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ECONOMIC ANALYSIS AND WORKERS’

THE POSSIBILITIES AND LIMITS OF WORKERS'
ENTREPRENEURSHIP IN CAPITALIST ECONOMIES

Nicos ZAFIRIS*

INTRODUCTION

Despite many references to "workers’ emtrepreneurship”, academic
debate on the economics of selfimanagement in the last twenty years
has, for the most part, eschewed a direct analysis of the precise content
of the concept. This is perhaps mot surprising in view of the continuing
absence of a generally agreed upon interpretation of "entrepreneurship”
in the mainstream of economic theory. Economists have tended to
bypass the problem in the formal analysis of the firm, and formal
models of the laboursmanaged fimm have also temded not to be ac-
companied by wery explicit analyses of the nmiderlying wisions of the
character of entrepreneurship.

Among the few creditable exceptions have been Dubraveié with two
publications (1970 & 1979) and Howvat {esp 1964, 1967, 1976 and 1977),
which ddé attempt to come tof grips ~vith some of the central dssues
involved. Tt seems possible, nevertheless, 1o improve on these authors’
analysis and indeed necessary to disagree with them on 2 number of
points. The pumpose of .this paper will thus be to revisit the concept of
entrepreneunship dn the context of the labour-managed finm. Dubrav-
¢ié’s treatment will be used as our main point of depanture. We shall
‘examine dn particular how far workers can act "entrepreneurially” in
capitalist economies in view of Dubrawii¢'s distinction between "short-
sterm’’ and "long-term entemprensurship”.

EVOLUTION OF THE
CONCEPT OF ENTREPRENEURSHIP

Asis well known, the two main attempts 1o dmtenpret the wole of the
entrepreneur this century are due to Kmight (1919) and Schumpeter
(1934).

* Polytechnic of North London and London School of Economiics. The
author wishes {o thank two anonymous referees for helpful suggestions.
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We shall not attempt here to review at an t : i
positions of these two main protagonists or ﬁmdt}:,ecllertl)%hatm;}]gfrg?f ec;:rttl?g;
contributors in the field. It will suffice to remind that, whereas Schum-
peter re-garded. entrepreneanship essentiatly as "innovative activity”, for
Knight it ccmsmte:.d in the responsible direction of economic activdt’ in
generai. Qon’tracfmg agreements with input suppliers and guarrantezinv
them a fixed remuneration was for Knight the most essential as ecz
of entrepreneurship, the entrepreneur himself being entitled top an
uncertain residual income (profit). Entrepreneurship was then ver
closely linked by Knight to the bearing of uncertainty or uninrsura-bl)el
risk. For Sc}.l-urr.vpeter, on the other hand, the bearer of uncertainty
was the capitalist, as opposed to the innovator, although the two
coul?t, 9f course, coincide in the same person.

is n’o't an altogether straightforward task to captu i
essence of either Schumpeter’s or Knight's inltenpretabi(}ils l;ef gﬁgnpt?;
neurship am_i to conwincingly pin down the differences between them
It seems fair to observe, however, that both thinkers recognize -thf;
dual _(u. e. mixed) character of the entrepreneurial phenomenon, havin
seen it ponh in terms of unceptainty-beaning and in terms of a’specilfii
economic activity. The difference was partly one of emphasis (Kmight
emphasu'zed I.nuch more the uncertainty-beaning dimension) and pan?taly
one of identification of the type of economic activity characteristic of
ﬂle enﬁer.pr‘esneur {innovation for Schumpeter, gemeral direction and
input organization for Kmight),! But in emphasizing sisk-beaning, Knight
was also rather more careful not to ingore the link with carpital, supply.
Without capital ownership, it is difficult for the entrepreneur to offer
an aTdequakte guarantee of fulfilling contractual obligations.

Two more extremely important contributions b
Alchian and Demsetz. (1972), examining the “manureyoxg ?;}11566 néx:lriiz) :.11;2
emph?!smed further key aspects of the entrepreneur’s role as a tsp»'eoia;l\i-
zed k_md_of economic activity or function. Stressing the costminimizing
swbstmtuﬁqn of authority for market transactions between the entrepre-
neur and input _su:p.plﬁers within the firm (Coase) and the surplus<maxi-
mizing monitoring of imput penformance in teamwork situations (Al-
chian & _Damsetz), both these contwibutions treated the firm primarily
as a :gle\rxce for the achievement of efficiency dn conditions of essential
certamt,y. The firm's character as an institutional form to cope with
m1_certa'mty and the entrepreneur's corresponding role as the uncer-
tainty-bearing agent was somewhat memoved from the centre of the
stage by both Coase and Alchian and Demsefz. But to the extent that
the entrepreneur's residual position was still recognized, the dual na-
ture of entrepreneurship was, ultimately, upheld by these authors, too.
. In any case, as already suggested, these differences of emphasis
did not aﬁftj,ct the development of the basic formalization of the firm
In neo-classical theory. As we have seen, notwithstanding the different

' Horvat (1976) points out, rathe: i
£ 76) P , 1 aptly, that while Knfight stresses the
?}n?scc}};iggguaﬁd gles:;i\;i' grcl)tlae ]%f ght% er%treﬁ{ﬁneur, Schumpgler emphassizes
S ac : . Bu e fact that profits ma; holt
In part, to someone other than the direcio. b - entrepremeur
e r—or innovator—entre y
does reduce considerably the appeal of both Knight and Schumpeter?reneul
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 nuances, there was always fundamental agreement among economists

about the dual essence of entrepreneurship as organization of econo-
mic aotivity with an uncertain outcome The entrepreneur of the neo-
olassical finm emerged then as a maximizer of a residual magnitude
(profit). But whatever the economists’ understanding, the formal model
itself suppressed nisk-bearing in two ways. Firstly, it represented the
maximization exercise as one conducted under certainty, i.e., on the
assumption of perfect snformatiofi about demand and cost conditions.
Secondly, it divorced completely the beaning of risk from input supply
by defining the residual to be maximized as net of the (explicit or op-
portunity) costs of dll the impubs., Tt,divoroed i, in particular, firom the
supply of capital, treating capital on a par with labour in all essential
respeots. It -thus completely demoted the role of the capitalist in the
firm. vThe' maodel substituted, “in effect, entrepreneurship as a third
factor quite distinct from labour or capital.

The neoclassical model of the finm represents, thus, something of
a reireat into mystique. One may conjeoture that the widespread ac-
ceptance of the model was “due to the amalytical convenience gained
by treating capital and labour symmetrically cather than to the inherent
merits of the idea of entrepreneurship as thixd factor of production.
The firm could be treated conveniently as a "black box” transforming
imputs dnto outpubs. Altennative visions of exactly what went on inside
the box were received as interesting pieces of philosophical speculation
but without immediate relevance for modelling the firm.

“The model was to be affected, however, by important developments
which were taking place on the institutional front in the meantime.
The modenn conporation, growing very large, was tending to separate
the direction of economic activity from the beaning of risk. Direction,
whether conceived in general terms or as innovation, economizing on
transactions or monitoring teamwork has come, almost exclusively,
within - the province of the "managers” while the vast bulk of the
(Financial) nisks have come to rest on the shoulders of the shareholders.
The applicability of the .dual concept of entrepreneurship avas seen
inoreasingly to be limited to relatively small firms. In relation to the
large business sector, where "geparation of ownenship from control”
was becoming the novm, it now appeared more realistic to designate
either the mamagers or the shareholders (but not both) as the entrepre-
TIers. T

Alternative models were invented then distinguishing sharply bet-
.veen managerial and ownership interests and objectives. "Managerial
utility”, hinging om such matters as growth or sales maximization,
largely displaced profit from the centre of the pioture and relegated
its pursuit to the status of a constraint on management. Theory thus
came to increasingly reflect the diminishing influence of "ownership”
in the corporation once "control” had effectively been taken away
from it. Yot the break was still not a fundamental one; the new models
continued to suppress ithe uncentainty factor and to define the resi-
dual (profit) met of all input costs, thus refusing to assign any spec.al
role, in terms of risk-beaning, to input suppliers, notably the suppliers
of capital.
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ENTREPRENBURSHIP IN SELF - MANAGEMENT.
THE ILLYRIAN MODEL

It is against these theoretical and historical developments that the
recent resurgence of interest in the economics of selfmanagement has
oocurred. The mew lllynian vision of the avornkers' co-operative economy
has emerged with its distinotive édeology and a distinctive analytical
framework, the essentials of which are traceable mainly to Ward (1958)
and Vanck (1970).

Self-mamagement is now understood, primarily as Iabour mamage-
ment where the night to mamagement or control is mo longer founded
on ownership of capital assets but on active involvement in production.
But as well as managing the firm, workers also bear risks in that la-
bour incomes are residual after the deduction of contractual obliga-
tions to suppliers of ithe wther inputs. Thus, both on the ariterion of
management and on that of nisk-bearing, the co-operative workers must
be regarded as the entrepreneurs. .

The formal model which has been developed to represent the new
vision based, as is well known, on the maximization of net income per
mam, also departs considerably from the model of the neoclassical firm
because the "residual net income” is identical with labour's income ac-
cruing after the deduction of all mon-labour (notably capital) costs. The
residual dés then attnibuted entirely to mhe labour inmput rather than to
the mysterious entrepreneumial dnput of meoclassical theory. Labour
can thus be, and is described as, the entrepreneumial input, To the ex-
tent that labour hires capital in the co-operative wonld, a reversal of
the usual opposite sequence is also sometimes spoken of. But the for-
mal analogy is not complete since capital is not fundamentally regar-
ded as the entrepreneunial input in the neoclassical firm, Stricfly, it
is the third factor rather than oapital that plays this role. But the ex-
ipectation must presumably still be, in terms of the meodlassical model,
that the third factor will be provided by the capitalist who hires labour
in the usnal way.

It can hardly be disputed that the development of the Illyrian
ideology and framework of analysis has opened up an exciting new
avenue of thought. The fonmal model in parbicular has marked a solid
avance in dispensing with the mystigue of the "third” entrepreneunial
factor. But mejeotion of meoclassical entrepreneunship thas given ise
t0 some new problems to which we now turn.

Among the various works on the laboursmanaged firm put forward
in the Illyrian spinit and efifectively in opposition to the meoclassical
one, we can panticularly distinguish Dubravéié (1970), -who typifies
most explicitly, perhaps, the underlying view of entrepreneurship.

Dubravéié (1970) considers entnepreneurship to rest squarely on the
supply of a real productive factor. d.e., Jabour, ander nisk. "It is assu-
med that the function of entrepreneurial control is confined to a group
of people who supply a ceptain input to enterprises. There are two
possible co-operative entrepreneurial inputs, dabour and capital, and
one of them must be chiosen to fonm the institutional basis of the ac-
tivity of entrepreneunial control”. In the producers’ co-operative which

s
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is charactenized by the use of labour as en‘tregreneuria:l imput as well“as
in its opposite, the capitalist finm, "the suppliers of the enbrepleneuuz}l
input will have to control the management So as to safeguamd itheir
economic interests... Inasmuch as met revenue can be negam_:ve, the
suppliers, performing the function of emt"-ra}’)rfineumaﬂ contpp‘l, will have
1o share the wisks”. It is then argued that “since the funciion .of -en;t-re-
preneurial control is assumed to be inseparable and actually indisting-
uishable from the funciion of supplying bhsa ~ent1:epreneumaﬂ mpp.ut cen
the rewards of any member of the co-operative vy.rhl, :Xze proportional to
the amount of entreprenelirial input that he supplies”? )
Although this vieW of the matter seems 1o ElIIl‘P'halS.KZe the function
of entrepreneurial control, it must also, in stressing anput supply on
residual tenms; have considerable appeal to al! those who, like the pre-
sent writér; féél uncomfortable about the relative megleat of uncertal_nty
in the meodlassical model of the finm. For.-wh'ehher one regands :rLs).\-
beaming, or direction (management or cngzuqnzashon) as the morc? impor-
tant of the two dimensions of the dual view of enﬁrel?;renemshlp,lm
must in any case be recognized that one cannot bear risk unless one
supplies an input under risk @.e., on ‘remdual terms). tl‘he view propo-
sed is, ultimately, not inconsistent with the dual notion of en“trlepre-
neurship referred to eatlier as well, to the extent that the actual m}i;‘
nagement of the firm by its tabour force, apart from constmurtlljng 'tk
fundamental principle of pmdu?er\s’ cooper;ﬁ;m(;nznsures that the risk-
- ing is also the directing or mana . )
bear}‘;l;z f;::;o :nlasy‘ still feel somewhat uneasy about cerfamn aspects 0C£1~
this conceptual scheme. Firstly, it seems exsf:sswely strong to regar
the Funoction of "entrepreneurial control” as unsﬂepa::&ble and indisting-
uishable” from the supply of the entrepreneurial wnput. S'e'c:?ncmy, 31;
seems mecessary to specify what is meant by antrapreneumz}l ’c,ontrg
and, particulanly, whether the tenm IS meam.n as a synonym for ma:;n -
gement”s If that is so, it can be readily objected 'that gxanggemen-t 1-
der modern conditions need mot, of course, comcu}e with input su;pip y
under misk, as is amply demonstrated by the expernience ‘of: m‘oder_.n ;ﬂar—
ge corporation. The factor of size can be expected to lead -t? simfi aE
Jifferentiation in co-operatives as well, as Between the majoxity ﬂo
orlkers on the one hand and a much smaller managenial ft.ean;) Oﬁ:i“l he
other. Another possibility would, of course, be to “(iLSimngumsh tcl*, Iec.an
"management” itself and "control of man-agamen*g regardx_ng, hat s,
the comtrol of the managerial team rather thfa;n direot part_lchpahon 11’1'1
the tasks of management as the essence of exntrap«reneurmz}l comt}fo .
According to this view, the wionker-entrepreneurs ‘hhen enjoy lm.gel}é
the same (effective or timefifective) powers gf con-n:ol over_~mana%?néz§
as the shareholders in a capitalist conpom-.inon. It is only_ m sp‘q'?'-s g
conditions that it may be pemmissible to ignore these diffioulties. B.ui
oven if entrepreneurial control could be identified with .erntrepreneuiula
input supply, it seems questionable fo the present wm‘ter‘ w&getherThli
bearing of the risk can be tied exolu_swely to +the supply of Jabour. ”a
is to say, it makes dubjous sense, 1n general, to regard labour as the

2 Dubravéié (1970)



.330 NICOS ZAFIRIS

only entreprepreneurial input. It is true that in co-operative conditions
labour may be the only residually remunerated input, capital enjoying
a contractually fixed return. But even so, labour cam surely not be
regarded as the only risk-bearing inpuf. For even if the residual expe-
oted retunns to Jabour cam by themselves provide a big enough oushion
against the nisk of income loss by capital suppliers, they will not ge-
nerally be adequate to guarantee them against @ capital loss. And it is
the latter risk, of course, that is quantitatively the larger, its size in-
creasing with the degree of capital intensiveness appropriate to the
partioular finm or industry.?

But this §s the general area of uncertainty in which fonmal models,
not only of the co-operative firm but also of the neoclassical one appear
partioularlly deficient. For umiike, e.g, Knight and Schumpeter who
olearly recognized the special role of capital or the capitalist as a risk-
“beaning factor, modern theory tends to treat capital completely analo-
gously to labour, as we have seen. Developments in co-operative theory,
speaking of a reversal of the usual roles of labour amd capital under
Jabour management, can now be seen also to have suppressed the es-
sential asymmetry of the relationship of the two inputs and to have
prevented a olear recognition of the fact that most financial nisk tends
to be, ultimately, one of capital loss, If capital and labour are supplied
by the same person or group, there is no problem in identifying the
risk-bearer but it must be recognized that the risk is borne mainly by
virtue of capital rather than Jabour supply. If, on the other hand, the
two dnputs are supplied by different persons or groups, there s, in the
co-operative setting, some danger of confusion in the identification of
the efffective nisk-bearer. For even if Jabour has a residual claim on in-
come, as opposed to capital’s contractual one, the lender or financier
will still bear most of the risk, to the extent that residual labour
incomes represent inadequate insurance against the main misk of capital
loss. And these considerations must also cast doubt on the msefulness
of the very concept of the entrepreneunial input defined exclusively in
tenms of residual remuneration. For the peouliarities of the residual
position do not seem to capture all the relevant dimensions of financial
risk-bearing.

We shall not attempt here to elaborate any fuwther the argument
of the last two paragraphs. But it will be important to note that the
formal Tllyrian model can be seen to suffer from some of the same
defects as the meoclassical one, once ifis logical foundations are closely
examined. In particular, both of the simple formal models completely
suppress considerations of uncertaimty’ Outside the realm of simple

* Labour is mot, of course, under amny equivalent xisk since, amiike
capital, labour power cannot be wholly destroyed and the same labour can
be employed elsewhere. Job loss is nevertheless unsettling and may actually
be translatable as a capital loss as well if alternative employment opportu-
naties over the workers’s horizon are inferior.

* A more nigorous statement of the relevant priinciples will hoperfully be
the subject of a future paper.

* The present author has, however, attempted a simple reformulation of

the fimm's maximization problem pantly incorporating these arguments, See
Za:f.ms (1977). :
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foumalization, economists have, of course, been aware of the general
nature of the problem, including both Khight and Schumpeter, as we
have seen. We shall conclude this section by referring the reader to a
more Tecent contribution by Wiles (1977, Ch. 13) to this particular dis-
oussion in the context of real-world selfaanagement. Wiles emphasizes
the special role of capital in risk-bearing by observing that capital
must, in any system, be chronologically prior to labour. That is, the
founders in entenprises must bear some risk before the workers.

PO WS
ALTERNATIVE,GONGEPTS OF ENTREPRENEURSHIP
wNING SELF-MANAGEMENT

As was the, bg}‘lse with the mainstream theory of the fimm, the discus-
sion of entrepreneurship in the labour-managed finm has also proceeded
largely independently of the Illynian formal model. The discussion has
been influenced in jparticular by the experience of selfmanagement in
Yugoslavia, but also by suggestions for refonms to promote workers’
co-operation in advanced Western economies and indeed also im less-
-developed ones. Among the most worthwhile contmibutions which rath-
er break away from the Mlyrian framework ave can single out parti-
cularly Horvat (1964, 1967, 1976 and 1977) and, as indicated in the.
beginning, Dubravdié (1979). Of these, Honvat's theoretical contnibution
is the more firmly based on Yugoslav expemience and actually includes
an alternative formmulation of the maximization problem of the labour-
-managed firm, as is well known.f But Horvat also provides an interest-
ing analysis of the meaning of enfrepreneurship in a socialist econg-
my such as Yugoslavia. Dubravdi¢ (1979), on the other hand, deals
more directly with the problem which concerns us here, i. e., workers’
entrepreneurship in capitalism. We propose, therefore, to consider Hor-
vat's contnibartion briefly and then to concenfrate om the second paper
by Dubravéid, D

Hopvat (1964) seems to visualize a Schumpeteriantype mechanism
of continual “creative destmuction” operating in the soocialist economy
through the medium of (collective) workers’ entrepreneurship. The key
difference under socialism, however, is that capital is socially owned
and thus "accessible to every entrepreneur, after paying the price -for
its use (interest)”. Horvat further suggests that "there is no necessity
for the total amount of gross profit achieved by particular collectives
to be appropriated by them as well... Gross profits break into two
parts: net profits which, as a reward to members of the kolektiv, are
used to induce the supply of the productive factor entrepreneurship
and the remaining, if any, which by its very nature represents rent and,
as such, is taxed away’7 Analogously, the commune intervenes to sub-
sidize “superlosses” as it taxes away "superprofits’, the limits to both
being "social".

Horvat's vision seems to dean towards a fundamentally Schumpe-
tenian concept of entrepreneurship, primarily involving innovation. He

¢ See Horvat (1967) in particular.
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suggests later that: "analytically, the arrangement establishes a separa-
te factor of production whose price is profit”.? The argument is repeat-
ed dn Horvat (1976), where it is stated that "he basic dngredient of
entrepreneunial decision-malking is a constant stream of imnovations”.
Horvat (1976) also amplifies his analysis of the division of income bet-
ween labour incomes and "rents”. Labour incomes are seen as the re-
ward for "direct”, "individual” labour which must not vary from in-
dustry to industry, in line with the basic socialist primociple of “disti-
bution according to work"”. Nondabour income in the economy consists
of vanious iypes of “rent". In Horvat's scheme that can take ithe fonm
of urban, mining, "technological”, etc., yent and even dnterest can be
treated as a speaial kind of capital rent. It is reiterated that rents must
be taxed and not distyibuted as personal incomes.

What is left somewhat unclear in this scheme is precisely what
constitutes profit as the price of enterpreneurship and as opposed to
interest which is the price of capital. The question is perliaps of limit-
ed significance for Horvat since the intention #s to :tax both away. Entre-
prencurship, unlike "direct” labour, requires "social” rather than "indivi-
dual” rewards and "equal business conditions” must be established
throughout the economy. But the present wmiter, for one, would see
considerable motivational problems in an arrangement which ruled
out individual appropuiation of the rewards of entrepreneurial activity,
under any reasonable definition of the tenm. That may, of course, be no
more than the consequence of his own habitual Westerntype way of
thinking and Horvat does put forward the principle of "distribution
according Mo need” as a necessary supplement of ‘the basic socialist
one. But if it were desired to allow some appropiiation of "profit”
by the entrepreneuriallyacting collectives, the problems of its identifi-
catiion and measurement would need to be faced.

Horpvat is aware, of course, that the guestion of optimumn pricing
of entrepreneurship and of capital is an open one in welfare econo-
mics.® We may add that the problem is largely unresolved also in terms
of positive economios and that Horvat's own treatment also leaves it
relatively open in the context of his own scheme of the socialist econo-
my. It will be our argument that the diffioulty of separating entrepre-
neurial income firom capital (and labour) ones is fundamentally due to
the diffioulty involved in identifying the corresponding factors them-
selves. It is a difficulty that seems to have been experienced by other
authors as well, who argue for a separvation of entrepreneunial activity
from the supply of capital (or labour). Among these, we can mention
Bajt (1978) and Dubravdié (1979), to whom we must now turn.

Dubravéié¢ (1979) does represent a significant depanture from Du-
bravgi¢ (1970) in certain essential respects, as we shall see. He must
not, however, be acoused of inconsistency as he seems to be putting
forward the second wariant of entrepreneurship as an alternative to
(and effectively in replacement of) the first.

** Horvat (1964).
% See Horvat (1976).
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As in Dubrawvdié (1970), entreprencurship, here too, is "cleanly re-

. lated to a combinative econamic activity with an uncertain outcome”.!!

But unlike the earler version of the concept, entrepreneurship is now
detached firom dnput supply as such. Dubravéi¢ (1979) is emphatic about
the need to agree on the proposifion that, in partioular, "the entrepre-
neurtial function must be separated from the supply of capital”.? And
while recognizing that this has generally proved impossible to put into
effect, historically, in any economy, capitalist or socialist, Dubravdié
poinisto Yugoslavia as the exception to the rule and the one real-world
instance . where this separation has been achieved, The second propos-
itfon on wihich he calls for agreament is the old one "that the entrepre-
neunial activity can be entiusted to labour suppliers — and that the
transfer is desirable”.”® Indeed, in his proposed reform setup the wor-
kets carry out most of the organizational tasks of the entrepreneur.
But they are not, any imore, the entrepreneurs by virtue of supplying
their labour but as a result of a specific institutional avrangement as-
signing to them most of the actual management of the finm.

The criticism here is, precisely, that we cannot, in view of our
argument in the earlier seotion, accept Dubravdié’s basic proposition
of separation of entrepreneurship from capital (and more generally
input) supply. For we would be reducing the concept to mean manag-
ement alone, and would be separating it from risk-beaning. We would
then be guilty, effectively, of the same suppression of the risk factor
as the formal model OF the neodlassical firm. As long as the presence
of uncertainty can be rTegarded as a crucial aspect of economic reality
in a market system, any attempt to define entrepreneurship indepen-
dently of nisk-beaming mmust be resisted. The link between entreprene-
unship and risk-bearing dis so fizmly established in economic philosophy
that breaking it would fundamentally rob the concept of entrepreneur-
ship of much of its generally-agreed meaning. It would then be questi-
onable, in fact, whether the term shouldd continue to be used at all. A
concept. of enterpreneurship, emasculated in this way to be almost
synonymous with management, would be superfluous or else conflusing,
or both, ’

We have already mentioned the diffioulties of separating entre-
preneunial incomes from capital or labour ones. But if the distinction
of the functions is clear in principle, we may ask why it should not be
possible to impute appropriate parts of the finm's income to each one.
In contrast, the line of argument which does relate entrepreneurship
to miskibearing and dnput (particulanly capital) supply seems to accord
more readily with the real-world experience of input returns actually
varying with the amount of nisk borne. For one can identlify and mea-
sure a wide variety of "risk premia” attaching to ocapital and labour
and differentiating the returns earned by these factors according to the
nisk characteristics of their employment in panticular finms, We are
proceeding here in the weverse sequence, i. e, from an identification
of factor returns to an identification of the factor services. It should

¥ Dubravéid (1970)
3 Dybraveéié (1979)
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city. But the conventional distinotion is itself not a straightfiorward one,
despite its widespread — and indiscriminate — use by economists. It
may not be inappropriate, therefore, to digress briefly to look at eco-
momic theory's common distinction between the short and the long ran.

There seem to be two main problems with the traditional distincti-
on. Firstly, the question may be asked why one 'should necessanily treat
capital rather than labour as "the fixed factor”. Horvat (1979) raises
this question most cogently, and relevantly, in relation to selfmanage-
ment in particular, where stability of employment can be expected, rea-
listically, to be a weighty consideration.

Secondly, the guestion of whether capital can be varied or not can-
mot always be regarded as an objeotively detemnmined faot over avhich
the decisionsmaker has no conirol. In a lange oumber of circumstances
it would surely be more useful to visnalize it as a matter of decision
for the entrepreneur, whether or not to renew or expand the capital

- stodk and by how much. Capital can, afiter ali, be allowed to wun down
and some machines can be sold fairly quickly and without too much
of a Joss. The entrepreneur can decide then, to a large extent, whether
a "short run” or a "long run” decision is appropriate.l?

This second difficulty is particularly apparent in Dubravéid's sche-
me. For in his terms, the finm is either in "STE conditions” or in "LTE
conditions”. But if that is a matter of choice we may ask whose choice
it would be in Dubravéié’s scheme, in which different groups are in
charge of different "runs"”. It may be necessary #o specify some sort.of
arbitration mechanism to assign authonity, in cases of doubt, to the
workers or ito -the suppliers of the capital. Devising a mutually-acceptab-
le mechanism for this might not, of course, be easy.

In any case, as already suggested, amy sharp distinction between
short and long muns appears unduly restrictive. It is particularly harm-
ful for Dubravdéié' shaming mroposal. For even if we could separate
olearly short run from long nun types of decisions so that these could
be entrusted to different groups, there would still be an overlap in terms
of the effects of the respective decisions. Workers' actions (or inaction)
taken within their area of authority would inevitably have consequences
for the finm’s longerterm prospects and thus for the interests of the
suppliers of the capital. The workers' short-mun management could en-
hance or undenmine the long<term viabiiity of the finm and the expec-
tation must be, in any case, that it would be sub-optimal, to a greater
or lesser degree, from the point of view of the capital interests invol-
ved. The same applies, of course, and probably a fortiori’in connection
with the possible consequences for the workers of the long-tenm decisi-
ons made by the suppliers of the capital. For the longmun type decisions
of LTE must be reganrded as the more important ones and would seve-
rely ciroumscribe the workers’ ability to seak optimality for themselves
in the exercise of their STE. Dubrawvdi¢ appears to be aware of these

¥ Tt is perhaps more fruitful in general to think in terms of partial vs.
total)adaptahon decisions rather than short-run vs. longrun ones. See Wiles

(1963
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difficulties and suggests that it would be necessary for each group to
have some say in the other's primary area of jurisdiction.

The mechanism proposed for specifying the respective areas of
authority essentially works through "contracts” between the respective
groups. There is no Teason, in principle, why such cont-nact-s. should not
be feasible. In practice these would have to be, of dourse, fairly detailed
documents setting out as many possible types of decisions as might be
foreseen and the division of authority among the vanious inierest groups
for each one. Even then, obviously, there might be gaps in the specifi-
cation and, as already hinted, some stipulation concerning "residual”
jurisdiction would probably be needed. )

More imporbantly, however, the entreprene.m?}np-shar‘ing contracts
which might actually be concluded in firee negotiations between workers
and capitalists might not devolve anthority to workers a'lf)ng the STE/
JLTE lines envisaged by. Dubravéi¢. For an amangement in which wor-
kers have effective control of the vast bulk of "shortterm” decisions
might prove unacceptable to the suppliers of Fhe capital because of the
rigk which even these deoisions might carry, in mnany cases, for the ca-
pital interests. The orucial un derlying factor here is of course the amount
of financial nisk borne in total and its division between the respective
groups. Recalling our argument of the previous sef:tﬁon, most of' the risk
is typically borne by capital. This fact, coupled with thf. essential inter-
connectedness of short-run and longrun decisions (which we have also
discussed in-this section), results in the usual arrangement of undivided
management wights vested in the capitalists. The workers might attempt
to shift the balance and purchase some of those rights. But the odds
are that they would generally be unable to compensate the capitatists
suffficiently to effect more than a marginal change. For as fhey would
not be able to offer enough secuxity for the capital invested, they could
only acquire more rights by offiering relatively high premia on rates

of return on the capital (@.e., by including inordinately  heavy "risk pre--

mia”). Obviously, this path couldionly be followed up to a point and
wiould probably soon appear unattractive to the workers. That would,
moreover, be rational behaviour “from their point of‘v'lej\v and would
not imdicate any undue reluctance to take an 're§pm§mbu1ty or Tisk, al-
though such factors may also wonk én the same direciion.

A wvery closely related problem -of ‘the p-mposed'en'tire:prmeurship‘
division is, of course, the demarcation of the respective imcome rights.
But in view, of the difficulties discussed already, it is not surpnising
that it turns out to be rather hard to formulate a clear principle for
the. necessary allocation of the income between "shortmun” and "long-
qun entrepreneurs’. Dubravdic's suggestions on ﬁhl_s point seem very
imprecise. In particular, the "residual long-tenm income” which he
assigns to LTE is not defined so that its difference firom STE's "residual
ourrent income” is left wholly andlear. This is also true of Dubravdic's
disoussion of ithe "power balance” between the parties involved and his
references to "bargaining” considerations.

We may ask why contracts of the type envisaged by Dubravdié and
which, we have agreed, should in prindiple be possible, are not very
common in mature oapitalist economies, if indeed any examples can be
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found at all® One possible explanation is, of course, the present stale
of company law which generally assigns all the residual income/capital
and deaision-making mights to the suppliers of the (equity) capital. But
surely if alternative arrangements were to be dictated by the undenlying
economyics, there would be more of a tendency for companies to be
set up on terms which diversified wway from this general rule, possibly
even cvading present faw in its esseniimls, Still, Dubravéié¢ appears to
expect that the kinds of structures suggested in his proposals may
come about spontanecusly, to some extent, and not cnly in cases of anises
of dhreatened bankruptcy, as has become cammon. But he is thinking,
in addition, in tenms of legislation to intvoduce them and emcourage
their creation.

One is left wwondering, in the final analysis, about the possible long-
“tenm relative importance of three basic forces svhich might be relied
on to help institute and spread entreprenmeurship-sharding arrangements.
These seem to be (1) the firee play of market forces in competitive fac-
tor markets, where risk-bearing is adequately recognized by economic
agents and compeititively remunerated, (2) oollective bargaining action
by workens alerted to the possibility of entrepreneurship-sharing and
pushing for its institution through their trade unions, and (3) state action
fo oreate the legislative framework and encourage the mew system,
possibly with the aid of material incentives and/or some compulsion.

It seems to the present writer, in wiew of the analysis advanced in
this paper, that the prospeots of workers’ shifting towards themselves
much of the total enmtrepreneurial role thiough ifreely-megotiated con-
tracts dn factor marnkets, are very limited. In addition do thelir relative
lack of capital resources, which svould enable them to take on a signi-
ficant part of the capitalist's risk, there is also their traditional reluc-
tance {0 adopt enirepreneurial attituides. The same problem exists, on
a collective scale, with the second possible zoute, ie., via trade union
action. In some adwvanced countries at least unions have been unwiliing
to push for a bigger entrepreneurial role for woikers, concentrating ins-
tead on improving their terms of employment. We are bound then to
consider the third, i.e., the governmental, alternative as the most promi-
sing one for ‘creating the mecessary conditions for entrepreneurship-
-sharing,

In that light, Dubrav&ié’s optimism concerning (additional) sponta-
neous emergence of entrepreuneurship-shaning agreements does not
seem justified. As has already been suggested, such optimism can be
traced back to his generally misleading discussion of entrepreneurship
and, in particular, to his insistence on separating it from capital supply.
And our criticism of Dubravdié on this point must extend to other
advocates of workers' co-operatism as well who have similanly tended
to demote the role of capital supply?

* Dubravéié (1979) points to joint ventures between capitalist and Yugo-
slav self-managed ventures as the nearest example of the proposed system.
# See, for example, P. Jay (1977) insisting that "labour as such... (should
be) the enirepreneur, not labour as a shareholder”. But workers' capital sta-

kes are important in Mondragon, from which he seems to derive much
inspiration,

WORKERS' ENTREPRENEURSHIP IN CAPITALIST ECONOMIES 339

GOVERNMENT ACTION
FOR WORKERS' CONTROL

Tt might seem worthwile, therefore, to attempt to outline briefly
what public action might actually be involved here. The basic alterna-
fives which we can visualize hrave actually been suggested at various
times in one detailed forim or :another and we shall not undertake here
a comprehensive survey of the field, W& hust emphasize, however, that
since, in view of our analysis, the possession of capital is a orucial
precondition for playing the entrepreneurial role, we envisage that a
way will need to' be found in our case for the workers to acquire capi-
tal. For only on that basis will they be able to bear nisk and to negotia-
te a greater share of the entrepreneurship for themselves.

Several alternative (albeit somewhat overlapping) types of public
action suggest themselves. One possible type might involve a straight-
forward redistribution of capital to the workers. In its logically purest
fonm, the idea amounts to capital grants from the state to the workers.
The state could then seek to establish as competitive conditions as pos-
sible in factor markets and let worlkers negotiate entrepreneurship sha-

res with the capitalists: Such a procedure might, however, appear too

radical, not least because of its likely budgetary 'cost, if undertaken on
any large scale. But a somewhat miore covert variant of the same idea
would be extensive government subsidies and/or guarantees for wor-
kers' loans. The budgetary cost of such'a policy might not be much
smaller than than of a policy of capital endowments but the procedure
might be more acceptable in an essentially capitalist economy.

As an alternative to the above type of policy, which would eventu-
ally use the market mechanism, we could, however, imagine one which
might fundamentally work by suppressing it. That would be-the legisla-
tive transfer of impontant decisionmiaking rights from the ocapitalists
to dhe nvorkens in enterprises, possibly coutpled with parallel provisions
re-allocating income rights in favour of the workens as well. That would
effectively be a case of partial .appropriation-cum-transfer of capital as-
sets, rather like the institution of rent controls and temants’ rights. The
bunden of this would fiall entirely on the owhers of the assets rather
than on the population at large, as would have been the case with re-
distributive taxation. To that extent, considerable resistance might be
expected from the group so afifected, and it might be difficult to seaure
sufficient acceptance of the measures for the policy to succeed. But the
experience of the vaguely apalogous case of housing laws suggests that
ihe problem may not be wholly insunmountable in this connection
¢ither.?

A third possible type of public policy in this area is, of course, what
might be described as the decidedly socialist one and should perhaps be
classified as the extreme version of the first. Rather than re-aliocating
initial endowments in capital resources, the government could aotually

2 The consequences of capitalists’ resistance against the scheme would
be rather more farreaching than the landlord's opposition in the housing
example, as any discouragement of investment would be felt much more
quickly in the case of industrial assets.
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socialize a large part (or aven all) of the productive, capital. It could
then grant extensive sanagement/administration rights to the workers
to run the firms. The supplier of the capital or long«texm entrepreneuer
here, that is, would be the state. Presumably the state would be, in that
case, capable of transferning enough "entrepreneurship” to the workers
to make their STE meaningful, to an extent that might not have been
possible under freely negotiated contracts, with capital resources in pri-
vate ownership. We are assuming, of course, a socialist government
which chooses the "decentralized” route and does not opt fior compre-
hensive planning.

Under "socialization”, however, we need not necessarily read ,matio-
nalization” of capital assets. Nationalization tends to imply a distinat
act of expropriation which will probably be either too "revolutionary”
@f undentaken with no or inadequate compensation) or else too costly
(at least dnitially) for the state finances and probably still unacceptable
politically. Rather, refonmers have tended to think in terms of a gradu-
al build-up of "social” capital in the form of share issues to the wor-
kers out of profits (or in proportion to their wages) or, preferably,
through the establishment of colleotive trust funds fimanced in the same
way. The latter are usuaily conceived as not conferring individual and
transferable capital rights on the wonkers and ocan thus fonm the nucle-
us of an ever-expanding social property for the benefit of a variable po-
pulation of working preople® They would, of course, confer voting
vights and, afiter a point, these might become controlling ones to make
a reality of selfimanagement.

We could thus visualize this version of our third (i.e., what we
have called the socialist) alternative as leading smioothly from the in-
troduction of a few apparently harmless reforms to the establishment
of a socialist system where more and more new capital would be inve-
sted as social propenty and whose terminal point might be an ecomo-
my resembling, e.g., present-day Yugoslavia. And although leading to

* socialism, sthe itransition might actually appear less radical than either

of the fiirst two alternatives outlined earlier. After all, enlightened capi-
talists or trade unions might themselves initiate (and in some cases ha-
ve initiated) such "participatory” schemes. The role of the state could
be limited to a minimal legislative or tax encouragement and possibly
not even that. N

Certain reservations must, however, remain. Firstly, it will be re-
cognized that "social property funds” would require a considerable
amount of time before they acquired a significant size. The momentim
of a programme of refonm might not be maintained for as long as wo-
uld be needed. But more importantly, perhaps, we should recognize the
inherent difficulty of building up workers' capital without explicitly ar-
ranging for them to receive, over time, a bigger share of enterprise
income than their labour services can command in the market without
intervention. Without a redistributive transfer involved at some stage
(through tax concessions or otherwise), thre aworkers would effectively

2z

:(.1.97) For an interesting discussion of aliernative schemes, see Horvat
9).
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need to save a greater proportion of their maximum potential income
from the firms than the capitalists for their share of the capital to
grow faster over time. The worker's relatively limited ability to save
could be expeoted to put considerable obstacles in the way of a rapid
buildup of workers’ or "social” capital.

A FINAL PERSPECTIVE

A filnal comment must be made in connection with Dubrav&ic’s ulti
mate vision of "a phase of mature capitalism where the entrepreneuria)
function of capital suppliers would be concentrated in financial institu-
tions leaving industry as the prevalent concemn of labour suppliers’
entrepreneurship”. For this is an interesting wiew of a possible develop.
ment which, some niight argue, can be observed already! That is, it
would not be entirely unreasonable to think of the present system as,
lazgely, one of "portfolios” at the ownership end of industry and "ma-
magers” on the ground, the "entrepreneur” being an oldfashioned perso-
nage who has disappeared from the scene. It is true also, of course,
that a very large number of entrepreneurial decisions concerning the
supply of nisk capital are made by financial institutions. There might
then indeed be a temptation to argue, as suggested earlier, that it is
really not necessary to continue to speak of entrepreneurship at all.
Sticking to old-fashioned concepts is potentially confusing and it might
be better to invent mew ones to descnibe mew phenomena.

There might seam to be something in such a view but we shall not
adopt it. For while capitalists can spread their risks by diversifying
their portfolios, and while investment trust managers can themselves
diversify their holdings of inidustrial shames to spread misk, it is still ne-
cessary for judgement to be exercised to decide the amount of risk to
be undertaken in a partioular venture, to consider or set the tenms of
remuneration to be required in view of that, apd, ultimately, to decide
the total amount of misk to be borne. To make all these judge-
ments, somebody along the line, that is, if not a capitalist directly then
his investment manager or the investment manager of a financial insti-
tution, has to carry out a close scrutiny of a finm requiring risk finan-
ce. The capitalist, or 'whoever acts on his behalf, cannot realistically re-
linquish that role in favour of any group of workens. That would imply,
among other things, an indiscriminate attitude towards all finms requi-
ring risk finance, which would be absurdly unvise both in private and
in socio-economic terms. Entrepreneurship then, understood primarily
as input supply under risk but including the main direction of econo-
mic activity, still seems to be here to stay. Whether we wish to retain
the tenm in contemporary conditions, in view of the relative shortage
nowadays of traditional-style entrepreneurs, is basically a matter of
tenminological preference.
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MOGUCNOSTI I GRANICE RADNICKOG PREDUZETNISTVA
U KAPITALISTICKIM PRIVREDAMA

Nicos ZAFIRIS
Rez ime

Radniéko preduzetnidtvo, a i preduzetni$tvo uopste, neodreden je
i viSesmislen koncept. Odsustvo saglasnosti medu ekonomistima o sa-
driaju ovog termina, marodito dolazi do izraZaja u tekstovima o samo-
upravijanju, $to moZe onemoguditi jasnu i preciznu analizu nekih vaz-
nih ekonomskopolitickih pitanja.

U &lanku se autor samo kratko osvrée na Sumpeterovsku (Schum-
peter) i najtovsku (Knight) tradiciju, dok glavnu paZnju usmerava na
neke novije doprinose ovoj oblasti sadriane u radovima Dubravdiéa i
Horvata, Glavni autorov argument sastoji se uw tvrdnji da postoji zna-
tan jaz izmedu teorijskih rasprava o preduzetnistvu i formalnih
modela preduzeéa. U teorijskim razmatranjima dodule priznaje se
kljuéna uloga podnoSenja rizika kao glavnog konstituenta preduzet-
niSiva, Neizvesnost je, medutim, potismuta i to kako u nmeoklasiénom
modelu preduzeéa koje maksimizira profit, tako i u ilirskom modelu
samoupravne firme. Dalja, najéelde predvidana razlika izmedu ova dva
formalna modela sastoji-se u tome $to se w neoklasicnom modelu pre-
duzetnistvo tretira kao poseban faktor, dok je u ilirskom modelu ono
inkorporirano u faktoru »rade.

Autor tvrdi, da sa stanovifta znalaja dimenzije neizvesnosti, pre-
duzetniStvo treba prvenstveno shvatiti kao ponudu proizvodnih resursa
u uslovima rizika. Finansijski rizik je obi¢no rizik od gubitka kapitala.
Tako se pitanje u kojoj meri radnici mogu da igraju preduzetniéku ulo-
gu pretvara u pitanfe w kojoj meri oni wnogu ponudili rizik kapital.
Snabdevencost kapitalom za radné kolektive (prvenstveno u socijalizniu)
i formiranje kolektivnih fondova putem udeSéa u profitu (prvenstveno
u kapitalizmu) predstavijaju alternativne naline kreiranja najvainijeg
materijalnog preduslova radnickog preduzetniliva.

Autor kratko raspravija o Horvatovont tretmanu preduzetniStva,
kao faktora proizvodnje, koncentriluéi se na Dubravéideve prilaze iz
1970. i 1979. godine. On naroditu painju obraéa na Dubravéidevu distin-
keiju »kratkoroénog preduzetni$tva« radnika u uslovima razvijenog ka-
pitalizma. U &lanku se iznose neke primedbe na Horvatov tretman i
izraZavaju izvesne sumnje u pogledu wvaljanosti Dubraviideve podele
preduzetni$tva na kratkoroéno i dugoroéno (kao i mera ekonomske po-
litike zasnovane na toj podeli). Autor smatra da je Dubravéideva analiza
iz 1970. godine korisnija i on pokuSava da svoj rad zasnuje na njoj po-
redenjem uloga rada i kapitala kao uirofaka koji snose rizik. Na taj
nadin, ponovnim isticanjem znadaja kapitala, aulor se nada da je u iz-
veznoj meri rasvetlio fundamentalne probleme prelaza na samouprav-

nu privredu.
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