of foreign cap-
ital. Loans remained the only available
~a1ternat1Ve ‘But loans may-also affect the
- economic and political independence of the
country unfavorably. In order to prevent
‘this from happening, V. Guzina suggested,
“in‘a papet representmg the common opin-
~iof of the time, that foreign trade be con-
~ ducted accordrng to the economic plan,
and a specified volume and .structure of
exports be secured (1950, p. 71). Guzina

__also held that autarchy was both impos-

. gible and undesirable, and favored de-
velopment of an open but controlled so-
. ¢ialist-¢conomy. These ideas were charac-

teristic of forergn trade pohcy in the next
decade SRR : : o

' .[' hree Steps T owards Free dee

By the middle of 1951 the new economic
thmkmg reached the sector of foreign
trade. As usual, market experimentation
began with qgrrcultural products. Ex-
;‘porters of certain agricultural commodities
were allowed to sell their foreign exchange
proceeds at a price which was obtained by
multiplying the official rate by the factor
7. This foreshadowed the new official rate
determined on January 1,1952 at 1§=2300
din (the old rate was 1$ =50 din). Ex-

porters were granted a retention quota of
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Yugoslavn expected to eliminate tarrﬁ‘s

~ ported commodities at free prices. .

The transition from colnplete state-

- monopoly to a system of free trade was

not a simple affair. Various alternatives

were discussed. In an important article

early in 1952, D. Avramovié, now a staff .

member of the World Bank, argued that a
fixed exchange rate and, in- particular; its
exclusive "use, cannot be practiced in a
socialist economy. In order to secure the

minimum volume and the necessary struc!

ture of exports and .imports consistent
with production and investment -targets,
the fixed exchange rate should be replaced
by either physical allocation of goods or a
system of muiltiple exchange rates. The
latter is more consistent with a socialist

market economy. Since foreign prices con- .
stantly fluctuate and since a full employ-

ment high rate of growth economy needs

stability, there.ought to be ati Equalization - -
Fund to absorb violént fluctuations. Thus, .

not only is there a need for ‘multiple ex- -

change rates, but these rates should also
fluctuate. The capitalist principle of a -
fixed exchange tate cum busihess fluctuas . .
tions must be replaced by a socialist.’

principle of multiple ﬂuctuatmg exchange

rates cum economic stabrhty ahd growth S

(Avramovig, 1952), . ;

~ Most of these ideas were. soon trled out i

In July of the same yedr the System of 17
price equalization coefficients was set in
operatron Coefficients, applied to expor(

prices calculated at the official’ cxclr’mge ‘
. rate; ranged from 0.8 (for e\rports of agri-
cuItural products) to 4.0. Low coefficients -

were applied to imports of equipment and
raw materials in order to Leep their prrce
low.

A high degree of Liberalization was e_n~‘
visaged in foreign trade, but in comparison

to the liberaiization of the home market,

the liberalization of the foréign trade sys-
tem proved to be a ‘much tougher job. -

First of all—and again in contrast to the

50 percent with whlch they could ﬁnance_.~
imports of their own choice and sell im-’

' Aitincreased to 585 dinars which was almost ‘
_twrce as much as’ the oﬁ‘rcral rate The

home market—the pI‘lCC of forelgn X e'{porters as the only: seller of forelgn ex-
change was set too low: Already in 1951 ‘,change (Mtkugi¢, 1963, pp..301-315). - i
the actual average -export e'fchange rate. - The first free. trade attempt failed be- .
was 354 dinars for one dollar, and i in 1952 - causé the initial price for foreign exchange

Was set too low, initial reserves were too .

‘small," the, share “of ‘the free- maiket in -
foreign exchange supply was £66 small and
'dlsparltres ‘between."homeé. and foreign’
prices too great.; Tt would h ¢ been rather

difficult to ﬁndelsewhere in the world such

xchauge‘ feserve o

‘P]ace) , did. no

" "was made‘to ‘save: the “systern, The'a

4 percent’of'rmports made economic intér.
ventions unpnss:bl ‘No wonder that
' ign exchange markét,
DOM - - (Foreign Exchange “Accouniting -
otk At firkt, expoiters
were: ohhgcd t6 sell’ only 55 percent of -

‘their foreign: exchange to: the Bank; the” o
_ remaining .45 .percent,’ representmg their
‘retention quota; could .be 'used for im--

ports of their own' thoice ot sold to im-:

porters-at the DOM. Already in October
the'retention quota was lowered to-20 per- . -

cent, and that rdednt’the death sentence
for. DOM i the ‘fiéxt. ‘yedr: DOM rates '
soared to & level 68 tifnes higher than the:
official rate. Average actual exchange rates
went up as well. - S

In 195472 serxes‘of desperate attempts”

counting: exchange tate was mcreased to
632.dinars for ‘a dollar, -Coefficients ‘were .
revised and’ applied -to DOM rates, and
not' to the official rate, A stecp tax on the .
gains at DOM was introduced: A number

of other comphcated pmcedures were ap- -

phed "DOM rates were brought close to-

~ the new accounting rate, which the au--
thorities aimed for, Yet 1mporters of raw

materials could not ‘Fompete any more at -
DOM for foreign excharige and so separate

sales .were organized for them. This re-:.

dueed the amount of available free foreign
exchange to something like one percent of -
the demand. The retention quota was re~
diuced to only -on¢ percent, Prlces of -
foreign exchange ' spared and by 1960 -

~“reached -a level 12.3 times as high as the -

official rate. The National Bank replaced -

. average actual_rat of
" ‘turned “out  that “industiial exports and -

telitive 1 prrces, remarked V. Meichsner, as-

existed in. Yuposlavia in:1955: oné type- :
Writer rrbbon (2.800 din) equals a pair of )

-shoes equals two yards ‘of woolen fabric

- equals one third of an average employec 8
salary equals two—day full board in a first

ass hotel in a tourist resort equals 56

harrcuts equals the monthly refit of a five- -
. toom’ apartment (Majhsnet, 1956, p. 193)
At that time three differerit foreign ex<. ‘
‘change regiinés coexisted: the official rate, . -

 the regular and the ‘separate DOM rates,

”. Meichsner suggested that. the number of

coefﬁcrents be’ gradually reduced to only " -
-~ two, one for industrial and’ ‘one- for agti-

: cultural products, In 1957 M. ‘Frkovi¢
~calculated deviations of artual exchange

tates of various: product groups from the
18=779  din."It

food equipment 'and | invisible - imports
" were subsrdlzed at rates between 21 and 35

percent ‘that there were export ‘taxes. be-:f‘,_’, -
tween 16 and 21 percent for agricultural, .

* wood and invisible exports and a protec-"

~ tion tate of 105 percent for consumer goods .
~imports (Frkovi¢, 1957 :

By 1960 it had become clear"that the:"
foreign trade system needed a thorough:

- revision. D. ‘Cehovin evaluated the situa- )
tion in three points, Enferprlses were stim-
“ulated to press for an" increase in" coef- .

ﬁc1ents, not to compete in the world mar- .

~ ket. Coefficients had ‘ceased. to be- passwe :

~ equalization mstruments and were in fact
transformed mto actlve devrces for in- .

- creasing price dlsparltles Proﬁtabrhty cal-

culations were made practically 1mpossrble




(Cehovm 1960 p- 125) ’\/Irkusnc noted
that in an economy where e\ports are"

price elasticand imports are not, there will

be. a constant tendency for export ex-

change rates to mové away, from the itn-
port ones. That. required physrcal re-
strictions’ on imports (Mrkugi¢, 1963, p.

297) Both did happen Higher e\port ex-

change rates were bound to produce in-
flatioriary pressure—vra the money supply

—as Avrdmovrc had already warued (1952 -

P 24).

The receslen that started in 1960 made

things worse and stimulated the authot-
ities to iindertake a reférm in 1961. This
tim§ an ample supply of foreign exchange

was|secured by foreign loans. But the'

other two mistakes of the 1952 reform

were committed dgain: the new accounting.

rate was set too low (750 dinars for one

dollar) ; the actual export rate in 1960 was’

981 din and in 1961 went up to 1021

dinars (0. Kovag, 1966) and price. dis-.

. parities were corrected in only a few cases.

. The strategy of the reform can be dc-,'
scribed as follows. Multiple exchange rates

were abandoned and coefficients were re-

placed by a customs tarifi. Instead of ex-

change rates varying between din 500 aud

din 1200 for a dollar, there was to be a -
~single 750 rate with 1o protection for.

agriculture and lumbering, with 10-40 per-

cent protection for consumer goods and’

17-60 percent protection for equipment

- and other industrial products. Export was’
free and was supported by premiums and.

tax reductions. Exporters were supposed
to sell forelgn exchange to the National
- Bank but in most cases could buy back 7
" percent of the amount sold for their own

needs. About one fifth of imports was

liberalized, and for the rest commodity

quotas or forelgn exchange allocations ap-

plicd.
- The deficiencies of such a stntcgy soon
: became apparent. Exports were retarded,

imports accelerated. In order to Leep the ,
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balance of payments deficit under control,
import restrictions were multiplied and in
1964 the tariff protcction was increased

from 20 to 23 percent. Exports were stim- -
ulated by making foreign exchange alloca- -

tion conditional upon export salcs. Export

premiums and tax reductions were rapidly
“expanding. Soon the old system of mul-

tiple exchange rates reappeared with all
. its incfficiencies (Institut; 1964).

The situation was worsened by the fact
that about one half of Yugoslav foreign
trade was orlented towards clearing cur-
rency countries, most of it towards o

.COMECON. Both import and export
- flows with the COMECON countries are
much more unstable than with the. con-

vertible market (Madzar, 1968). Both im-

port and export prices on the COMECON
market are higher than' on the world

market. Besides, it is easy to export to’

this market but difficult to import from
it and vice versa for the convertible cur-
rency market. As there was one single
exchange rate for both markets, the con-
sequences should be obvious. Importers
were oriented towards convertible cur-
rency countries, exporters towards clearing

currency markets. The balance of pay-:
ments deficit with the former increased-:
rapidly, while there was an unabsorbed
surplus on the tr'ulmg account with the -
latter. A boom in 1964 produced unbear- .
able pressure on the balance of payments.

In the same year the- cyclé was reversed.

The recession helped to . induce the
authorities to undertake another reform in

1965.

This time the structure of d01nest1c
prices was radically readjusted as ex--
plained -in section 10. The actual export.

rate of exchange in 1964 was 1050 din; it
was expected to increasé in 1965 to 1200
din and the new official rate was deter-

mined at 1$=1259 din. Thus two fatal -

mistakes of two prccedmg reforms were
avoided. v

: cooperatlo‘
- Fuind (IME): ¢
* "The ambitions’of the reform were grea.t
D. Arakioski;-one of the directors in the:"
‘Federal - Platiniing ‘' Buread, describes the’’
‘objectives of - the"reform ag follows, The
- Yugoslav ‘economy was to be 1ntegrated
- into the wdrld ‘tarket. Trade was to be
g gradually libétalized and the dmar made .
A cohvertlble Exy
_ to imports which:woiild permit burldrng; '
up substintial. forergn exchange reserves,
- The balance of paymeénts deﬁcrt was to be o

" eliminated: (Anakiovski, 1969).

. operative’

An addltlonal e]ement in the strategy
consrsted in the lowermg of tariff protec-

“tion from - 233 percent to'10.5 percent ‘—f'v

with the tradltronaldh]f rénti:tion of rates
imary commodities
o2t percent for‘consumer goods (Dom-=
andsig, 1966). The- Tiecessary supply of -
foreign exchiange was sectired through the *
of the Internatronal MOneta.ry

xports were ‘to rise relative

‘The‘fﬁe kkforelgn trade reglme becam‘

from’ the convertllﬂe area -was inade con-

~ ditional upon the purchase of a specified

amotint” of clearing cutréncy (Saveanz,

' 1966) Export premiurms and tax subsidies
“were.abolished. Tight money policy was to

keep ‘ptices stable; reduce ‘internal’ de-

- mand and. compel enterprrses to export.
‘Once -again'.the new regime failed to -

produce the results expected. After an
initial burst of exports and a contraction

of imports which in 1965 produced a small
balance of payments surplus, imports be-
gan to expand faster than exports Inter-
- nal demand was . checked, but so were.
exports. A balance of payments deficit
L reappenred and was mcrea.smg Ul\ple'ts'tnt 3
a ;-fcleanng currency surpluses were - cumu-
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'were carned out did not indicate an 1rn o
: presslve professronal competence But in’ e
. this respect Yugoslavia is not unique in the" -
- present world. Thé most popular method ™ -

‘ '~lated Import restrrctlons were multlphed
- Export - inducements were. relntfoduced )

Dlﬁ’erentral exchange raies were back, 'Ine -

" dinar was stable on the tourist market— - .j'

dinar.notes could be bought at rates close

_to the official one at all foreign exchanges—- "
but 2" quiet devaluation was proceeding .

under the ‘surface. None of the ob]ectn'es
quoted’ by Anaklockl was achieved. - v
“The ways itt which the fréetrade reforms

of policy makrng seems to’ be the method

" of ‘trial “and ‘error. It has its drawbacks

but, it apphed with sufficient persrstance,

it also i oduces useful results

have been examining deﬁcren-

“So far

:c1es Let ‘me now briefly evaliate the re-

‘sults. -Since - 1952 the _span between ex-

" treme ‘actual (resulting from actual rev--
. eniles of exporters and actual payments of
1967, About one ‘quarter of -
- imports: “was liberalized and ~retention -
‘quotas’ ‘remained in most cases dt 7 per-{"
“cent. For the'rest there was a comphcated;; A
system of inducements and restrictions; i
ordet to -achieve a proper regional drs-’-
tribution of trade, & category of lmports .

1mporters) exchange rates has been con-’

siderably-narrowed. Actual exchange rates

have -become- considerably -more stable. .
The posltlve difference between the actual

export . and " the' actual “import “exchange
rates of 303 din: in 1955 was transformed

into a negative difference of 100 din in-
" 1967. Government interventions in Forug

trade operations have been reduced - in

‘every respect. About one fifth to' one
fourth of importsis firmly and completely L

liberalized either directly or via retention

quotas - and. ‘other arrangements. The

tourist - dmar isa stable and convertible
currency ’Ivh stagL is set for the last—if
there is such.:a thing in economics—as-
sault on free trade and convertrbllrty o

The What—to—do—-Ne:rt Canlroversy k A
The mlsfortunes of the third reform

" were not entirely unexpected. Mrku3i¢,

A. Clém—S'nn and other economists eval-

" uated various government objectives. as

unattamable gwen ‘the. policy pursued
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" Soon a lively kdiscussionv‘deyelopéd fbcu-s; o ‘fdrm of a cﬂstbms tariff. Tn fact, however,
. the - economic. justification for - multiple.

“sing on three. themes: protection; the

nature of exchange. ratcs, and converti-,-
bility. .
I. Tabinc argued that cvery protection -

policy ought to be-assorinted with « de-

velopment program.. Developing . coun-:
‘tries encounter serious bottlenccks in out-
put ‘capacitics and shortages in material.

and financial means. Therefore, unlike .

developed countrics whose protection pol-.
icy aims at changing the structure of

*_prices and incomes, developing countries. -

must have:a protection policy oriented
towards changes in the structure of pro-
_duction.. The main objective of tariff pol-

icy is to protect national production by

producing a desirable differentiation of in-
ternal prices as compared with prices on
" the world market. There are, however,
three important tasks which a tariff policy
cannot' perform. It cannot regulate the
volume of imports, it cannct achieve the

* desirable structure of imports and it can- -

not regulate a regional distribution of
trade (Fabinc, 1963, 1968b). One has to
find other devices to do these threc jobs.

Evidently, administrative interventions
of the government are one possible al-

~ ternative, It is, however,-not acceptablc as.

—-a dominant alternative in the Yugoslav
setting. Next, a proper exchange rate
system could.do at.least part of the joh.
‘This system could be based on one single
rate, or-on multiple rates, and the rate or
~ rates could bé pegged or be fluctuating.
" QOut of these elements four main com-
binations and a number of variations may
be formed. On the one extreme there will
be a single pegped raté and on the other
fluctuating multiple rates.

In the debate the Institute of Foreign
Trade noticed an inconsistency in the
traditional appreach. The policy of a single
rate usually imposes the elimination of

“multiple rates on the export side, while on
“the import' side they are rctained in theé

rates is the same for both components of

foreign trade (Institut, .1964, p. 75). .

Mrkugi¢ and O. Kovaé of the IES sug-
gested that the  pegged rate be made

flexible by the application of exchange.
rate ingredients such as tax reductions,. -
preferential transportation.rates and the. -
like. But they find direct export subsidies.:

unacceptable, presumably - because they

fear a proliferation of arbitrary govern- -

ment interventions (Bilandzig, 1967, p.
34). As far as the import side is concerned;

Tabinc noted that fixed cusloms rates do -

not prevent their flexible application (by-
an appropriate definiticn of the customs
value or by introducing point clauses).
(Fabinc, 1963, p. 38). Other devices—such

as a-customs registration tax—are avail-.

. able as well, Thus even if the single fixed

exchange rate is chosen as a basis for the -
system, the prevailing - expert _opinion
favors making it fiexible in both senses: it -
ought to be changeable in time and dif- .
ferentiable with respect to the fixed stan- -

dard. The justification for this approach
had already been provided by Avra-
movié in the cited paper of 1952: a planned

economy cannot tolerate that -outside -
economic conditions and fuctuations he .

automatically transmitted to the internal

market. This was now reiterated by U;
Dujsin, who advocated not only flexible, .

but also fluctuating rates (Dujdin, 1968,
p. 593). Mrkuéi¢ pointed out that il one
wanted to keep Lhe balauce of payments

in cquilibrium either the exchange rate or,

internal prices will have to be continually
adjusted. Since internal stability is ob-
viously the first priority, the flexibility of
the external value of money follows as a
natural conscquence (Mrkudi¢, 1967).

- The government chose to base its policy

on the pegged vate, This decision now
came under attack., A pegged rate implied

government iuterventions, which  were

59.

resented, Fluctuating rates involved risks
of nstability, which the government was
nol willing Lo assume. Citin-8ain thought
that lfmsr.; risks conld not he so gréat
that  fluctuating  rates ‘required much,

smaller reserves and much less stririgent :
conditions in terms of financial discipline,

orgamzation of the market ete. (Cicin—
ban, - 1968h). A few  years carlier, G.

- Macesich, an  American ceconomist of

 Yugoulav extraction, also argued in favor
of fluctuating rates. He believed that
“such a system would serve to integrate
the country’s economy n1dfc'cffccti\'cly
with the world’s economy by quickly in-
dicating to planners when mistakes in the
planuning have heen made. The correction
of mistakes would not have to depend on
intermittent changes in rigid official ex-
-change rates” (Macesich, 1964, p. 202). -
On the other hand Mrkugic argued tlat
fluctuating exchange rates would generate
speculation and would  be destabilizing.
He cited the Canadian twelve-ycar ex-
perimentation with fluctuating rates which
he’ claimed ended with trade restrictions
for about one half of imports (Mrkusig,
1969). Cicin-Sain suggested that specula-
tion could he avoided if enterprises were
obliged to sell foreign exchange as soon as
it was carned. Capital movements would
¢learly require separate control. -
Fluctuating exchange rates implied the
existence of a foreign exchange market.
‘The government feared that this might
mcan repeating the failures of the 1OM.
On the. other hand enterprises and bus-
iness chambers were pressing for higher
T(:f,.(.‘.l?ti()ll. quotas. The prevailing export
opinion scerned to be in favor of the
market, even if not for -all currencies,
Since the country ran a chronic surplus
on its trading account with the clearing
area as a whole and with most individual
clearing currency countries, it seemed
advisahle to start market operations with

- these currencies (Bilandzig, 1967, p. 34).

That would mean fluctuating rates for

- about ouc half of the foreign exchange:

Procccds. The next phase might he trading
n convertible currencies, and finally a
proclamation of the external convertibility
of-tvhcdina‘r. SRR T S
Ci¢in-Sain examined the pros and cons
of approaching {ull convertibility via ex-
ternal convertibility, i.e., -by  satisfying
Article VIIT of the IMF agreemcent, or
via internal liberalization. In favor of the
former, he advanced the following three
reasons: (1) the dinar might become 2 re-
serve currency, which would ‘mean an in-
terest—free credit for Yugoslavy ‘imports;
(2),clcaring'muntrids'1ﬁight find it acvis-
able to liquidate their clearing deficits in
order to accumulate convertible dinar
balances and (3) the financial prestige of
Yugoslavia would increase. He felt, how:
ever, that these reasons were not par-
ticularly convincing. Even if fully con-
vertible, the dinar would probably not be
held as a reserve currency in any substan-
tial amount; and in so far as clearing
deficits were structural, they would not
be remedied by financial devices. © 4 the
other hand, external convertibility would
require substantial reserves and is the
more dillicult to achicve the higlxer ‘the
degree of internal liberalization (Cicin—
Sain, 1967, 1968a). Liberalization would
result in lower inventories—inventories
arc notoriously -high in the Yugoslav
cconomy—which would mean a consider-
able saving in foreign' exchange and ‘in
working capital, , o
Later in the debate professional opinion
swung in the direction of external con-
verlibility, Mrkusié¢ argued that in fact
Yugoslavia maintained external conver-
tibility with the convertible currency.
countries, II' Yugoslav taders pay forcign
exporters in rheir own currency, this is
the same as if they paid in an externally
convertible. dinar. The ofiicial proclara-
tion of external convertibility would lead
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to gruater financial discipline, greater in-
flnence of the world: market on. mtcrnal
costs of production and also to some
fmelgn exchange economizing - hecause

formgu exporters would not insist or con-

verting dinar balances lmmedlatcly into
their own currency (Mrkusi¢, in press).
The Economic Inctltute in Zagreh pointed
out that external convertibility would
facilitate multilateralization of trade with
the COMECON countries (Fabinc et al.,

. 1968a, p. 191). .

As already noted; Yugoslavw. belongs to
neither of the trade areas in Europe and
is. politically uncommitted. As a result
she encountered- considerable difficulties
in trade with her neighbors. However,
wl?y hot transform this position of weak-
ness'into 4 position of strength? A country
-which went through underdevelopment,
central plannmg and market organization
and which is cconomImIIy and politically
uncommitted might perhaps become a
desirable economic meeting place for three
diffcrent worlds. If so, extcrnal conver-
tibility is certainly one of the precondi-
tions for making the mediating role of the
Yugoslav market attractive for her part-
ners from the West, the Fast and the
Underdeveloped South (Clém Sain, 1968a
P8,

V.M onej' Bénkiﬂg and -
Public Finance

Bankmg and Jlonetary Policy

There has been a lot of experimentation
in tke Yugoslav economy. This is true for
the monetary ficld more'than any other.

Banking can be organized in a cen-
tralized or decentralized fashion. De-
centralization can be (1) regional, (2) func-
tional or (3) both. Centralization can be (1)
absolute or (2) partial. Thus there are five
possible organizational ‘solutions. All of
them have been tried Dut at one time or
another.

Banking. for a Centrally I’lmmc(l Econ-
omy: According to the Institute of Finan: ce,
in the socialist economy of 1949 money was
a tool used by the state authorities to dis-
tribute social product in proportion to the
labor of cach working-man, to establish
economic ties among enterprises and -to
exercise control over their activities.
Money was also a means of accumulation
and an instrument of contro! over plan
fulfillment (Finansiski, 1949, p. 63). The
banking system was expected to provide
money. which had such properties. :

From pre-war times Yugoslavia in-

“herited .a certain number of private and

state bzmlw The former were eliminated

’by 1947 and the latter were reorganized.

The Natlonal Bank was a descendent of
the %rbmn National Baik created
1883. The former State Mortgage Banl\—
the heir of a state bank set up in Serbia
in 1862 (Uprava fondova)-—continued to
operate as the State Investment Bank.
The Agricultural Bank.of 1929 continued
to operate in the same field. There was also
a Handicraft Bank and, in view of am-
bitious indus stralization programs, it ap-
peared advisable to set up a separate In-
dustrial Bank.

The war had not yet been endt_d v.hen a
proc\.ss of creating regional banks. began:
six republics—six r<.giondl banks.

For a country aiming at central plan-
ning, all these banks did not represent a
very purposeful arrangement. In Septem-
ber 1946 a consolidation of the banking
system began. All existing banks were
merged into the National Bank, entrusted
with short-term transactions, and the
State Investment Bank, which was to
deal with investments and foreign loans.
Apart from dealing with short-term credit,

the National Bank issued currency, per- -

form(_d general banking and agency :ser-
vices for the government and served as a
clearing house for the entire economy. In
1948 the two-bank system secemed overly

centralized. Since local enterprises and
a"rwultuml co- operatives played. special
roles LLI: that time,. 89 Communal -Ranks
and 6 lr’gmnal State Banhs for Lending to

Agricultural Co-operatives were [ormed.

Communal banks were universai »anks:
they were for servicing local buidgets, ex-
tending short and long-term credits, col-
lecting  savings, rontrollmg plan - fulﬁll-

“ments of local entetprises. Banks charged

a one percent interest rate which was in
fact a commission charge for their ser-
vices. [t was not deemed appropriate for-a
socialist system to charge interest as a
price for Ldpltdl

~Sincé it is much easier to control finan-
cial transactions conducted via bank ac-
counts than those made in cash, already in
1945 all enterprises and other non-private
transactors were obliged to have drawing
accounts with the bank. Soon about nine-
tenths of payments were conducted -with-

out using cash. This was onc of the lasting .

results of the carly peno«l of banking de-
velopment. Payments through bank bal-
ances developed into a unique internal
payment system, channeled through local
offices of the National Bank. It embraced
all banks, post offices, enterprises, goveru-
ment funds and a considerable part of the
private sector and connected all money
streams of the cconomy .into a single con-
sistent system (Vuckovié, 1963, p. 366).
In many respects the early Yugoslav
monctary system  was a replica of the
Sovict model. This is particularly true for
the three instruments of monctary con-
trol: credit planning, cash distribution and
the automatic collection of invoices.
Credit planning was the only instru-

ment to survive the administrative phase..

Until 1950 credit planning simply meant
suniming up the credit needs of individual
enterprises, This was done by planning
authorities. The  bank was supposed to

implement such plans in a routine way.

Later, credit plans were transformed into

werc: balunced with mdaus. Banks were
male respansible- for dra \unlr up (.rcdlt
balances: (Vackovié, 1956, p. 172). ‘The

el.

credit halances, w]uch meant that he eds

planned amount of credit for individual
enterpriscs was obtained by dividing the
output -target into an individual capital- -
turnover coeflicient and then %ul)ti“lctillg
the enterprise’s workmg capltnl (¥ ucl ovie,
1963, p. 366). '

The main purpose of cach (hstnlmtlon
plans was to control recipts (mainly in
retail trade, catering and passenger trans-
port)  and expenditures (primarily for -
wages and payments to peasanis) made in
cash (Stevanovié, 1954, pp. 145-46). The
cash plan was made for territorial units
and for separate money streams and so
provided useful information about res
ceipts and expenditures of the population
and about various channels in which the
money was circulating in the cconomy.
But it was a rather rigid instrument with
not much use outside central planning
and was thercfore abandoned.in 1951,

In order to enhance financial discipline,
enterpriscs were forbidden to grant trade
credits to cach other. The automatic col-
lection of invoices served the-same pur-
pose. The bank woultl - automatically
credit the seller's account when goods
were shipped and then. charge the buyer’s
account. In this way no mutual crediting
could e practised. Paymelts were carried
out smoothly if there‘was no money in
the buyer's: account; credit was’ auto-
matically extended, T his, of course, meant
that credits ‘would expand beyond the
limits set by the credit plan, At first, such
matters did not worry planners too much;
phy‘-:icrrl furgets and not money- flows
were important. Other consequences were
more disquicting. - The total volume of
credits depended more on debtors then on
banks. The necessary discipline was jeop-.
ardized. Sellers did not éare. about the -
solvency of their buyers, and also tended




- not to pay sufficient attention to delivery.
- termis, assortment and quality of goods.
Buyers (11d not mind accumulatmg exces:
* sive: inventories. After a. while careless
buyers had to be put:on “black lists;”
their drawmg accounts were blocked 'md
" in many cases they were brought before

‘the courts.” The .automatic payments

- mechanism broke down and was in 1951
. replaced by free contracts among- the
tradmg partners (Vuckov1c, 1957 ,p.21).

- o Leariing by Doing: What sort of bank
"1ng system was" approprlate for ‘a - self-
mahagement economy? Centralized ~or

' Decentrahzed? There was a llvely discus-
sion on that issue. E. Netiberger sutveyed ‘

- the principdl. arguments advanced
- favor of the one or the other alternatwe
.+ (1959a). Whatever. the ' merits of - these
arguments might have been per se, the

L government decided to play safe. No one

~ could be sure of the busihess behavior of
i _labor—-managed enterprises. It scemed ad-
: "wsahle that decentralization in the market
or goods and services be Accompanied by
trict centralization in the financial sphere.

“All- other control instruments, remarked

AN

P
P

. rates, continued even later, and in 1956

in 1954. Experimentation with ijntereqt

- there were 25 categories of actxve mtercst

; rates (Vugkovi¢, 1957, p. 183).

The so-called” “soc1a1 accountmg” rep

'resented one lastmg resiilt of the 1952 re-

form. Thé Bank established special ac-
counts—at first thlrteen of them—for all

important transactions of each enterprise.
All changes that took place in the current |

account of an enterprise were entered
here. ‘Tn this way: the Bank and the

government had up-to-date information; N
* the Bank was able to exert stringent con-
trol—it would stop any irregular pay-

ment, which was particularly important

_ for payments related to wages; the Bank

J. Pokorn, were td be replaced by bank .-

. control and supervision (1956). In March .

1952 Communal banks ceased to exist and
other banks were merged with the Na-

tional Bank into.one single giant bank -

with 550 offices and 16,000 employees.
- In order to make ‘control as efficient as
possible, the working capital of enter-
prises was transferred to the Bank. Enter-
prises were to pay a reasonable interest
rate, which was to induce them to econ-
omize with the credit money.

. The shorter-term interest rate was dif-
ferentiated according to turnover velocity
of working capital and ranged from two
percent for crude oil production and agri-
culture to 7 percent for electric power
plants. This span was reduced to 5-7 per-
cent in 1953, It was again increased and
the rates differentiated in a somewhat
different way, for different kinds of credits,

checked the fulfillment of tax and other
obligations of -an enterprise towards the
state. The system was later simplified; the

number of separate accounts was gradually - h
reduced and the Bank hegan to rely more
on quarterly accounting statements by - -

the enterptises. A standard accounting
scheme, obligatory for "all : enterprises,
made this task a routine matter. In 1959

. the social ‘accounting with its drawing
accottnts system for the entire economy
was separated from the National Bank

and turned into an independent social

.service. The work was computerized and
the service became very efficient. A little

later it was discovered that the Soc1al

Accounting ' Service’s monopoly on the -

payments traffic was not an obstacle to
enterprises keeping their ﬁnancml re-
sources with the banks of their own choice.

Today every non-private income earner

has a drawing account with the Social
Accounting Service, and pays.commission

charges, and at the same time has a de-
p051t account with one of the banks, and‘

receives interest on deposits.

The proper procedure to be used in.

extending short-term credits was one of
the important problems the all-embracing
Natignal Bank had to solve. In those
days of romantic beliefs in the possibilitics

. . of-inventing stmple p‘roblcm—<olving' de-. -

v1ces—such as the Rate of Accumulation
and F unds—that ‘would " eliminate the

arbitrariness of a bureaucratic appnratus,.-

the Bank hired a couple of mathematicians
and asked them to invent .appropriate

* formulae for credit extension. A booklet

with several dozens of such formulae was
published in 1952 (Miljani¢ et al., 1956).

They were based on turnover ceefficients

of credits and ratios of sales to costs. Since

~parameters to be used in formulae could
“ be calculated only as some sort of averages,
it was soon discovered that some enter-

prises got some more credits than they

.needed, while others badly lacked the

money to keep production. gomg For-

- mulae were, abandoned and in 1953 the

amount of credit extended was relater to

~ the maximum quarterly credit used by the.
~ enterprise in' the previous year. This
~ favored last-year debtors and penalized
good entrepreneurs ahd had to be aban-
doned. But the idea of some automatic
credit evaluating mechanism ‘was .not
" abandoned. ’

In 1954 the Bank experimented with
credit auctions. Vu&kovié explained that
credit auctions were to be a kind of social-
ist credit market where the supply and
the demand of money would meet and de-
termine the general conditions-for credit

‘extension (1957, p. 38). The Bank ex-

pected that less profitable enterprises
would refrain from asking for credit be-
cause they would hot be able to bear high
interest rates. It turned out that precisely
the less profitable or unprofitable enter-
priscs were prepared to offer the highest
interest rates—up to 17 percent—because
they considered credit the only available
solution for their problems. The Bank then
set the marginal interest rate at 7.5 per-
centl. But this was a negation of the whole
idea of auctions. Soon credit was extended
autormatically to cvery cnterprise that
had satisfied the formal conditions of an
auction. Since all automatic devices provde
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inefficient, in 1955 the Bank fell back on.
the traditional hanking practice of an .
individual evaluation of every credlt re- .
quest. -
By 1954 -two facts were. estabhshed'
(1) the NES worked well as a whole but
(2) the centralized bank left much to be .
desired. As soon as that had become clear, .
regional and functional decentralization
were initiated. One of the main justifica-
tions for decentralization was the socio-

-economic incongruity between self-man-

agement in the commodity market and
state monopoly in the financial market.
Vu&kovié quoted approvingly-the governor
of the National Bank, who declared that.
in a decentralized banking system the
credit function would be subject to the
control of social self~government instead
of bureaucratic managernent (Vuckovnc,
1957, p. 86). Communal banks with all
th01r diverse activities were ve-established.
The banks wetre obliged to keep reserves
with the National Baunk of up-to 30 per-
cent of demand deposits and 100 percent
of investment funds: In the next three
years three specialized federal banks were -
added: a foreign trade bank, an invest-
ment bank and an agucultural bank. The
National Bank was rclieved of investment
and some other banking opcratlons Each
bank was run by a managing board whose
members were partly appomted by the
authority that founded the bank and
partly elected by the bank’s personncl m
the proportion 2:1.

After all these changes hdd takcn place,
it appeared appropriate to give back
working capital to enterprises. ‘This was
done in 1956, and the system was stabilized
for the time bcing. Working capital
was not given back frec of charge; enter-
prlses were obliged to pay an 1ntcrest rate
of six percent.

Banking for a Sc[_/—('omrunzcnt Econon’y
It took eight years before a formerly
administratively run- economy learned
how to handle a few basic financial mech-




anisms. The task of creatmg an adequate -
institutional system in the financial sphere
was yet to be accomplished. Tt took eight
.more ‘years before an outline of such a
system became visible.

The' deficiencies of the banking system
as it developed until 1960 were described
by V. Holjevac as follows (1967a). The
National Bank offices were inefficient,

unimaginative, engaged in distributing

" the planned increase in credits and execut-:
ing the decisions of the head office. Com-.
munal banks fell under the complete con-
trol of local authorltle= which often made
it impossible to conduct a sound business

~ policy of proﬁtable and safe investments.
The federal government often directly in-

' terfered with' the barking busitess by

: 1mmoblllzmg certam kinds of deposits or
by running a deficit inconsistent with the

social plan. In order to overcome ‘these

" deficiencies 4 serles of teforms was under-
taken. As in'the post—1952 period, reforms

were catried out in two—year mtervals

starting with 1961. _

Tn 1961 communal banks became baslc
and’ univetsal credit institutions. In order
to ehmmate the monopohstlc influence of.
pohtlcal authorities, a two-thirds majority
of members of the banks managmg boards
were nonnnated by workers’ councils "of
the enterprlses located in the terrltory of
the bank. Next, ‘eight reglonal banks re-

" appeared. They were to serve as mediators
between communal banks—which were
required to keep a 5 percent reserve with
respective reglonal banks—and the Na-
tional Bank.- That was 4 rather unfor-

tunate arrangement, since it caused the.

disint'egration of the national credit
market into six regional markets with dif-
ferent business conditions etc. (Miljanié,

1964, p. 53). This mistake wa.s rectified

four years later.

In 1952 an interesting new mstltutlon
was created. It was called Joint ] Reserve
Funds of the Enterpnse< D. D1m1tr1]ev1c

describes joint Reserves as a semi—finan-

cial intermediary. Joint Reserves—created

at -commuhal and rcpublican levels—
grant credits to those enterprises which.
have losscs, are not (‘OII"]’)Ctlthe have an’

unsound financial position and ‘are not
ehglblc for ‘regular bank credit (D1m1tr1— ’

jevié, 1968a, p-19).

" For more than a decade Yugoslav bank-

ihg practice, and monetary theory, main-
tained a fundamental ‘difference between
fixed capital and working capital financing.
This made sense in a centrally planned

economy, but led to mistaken policies in'a

market setting. It was now realised that

working capital was not homogeneous: it '
consisted of a constant part, which could -

and should be financed as fixed capital,
and a fluctuating part which was a proper

object of short-term credits: In 1961 en- -

terprises consolidated the fixed capital

and working capital funds into one single -

business fund. Thus all liquid assets could
be used both for current payments and for

capital formation.® In order to increase

the finaricial independence of enterprises,
they were encouraged to finance the con-
stant part of the working capital out of

their own funds and to rely on bank credit -

for the fluctuating part only. But that was
not enough for a full-fledged credit policy.

~ Policy makcrs had to solve the following
problem: design a flexible credit policy
with a minimum of admuustratwe alloca-
tions when there is no proper money and
capital market. They decided to use so-
called qualitative control, which implied

regulatlng the demand for credlt ’1he new '

8.However, enttrpnsCS were still obhgcd to hold flve '

separate accounts, apart from the (lmwmg account,
with the Secial Acr'ountmg Service. These accounts

(depreciation, undistributed profits, non-business ex-
penditures, and tivo types of reserves) were. operatcd )

under specml rules designed to induce enterprises to
bebave in a proper business fashion (Miljani¢, 1966).

Separate accourits, of course, reduced the jpossibility of - -

rational use of money, since it could not be freely trans-
ferred from one account to another. How ever, graduall)
sepd.ra.te accounts hﬂ.vc been eliminated.

policy was introduced in 1963 and one of
its architects, N. Miljani¢, governor of the
Mational Banh gave a detailed account of
itin a book publmhed a year later (1964),
According to Miljani¢, final ¢:mand
ought 1o be financed out of income. pro-
duced. This implies that inventory forma-
tion should be financed out of accumula-
tion. The Governmental budget deficit
could be used as a source of new money,
but that is not desirable because in the
absence of a money market, the distribu-

tion of such money occurs in a haphazard

way and cannot be controlled. Miljani¢

even insisted that the federal budget

should be balanced in any case (1964, p.
31). This contention, though clearly not
defensible in theory, has some justifica-
tion in practice in view of the sometimes
less then responsible deficit financing of
government agencies. The official docu-

ment of the National Bank adds that in

case of a recession it is picferable to in-

crease, selectively, the money supply-

1ather than to run a. budgetary deficit
(Narodna bdnlrd. 1965, p. 2b) Since the
liquidity trap is non—evustent in the Yugo-
slav ecconomy, this is a valid statement.
New money onght to be used to finance
primarily the circulation of commodities.
Thus credit is given ou the basis of some

~evidence, invoice or bill of exchange, that’

a <_ommodlty has been sold by a producer
or bought by a merchant. Credit cannot
be given for sales to final buyus (govern-
ment, investors, consumers). As excep-
tions to the rule and on the basis of in-
dividual evaluation by the bank, credits
can also be given for seasonal stocks and
for stocks due to some circumstances be-
yond the enterprise’s control. (In fact,

"~ credit for stocks, far frem being an excep-

tion almost reached the level of credits for
commodity circulation) (Miljanié, 1964,
P- 72). Apart from this first category of
credits, which creates some sort of neutral
money, credits can also play an active
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role in supporting production. Such are

credits for specific ventures, primarily for
exports, agricultural productlon and - for
building apartments for sale. Miljani¢ also
noticed one dlfﬁrulty with his system. Busi-
ness operations require that an enterprise
always have at its disposal a certain
amount of money pure and 51mplt This
moncy is a part of constant working cap-
ital, but, being money, should not be
ﬁnanccd out of income. On the other hand,
if it is financed by credits, they are (.]carly
not short-term ones. Miljani¢ feels that
revolving credits might do the ]Ob (1964,
p. 88).

This system lasted for four years and
produred some good results. Enterprises
knew in advance what conditions they
must fulfill in order to obtain credit from
the bank. Commercial banks were sure to

get credits from the National Bank. if

thcy fulfilled the prescribed conditions.
But the system was also deficient in many

ways. B. Mijovi¢, a director in the Na- B

tional Bank, pointed out that. qualitative
control (conditions, purpose, duration and
kinds of credits) could not quite achieve
the aims of quantitative regulation of the
money supply. The National Bank had to

generate a constant stream of detailed and -

_ extensive instructions, which became par-

ticularly cumbersome. Since not all prac-
lical cases could be envisaged and regu-
lated in advance, the handling of border-
line cases caused-considerable difficulties.
Freqtlent institutional changes clsewhere

" in the economy cnused '1dd1t10nd.l difficul-

ties (Mijovi¢, 1967, pp. 73, 112). By 1967
the credit system was ripe for a new re-
form. This time supply of—aund not de-
mand for—credit was made a primary
object of monetary control. Selective con-
trol was accommoedated within a syctem
of quantitative regulation,

The three types of credlts—mvestment
commercial and consumer—led to a- ].d.W
providing for the setting'up of three types.




of banks: investment banks financing fixed

and constant working capital, commercial°

banks extending short-term credit, and
savings banks dealing with consumer
credit. Table 9 summarizes the latest
organizational changes (Basa.ra.ba 1967,

p..78).

definite policy changes. (1) Federal, Re-
publican and communal banks drsap-
peared. All banks can in principle conduct
their transactions over the entire territory
- of the country. This deterritorialization
policy came as 4 response to frequent
complaints against parochialism and un-
sound political pressures of local and re-
publican authorities. (2) The market orien-
tation of banks resulted in a concentration
process that reduced the total number of
. banks by one half in only three years. By
the end of 1968 the number of banks was

further reduced to 74, This number ought

to beé compared with 700 private banks

before the war. But the most important
was (3) the change in the setting up-and
running of the banks. Here at last, a solu-'

tion consistent with the organization of
the rest of economy was found,

Banks are now established by "entet-
prises and socxo—pohtlcal communities

(federal; republican, local) as equal part- °

ners. In order to be independent business
establishments, baunks have their own
capital,  called . the credit fund. The
founders invest their capital in the credit
. fund of the bank and become shareholders.

At least 25 founders are required for any
bank so as to ‘preserve the . essentially

service function of the bank. The ‘bank is
managed by enterprises and: socio-politi-
cal communities in proportion to the
amount of their capital invested in the

credit fund. Shareholders ‘are entitled to

dividends- depending on business success,
These dividends cannot be distributed in
wages, but can only be used for capital
formation. In order to prevent monopoliza-

Organizational changes reflected vety

Oz

TABLE Y.—BANKS IN YUGOSLAViA
. .

November 1964 June 1967

: ] Jum-
Type of Bank Num Type of Bank Num-..-

ber ber

Communal banks 206 Commercial banks 61
Republican invest- :

ment hanks 8  Mixed banks .39
" Specialized federal o
banks . 3 Investment banks 11
Total 217 Total oot

tion, no single shareholder can have ‘more -

than ten percent of the total number of

votes in a bank’s assembly regardless of -

the amount of capital invested.*Also no
enterprise or socio~political community
can be refused the right to invest in a
bank and take part in its management,
The Assembly of a bank consists of inves-
tors and representatives of the bank’s
personnel. It appoints the Executive Com-

mittee, the director and his deputy. The

Executive. Committee implements the
‘bank’s general business policy. The Credit

Committee deals with individual requests .
for credit except in some special cases. In -~
order to ensure an objective and expert
business evaluation of requests, the Credit

Committee is composed of the bank’s own

experts. The employees of a bank have
“their own self-management bodies which-
deal with the distribution. of personal in-
come, use of various funds, pers’onneli
* matters and the like and, through repre-
sentatives on the Executive Committee
and in the Assembly, part1c1pate in the

management of the bank.’
_After a network of commercial banks
had been established, the National Bank

discontinued its direct business contacts
with enterprises and became a central -

bank in the traditional sense.?
In its function of regulating the money

?-Neuberger cxamined the role of central bankinj

under three types of economic systems, the Yugoslav.
systein before 1961 being one of them (1958). .
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supply, in’1961 the National .Bank had the.
following weapons at its dlqposal (Goh- '

janin, 1967, pp. 95 104)

1. Cturency isstie.
" 2. Sales of foreign exchange.

. 3. Fixing of terms for extension of .
short-term credit by communal.:

banks.

4, challv re(julred reserves held by

~.communal (later " by commercial)

.. banks with' the National Bank. The -

. ‘upper limit was set at 35 percent of
liquid deposits. -

5. Limits for interest rates (in- practlcef

., -8-12 percent).

6. Restriction of the use of certain klnds ‘

.of deposits. This instrument ' was
_often and indiscriminately used,
- which greatly annoyed the owners of.

© funds. I. Peri§in points out that in -
the period 19541962 between 24 and |

- 45 percent of total deposits were.
.blocked in this way (1967).

‘ 7. Special credits extended by the N"I.—,"
" tional Bank to other. banks, These

credits were used to finance about
- one half of all short-term credits

extended by commercial banks to

their- ciicnts. .
8. Consumer credit pohcy

9. Consultations and 1ecommcndatlons :

Compared with traditional banLlng, some

items apmar superﬂuoua, but one impor--

tant item is missing: there is no place for
an open narket policy since there are, so
far, no treasury bills. Instrument 7 is a
substitute for that. By special credits new
money is created and- the liquidity of
commercial banks ensured. If a bank
wants to reduce excessive nquuhty, in
order to avaid payma passive intcrest, it

can do s0 by repo.ymg its credlt to thL

Naticnal Bank.
As aluady mentioned, the 1967 reform
replaced credit demand control hy credit

'supp‘v control, dnd so the functions of the -

National Bank had to be adjustul ac-
cordingly. Instruments 3 and -6 were

"abandoned and the existing amount of

special credits was frozen and could not -
be increased. Several new instruments
were added

10. Redlscount credlt whlch is used as-
an instrument of both global and
selective control. It ‘amounts to
about 12 percent of all commercial -
credits. In order to qualify for get-
ting this type of credit a commercial

- bank must fulfill two conditions:
(a)-its total indebtedness with the
National Bank cannot be greater
than its demand deposits; (b) at
least one-half of its. short-term.
credits must consist of credits with

~repayment periods shorter than

* three months. Condition (b) is a
special type of liquidity reserve re-
quirement designed for tbe Yugo-
slav environment where  there is

" enormous preséu‘re to use short—
term sources for investment lo ans.

11. Discount rate. ‘

12. Quantltatlve reatrlctmn of credlt as
an e)\ceptlonal MEeASure.:

This is an impressive d.rray of wenponz.

- which, if inappropriately used, can cause

considerable damage. In the section on
monetary policy we will sec how thlS can
happen. :
In 1967 a daily market was set up w1th1n
the Association of Banks as a partxcularg
kind of stock exchange for supply and’
demand of short~term capital.- Banks in
need cain obtain credit for a period not
exceeding 15 days (Basaruba, 1967, p. 81).
At the time these lines were written, the
Federal Parliament passed a package of
financial laws provxd_mg, among other
things, that shares in a bank’s capital can

be sold to the business public, but not to

socie-political communities and to b:mLs_
themselves. These two events may be con-



sidered as proper ‘beginnings of a stock
exchange development—of the Yugoshv
variety, of course.

Let me close this section with a note on

monetary planning. On the basis of reliable
and up-to-date information provided by

the Social Accounting Service, a sophis-
ticated system of flow—of--funds accounts
was designed. Since 1967 this system has
also been used for annual and monthly
monetary planning, thus replacing the
old—fashioned credit balances. Its author,

Dimitrijevié, gave a technical description-

of the methods used in his 1968b article.

I'nvestment Financing: The amount of
professional literature on investment fi-
nancing varies in inverse proportion to the
number of complaints against the state of
affairs in this field. It is difficult to figure
out why ‘this is so. Perhapq it is ‘because
-investment finahcing is in a sense a bordet-
line case: neither monetary theorists nor
fiscal policy experts nor predominently
physical planners feel competent to deal
with it, In any case investment financing
has been one of the weakest links in
economic policy for a long time, and yet
no serious study of its-problems has been
undertaken so far. Thus I will confinc the
exposition to a descrlptlon of actual de-

_velopment. -

Capital formation may be financed by
fiscal means, i.e. out of taxation, or out of
enterpriscs’ own funds, by bank loans or
by means of securities of various kinds.
This is roughly the-order in which the var-
ious kinds of mvestment financing have
been tried out in Yugoslavia.

Larly in 1945 the government created
the Fund for Reconstruction whose re-
sources consisted of confiscated war prof--
its'® and of proceeds from sales of goods

16 Tn a similar setting after the Iirst World War the
government had great difficulties in introducing the tax

on war profits and once the required law was promul- ~

gated, it could not be unplemented {Milojevig, 1925,
pp 163-82), )
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supphul by UNRRA. Very soon loans.
given by the I'und were written off and -
capital formation was financed in the -

budgetary fashion typical of a centrally

planned economy. Investment resources |

were allocated by the plan and given to
enterprises from the budget free of charge.
Enterprises could not sell capital goods;
they could only transfer them to other
enterprises after having obtdined permis-
sion to do so.-Since the state was the only
owner of capital and prices did not matter
much anyway; this arrangement was-con-
sistent with the rest of the system.

The crucial year of 1952 maugurated
important changes. The Federal budget as
a source of investment finance was re-
placed by the Fund for Basic Capital De-
velopment. Investment ' resources were
still allocated without repayment obliga-
tions, but the creation of the Fund led to a
division of the budget into two separate
parts: onc was related to administrative
expenses and the other consisted of various
investment and - interventionist - funds,

This was to become a permanent feature of

the Yugoslav budget.

In 1952 the federal government COncen-'
trated just about all investment resources

in its Fund. That served the purpose of

.gaining time for the preparation of a more
thoroughgoing teform. Already the next
year Funds for Crediting Investment
Activitics were formed. Lnterprises es-

tablished their own investment funds fi-

nanced out of profits that by the plan were

left to them. Both mcasures led to a con-
siderable decentralization of capital forma-
tion financing. The system assumed its

morc permanent shape in 1954 when Social.

Investment Funds (SIT) were created at
all levels, federal, republic, district and

communal. Since then, until the latest re-
forms, Social Investment Funds were, .

granting loans to business enterprises,
while capital forination in the non-busi-

ness sector (schools, hospitals, government -
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offices, etc.) continued to be financed out-

of the government budgct The creatiop of

- SII'—which tended to multiply as time

went by—had an interesting behavioral

consequence. Since all levels of the govern-
-ment were under constant heavy pressure

to invest, and funds were separated from
the budget, their resources tended to be
inflated beyond anything envisaged by the
Social Plan. In the period 1955-1960 the
volume of investment surpassed the target

established by the Social Plan by 20 per-

cent (Vasié, 1963, p. 2157).

The reform of 1954 introduced two other
important innovations. One consisted of
the transfer of capital assets to enter-

. prises. For the privilege of using social
' capital, they had to piy an interest rate of
" 6 percent, which was in 1965 lowered to 4

percent. Interest had to be paid on capital

used regardless of the source of its finance.

The proceeds from this interest as well as
the repayments of the loans granted rep-
resented resources of the General Invest-

ment Fund operated by the federal gov-
ernment. The interest rate on social capital
was differentiated according to the aims of
price policy and according to the capital
intensity of particular industry groups. It
ranged from close to zero for agriculture to
1 percent for electric power generation and
coal production, to 2 percent for transpor-
tation, to 4.percent for ferrous metallurgy
and to 6'percent for most other industries.
In this way the interest burden, as a per-

" centage of net product was more evenly
distribut¢d among various industry groups.

The average rate of interest amounted in
1961 and 1966 to 2.8 and 1.3 percent re-

spectively in ‘terms of capital and to 3.8

and 2.4 percent respectively in terms of
net products (Trklja, 1968, p. 23).

~ The second innovation is related to in-
vestment auctions. There are four types of

. investment allocation decisions: (1) the
level of total investment, (2) the allocation

of investment funds among sectors of the

- economy, {’4) the allocation among firms .

within a sector, and (4) the allocation
among technological variants within a firm
(Neuberger, 1959b, p. 103). The last de-
cision is made hy the enterprise, while the
first two are determined by the plan. After
priorities have been determined, and in-
vestment allocated to the various industry
groups, the allocation among the enter-
prises may be carricd out by auctions.
This is an old textbook idea. In various
texts on socialist economics with neoclassi-
cal ‘background one can find statements
that run roughly as follows: “In principle,
the applicants would be listed according to
the level of the rate of interest they offerced
and if two offcred the same rate, the one
who offered the shorter perlod for repay-
ment of the loan would be.given preference.
The bank would go down the list until the
amount allocated for this auction, or cate-
gory within the auction, was exhausted,
and the rate of interest oiTcred by the ﬁrst.
intramarginal dpp]u:'mt would become the
one that everyone paid.” In- fact, this is
not an invented quotation, but. Neuber-
ger’s description of actual investment auc-.
tions in Yugoslavia (1959b, p. 93)..In
theory one could, of course, improve this
sclieme in various ways. One could apply
price dlscrlmmfltlon in order to 51phon out
all non-labor income contained in the dif-
ference between the offered and paid in-
terest rate, or one could repla.ce point of-
fers by schcdu](, offers. In practice the ex-
permlent did not achieve great success. It
was soon discovered that the two price
criteria—the interest rate and the repay-
ment period—werc insufficient. Thus other
criteria were added: the percentage share
of participation with own resources (dif- _
fereniiated according to industries and
ranging from zero for clectric power to 80
percent in manufacturing), the shortest
period of construction, the lowest cost per.
unit of output, and mglom] effects (Vud-
kovi¢, 1963, p. 372; H: LIILLkOVl\,, 1967, p




7o.

TasLE 10.—THE CoMrosITION OF INVESTMENT iN Fixep CAPITAL BY SOUKCE
. OF FINANCE, EXCLUDING PRIVATE INVESTMENT

(IN PERCENTAGES). °

1948 19517 1952 1953

1954 1955 1960 - 1962 1964 1966 1968

Social Funds and Budgets 99 08 98 87

Federation . 60 50 95 71
Republics © - 7 4 - 2 11
Communes and Districts 12 7--1 "5
‘Werk Organizations . . -1 2 - 2 13
Business - S 1 2 2 13
Non-Business =~ "+ - - - =

-_ Banks

74 64 52 59 36 - 16 16
0 47 3 30 7 6 9

12 9 7.9 8. 3 i3

12 8 18 20 20 7 . 4
26 35 37 38 32 46 37
26 . 27 31 .-30. 26- 39 ° 31
— 8 6..-8 - 6 7. 6:
— 1 1 3 32 39 4

Sources For years 1948—1953 }'uguslaﬂ Survey, 1963, 15, p. 2167. ..
: For years 1960—1968 Slahstzckz lnllen SDK, 1969, 3, pp. 68 69

220) The mam defects of auctlons ap-
peared to be the following ones: It takes
time and- it is. very costly to prepare an
application for credit. Auctions are held at
. widely spaced points of time which may
- not correspond with the énte'rprise’s need
-for investment funds. As in the case of
" credit auctions, enterprises were ready to

- offer high rates of interest just to secure -

the loan. They did not worry too much
" about future repayments because the tra-

dition of free social capital was still very

much alive ard because it looked obvious

‘that a plant of any size canriot be closed
- down “just because the loan cannot be re-

~ paid.” Thus the authorities in charge of
SIF had to examine every case very thor-
oughly as they would have had to do even
~ without auctions:” According' to Neubet-
ger’s estlmates, at most one~third of all in-
vestments at any time were allocated

" 7. through auctions. In’ such c1rcumstances'

~ auctions” gradually degenerated into an
_old-fashioned: administrative distribution
of investment from, government funds.
Auctions failed. The criteria used for in-
vestment allocations from SIF had never
been very transparent—another reason for
the lack of analytical literature—and had
always been greatly influenced by political
considerations. As. a result ‘“political
factories” appeared. All important invest-
_ment projects were somehow multiplied

six tlmes, one for each_. republ'iC.VV'Besiaes,
~Social Investment Funds absorbed two—.
thirds of total investment resources, and - -

owing to participation requirements, con-

trolled directly an even larger share of

total investment. Inefﬁmency and bureau-

cratic control were not quite cotipatible -

with the self-management aspirations of

the economy. Enterprises pressed for an
increase in their share in investment fi-

nance. The data on actual development in
characteristic years are given in Table 10.

A considerable share of investment
money in the SIF was obtained through
taxation. When in 1962 these “contnbu-
tions to Social Investment Funds” were
raised by 50 percent (Vuksanovié, 1966)

: there was a general outcry against the
exproprlatlon 7 It was requested that

“state capital” be done away with. Two

years later the contributions to- SIF. were -
abolished, and the funds transferred to.

bank credlt funds. That is why. bank in-
vestment loans increased so sharply in

1964. The starting principle of the reform -

of 1965 was: to leave at the disposal of en-
terprises a larger share of their savings and

consequently to restrict the role of socio—
po}itical communities in investment deci- .
sions (.To\'anovic, 1965, p. 3222): The ..
pendulum was pushed a little too far in -

the decentralization dlrectlon because it

was requested that even large capital i 1r_1— '

71.

tensive projects (power generation, com-
munications) also be financed out of capi-
tal concentrated in banks.

The role of the Federation in mvestment
was reduced to the operation of tis Fund
for ‘Undeveloped Regions that would dis-

" tiibute . annually to undeveloped regions

close to two perceut of national income as

- investment funds. Republican and com-
munal funds also diminished considerably. -
But the share of énterprises, with the ex-

ception of a short-lived post-reform in-
crease, remained stagnant. As Table 10
shows, what actually happened was that
the Federatmn and the banks simply

changed places in investment financing.

Tn a situation of chronic excess demand

for- investment resources, banks could-
easily assume a dominant role. The sum of
the, regular and penalty rates of iriterest
_ could be as high as 18 percent. The first
. recession—which in fact followed the re-
form—was bound to_reduce the invest-
" ment funds of enterprises and make enter-

priscs more dependent on banks. ). Vojnié
points out that in 1968 the repayments of
bank loans amounted to 111 percent of net
profits of enterprises (1969, p. 89).

With almost nne-hall of investment re-
sources under their control, banks es-
tablished themselves as a dominant force
in the investment market. What should be
done to safeguard the. independence of
enterprises? The answer is by no means
clear. The present discussion has. concen-

" trated on possible improvements of the -

capital market. In 1963 goverhment bonds
became negotiable and in 1968 the frst
enterprise bonds appeared. In 1969 bank-
shares were invented and the present
author has suggested that participating

debeniures be introduced (1967b). The

sccurities market could supply at least
part of the capital outside the bankers’

control. Pocling resources and joint ven-

tures are encouraged. After the Social In-

- vestment Funds had been abolished, in-

terest ‘on social capital became a merc

capital tax that flowed into the govern--
ment budget A political decision was

taken to abolish this capital tax as soon as

possible. It is now being suggested that -
this interest—amounting to about one—
eighth of business investment—be gwen to
enterprises ds resources earmarked for in-
vestment (i.e., it would be treated similarly -
to depreciation funds). It will not be sur-

prising if in a little while another reformin-

this field is carried out. After a money

market has been to a certain extent ade-
quately organized, its twin, the capital
market, can sure]y not Iag behmd for very .
long.

Anti=Inflationary oy (Antz—) A ntzcvohral
Moneiary Policy: 1n a centrally plannerl'
economy - market (hscqulhbrla result in
physical shortages; in a madrket economy
they are reflected in-inflation. The age~old
discussion about the real causes of inflation
was resurrected among Yugoslav econo-
mists, in particular after 1961, ‘

MonPtaly theorists, not. unexpectedly,
tended to see the source of all troubles in
an uncontrolled expansion of money sup-
ply. M. Cirovi¢ argued that the increased
commodity prices represented the way in
which ‘the economy adapted itself to an-
excessive expansion of credit and money
supply (1966, p. 183). Similarly M.
Vuckovié believed that inflation was essen-
tially a product of excess demand. Since
new money brings along new demand un-
accompanied - by supply, a market dis-
equlhbrlum atises and generates increases
in prices. The excessive expansion of short—
term credits is a consequence of the follow- .
ing deplorable practices: short-term credit
is used (irregularly of course) for long—
term investments, for non-salable stocks,
to cover losses, to finance budget deficits -

- and to finance taxes at all levels of govern-.

ment (Vuckovi¢, 1967, pp 1128-29). The
last mentioned practice is probably also .
one of the Yugoslav inventions in the field.
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. Owing to a fairly completely budgetary
. decentralization, local governments are
very keen on squeezing out of “their” en-
terprises every possible dinar. In the early
days of the NES they could do so by tailor-

ing taxes so as to leave the coffers of the.

enterpnses empty:. This phenomenon had
been described by Miljani¢ and Vuékovié
already in 1956 (Miljani¢, 1956; Vuckovig,
1956). Thus in 1954 in one single year,
communes managed to increase their bud-
getary revenues by 98 percent (Vuckovié,

1956, p. 173). In order to comply with these
~ patriotic requests enterprises would have
to increase prices or ask for credits or both.
Credits were readily granted because pay-

ing taxes on time had always been con- .

sidered a first priority. After the budget
system had been somewhat more -effi-
ciently designed, the arbitrariness in taxa-

- tion ‘was-reduced, but whenever in need

communes would simply delay payments.

for goods and services they bought. In this
respect republics and the federation have
also been guilty until this very day. It is
not surprising, therefore, that the business
‘community does not trust their govern-
ments too much and tries to gét rid of any
“bureaucratic” control.

‘Now, though it is true that credlt was

excessive and mon'ey supply inconsistent
with stable prlces it does not necessarily
follow that prices were the consequence
and credit the cause in the inflationary
process. The hypothesis was tested in the
IES and it turned out that there was either
no correlation between credit and prices or
there was .a slight #egative correlation:
higher credits-lower prices.- This paradox
will become understandable in a moment.

Prices are predominantly determined by -
changes in wages, and so inflation is most .
of the time a cost push inflation. As.already -
mentioned in the section on Price Policy,
wages appear .to be a function of capital
1nten51ty, technological rent and institu-.
t10nal monopoly (banks, insurance com-'

_these two sources are exhausted, involun- -

panies). Wage increases in privileged work-"

organizations ‘initiate wage increases

hroughout the economy, ‘and whenever” - -
prices cannot bear a cost increase , they are -

revised upwards. Bajt adds that the high

degree of price control increases the pres- |
sure of excess demand on the free section of
the market, which ‘then generates price”

increases, -and that inefficient investment

planning produces aninadequate structure
of output which in a semi~closed economy - -
makes it difficult to match-demand (Ba]t -

1967a; Bogoev, 1967).

Business cycles comphcate matters even

further. Prices are formed in Yugoslavia in

a rather peculiar way. Deprecietion and

interest on social capital represent fixed
elements. Wages, as. everywhere, are in-
flexible downwards. For reasons explained

in the next chapter, all taxes are tied -up

with -wages and vary proportionally to
wages. Since tax payments enjoy high

priority it may happen—and did happen— -

that the total amount of taxes collected in-

creases in the trough of a depression. Fi--

nally, repayments of loans represent an

additional fixed element. Thus, as soon as

thereis a slight retar'dation of production,
the enterprise finds it impossible to cover

costs and has to run losses,—or mcrease

prices.
Ina downswmg a labor—managed enter-

prise will not dismiss workers. Thus pro- -
duction will be.continued and inventories .

accumulated. Inventory accumulation -is
financed out of profits and credits. When

tary trade credits and price increases will

replace them. As far as inflationary pressure

is concerned, we may expect price increases
in the downswings and stable prices-in the

upswings. Figure 1 conﬁrms such an ex-

_pectation.

The analysis just sketched—a result of -
research of the TES-~was unknown at the

time monetary reforms were designed and
implemented. The traditional view that in-

flation means “too much money chasing

" too few goods” gained wide acceptance. All

one had to do, so it was thought, was to
curtail the supply of money and the econo-

‘my would be stabilized. Stabilization was

envisaged exclusively as price stabilization.
In the program of the 1965 reform em-
ployment targets were not even men-

tioned. Forelgn exchange reform, mem- -

bership in GATT and co-operation with
the IMF were interpréted as an interna-

tional obligation to keep the dinar stable.

at all costs—a .task which even a Tory
government would nonadays be reluctant
to undertake, but which was cheerfully
attempted in an economy jnnocently un-
aware of what it might mean. Tight money
policy was to be the only dévice for achiev-
ing price stability. There were some doubts
about the wisdom of such a policy, but

. critics were frowned upon and the policy

was implemented. That proved to be fatal.
Since prices vary inversely to the cycle, an
anti~inflationary monetary policy meant
an anti-anticyclical policy, a:policy of
continuous and direct destabilization.
The vicissitudes of monctary policy in
the last eight years have been analyzed by
Holjevac (1967b) and Peridin (1969), re-
cently appointed Governor of the Na-
tional Bank. I will mainly draw on their

. work and on the research conducted in the

IES in the text that follows.

In 1960 the cycle reached the upper
turning point (see Fig. 1). That passed
unnoticed, but price increases were noticed.
The ana]ytlcal device used in such' situa-
tions consisted of a comparison of “com-

" modity funds” (social product in real

terms) and “purchasing furids” (personal
and government consumption and invest-
ment in money terms) which good and
up-to—date statistics made possible. The
differences between the two were inter-
preted as excessive money supply: In.1960

. the difference was considerable and. called

for ‘monetary restrlctlons In addmon in
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1961, during the recession, a monetary re-
form was undertaken with the purposc.of -
instilling' business discipline. Enterprises
were forced to increase the share of their
own funds in total working capital at their
disposal. This share was indeed raised from
7.8 percent in 1960 to22.4 percent in 1961;
the operation was financed out of savings '
which meant less investment (Vuksanovig, -
1969). Recession was' deepened, retail
prices continued to rise at a rate of 6-9
percent, inventories accumulated at a rate
of 20-25 percent per year, and monetary
authorities decided to tighten up .the
policy. As a result one enterprise after an-
other found it impossible to settle its debts
and mutual indebtedness was expanding
at a rate of about 50 percent per year. The
Federal government ran out of money and
obtained a substantial credit which the
National Bank; also the “moneylessness
—a new term coined for the occasion—had
to be cured by some credit expansion. All
this, of course, ruined the credit balances.
The year ended with money supply in-
creased at a rate more than twice as high
as the one envisaged. Holjevac complained
about the absence of monetary discipline
and the fact that the National Bank logt
control ‘over credit expansion (1967b, p.
36). But as a consequence the cycle was re-
versed and the rate of growth acce]crated
The upswing continued through 1963
and with all that excessive (from the pomt
of view of monetary planners) ‘money in
the economy, prices were remarkably
stable; industrial producer prices rose by
one, percent retail prices by four perCent
By the end of the-that year the upswing
developed into-a boom, industrial output
was expanding at a rate of 15-20 percent
per year, and the balance of payments
deficit was increasing. Several months later
the cycle reached the upper turning point
and in the second half of 1964 the reces-

-sion was already in full swing. "All symp-

toms of the 1961 recession were repeated,
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and so was the,rn_gnej:a;jy"poli_gy.-.g Inthe
~ second half_-"ofi-1964;;;1,1:1'(1’;41:‘;1(3 : hegini
' of 1965 reserve requiremenis

upito .ggbes',lg'ga-l;-l_infa;its.o_f -35 per cent, en-

,;;ferp;isgs:_we,,_re:- forced to ‘use ‘savings for
. ;'jrftf:rea_Ses“ in- working capital, t.,investr,nent
 banks had.to use one quarter of their loans
for ‘working capital financing, consumer

credits were reduced. All. this, togethet
with the upheavals caused by the price re-
 form; . reduced’ aggregate 'demand - and-

output growth from about’ 15 percent in '

1964 to about 4 percent by the gndv‘o‘f 1965 |
- Sinice thie tax reform left the Federal gov--

_-ernment without money, it had to resort.

to substantial deficit financing, which once

again upset monetary planning. But the

downswing was arrested for a period of four :
* quarters, and all symptoms normally pres:

.. ent-at an upwards reversal of the cycle be-

- came apparent.. However, this tilzne-""_t"lié,
* National Bank had formidable monetary

weapons at its disposal and-it decided ‘to

~ use them to combat “excessive” liquidity.

- For some reason, not explained in"the

" documents, the National Bank established

~ the rule that liquidity reserves of com-
" ‘mercial banks held as balances with the -

National Bank should amount to no more
than 6 percent of monctary demand de-

posits (Perigin, 1969, p. 515). These re-

“serves ran around 10 percent in the second

~ half of 1966. As “purchasing funds” were .

_ appreciably”“higher “than “commodity

funids”—which is reflected in price. in-

creases—it looked obvious that there was

too much money in'the economy. The Na- .

tignal Bank reduced its special eredits to
commercial banks and pu'q'fan ab»soy]ute
. limit on their credit operations, Consumer
credits were further reduced, Tn 1967 ex-
ports were retarded, and so it wasidetid_(fd
to ydvepress internal demand'even more in
order to achicve an export drive. As one
might bhave expected, this did not- help

exports—in fact their rate of growth was .
- soon reduced below zer¢ in spite of selec-.

" were brought -dow
‘lower than planned. : i
““As- d result of _this anti-inflationary = -
policy output growth was reduced to minus -l

- two percent, which had not happened since-

" the Cominform days. The present. author

,,ﬁye export credits—but liquidity reserves . -
' n.to § percent, even .

estimated losses due to the mistaken mone-

tary policy at eleven percent of social

product. Perisin found that gross savings

had been reduced from 43 percent of GNP - . - = . -
in 1964 to 30 percent in 1967 (1969, P
517). Unemployment was increasing fast. "
But price stability was not achieved (see
“Table 6). ~ - E S
The new system of regulating the money -
-supply proved to be very efficient in re- -

ducing money supply to any desired level.

This conclusion. follows from thg' fo.‘reg“o‘in:g“
 description of its practical operation but -

can also be illustrated by a series of"indicgs'.j
If we compute ratios of money supply per.

100 dinars of transactions, expressed as & Ln

sum of gross national 'prount,a‘nd the
output-of intermediate goods," we get the
following data (Perisin, 1968, p. 63):

Taere 11
1957 15.3 1963  19.4
1958°  15.3° 1964 18,3
1959 145 . 1965 149
1960 . . 15.1 1966 12.3 .
- 1961 15.3. 1967 11.3 o
1962 18.7. 1968 .  13.1 -

In the three years after 1964 the relative -

money supply was reduced to 62 percent of

its original level. One might be'temPted'tq_ ' ‘;.'-.
think that this simply meant increasing the

transactions velocity of money. But that is
not 'so; the lack of banking cr;dits was
compensated for by involuntary trade
credits. The latter amounted to 69 percent
of short-term bank credits in 1964, to 138

percent in 1967 and surpassed bank credlts‘ o
* almost two times by the middle of 1969.

* “ One other fact is worth noting. Figure 1 -

shows that boom periods of business cyclgs:~."gfi
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occurred in 1960 and 1963 and recession
periods in 1961 and. 1967. A glance at
Table 11 suffices to see the extent to which
" monetary policy. was cyclically synchro-
‘nized: there was an.abundan! money sup-
ply in the boom and tight money policy in

the recession, Consequently monetary

policy has been.an important destabilizing -

factor preventing 'th_e economy - from ex-
ploiting its growing potentials.
* The second half of 1967 brought the re-

vival and the acceleration of growth con-

tinued through 1968 into 1969. Prices were
stabilized for a while, inventories reduced,
exports soared in 1969 and monetary policy

had a relatively easy job to support these
favorable trends. It remains to be seen
whéther monetary aiithorities—and mone-

- tary theorists—have learned the lesson

and whether they will be. .able to avoid

. making the same mistakes once the trends

are reversed, L

Public Finance and Fiscal Policy o

Budget for a Centrally Planned Econ-
omy: In the first two years after the war
the new state tried to make the best of the
inherited financial system. Taxation was
improved in two ways. Before the war a
sales tax levied on consumer goods was a
major source - of government budgetary
revenue. That represented a great burden

- for poorer sections of the population. Next,
- income tax progression was mild (up.to 32

percent) and there were scveral separate
income taxes for various sources of income.

‘Thus people with several sources of fin-

come—i.e. the richer ones—could easily
evade paying high taxes. It was only nat-
ural that the new revolutionary govern-
ment would make the necessary correc-
tions, The sales tax was reduced from 62.8
percent of government budgetary revenues
in 1939/1940 to 46.5 percent in 1946, and
separate income taxes were replaced by a

_single  one applied to the entire personal
-+ income at increased rates (Finansiski, -

1949, p. 23). However, uncven taxation

reappeared,'soon and even in 1969 B. -

Jelti¢ complained that the differential tax
burden for the same personal income of dif-
ferent taxpayers meant the negation of
“principles proclaimed and guaranteed by
law (1969, p. 159). '
- When in 1947 central planning was in-
augurated, the financial system of the -
country had to be changed radically. In
the old system ‘the government’ budget
used to finance the work of public admin-
istration and some social services. .That |
corresponded’ to the administrative char-
acter of the old state. The new socialist .
state—as described' by the Institute of
Finance (Finansiski, 1949; p. 16)—acts as
an organizer of the entire economy. The
‘targets are.annually elaborated in the .
economic plan and the budget ought to re-
flect them financially. Each planning organ
has its own budget, which is a constituent
part of the overall budget. The sum of all

* financial plans of all ministries, j.e. of all

industries, represcnts an annex to ‘the -
budget. Thus the budget becomes the fi-
nancial plan of the entire economy (Finan-
siski, 1959, p. 11; Mateji¢, 1958, p. 170).
The budget amounted to 64-83 percent of -
national income (Peri¢ 1964, p. 126). About .

. one half of budgetary Trevenues was spent

on investments. S
R. Radovanovi¢ describes four princi-
ples-on. which such a budget was based.
(1) Centralization of all resources at the
disposal of a politicil-territorial unit

“municipdlity, district, county, province,

republic, federation) in the budget of its
government. (2) Financing from the bud-
get of all social activities. As far as business
firms are .concerned, only net revenues are ‘
entered into the budget. (3) Concentration -
of the budgets. of all political-territorial
units in the Federal budget to ensure cen-
tral direction in carrying out the most im-
portant tasks. This is the famous principle .

.of budgetary. monism. (4) As a result of




(3) funds are allocated among various
bodies in accordance with their recognized
needs and irrespective of their budsetary
potentials. Lower bodies are - obliged to
implement general policy and higher hodies
ar¢ expected to provide the necessary - re-
saurces. This had at least one negative con-
sequence. Lower organs were not ‘stimu-
lated to economize with their funds. In-

stead of trying to expand production 1n _

their territories, they were “busy -

their budget. expenditures and e*{ertlng‘~

pressure on higher bodies to find necessary
resources (Radovanovi¢, 1962, p. 1112).

Taxes in such a system are just a tech-
nical means for channeling’ gross profits
into the budget (Tisma, 1964 p. 29). The -

_ price of a product consists of cost of pro-
.. duction, profit and the turnover tax. Profit

is generally a small item and is mostly left
to the enterprise. If .individual planned -

proﬁt is higher than the average one; three
is.extra—profit half of which has to. be paid

into the-budget of the higher administra-

tive organ. A plannedloss is covered from
the higher budget. If achieved profit is
: hlgher than planned, half of the difference
is left to the- entcrprlse as an irncentive,
Turnover tax is just a balancing item in an
administratively set -price. Since it is
charged on all commodities and is pald as
soon as a:commodity is shipped; it:is also
_ ‘used as an indicator of how the 1mplémen—
tation of the plan js proceeding.
In.order, to: accommodate, productivity

change i ip such- a- rigid’ price structure the

“decrease. in.full, cost :of. production” was
: exphcrtly planned as a separate item. This
decrease is partly paid into the budget and
so,a rather unusual new type of tax was
created, Flually, various types of prices,
discussed in- the section .on ‘administra-
'tlver set prices generated so- —called com-

mercial profit, which ‘was mostly a.bsorbed_

‘by the budget.”
.In 1949'the four items enumerated were
; (rn.bllhons of dlna.rs)» turnover tax 60.6,
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share of’proﬁte 4.6, decrease in cost of pro—- '

duction 3.8 and share of commercial profits

13.1 (Tigma, 1964, p. 96). Turnover tax
represented, of course, the bulk of budge- ‘

tary revenues.
The major proportion of budget reve-

nues came from the business sector, Taxes -

paid by the population were steadily de-

creasing in-importance, from 22.4 percent -

of-all revenues in 1946 to 9.7 percent in

- 1952, As a consequence taxation of the

population was governed by extra-fiscal
consicerations. In 1950 the tax on income

earned in the state sector was abolished.

(It was to be reintroduced only in 1960).

- This did not matter much, sinice wage and

sala.ry differentials were greatly reduced

~and income distribution was extremely
egalitarian; But income taxes were retained
. for the private sector and the progression

was rather stiff. For peaqants the tax

‘rates went up to 70 percent in 1947 and up -

to 90 percent in 1948, as.compared with the
flat rate-of 3 percent for the members of

~ peasant work cooperatives (cooperatives

organized similarly to state firms) (Finan-
siski, 1949, p. 34). This tax policy was in-

spired by the idea of the class struggle and! A-

was aimed at mducmg peasa.nts to ]om
cooperatives..

" The policy of stiff- taxation of peasants )

and artisans was continued also later and
for the same reasons. In agriculture it was
discontinued after the second agrarian re-
form in 1953, which reduced the maximum
size of agricultural estates to 25 acres and

" so0 eliminated any possibility of capitalist

development. In 1954 taxation on the basis
of cadastral' income was introduced, and
rates were lowered. Both proved to be
stimulating. It is interesting to note that

. Radovanovié described the tax on cadas-

tral revenue as an instrument designed to

k replace compulsory deliveries whlle makln_g ’

- WCadastral revenueis the value of the average yield of

a specific land category under average weather condi- |

tions and using an average land cultivation technique.
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sure that a minimum outr)ut w1ll, be pro-
duced (Hanzekovié, 1967a p. 91).. There

wasg no possibility of caprtallst dcvdopment;

in handlcrafts either,  becausc. artisans

cou]d employ at most five workers. How-"

ever, public oplmon held that there was
:om_ethmg vicious about. private business.

‘Tax rates were substantially reduced only
“in 1963 (Hdnzekovw, 1967h, p."33). The

policy of contdinment contmued until the

" ownership discussions in 1967 analyzed in

the section on Ownershlp Controversy In

the meantime the number of artisan shops -

was substantrally reduced, vshrch ca.usecl

" economic difficulties.

Taxation Expemnenfs Aiter t‘)(’ French
Revolution in 1789, —remarked - J." Lov-

~ &evi¢, the Constitiient Assemly abandoned:
taxes in favor of contribu_tiohs.fAf_te'r the
p -Yugoslav Revolution 2 l1w-on taxes passed.

". in 1946 declared that a tax was “a contri-
- bution. . . given to the state for econonuc*

dewelopment cultural advancement
and for the maintenance of ‘the state up-

paratus” (Milatovié, 1967, p. 34). In spite.

of allits protests of public finance experts,!?

. the term stuck. From 1952 enterprises have-

been paying. contributions (turnover. tax
representing an exception) and individuals

taxes. ‘Contributions somehow em.nnted'
- from social property, taxes from private
property.‘Since the 1965 tax reform-con-
tributions have:become. synonyms for di--
rect taxes or taxes levied on labor income

and the term tax is-used to denote various

forms of turnover tax or- property tax.
* The terminological confusion did not mat-
ter. very much. But lack of professional

competence in de51gn1ng an. appropriate

taxation system did matter. In the period-

1952-1965 the tax system was changed five

13 Fiscal theory dlstmgmshes taxes; contnbutlons nnd
starnp ‘duties. A tax is a compulsory- payment. for, in

_ principle, no specific service. A contribution _Fepresents
a compulsory payment for.a specific service and’in -
principle overs the cost. Stamp duty isa pay11entfor a

‘'specific service at the initiative of the payer. but it beu.rs .
no necmnry relatlon to t,he cost R -

tunes witlt obvious consequences as far as.
the efﬁc1ency of conductmg busmes'a was .
concerned.’

Tn'1952-1953 the sy«tem oi AT ratce—i
whose. rationale was discussed in the sec-
tion - on - Distribution Pohcy—predetcr-
mined the taxation system. Out of acctimu-
lation and funds obtained by the applica-
tion of a rate, prescribed by the social plan,
to the net product of an enterprise, the
social contribution was paid to the budget.

Tt contained social insurance p'tym(.nts

was proportional to the wage bill and was
paid at the flat rate of 45 percent. ‘Wage
bills above the standard prescribed  were
taxed at steeply increasing rates: A tax on
extra profits was envisaged by law, but
never applied due to technical difficulties

(Tisma, 1964, p.- 97). - Turnover tax was
greatly: reduced, and amounted to’ 9-14
percent of budgetary revenues (Jelii,
1967b; p. 14).- Its task -was to-absorb
monopolv profit'and to influence price for-" -
mation (Radovanovié, 1953, p.:62).

. The system of - AF. ratés ‘helped to
eliminate adininistrative ties between en-
terprises and planning  authorities, but-
soon -degenerated into administrative de-
termination of AF rates- for each indi-
vidual enterprise. It had to be replaced by

. a systein working more in-a market fash-

ion. It was not clear how to design sucha -
svstem. Tt seemed advisable to-make use
of ‘the- experlence of “traditional market
economies. Instead’ of net product, profit
was the base of taxation for the'next four’
years (1954-1957). Wages became part of
costs of production. Profit was-taxed at-a
flat 50 percent rate. The other half of gross
profit was used for contributions to-SIF’s

for supplements.to basic wages, for enter-
prise funds and for some -other. purposes.

- Wages from profits were linked with con-

tributions to local budgets which amounted
to same sort of progressive payroll taxa-
tion. A.tax-on monopoly profit was en-
visaged but never applied because it proved.




irnpoéSible to establiyshed,nr’hichk part of :

* the income resulted exclusively fromthe
work of the collective. The share of the en-
© terprise (wages and- undistributed profits)

© gradually increased. to one third of net

3

e

- product generated (net product lncluded .

turnover tax) (Tisma, 1964, p. 99). _
- In thls penod two interesting new taxes
" .were mtroduced Mlnes, hvdroelectrlc

power stations and some other firms were

to pay rent: Artlsans and peasauts were
obliged to pay tax on hired- labor. The

latter tax was insignificant in quantitative -

tefms, because only one-eighth of the
artisans and almost 1o ‘one among peas-
. ants. hired labor; but serVed as a reminder
that hiring 1abor meant exploitation.

Wages as part of cost of production were
. deemed inappropriate’ for a self—manage-

* ment system Thus the new system, in-

- augurated in 1958, was based on the dis-
' tribution of total enterprise income. That
" wasa switch back from profit to net prod-
“ uct reduced - for turnover tax and some
e other items. There was also a terminologi-
- cal change: wages 4nd salaries were re-
. 'placed by personal income. With many
‘ hanges the system lasted’ until 1964.

" 'The main tax, surpassed only after 1961
by the turnovet tax, was the contribution
" from income. The rates were progressive
up to 80 percent. Tax progression was in
1961 replaced by a flat rate of 15 percent

and a surtax of 25 percent. In the mean-.

" time another- development took place. It
appeared ' reasonable to link - collective
" consumption and public services to the

level of personal incomes earned in any -

particular territory. For this purpose con-
tributions to budgets were made out of the
wage bill. In 1958 these contributions were

progressive, in 1959 a flat rate of 11 percent’

was .charged; the rate was increased to 15

percent in 1963. In 1964 some tax rates
were reduced, and mining taxes and con-
tubutmns to SIF abolished. The abolition
of progresswe rate: led to a reintroduction

" the economic functions of the payroll tax-

of the progressive personal income -tax -

(Ti%ma, 1964, p. 207). This indicated that

and personal income tax, as discussed be-
low, had been confused. The share of the
enterprise in its net product 1ncreased to

ahout one-half.

In order to increase this share stll} fur—'-,
ther, the last reform of 1965 abolished all
contributions from enterprise incomte. The
share in net product jumped to about

two-thirds. Since then enterprise taxation
has rested exclusively on payroll taxes. If
we count social insurance contributions,

labor has been made. ahout 60 percent -

more expensive than necessary. This has
serious consequences. Before 1960 taxa-

tion created capital saving inducements

(Pejovich, 1964): in a ‘labor surplus

economy that was rational. Since 1964 .
taxes have stimulated labor saving prac-.
tices. Enterprises did in fact react: coal -

was being replaced by oil, cotton growing.

and cattle raising by wheat -cultivation
and so on, and thousands of workers be--
came redundant. Further, flat rates intro-

duced an awkward rigidity and tended to.

intensify cycles. Finally, the abolition of

progressive payroll taxation after 1958 and

the lifting of wages control in 1961 meant -

that two important-checks on inflationary

pressures were eliminated. We have already_

.discussed the consequences. .-

Taxation experiments have clearly not
been completed. Is there anything one

could say about how an appropriate taxa-
tion system ought to be designed?. On
various occasions the IES has made. sug--
gestions in this regard, and.they may be -
summed up as follows. The equilization of
personal income distribution can be.

achieved by the familiar progressive per-

sonal income tax. There is no need to tax

proﬁts even less to tax them progressively,

since capital is socially owned. But there
is a need to tax payrolls and to tax them -

progressively. In order to do this wages

ought to be standardized L) applying ac-

counting wages for: certain categories of
skill. ”lhe skill rating shouldl, of course,

not be left to enterprises the msel\es, just
as school diplomas are not issued by pupils

“'themselves.) When faced with the alterna-
. tlve of either losing a greater part of the

“excess wage fund” through taxes or using

" that meoney for development purposes the

working collective will often opt for the
latter. This will check wage increases in

the most profitable enterprlses—whlch
have continually been generating: wage

pUShes——a.nd expand - their jnvestment,

-ingreasing the supply of their products

1elat1\e to demand and low ering prices.
Labor should be made as cheap as possrble

(for the enterprise, of course, not for the
. workers) .in order to stimu‘la’te labor “in-

tensive . production.- If some taxes still
prove necessary, they may be ievied on the
enterprise income at a flat rate. Such “con-
tributions from income” may be consid-
ered as a self—management counterpart to
the familiat value-added tax.

While direct taxes have received little
attention in professional economic litera-

-ture, turnover tax has been extensively
~ discussed. And with good reason. It sur-

vived through all tax reforms as one of the
principal taxes. Since 1954 the share of
turnover tax in total budget revenues has

- oscillated between 29 and 43 percent (Han-
. Zzekovig, 19672, p. 28) By 1964 six Kinds of
“turnover tax were, in operation (Lazarevm,

1965). Producers’ turnover tax was in-
herited from the days of central planning
It waslevied on some- 250 products at rates
varying between 2 and 81 percent: it was

~contained in producers” prices, represented

a part of enterpriscs’ gross receipts'and was
collected- at the time the invoice was is-
sued. It was easily and quickly collected,
even before bills were paid, and was liked
by the government. It was also used as an

instrument of pricé policy. In order to
provide independent sources for communal -

7.

‘.budget in 1956 a communal sales tax was -
'vlntroduced In 1961 owmg to the abolition -

~ of progression in enterprlse income taxa-

~ tion the government ran ‘short of money

and introdiced the one percent .general

turnover tax. This was a multiple-stage

tax and was intended to reduce the number

' of middlemen between producers and final- -
consumers: however apparently no effect
of" this kind was achleved {Hanzckovié¢,
1967b, p. 47). There was then also, pur- '
" chase tax on specrﬁc products, service .

sales tax and duty on real estate and other
transfers

Producers’ turnover tax has been se--
‘verely criticized. Both the government and
‘the enterprises tended to abuse it asa price '
formation device. In twelve years its -
- tariff was changed alost one hundred
times (]elélc, 1967¢, p. 4). Its handling re-
quired a large amount of working capital .
on the part of the enterprise. It tended to

distort prices, and so did the’ multlple

~stage general turnover tax: In the case of
exports, tax deductious had to be com-’

puted and made. For all these reasons the

two kinds of turnover tax were abohshed .

and in 1965 replaced by 4 sales tax levied

on consumer goods in retail trade, added to .
retail prices, chargcd directly to buyers :

and collected when the commodity was

sold. But a retail trade sales tax cannot be. -

changed often and cannot be dlfferentrated

for many products Thus its use as a pr1ce .

formation instrument i$ rather limited. It
is now primarily a dcv1ce for collectmg
budget revenue:

Budget for a Selj—szJernmc;zf Economy
A’ budget is more conslstent with- a cen-
trally planned -economy the more all-

embracing it is. Ideally all financial trans- -

actions of the economy are to be regulated
by the budget. It is the other way round in

"a self-government economy. Here the

budget ought to he restricted to as'small a
section of the economy as posslble in order
not to interfere with the economic act1v1-
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ties of work collectives. Ideally the budgct
- should cover only the activitics of various .

state agencies. In this respect the 1952
reform initiated three irportant develop-

‘ments. They were related to the organiza-

tion of ‘the ‘non-market- sector of the
* econoniy, to the creation of various social
funds - and to the ~decentralization of
. budgetary reveities and expenditures.

The Yugoslav ‘tradition had made a
- sharp - division between enterprises (po-
duzeta) and institutions (ustanove). The

former were. busmess estdbhshments the

latter were financed from the budget and
roughly: corresponded to non-profit insti-
tutions in the USA and elsewhere. Since
~ the latter depended on the budget, i.e. on
: the government administration, for their
tévenues, it was clear that self-manage-
tnent had little chance of developing. Thus
institutions ‘that performed public ser-

vicés and ' could be financed partly or

wholly by selling their services were
separated in 4 special group of “institu-
tions with - 1ndependent finance.” : Grad-

ually it became evident that there were

two fundamentally different types of

public services: the oné (governmcnt ad-

ministration, judiciary, police, defense)

rendering various administrative services -

to society, the other (educatlon science,
medical care, etc,) increasing the welfare
of the members of society. It scemed ap-
propriate to finance the former from the
budget (“pubhc expenditure”) and to
organize them in a more or less traditional
fashion, but the latter (“collectwe con-
sumption’’) required a different approach.
M. Hanzekovié suggested that taxes be
used to finance the former and contribu-
tions the latter (Hanzekovié, 1967a, p. 17).
" Next, while there was to be a free mar-

1 Thelaw of 1959 changed this condition into “insti-
tutions organized according to the principles of social
self-government.” The institutions were renamed “in-
dependent institutions.” In 1965 they obtained the

status of work organizations with the same sell-man-
agement rights as enterprises. -

ket for the q'hort—run opelatlons of enter-
prises, it ,Lppedred advisable to retain
- substantial central control in the field of
* capital formation. But capital financing -
was to be on a credit basis-and budgetary

financing implied grants without repay-
ments, Thus investment resources were

"separated from. the budget and concen-
trated in investment loan funds. The’

budget continued to finance investment

" projects in the nonnmrLet sector (schools

hospitals, ctc.).

In 1952 social insurance had also been.

separated from the budget. This decision
was motivated by the fact that social in-
surance could be efficiently operated as an
independent social service under a social
self~government regime. The latter meant

- that the governing bodies were composed
of representatives of various social inter-

ests (physicians, social workers, c1tlzens
government representatives). -

Vu') soon there was a prohferatlon of
various funds for housing, for advance-

ment of agriculture.and forestry, for roads,
for cultural activities, for education . etc:

Many of these funds had their independent.

management hodies and obtained their
resources from special contributions or

"from budgets. HanZekovié suggested the

following three-fold classification (1967a,
p. 13): (1) [unds for capital formation

(SIF) or for financing public services; (2)’

funds for financing without repayment
obligation or for granting credit; (3) with
self-government bodies or without. Defi-
nite trends have appeared in further de-
vclopments. Loanable funds were mostly
transferred to the banks. Funds without
independent management bodies are used
as often temporary instruments of budge-
tary financing for special purpeses. The

third category, permanent funds with in-

dependent self-government, represents an
innovation.
‘The social-insurance fund set an ex-

ample. A decade latar the example was

followed by education. At first, T. Konev-
ski remarked, that was just a transmission
mechanism in hn(tmta_ry‘ﬁnanciu;?; (1968,

. 103). But in 1967. Education Unions

were formed to operate the funds. As-
semblies at cormnuual .and republican

Tevels vote monw to be allocated to cduca-

tion funds. Education Unions—self-
government bodies composed of represen-
tatives of schools, outstanding figures in
cultural life, government agencies—dis-

_ frlbut(’ the money by negotlatmg the ser-
-vices to be rendered by various educational

t'abhahmcuts In 1969 Research Unions
were formed. They operate funds for re-
search work created in 1960. Unions are
shown in the quasi-matket sector of F igure
3! :
Hanzekovi# pomLs out that in 1965
funds absorbed 8.8 percent and institu-
tions 14.2 pe;cent of national income,
which had to be compared  with- total
budgetary expend]turee that amounted to

- 20.1 percent of national income (1967a,

p. 14). Institulions obtain about one third
of thelr income from selling their services
to direct buyers (to the market), 50-60
percent of their revenues come from vari-
ous funds (quasi-market) and only one-
tenth derives from budetary subsidies.
Such a structure of revenues cnabled the

non-market (not non-profit, because they

do make profits) institutions to gzain a con-
siderable amount of independence. Also,

- they established closer contacts with -the

buyers of their services and with the rest of

the ceonomy. Is there, one might ask, any .

economic activity in- whu.h an Archeology
Department -of a University, a museum or
art gallery can engage? Yes, there is,
though p:. :rhaps not directly. Tourist agen-
cies and hotels may be, and in fact are,

interested in financing the development of
an archeological site,-a local museum - or

art galiery. %nu_:time:. these are rather
roundabout ways for achieving certain.
goais, but if they climinate government-

g1.

control"- zmd increase *ndvpt,lnh,n"e ‘the
price may not be too bi igh. Vet there are
other costs involved. I&ouw:Lx ‘noints out,
some of them (1968, pp. 128- 65) To ad-
minister a-fund an administrative appara-
tus has to-be set up. Unlike business enter-’
prlﬂes in the market, a school or a hospital
is in an inferior position when it negotiates:
contracts with the funds. Commercialism
may and does have detrimental eﬁlcts in
such fields as culture, education, scictice or -
medical care. The consumer may he, and
often is, victimized. Since it iz tdgo early to
evaluatc the working of the system, one
can only invoke the wisdom of the ancient
Grecks concerning the organization of hu-
man aﬁairs rlght proportlons, no ex-
tremes.. ‘

- The creation of funds aund the esta bhsh-

thent of self-financed institutions Tépre-

sent two aspects of decentralization, As ..
a consequence the share of budgetary rev- .
enues in national income was reduced from
one-third in 1952 to one-fifth in1967. The
third: aspect of decentralization was re-
lated to the division of revenues among
budgets of various socio-political units.
The federation was gradually traunsferring
its l‘LSpOllQIh[llthQ for various. social ser-
vices to republics and communes. As a
result the share of federa) expenditures in
total budgetary expenditures dropped from:
74 percent in 1952 to 53 percent in 1968,
The trends have been reversed as com-
pared with what happans élscwhere.'*

The division of budgzt revesues among-
various budgets is a sornewhat eomplicated
technical problem.- Not less than five faws
in the period 1952-1965 tried to'solve it
and with ounly limited success. In theory
there are two possibilities: a sepuration of
revenues, and joint revennes. Beth have

¥ fn the USA the share of federal revenues i total
budgetary revenues increased from 42 percent in 1590
to 75 pe reent in 1934; in S\m erland federal L).]')Lll(ll-'
tures amounied (6 one half of caefonal expenditures in
1913 and to 111 percent in 1954 {Bogoev, 19064, his ).
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~ been tried out at one time or another.

_ © After 1952 the budget monism of a
"centrally planned economy was replaced
by a budgét pluralism hetter suited to a
self-government economy. The former
,budgetary system was based on participa-
tién in joint revenues, the higher govern-

tiental bodies determmmg the conditions
- of partlapatlon If lower budgetary units

- were to be made more. mdependent in the

o development ‘of revenue sources in their

own territories; a system based on 4 sepa-

" ration of revénue sotirces seemed more ap-

propriate. Thus sources of revenue were
allocated to budgets at various levels.
Only the federation was entitled to in-
troduce' hew taxes, but, if introduced,

taxes had to be lmmechately allocated to -

specific budgets ot funds. In principle
- every unit was to cover expendltures from
-its own revenues. This principle was not
fully implemented, but there was-a great

* 'change as compared with the former prac- -

j",'f’hce In two characteristic years repubhcs
‘and communes obtained their revenues in
‘the followmg Ways (Radovano\nc, 19a6a

Coi0ds 1954

" Ownrevenues. . F o0 53.0n rp.s0p
;_'Partxcxpanon in joirt revenues 2 43, 3% 22,59 .
'Federal qubsxdles — o 3.0% 5.0%

}or hine - years - (1952—1959) -1ts. main
.,hortcommgs, as described by Radovano-

vi¢ (1962, p. 115) and K. Bogoev (1964,

pp. 188-90) were two. Sources allocated to

lower units were not sufficient to.rheet. the -
recognized needs. Deficits were substantial

and were covered by sharing in revenues
and by subsidies. These .were discussed
every year atiew, which made lower units
very dependent on higher authorities.
Next, the lack of objective allocation cri-

teria generated d bargaining process. For

‘Wxth many cha‘nges thls System lastedA

both reasons the system failed to provide
stability and incentives.

In the period 1960-1964 the budgetary
system was again based on participation.
Separate sources were allocated only to the
federation (they covered 90 percent of its
revenues) and to communes about 20 per-

cent of their revenues). Republics and

districts had no separate sources. The par-

 ticipation of all units was determined by

federal ‘and republican laws. .The higher

units could not arbitrarily select more -

favorable sources for themselves. In order
to climinate another source of arbitrari-
ness, participation rates were ot dif-
ferentiated according to sources as before,
but instead one single participation rate
was applied to all sources of revenue. Par-

ticipation rates were increased f(_)r less
developed units, and if this was not suf--

ficient, subsidies were granted. Increased

- shares and subsidies were to be determined

on the basis of the funds needed for carry-

ing out “mandatory tasks and services.”

However, siice objective criteria were not
established, the familiar arbitrariness crept
into the process. In 1960 only 9 percent,

and in the following year only 3.6 percent

of all communes were able to cover their

. needs in the regular way (Bogoev; 1964(_
p. 205). About one-half. of all commiiifies

had to rely on both increased part1c1pa—

tion shares and subsidies, What was in-
tended to be a corrective device turned out -
'to be the main mstrument for balancmg_

budgets of lower units.-

- The 1965 tax reform introduced the sep-
aration principle once again. The soutces
were allocated as follows. Taxes on. per-
sonal income and sales taxes may be in-

troduced by all socio-political communi-

ties. Apart from that, taxes on property

(and some other taxes) belonged to com-

munes, estate duties to republics and cus-
toms duties to the federation. Communes
and republics are empowered to decide in-

~ dependently what kinds of revenue to in-

a5, -

K tmrhh e [or their lerritories and to fix the
tax rates: There are two safeguards. The

federa) government. can® fix tempor'lrlly

the limits for the tax rates set by republics .
and communes. Communes and republlcs ’

are legally obliged to coopelate with one
anolher in fixing the level of their revenues

in order to assute c1t1zcns equal treat-
meni. Republics and prm'mC(_s are en-

titled to federal subsidics provided their

per capita revenuc is helow the Yugoslav

average and they have exhausted all pos-
sibilities for collectmg revenue through
taxation of personal i income, in conformity

- with the economic l)otentlal of theu pop-
_ulation (Turéinovié, 1968).

This time the criterion for subsidies has
been defined somewhat more precisely.
But it has also beeu ériticized. Hanzckovié
argues that approximately equal budge-
tary revenue per caplta cannot be an ap-
propriate criterion. Instead '1ppropr1dtcly
defined necessary and justified expenditure
should provide -a -basis for allocations
(1967a, p. 7). In fact this seems to be ke
problem of the Vugoslav budget system.

Yugoslav territories are extremely un-

evenly developec. Per caplta income in the
Repubhc of Solvenia is 5.4 times higher
than in. the Autonomous Province of

Kosovo. Communal -budgetary revenues

are, of course; evén more unequal: in 1965
the most developed commune in Slovenia
obtained per’ capita revenue almest 16
times higher than‘the least developed com-

mune in Kosovo. Such extreme differcnces
inevitably ruined all schemes in which al-
_ location criteria were not precisely defined.

Konevski complains that in the new sys-
tem more than one~half of communes in
Serbia have to rely on subsidies, which is

inconsistent with the philosophy of sclf—k

government (1968, p. 116).

In 1968 the ﬂovernment asked a re«e’uch '

institute to study the problem. A group

~ under the chairmanship of P. Sicherl pre-

pe.red a volummous report (Slcherl el al

1968). Sicherl finds that .ilthpugh differ-
ences b(,twcen the developed and the un-

‘ derd(_vcloped regions in per capita income

are extreme, differences in nonacrucultural :
income .per. worker are small, He used a

‘a special statistical method dnveloped by
~his colledgue ‘B. Ivanovi¢ (1964) to es-

tablish. "that " the distance between de- -
veloped and underdeveloped regions is dp-
preciably. greater in the cconomic sphere
than in the sphere of social services and
living standard. In a later-article Sichérl
argues that it is easier to reduce the dis-
tance -in- the latter. sphere (in terms of .

“flows of services) than in per capita na-

tional income (1969). As a basis for sub-
sidy computations, Sicherl takes account-

‘ing budgetary revenue which he defines as

revenue obtained by applying the average
Y ugoslav tax rates to actual tax sources in
the region, The dilemma of whether policy
should be based on the equalization of
needs or of revenues is resolved i in favor of
revenues, on the ground that'it is difficult
to dctermme needs in. an objective way
and. that to do so is also inconsistent with
the philosophy of decentralized decision
making: There follows a long and involved
dlscussmn of the most appropriate method
of determining standard revenite. The dif-
ference between the standard and the ac-
counting revenue is to.be covered by
federal sub51dy Sicherl’s Report has been
discussed in government and parliamen-
tary committees but has .not produced .
practical results as yet, - ,

Comimunal Economy: In daily life every
man appears in a double capacity:.as a
producer and as a -citizen.. Thus direct
democracy will also have two aspects: one -
relating to the work place; the other to -
the temtory where citizens Jive. As mem-
bers of working. collectwe_s people engage
in self~management. As inhabitants of

tow ns and villages, they manage their af-

faifs by establishing local scli-government.

The ter1 itorial as:,ocmtlon that corr esponds
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T, AUTE 13 -—’\Tmmt:n OF TLRRITORIAL Units | or LOCAL GOVERN‘JENT SN

. to the collectwe at the w ork plmc is the
commune.

- There has been a strong tladmou in
local government in Yugoslavia since the
days of the National Liberation Wxr. Peo-
ple’s  Liberation -Committees, as local
government bedies, workcd with great in-
dependence; initiative and resourcefulness
to supply the partisan army and organize
daﬂy life in the liberated territories. Tt
is-hardly a matter of chance that the first
People’s. Committee and the first Com-
" mittee of Workers’ management appeared
smlultaneously in’ the fall of 1941 in the

mining town Krupanj.  People’s Com- .
mittees continued to exist after the war,.

but than as components of a rigidly cen-
tralized system. The system was based on
the principle of democratic centralism,
. which meant that higher bodies could abro-
gate decisions of People’s Committees.

. This practice was radically changed in
the fateful year of 1952. The principle of
democratic centralism was replaced by the
principle of legality control (Dordevié,
1957, p. 24). District People’s Committees
became organs of self-government and
Communal People's Committees organs of
local government. District Committees
had assemblies with two houses: one com-
posed of political representatives, the other
of representatives of producers. The next
crucial step was taken three years later.
The- 1955 law -on local self-government

'thvolunc points out that the commune
has not bhee :n concentd as just-a form of .

otherwise famniliar local government. It is

" a community of those living, working and

pmducmg, salisfying their basic needs,
and 1eahzmg their civiland s J,l{—Tovermng
rights in a particular territory (1965, p. 8).
Tor a while districts retained certain co-
ordinating functiens and then Umdda,lly

- withered away. , ,

proclaimed that the Commune was “the

basic political-territorial organization of
selfi-government by the working people
and the basic socio-economic community
of the population on their territory.” The
Constitution of 1963 changed the phrasing
slightly to make the commune “the basic
_socio—'political community.” The develop-

ment of the communal system has been

greatly influenced by the historical ex-
ample set in 1871 by the Paris Commune,
- “that finally discovered political form in
which eln'mmpatlon of labor can be carried

out” (Marx), It is useful to notice, as D.

Since the communeis a terltondl as-

sociation, one of the first problems to be

solved was to determine the size of the

territory. The problem" was solved by -

practical experimentation over the period
of a decade. Consistent with central plan-
ning was a hierarchy of governmental
levels. There were three levels helow the
level of republic: county (oblast), district
(kotar) and local committee (mjesni na-
rodni odbor). In 1951 counties disap-
peared. The orientation towards & market
eco_nom‘y. made excessive administrative
fragmentation—there were ‘more than
7,000 local committees—unnecessary and
so in 1952 the number of local committees
was halved and committees were replaced
by communes. In order. to bring local

government closer to citizens, in 1955 the -

commune was mace the basic self~govern-
ment unit, Smce however, the commune

was expected to exercise a w1dc variety of”

functions, its territory had to be increased.
Table 13 depicts the process of territorial
transformation. Each new law on terri-
torial changes, remarked E. Pusi¢, was
announced as the last and the definite one
(1968, p. 245).

Communal territory was growing larger

and larger and by 1967 the average po- -

ulation size of the commune (40,000 in
1967) almost reached the poulation size
of the district at the beginning of the pro-
cess (48,000 in 1952), The district became

superfluous and disappeared. The larger -
commune was more eflicient, but less self—

governing; that is why the new Constitu-
tion provided for the creation of local

(END OF THE YEAR)
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A rommunitim Thcqe were . to be * self-.
. Eoverning communities of citizens in rural

and urban locmllhes concerned. with all

“activities connected with the satlsfactlon
- of the needs of citizens and their families.

I Duri¢ié describes three functions of a-
local community: it is (a) a form of self-
government including traditional political
activities, (b) a unit of town planning and -
(Q an orgamzzttlon taking care of some

‘ _social services, public utilities, etc. (1965),

Pusié is rather skeptlcal about local com-
munities contributing,in any 1mportant
way to self-government. In his view their
activities are too restricted to-be pat-
tlcularly attractive to- the citizens and
in a modern urban‘settmg territorial close-

- ness per se generates no- specially active

social ties (1968, p. 243). There are 27,706 .
localities in- Yugoslavia, and by 1965 sta—
tutes of communes prov1ded for the crea-
tion of 4,968 local communities (7.7 per-
cent of communes did not establish local
communities at'that time). The organiza-
tional circle seems to have been closed:

‘communes have replaced districts and local’

*- communitics have replaced local commit-

~ -tees. But considerable social .experience
~ has been accumulated-in the process.

.Apart from exercizing the functions of -

- traditional local government,' which in- -

- clude-local politics, public utilities, educa- .

: tion, socxal welfare, etc.,a commune is also.

. responsible for oter aspects of local life, :
- D..Miljkovi¢ explains this in' détail.” The

'~ comruune is expected-‘to-harmonize indi-
-vidual and social'interests. It is responsible:

Sources: Jugorlau]a 1943 1934 pp 35—36 SGJ&I968 p 62 I’ﬂgotlav Survcv, 1965

 for social’ property, either tnder its own -
control or ”belongmg” to enterprises. It : .
takes care of economic development and.'j? o
cultural advancement, Tt coordinates - all'
economic, social and pohtlcal activities on -
its terrxtmy, prepares a social plan and =

makes it possible for citizens to participate

- in the process of social dec1~1on~mak1ng~ S
' (Ml]]kOVIC 1961 _Telc1c, 1969) But comi:’ " -

" munal self-government is a contradlctory. o
mstltutlon, ‘remarked Djordjewc, as it
carries with it forces: of ‘unification and -
dlsmtegratlon Bpth forces wﬂl soon m'Lke o

themselves felt,

" The 1955 law was pleceded by extenswe N
discussions :about the functions” of the.
-commune. I a paper presented -at the - -
annual meeting of Serbian économists in .-
1954 J. Davito mamtamed -and” those &
present agreed, that a labort managed en- -
terprise had no incentive to- Lmbark upon_~
substantial capital formation. In his opin- -
ioni large investment would imply creating -

a new enterprise which would be equally
“labor managed and so could: ‘not'be dom- ' o
inated. For this reason Davito argued that ™ o
_ the commune was “the natural investorin’
our' circumstances” (1954; pi-192). As
Table 10 shows, communes 1ndeed became" '
large investors. In 1964, when a maximum .
‘was reached, 25 percent of all investment 7.
in fixed capital was financed by comimunes . -
(and districts). Since 1959 commuines have T
_been entitled  to initiate the setting up of “o
“all ‘kinds ‘ol enterprises, to ‘bring about” .. :
mergers or carty out hqmdatlons (Bogocv ,
,1964 p 129) Ho\vevu-, the la.:t economlc




reform put an almost exclusive rehance on
-enterprises as far as capital formation was
“concerned, and by 1968 ‘the communal
share in mvestments dwindled.-to four per-

" cent. “But thls left other economic func-

—"';t1ons of the commune intact. In cases of

o ’farlure of “an enterprise, the commune.
. sharesa good déal of the ﬁnancnl respon-

s Lblblllty involved. The commuine also gives
o guarantees for credits and loans granted by

the

; - , : central plan—
mng, ie. to admlnrstratlve methods in

_\runn)ng an econony, it was difficult to -

imagine a really free market. They were
determined to’ get rid of governmental

controls Tt seemed’ obv1ous that the best

- way to’ “achieve that ‘was to replace it
by communal control. The’ self—governmg
commune would téll enterprises what to do
~ and how to behave. In 1954 and 1955 com-
munes were' empowered to determine the
needs of cnterprises and to - distribute
their profits after federal taxation. Since
they were entitled to determine their
shares in proﬁts and since they were inde-
pendent in. budget expenditures, com-
‘munes taxed incomes of enterprises more
than the latter could bear. The conse-

quence was 2 general price rise as shown in

Table 6 and Figure 1. In 1956 taxation
rights of the communes were again reg-

ulated by federal laws (Radovanovié,

- 1956b, pp. 113-16; Bogoev, 1964, p.
-7166). ,

Gradua]ly romantic views of conﬁlctlebs’

communities; local or otherwise, had to be
_revised. "Hopes have been dlrccted towards
an impersonal market mechanism, but ex-

pectations have again been a little un-

warranted, I am sorry to say as an econo-
‘mist. But at least people were willing to
. learn from experience. Enterprises gained
communal boundaries. Communal banks,
~ which kept appearing in the period 1948-
1964 became Just commerc1a1 banks. The

o ‘enterpnse' : located on its

f o : .
approach to communal economy, self-

government and life became far more so-
phisticated. ‘The actual economic, social
and political importance of communes has
not decreased, though lately republics

~ show a tendency to encroa(.h upon com-

munal finance. :
1n an excellent study Bogoev surveys
- the development of commtnal finance
(1964). In this context one difficuilt fiscal
problem—adequate finance for admlmstra-
tive and, in particular, for social services—
may be singled out for closer scrutiny.
Bogoev and Petrovié¢ point out that.the
1957 Resolution of the Fedeéral Assembly
on public expenditure and collectivé con-
sumption which together comprise ‘‘gen-

eral consumption” in Yugoslav'terminol- -

ogy ‘as- distinct- from- privately ‘financed
consumption) demanded that such ex-
~ penditure be tied to the economic po-
" tentials of .the ‘area in question (Bogoev,
1964, p. 179; Petrovi¢, 1968, p. 57). Later
the new- constitution insisted on the prin-
ciple of work performed as one of the tax-
ation criteria to be applied to revenues of
socio—political units. Tax laws interpreted
these two principles to mean that taxes
should be collected in proportion to per-
sonal income. For this reason the propor-
tional payroll tax gained in importance
until after 1964 it became the only tax

paid by the enterprises. Since collective -

consumption is a kind of pgrsonal con-
sumption collectively financed, it seemed
just and proper to link it with personal in-
comes earned in a particular territory. The
payroll tax was made even more attractive
when it was arranged that it be paid into

' the budget of the commune where people

lived and not where they worked or where

ihe enterprise head office was located. It is

only recently that the short-comings of
the payroll tax and the fallacy in the rea-
soning by which it was introduced have
~ begun to be discussed. : ‘

Let me close this section by a brief re-

view of the main activities of a commune,

What communes do is best seen from a

. breakdown’ of budgetary expendltures as

shown in Table 14.

. Public utﬂitles, edvcatlon infrastruc-
tural investment and pubhc administra-
tlon are activities controlled by the com-
‘mune more than by elther republics or

"federatlon Bogoev points out. that the

communal share in total budgetary ex-

- penditures is one of the highest in the

world: (29-35 ‘percent or 50 percerit. with-
out defense in Yugoslavia as. against 30
percent in Western Germany, 25 percent
in Switzerland, 22 percént in Austria and

' ~ 20 percent or 35 percent without defense

in the USA) (1964, p. 329) Whether this
share has reached the upper hmlt remains

" to be seen.

" Fiscal Policy: T add this sectlon for the

sake of completeness. Biit it might as well

have been . omitted. Strange as ‘it may
sound, there. is no ﬁscal policy in Yugo—
slavia. In fact this is quite consistent with
the behef in the absence—or with the

- ignorance of the presence———of busmess

cycles. ~ :o.
‘Fiscal pohcy can affect aggregate de-

. mand via the revenue or the’ e;xpendlture
551de of the. budget The revenue side, tax-
atior, has been recogmred asa legltlmate

- tool of fiscal’ pohcy in theory and is some-

" times used in practice. Producers’ turh-

- _over tax has been occas1onally used to af-

‘8V’7 .

fect the general level of prices in order to .

-absorb excessive purchasi ng-power. Other-

wise numerous tax changes have been
made in order to affect individual prices or

-to increase’ the discretionary power of en-

terprises over their incomes and have not
been intended to affect aggregate demand.

To a certain extent selective turnaver tax .-

reductions .have occasmnally had pr1ce
stabilization effects. :

- The federal: government occasionally ‘
ran a substantial deficit in recession years,
as for instance in 1962 and’1965. But that-
Was purely. accidental, a ' consequence of:
the combined effects of tax reforms and
the lack of revenues. Texthooks on publi¢
ﬁnance, written invariably by people with
training in law, keep on Teminding stu-
dents . of the-time-honored principle of:
sound finance: the balanced budget. And -

“since governments on ‘4ll levels were not
~ too scrupulous in their spending practlces,

insisting ' on, balancing the budget was
quite ]ustrﬁed Bogoev pomts out that the

‘budget has always been balaficed when

presented to the Federal Assembly for ac-
ceptance and that only in itriplementation
would deficits appear. Deficits - have
amounted to 1015 percent of the federal
budget and up to 5 percent of repubhcan

“and communal budgets, but have beér

much larger for extrabudgetary. expendi-
tures (1nvestment social 1nsurance) (Bﬂ
goev, 1966, p 159) , c

TABLE 14 -——BUDGET Ewcpr-:nmrum: m 1966 -

) Total Re ublicsand
" expenditare Federat:on ‘p[;'ovfmces tormrmnes
Total expenditure effected - 100 A58 . 19.4 § 348
. Education . : 100 0.1 215 18.4.
Science and culture = 100 5.3 58.1 36.6
Social welfare and medical care 100 520 116 36.4
Public utilities .. 10D = . 16.2 - 8.8
Public administration .~ . 160 16.7 400 433
National deferise - S 100 '99.7 — .. 03
Infrastructural investment™ 100 ~ 5.3 38.8- - -55.9

‘Source: Turtinovié, 1968, p. 7L.
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The - first “publie deb'rte about’ “fiscal

policy tock p]aee in 1967. At an economic

conference in- Ljubljana Bogoev (1967),

Hanzekovi¢ (1967b) and ]clc1c discussed
the absence of fiscal policy in Yugoslavia
and made various suggestions. Bogoev
quotes the Resolution of the Federal As-
~sembly on Economic Policy in 1967 which

isof great 1mnortance for a labor qmplus -

~economy ( 1969b)

stated that there was excess demand and -

that not only had all budgets to be bal-
anced but also reserves had to be accumu-
lated. As our Figure 1 shows; Yugoslavia
experienced an unusual depression in 1967,
Bogoev also points out that proportional
tax rates levied on payrolls have cycle-
intensifying ‘effects and that the small
. athount of transfer ‘expenditures ‘(unems-
ployment compensation, debt repayment

* subsidies) limits the possibilities of an ef- -

fective anticyclical policy. Tn the post-war
_period the federal government raised three
internal loans (for the First Five Year
Plan, to counteract the effects of the Com-
inform: economic. boycott and to.finance
the rebuilding of Skopje, destroyed by an
earthquake). The sole purpose of these
loans was to transform a part of personal
consumption into investment. Bogoev be-
lieves that the rigidity of the existing fiscal
plurslism may be softencd and an effective
anticyclical use made of appropriately de-
signed federal budgctary subsuhes to other
 budgets. -
" B. Sogkié is the only other economist

who has made written contributions re- -
lated to fiscal policy (1969a). Sogki¢ was’

primarily interested in the expansionary
effects of public warks. 1n his view the
most appropriate objects of increased pub-
lic financing are: housing and communal

VI. bclf—Goucmmcnl Mar/zeland Soczalrsm

- Limitations of space preclude discussion
of two important lines of economic policy,
agricultural policy and regional develop-
ment policy. But there is one permanent

theme of Yugoslav social séience discus-

sion which cannot be neglected: the in-
terrelationship between socialism ° self-

government and market. Recent dlscus—«

sions of this problem will be surveved 111
this concluding chapter.’

I have already discussed “the famlhar ‘

contention- that socialism and ‘markets
(“commodity production”) are incompat-

ible. It was the basis of P. Sweezy’s criti- .
cism - of Yugoslav economic policy as a
“‘gradual transition from soc1allam to cap- |

1tahsm” (1964). Sweezy argues that the

market restricts socialist relations ard
transforms social ownershrp into a sort of
collective ownership. Material 1nccnt1ves:
and market orientation necessarily gen--

erate a profiteering mentality. The evalua-
tion of social uscfuluess by profit is clar-

acteristic of a capitalist system. Gadgetry
and acquisitiveness replace socialist values.-

This sort of criticism is fairly common.
J. Djordjevié argues. in feply that ‘the

undesirable social phenomena are tlie re- -

sult of industrial civilization and not only
the consequence of the market. The aboli-
tion of the market means.a return to
étatism and ‘state property. Self-govern-
ment implies frec disposal of earned income
and, more generally, business autonoriy
which, in turn, implies markets. If this is

- not understood, the alternative is an old

construction, road construction, land re-

claration and irrigation projects, and
power generatlon projects. Such invest-
ment projects are desirable also because of
their very low import content, as was
pointed out by the IES. Soski¢ added that
the; / were also very labor intensive, which

one: the eschatological idea of state rule

‘and the re-cducation of man..‘“Man would

be placed under the tutelage of the state
(or party, or some other mechanism) to-be

- prépared and educated, so that one day he

may become an adult socialist subject”
(1966, p. 96).
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Yugoslav economists are quite unani--

mous in helieving that the market ought

to be ma*om"d]y exploited as a’device of
_economic organization. Philosophers, how-

ever, have their doubts. M. Markovig, a
leadmg phllosopher actively interested in

-economic affairs, believes that initial forms
_ of - workers’ <elf—management cannot he.
achleved without material . .incentives
which inply market competition. -How-

ever, if-exclusive reliance on money rela-
tions became' a-permanent feature of the
society, self~management might gradually
degenerate into :a sort. of capitalist-.co-
operative. Tf the results of work were per-
mariently evaluated in terms of income,
and if the desire to earn as much money.as

_possible became'a permanent and basic in--
terest ‘of a worker, this would. produce a
,personahty type. ot basically- differerit

from: the type produced by a, eap[tahst

" society (1965, p. 70). . ‘ :
~ Referring to Marx, some of my phlloso- :
* pher colleagues declared that socialist com-
“maodity. production was a.contradictio -in.:
adjecto. In Marx’s sense commodity pro- .
. duction 1mpl ics market relationships which -
- result in * commodlty fetishism?’ and vari-.
-ous 'rllenatlon phenomena. I tried to clarify.-
matters in the following way. The familiar
statement that commodity production gen-. .
_erates capltahsm ought to be reversed.
Commodlty production existed in slavery,
feudalism, and capitalism as well as in-
étatism. It clearly did not determine all
these socio-economic systems; on the con- .

trary, it was detérmined by some more
fundamental social relationships and was
shaped by respective social systems. Thus,
for instance, capitalism resulted from pri-

vate ownership, étatism from state owner-
ship. Sixice there are so many types of com-
modlty production, it need not be _surpris- ;-
' ing if we also find socialist commodity pro- . .
~duction.: The elimination of private owner--
ship” does  not ‘necéssarily produce ‘social- .
'1sm a]though it may restrict the role of the'f'

market considerably. I priv ate r)wnerahlp
is replaced by state’ OWIlClSh]p, capitalism
is replaced by étatism and commodity
fetishism hy oflice fetishism. In hoth cases
relations among people are reified, social
inequality preserved, class uploxtatlon
continued, essentially. human _cxistence
made impossible. In socialism socm] owner-
ship makes ‘social capital equally acces-

- sible to dnybody while the authorltal ianism

of a privately managed or a state man-
aged firm is replaced by self-inanagement. '
In this context’the market and planning
are not goals but means. Tf a \xorkmg col-
lective i§ to be really autonomous in eco-
nomic decision-making, the market is in-
dispensable. But planmng contradicts the

‘business autonomy of an enterprise and so

the. choice is between planning and" the
market—says a time-honored fallacy. In
fact social .planning, far from restricting,
enlarges the ‘autonomy of enterprises for
at-least three reasons:'(1) it reduces un-

* certainty: which' is the basic testriction on -
free decision-miaking; (2) it increases the -

rate of growth, the market cxpands and so.
the number ‘of available alternatives in- -
creases; (3) it equalizes business conditions
and so makes the success of a producer less -
dependent on external conditions which he :
cannot control and which are economlcally :

and socially-irrational (Horvat, 1968c). )
. The nature of the relationship between
the market and the plan is a frequently

discussed subject. Plan and market have:
been traditionally contrasted as two sepa- -
rate mechanisms.. But some economists .
try to develop a monistic approach Bak-
ari¢ argues that there can be no contrast-

© ing, that the law of value reigns supreme

and that planning is just one, although the

- most important, element in it (1963, p. 52).

This statement seems to be the reverse of
what I saidin the preceding paragraph and

in the section-on decentralization, but the
. contradiction is more. apparent than real.

What Bakanc tr1es to do is to combat the w
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voluntarism of étatist planning -and to
show that there is an -objectively given,

[ramework  within  which . planners a1+,

oblige:d 1o move. Maksimovié understou:
this statement to mean too much laisses—
© faire 'to'khis taste. He criticizes the inconsis-
tencies of the officially proclaimed economic
- pelicy and warns that an insufficiently con-

trolled market causes damage to individ- -

uals (negation of distribution according
to work), and ‘1o -enterprises (different
business co'n‘diti.on"s in various industries)
as well as to the society al large (less than
optimal production). All this tends to.
generate an ideology which maintains that

socialism is .not economically superior to -

organized capitalism, that inequality and
exploitation are products of human nature
and cannot be eliminated (1964).

- D MiSi¢ sees the shortcomings of scli-
management,-as it exists today in Yugo-

slavia, primarily in the fact that itis con-

fined to the enterptise. Investment re-
sources arc not allocated rationally; in the
present situation self-management and
planning contiradict each other, the socialist
distribution principle is negated and there
is a tendency for group ownership to arise.
~ As a result a laissés—faire approach is ex-

tolled. Migi¢ suggests that the sell-man- -
agement structure be completed upwards. -

He believes that the integration processes,
which was discussed - in the section on

enterprise, are neither fast enough mor:

quite appropriate. Midi¢ pleads for an
integral system ‘of self-managemecut in
which  co-ordinating self~management
bodies would bhe created on the level of in-
dustries and also regionally, Membership
in such associations - would be obligatory
(1963). - . o L

Migié’s system resembles the system of
Higher Business Associations which ex-
isted in the two—year transitional period
1951-1952. A few years after self-manage-
ment became opetative, the present au-
thor suggested a s_ofnewhat different ap-

v

proach. A careful study of the cconomics

of the oil iridustry showed that there was '
very little to be gained by competition and -

a lot to ‘be achieved by a co-ordinated

policy based on independent and compe-
~ tent research. I suggested that industrics

possesing similar characteristics establish
common but independent economic-tech-
nological research institutes. The institutes”
would prepare alternatives for major policy
decisions. The most acceptible alternative,
perhaps modified in the process; weuld be

chosen by the representatives of enter- -
prises through some sort of self-manage-
ment mechanism. The industrial research
institutes would also serve as  develop- -

ment planning institutions and as such
would co-operate with territorial planning:
bureaus (Horvat, 1962¢, ch. 24).

Self-management- in enterprises is just
oue element in an integral system of social -

self-government. Pusié points out that
such a-system has three basic components:

territorial (various levels of government); -

functional (enterprises and’ instituticns,

i.e., work organizations); and social' (cul--

tural, religious and other associations of

individuals). Pusi¢ is mostly concerned -
with the first component. He is thus the

first among Yugoslav authors to study

systematically the problem. of the withcr-'
ing away of the state—generally consid-"
ered utopian outside Yugoslavia. The state

will wither away when government -over
individuals is replaced by the management
of things. Engels took ‘this famous phrase
over from Saint-Simon. The latter, as well
as other writers of his time, maintained
that public administration was exclusively
an instrument of power but that it was

otherwise unimportant for the life of a na-

tion. Marx and Engles argued with the first

part of the statement, but regardedpubli@ '
administration as very important. Later
an important duality appeared: public ad--

ministration was no longer exclusively an
instrument of power, but was also en-

trusted with various socially necessary
activities: education, medical care, social
~welfare etc,, basically differ from defense.

- police and judiciary. The monopoly i

physical power might occasionally be use-
ful is not at- all necessary when ‘social
sérvices are cohcerned. In socialism public

‘administration without  state political -

power becomes thé question. of the day. In

other words, systematic planning and co-

ordination of social services does not pre-
suppose any longer the existence of a com.-
manding center such as is political power
(Pusi¢, 1968). The interest unions and the

- quasi~market, discussed in the section on

institutional' framework, represent an at-

tempt to move in this direction.
Self-government is not g purely eco-

;. homic phenomenon,” While econoniists are,
~ naturally enough, primarily interested in
. economic’ aspects, other social ‘scientists
~ explore additional dimensjons, Lj. Tadié,
~ the political scientist, points out that

Yugoslav - self-government ~socialism s
mostly confined to the economic sphere. Tt

- has "been developed on the micro level
- without a totresponding reflection on-the

macto level,” that ‘of the global society
(Simpozij, 1969, p. 55). S. Stojanovi¢, the
philosopher, maintains that without faster
political democtatization it is impossible to

~create self-government on higher . levels

of social organization (Simposzij, 1969, P.

34). R. Supek, the sociologist, - explains

that political pluralism does not mean a
multi-party system which can. also be

' bureaucraticized. In a self-government

setting political pluralism means direct
control of various centers of power. How
this is to be achieved is an open problem.

-Supek expects'a certain duality of power to

develop at first, a combination of classical
representative democracy and self-govern-
ment. * T '

Evidently, self-government is .not a
closed and complete system. Many ques-

- tions are still open,"many problems unre-

9L

solved. The Yugoslav social laboratory js
h()und to be active for some time to come.
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