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ECONOMIC DEVELOPMENT®AND INSTITUTIONAL REFORM:
THE INTRODUCTION*OF WORKERS’ SELF MANAGEMENT
IN YUGOSLAVIA

W. J. BARTLETT*

In their analysis of economic development the dlassical economists
(Quesnay, Smith, Ricardo, Marx) place much emphasis upon the inter-
relationship between economic institutions? and the processes of eco-
nomic growth.?) The cemtiral focus of this analysis is the relationship
between the institutional structure and he generaton and utilization of
an economic surplus.?)

In contrast, the contemporary neoclassical approach to this problem
is located im ‘the theory of property rights structures. Here the usual
data of neoclassical theory (endowments, technology, preferences), are
supplemented by a. parametric institutional framework which, through
its operation on incentive structures, modifies the economic interrela-
tionships of the model. .

The introduction of workers’ self management into the Yugoslav_

economy in 1951/3 and the subsequent series of institutional reforms
(1957/1965/1974) invites a further analysis of the welationship between
economic development and institutional formations. Tt will be sug-
gested that the olassical emphasis proVides a suitable context within
which this historical experience can-be’sensibly discussed.

In this paper the introduction of workers' self-management is
discussed in the context of the whole reform process in-which it was
embedded. Section I looks at some relevant vﬂ\eq;ﬁgs_'f.o_‘fl;ilps’@thtional
change concerning the distinction between ccntralnizec‘iﬂgp_'g‘;dgégrl’tralized
socialist economies. These ideas form the basis ofz?nggh pf{'(h‘e; discus-
sion in the literature on the 1951/53 reform in Yugoslavia,-and a review

* University of Southampton.

1} Economic institutions. are defined as arrangements which involve
the system of owmership control and co-ordination of, and between, groups
of economic agents.

2) See Adelman, 1., Theories of Economic Growth and Developnent,
Stanford 1962. . . .

3) See Gram, and Walsh, V.C., Classical and Neoclassical Theories of
General Equilibrium, Oxford, 1980, )

%) See Furubotn, E.G., and Pejovich, S., The Economics of Property
Rights, Ballinger, 1974.
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of this literature is presenlted in Seotion II. Section III suggests in-
adegacies in these theories and in Section IV a different approach is
put forward which, although centred on the example in hand, provides
a framework for fustther amalysis of ithe reform process in Yugoslavia
ithroughout the post-war period.

I

The institutional reform of 1951 to 1953 has been referred to as a
process of decentralization. Bicani¢?) Horvat,t) Waterson,”) and Mar-
schak?) refer to the system of 1945-51 as “centralized” and contrast it to
the system of 1951—1961/4 which they call "decentralized”. Milenko-
vitch?®) refers to the system of 1951—1960 as"decentralized market so-
cialism” while Pejovich!) refers to the "period of partial decentraliza-
tion” lasting from 1952-1964.

The comtrast between the concepts of centralized and decentralized
sooialist economic systems was first discussed by O. Lange and F.
Taylor!) in the 1930's, long before it became an issue for the economic
devdlopment of Yugoslavia (and other East European economies). They
envisage a decentralized socialist economy in which prices would be
centrally determined so as to mimic the price ratios which would exist
in a competitive market economy. In this way the conditions which
determine the greatest efficiency of resource allocation in terms of
economic welfare) would be achieved within the framework of state

ownership of the means of production). The fulfilment of these wel-

fare conditions, it is thought, would be more easily obtained under a
socialist regime than in a capitalist economy in which prices wexre
established freely on the market, since the central price fixing agency
would by-pass any monopolistic structures in the product and -factor
markets which would otherwise distort the competitive formation of
prices.

5) Bicani¢, R. Economic Policy in Socialist Yugoslavia, Cambridge Uni-
versity Press, 1973. i . s
é) Horvat, B. "Yugoslav Economic Policy in the Postwar Period” in
American Economic Review, 197). )
7) Waterston, A, Planning in Yugoslavia, John Hopkins Press, Balti-
more, 1962, . .
§) Marschak, T, "Centralised and Decentralised Resource Allocation:
the Yugoslav Laboratory”, in Quarterly Journal of Economics, 1968,
9) Milenkovitch, D., Plan and Market! in Yugoslav Economic Thought,
Yale Uni ity Press, 1971, .
B;ni’v:jr;\lr%;ln S., ""Ii71c Banking System and the Investment Behaviour
of the Yugoslav Rirm”, in Bornstein, M. (ed) Plan and Market, ._Econonuc
Reform in Eastern Europe, Yale University Press, New Haven, 1973,
1) Lange, O. and Taylor, F., On the Economic Theory of Socialism,
University of Minnesota Press, Minneapolis, 1938. . .
12) Here maximum welfare is defined as the Pareto Optimal condition
that mo person can be made better off by a change in the combination of
goods and services produced or consumed subject to the constraint that
the change should mot make any other person worse off.
3) For a critical exposition of neoclassical welfare theory see Dobb,
M.. Welfare Econontics and the Economics of Socialism, Towards a Com-
mousense critique, Cambridge University Press, Cambridge, 1969.
t
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Production decisions would be deceniralized 1o the level of the
enterpnise where a state appointed director and his managerial siaff

"should have responsibility for the immediate production decisions. The

centre would remain responsible only for the formation of prices and
the establishment of the "rules of the game:

"The Central Planning Board performs the function of the market.
It establishes the rules for combining factors of production and
choosing ithe scale of output of a plant, for determining the output
of an imdustiry, for the allocation of resources, and for the para-
metitic use of prices in accounting. Finally, it fixes the prices so as
to balance the quamntity supplied and demanded of each commodity.
It follows tthat the substitution of planning for the functions of the
market is quite possible and workable” )

Lange and Taylor also envisage the institution of profit sharing
in their system which would take the form of a "social dividend”. But
this dividend would be determined independently of particular occupa-
tionall wage rates, so as not fto interfere with labour market equilibrivun
through a disturbamce of relative marginal valuations attached to dif-
ferent types of labour%). They also recognize that there would be
difficulties to the establishment of rates of interest on capital by this
method of price formation?s). .

More recently other descriptions of the deceniralized socialist
economy have been developed which focus attention upon the flow of
authority between economic agents). The degree of decentralization

is defined by the number of decisions which are taken at non-

central levels. Marschak has developed this formulation by replacing
the strategic variable of "authority flow” by one of "informational
flow”. ) He argues that even with complete freedom for enterprises to
set outputs and pnices on the market, the “authority” framework for

measuring the degree of decentralization is ambiouous,” since the -

market, exents its own spedial authority over production decisions just
as effectively as central planners exert their authority, and perhaps
more so, In Marschak’s fiormulation economic agents are stimulated into
activity (production decisions, production, marketing and so on), by
infonmational inputs of vanious kinds which are transmitted to the
agent by an “effective message sequence”, such informational inputs

¥y Lange, O. and Taylor, F. op. cit. 1938, p. 83.

15} The social dividend was to be set on the basis of equal shares per
capita or per family in order to meet the egalitarian welfare principles of
the socialist economy. :

16) Dobb picked up this problem and suggested it was especally se-
rious where grwth and dynamic relations were considered as the equilibrium
of the capital market could be unstable in such a deceniralized economy.
Dobb, M. "A Note on Saving and Investment in a Socialist Economy”, in
Economic Journal, 1931.

17y Koopmans, T. and Montias, M. "On the Description and Comparison
of Economic Systems” in Eckstein, A., (ed.), Comparison of Economic Sys-
tems: Theoretical and Methodological Approaches, University of California
Press, pp. 27—19, 1971, '

18) Marschak, T. "Deceniralizing the Command Economy: the Study of
g Pragmatic Strategy for Reformers” in Bomnstein, M., op. cit. 1973, pp. 23—
3. .
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being administrative orders, prices and so on. Effective message sequen-
ces which are very rich in informational content are taken to be more
centralized than message sequences less rich in informational content.
The degree of centralization observed in an economy is then the sum
of the degree of centralization of the effective message sequences. Al
though the model does not necessarily result in the categorization of
command economies as more centralized than market economies, the
implication of the argument is that this is likely to be the case, since
market prices generally contain less information (since they pertain to
only one or two dimensions — in the case of future prices for example)

than administrative commands, or for that matter intra-enterprise com-
mudcations.

3

Marschak’s model leads to significantly different conclusions to that
of Lange and Taylor in that it provides no blueprint for an optimal
socialist institutional framework, but rather provides tools for measur-
ing the degree of decentralization. It suggests that decentralization is
a set of processes which can be initiated step by step, in a pragmatic
mamnmer, approaching an optimal set of imstitutions by a series of
marginal adjustments. At each step of the reform, performance indicators
(cost reduction, elimination of queues and surpluses, and so on) can
be compared to the pre-reform results to see if any improvement has
ocourred. In essence these indicators are measures of efficlency change.
Whilst Lange and Taylor propose a scheme for instantaneous transition
to am efficiency maximising institutional set, Marschak proposes a step
by step approach to that set reached by gradual accretions of efficiency.
Both these approaches appear to show that there are welfare gains to
be derived from institutional reforms of 1he centralized socialist eco-
nomy, or from reforms which dead to a relatively less decentralized
economy becoming more decentralized. Such an interpretation of their
significance would, however, be mistaken. The Lange-Taclor scheme
proposes that welfare and efficiency gains are associated with a parti-
cular set of institutions. As Marschak points-out, that set is not
necessarily more decentralized than every other comceivable set, and
no criteria of “decentralization” is offered to allow conclusive judge-
ments to be made. Marschak’s scheme, whilst attempting to provide
such criteria for the classification of institutional sets along a degree-of-
centralization comtinuum, does little to demomstrate that the “more
decentralized” set will offer welfare and efficiency gains when compared
to the “less decentralized” set, in the absence of empirical observations
of actual reform processes. Indeed, the whole point of this scheme is
to provide a method by which the direction of #ravel may be ascertained,
in a situation in which it is not known, a priori, in which direction the
superior variant lies.

These schemes, then, do little to support the view that a decentraliz-
ing reform is inherently desirable, without reference to the given
context, nor on the other hand do they serve to explain the causation
and outcome of particular historical reform processes.
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tI

Many of the explanations of the process of institutional c;r;micgi afr;i
reform which took place in Yugoslavia betwsaen 1951 and ;9 ] %1;- s
their stasting point, i only dmplety, eorsEee o nctituional

es just described, by W | _ins; onz
glggs(ie;s?rfgm asicie‘v'pnoblems of mea"s';lrefrge.nt ((:))fr gfcggfin:eat;ﬁg)(;; Olrlll
{ : cample, in terms of efficiency o > allocation,
zagl:rif)?fg ,egeﬁ ceitralized ora les§ deceniralized Fet %E mshttﬁtxfonri .

One group of these explanations is “worked ou.t in @l s&r;c dery o{"
and treats tie Yugoslav example of 1953 as a part_lcular_ app lcl?ed . of
the gemeral itheory. A second: group of explanatioms 1s WoI b
with reference bo ithe historical data of the Yugoslav economy, app:y:
i e theory to a particular case. . ] -
e lt'?}?emfirs?’gmuplz), then, points to t_he d};z_f{cxe.n’c?osr_og\’zzxigl 21 (il;:xlllr;;z%

chanism of resource allocation, Bicanic o €
?szr;f eili-lr]miltaxtioms to central planaing®) It is anllfaremnly wnab.l(j,ﬂ 'etc?t
allocate resources in an efficient manner because prices do \r(xiort e -t
real costs and expenditures, amd decisions have to be1 made gfn_ 2
irrational basis by the administrative orders and regu 1f)l."m:ms O
planning elite®) These problems are .compounded byd tdeij ’co: forfx y
and heterogeneity of the economy, which nll:ISt be g\ln e OJ; i~ rgal
ratively simple and homogeneous plam}v. T.lns comllp em:ty of e -
economy leads to internal jmconsistencies an the I:r.alnn»ling)E harn) its,
such that the system -does not operate efficiently evar;l‘m e\rﬁio of 1t
own rationality. “Rules were cnolt respelzcteii \z\;znni;i( k;gf:, e
them, and the personnel at the lower levels ; . e i

ir ce with ithe formal laws or the mgoymal dlreotw«.as R

?;t iﬁdsgo.;riompmblenm of static ailocational efﬁlme:nc:y, df)ma,n;zso 1ellé- .
ficiency is also adversely affected unde; a c'entral planénnfg rzm:lln " ers,
since the problem of pensonall incentives .S mneglecte ;- 1or 1mrming >
as well as for workers?) In political texms, ?lso, ccnt}e; P V?I . Sgtm :
undesirable due o its excessirvelyh autbom»tgmartlh ;tatzzfﬂ.t r)al ;1:;;“ Fon

cplai ] rms on the grounds, : al ing
S;ige-nzpslt?lgﬂ?z ﬁntg‘i:\niél‘ii?iniﬁaﬁve, and are inherently imefficient owing

By

%) Bidanié, R it. 1973, pp. 41—43
. :1;); %ﬁzn;fgu}'nzg}:cﬁs' simi'lgxl') “to that of L. von Mis_es,t \ivl:’c::l gzsg;g"gg:i;
imvestment decisions under central planning, at the pxéuecb aged ; s belng
dependent upon “yague estimates; they wohﬂd never be "Econofx)uqc the
foundation of and exact calculation of vz}_lu_e . L. von Mgaﬁ Eeonomic Cab
culation in the Socialist Commonwealth” in Nove, A. uti, M., op. .
1972, p. 0. . i
21) Bidanié, R., op. cit. 1973, p. 64. .
: i inol he strict central plan-
2 i nt is not convincing. Even under t _ -
ning s)y'srt?:l agfgﬁe:c U.S:SR. in the 1330'5, leécz:gg;e L%lfg%ﬁlnst::is a?llngr?égS?i-
s’ 4al incentives were stressed, see ser, M.
%Z?’ ﬁat;é:zﬁtm}g‘conomics, Wiedenfeld and Nicholson, London, 1870, pp.
7?J') Tn this context it is interesting tof re;l:alldMarschz%k'ielclxt:irggigt c?rf t;}[;e;
" jority” to the definition of the degree OL alizaton.
siﬁ?oc?rtgu;s%g;?:zg?evzn the market exhibits "excessive authoyitarian ten-

denoies, See p. 431 above.
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to the tendency for enterprise managers to seek to meet the targets of
the plan without reference to the costs involved ') Bjelgi¢, on the other
hamd, advances a sociological argument, namely that central planning
is mndesirable because the planners, and the bureaucracy associated
with them, forme a privileged elite, motivated by personal rather thun
social considerations®) However, he does not explain how this elite
is motivated to liquidate iself through the process of economic re-
form. Finally, a historical argument suggests that central planning
systems are suitable for economies which are at a relatively low
stage of development, when the interrelations of the produation
linkages of the economy are relatively simple and few in number. As
the economy moves to a higher stage of development these inter-rela-
tions become more complex and the calculating capadity of the plan-
ning agencies becomes insufficient to deal efficiently with the extre-
mely large number of compufiations required to establish the plan)
However, the threshold of complexity of the economy required to
produce this result is indetenminate, and the argument cannot explain
the reason for the wide vaniation of levels of development achieved by
economies which have reformed their central planning systems, and so
it camnot explain why Yugoslavia’s 1953 reform occurred so far-in
advance of reforms of other East European economies. Milemkovitch
conoludes, after advamcing this proposition that "its relevance to Yu-
goslavia jn the 1940's is mot immediately apparent”?)

It would be possible ito dispute these arguments one at a {ime,
(and some such criticisms have been outlined above), and it would also
be possible to put a general counter argument to the effect that central-
ized planming systems are, in general, preferable to relatively decentral-
ized omnes, for example because the dynamic growth advantages out-
weigh the static inefficiencies®) However, the argument over the
cemtralized-decentralized dichotomy is unsatisfactory for the more
basic reason that, when it is stated in general theoretical terms it shows
no reason why any actual system should change, there are no mechan-
isms of change implied. Many economic systems in the world are
exceedingly inefficient or inappropriate, but that-factor alone can never

) Waterston, A., op. cit. 1962, . .

Z) BjelSi¢, B, et al, Ekonomika Jugoslavije, OOUR Zavod za UdZbenike,
Sarajevo, 1974, p. 69. . o .

%) This difficulty as originally discussed by Barone in an article
published in I/ Giornale.degli Economisii, 1608, -
.. .._See: Barone, E. "The Ministry of Production in the Collective Stata"
in Nove, A,, and Nuti, M,, op. cit. 1972, pp. 53—74. . .

) Milenkovitch D., op. cit. 1971 This proposition is also put forward
by Hoffman: "This rigid system with its complicated administrative struc-
ture and constant political interference at various levels of the economy
simply mo longer meets the meeds of the economy, once these countnies
reached a more sophisticated level of production and planning”. Hoffman,
G.W. Regional Development Strategy in South-East Europe: A Comparative
Analysis of Albania, Bulgaria, Greece, Romania and Yugoslavia. Praeger,

Spedial Studies in International Economics and Development, New York,
1972, p. 109.’ .

#) For example see Dobb, M., Economic Growth and Planning; Rout~
ledge and Kegan Paul, 1960. :
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.

explain, and in most cases mever gives rise to, a process of change to
di em and set of institutions.
E-l dlf’%?lreenstzcsgitd group of explanations of the 1953 reforms is worked
out with reference to the historical data of ithe Yugosla\l‘ economy.
Particular reasons are presented which point to the unszmtablh’cy_of
cendral planning in the special cond'%tions of the time; ‘cantral planning
js mot necessarily the inferior variamt, per Se, but in these special
circumstances it is. Some have argued .that _the reforms were the
result of ideological or theoratical CO{]SldBI‘atIO’D;S. 1}5 51.1'0}\“% above,
there were many weasons put forward for the theoretical mtem?r%t,y 1oE
central 'planning‘:z%ﬁ}er the reformis hz}d taken place, _a{]d e\ren.b(j.gn;._ L.u:
reform periodi some Yugoslav theorists were criticizing Sov;eg talinis
institutional Structures. The political dispute between the Soviet 'Umon
and Yugoslavia in 1948 gave these theoretncal‘ E:o_nmderatnczns an ideolo-
gical dimension. The need for Yugoslav politicians to distance tl.lem-
selves fdeologically from the political }eagler-s of the U.S.S.R, filled
the theorstical and ideological generahz.abmns of _rthe .debat‘e pgtwe;m
the two planning variants wiith. an .imr.nedlate and h1st'>or1cau1 mgmhca.nce..
As Milenkovitch puts it “having rejected j.l}e Soviet model‘ the Yu-
godlavs sought to weave together a new political and econouric system.

The two major strands of the incomplete economic theory were ma-

nagement of enterprises by workers and decentra-lﬁzati_on SE., the etl:o-
nomic system with increased reliance on market relations’. )' Horvat
naites a similar movement im ddeology.."‘) Howev_ey, the .u_nmfzcha.te cgn-
sequence of the Yugoslav—Soviet split was an m_bensmflozftlom of the
central planning system in Ithe Yugoslay econorny with the ma"ugurimcx*,i.
of the intemsive drive towards col;lectlxrgza-tron in 1‘94.8. The ‘u'c}éoi 0gy

argument is thus ultimately unconvincing, as additionally, 'lﬁ fails to
explain the direotion and form which the 1953 reform took. o
“"In a conmected argument it has been _sugges_ted. that the Soviet
trade embargo, by mecessitating: a geograplncal shift 4n trade pzf'tt:t'e,rr.ls
powards the Westemn capitalist economies led to ‘the vnecessy) .ot
introduce institutional reforms. Milenkovitch advamces the argumery
that isclation from the Soviet Union foroed \‘(ugoslavm to ﬁo_llow an
export led growth patth, and that reforms wete necessary to erpnivi
the quality of exponted goods™) 1t is mot clear however, why Yugos %S
trade policy should be different towards the Western bloc ﬂla.n tm:irmé S
the Sovidt bloc. ‘Am expont. led "growth strategy does.r'lo; de?cn Of
its rationality upon the particular pature of a couniry’s trading part-

ners. Cheryl Payer suggests that the Western bloc exercised political -

everage i ‘ - trength of trade credits
Yeverage over the Yugoslav gov erriment on: the stre ; :

and o%her 2id donations extended at the time, in order to fox:ce ghe
adoption of a market-directed economy more i sy:m?a.thy and ke.q;i}lgt
‘with -the requirements of absorption of Yugoslavia into the capitalis

%) Milenkovitch, D., op. Cit. P. 66.
e e s o i f the role of ideology see Johnson
' . 2 ‘more detailed discussion of the roie ol ,
~A_.R325,F%h§ -;‘1;2:1?7[0;1?ation of Communist Ideology, The Yugoslav Cuse,
1945—53. The M.LT. Press, London, 1973. .
32) Milenkovitch, D., op. ait,, p. 76. o
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world economy®) It may well be that some such pressure was applied
by the visiting I. M. F. mission, although, as Payer recognizes, the evi-
dence is scanty. However, Payer fails to show why the institutions of
workers' self management, even if only introduced in an extremely
mdimentary and restnicted way, should be more appealing and less
threatening to the political power centres of the Western bloc than
“the central planning system which they partly replaced.

Actual weaknesses of the performance of the central planning
system seem to offer more relevant sources of evidence for the 1953
reforms. Tt seems oclear that as reforms are accompanied by ideological
and theoretical critioisms of the previous system, and perceptions on
the part of reformers of the superiority of the mew variant, there must
be some deficiencies of the previous system to which these perceptions
correspond and which the reform is intended to overcome. The dif
ficulty is to isolate the relevant deficiencies, and in this the stated
ideological causes of a reform process are often of little help2*) Mi-
lenkowvitch proposes that the poor performance of the growth rate of
the economy in the central planning period was the causative factor
én stimulating the reform. Yet a growth rate of Social Product of
around 4% does mot seem panticularly poor compared with other de-
veloping couniries in the postwar period’) However, there were spe-
cial weasons, unconnected with the institutional framework, which may
have limited the growth of Social Product below its full potential over
the peniod up to 1953. These were the droughts of 1948 and 1950, the
Soviet bloc trade embargo which caused economic dislocation, and the
infra-structural mature of the investment projects undertaken which
had, of necessity, long gestation periods. Bicani¢ also refers to
weakmesses jn the performance of the economy in the period of the
first Plan and suggests that these were assooiated with the institu-
tional framework) He suggested that the mature of the investments
to be made before and afer the reform were different, and implies that
differing institutional systems were necessary to cope with the dif-

ferent mature of the investments which were required, These differences
centerred around the distinction between capital goods industries and
consumer goods industries, and the implication is that a concentra-

3y Payer, C., The Debt Trap: The LM.F, and the Third World, Penguin,
Harmondsworth, 1974, Chapter 6.

34) Anthony Giddens quotes Marx's remark: "Whilst in ordinary life
every shopkeeper is very well able to distinguish between what somebody
professes to be, and what he really is, our historians have not yet won even
this trivial insight. They take every epoch at its word concerning what it
says and imagines about itself«, Giddens, A., Capitalism and Modern Social
Theory: An Analysis of the Writings of Marx, Durkheim and Max Weber. Cam-
bridge University Press, Cambridge 1974, p. 42.

%) See Dubey, V. Yugoslavia: Development With Decentralization, Joha
Hopkins, 1975, p. 28.

A weighted aggregate index of GNP growth prepared by the OECD
shows a growth rate of 49% per annum for all developing countries for the
years 1950—1966. Maddison, A., Economic Progress and Policy in Developing
Countries, George Allen and Unwin, 1970, London, p. 27. .

%) Bidanié, R., op. cit,, 1973, p. 77.
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: i i vith,

ti ¢ investment on the former was more likely to bg ass.oc&:t(::eccll]‘ t\r A
ar?g foacilli'talted by ithe central planning syst:lrraél ;ﬁhif;d?&gusmes el
il 'Wa'sﬁimaix)if ig)};:;;g;?r:: \:})lgelézon i-nvestmznt pl:ogramn:le. m’l:)l;\;
easons 31hg'mh Crn underlie this proposition are considered 51;1 e
rea.s:zlnsbgoz: In aj{)axrticular Bi¢ani¢ points out that 1})y ézfanse o
ici;c\f-tx‘a'stmucmréxl investments were ah‘eac:ly, laid t;i;oy:ln,:l 95;ewere e ot
dustries had been built and afiter Stalin's death in 19 e o
o l*lzsm a priority, and conpsumer demand wals beEgmnmgf 1?1 Dol
atter fod tisfi ure. The force of th

i o 'p?rclioﬁofje\};?si;flsifg fglflzi\sljng considerations. F'lrst-.'ly,r 3::
{ﬂﬂnlts o Alesselncro amme, embodied in the Key Investr}'lems P'logwere
mfrasbnuot.‘utl‘ aéo?n ﬂagrted until 1957, secondly the defense mdu;tmel:lsen ere
st WES l'mcial :irgportancc between the years 1951 and 19?] \\crm o
et Cn: e alcbually taking place, and thirdly, gl»thoug cm_iOd 4
oand was kept at a low level throughout the first Plan 1p : so;:ial
Y \&('135 eged between 1953 and 1957 by central ognt_ro y 1:} e
e ampBiéanié advances a fourth argument. This is tz;x, re
o5 1 “‘,a-gets .'1 riculture was no longer capable of forrrmlni atries e
o pe?sanfuélgs for sndustrialization. Consumer - goods ull'uf'ole e
tt(z) I%Zogv:n greater priority so that.the)i \(;,o;le(}otik; r?)\:;; etgn:uppo.r 'E i
. “.gugl en;ﬂdeizzlsggg 'gé tskf:%g% reforms. H_owever, in’thga igcsmti;
o altemat:\'eBi'égrﬁé it appears inadequate. This is because 4 el ot
pI‘OSerltTd d in which the surplus from agriculture bec;ar.rés e
S}K_’W ‘t md\:\?l)lr the surplus from the consumer goods md;ls mcon o
b b1 a? cofny ensate for this. Finally it does not show the o oF
o ‘ab]el Oth fzﬁlure of agriculture as a tax base and the e S
Pe;gfu?t?ma‘la transformation from the old system to ‘the "D

:lllomic system” of the post — 1953 Pemod. .

Il

is the
ove explanations of the 1953 reforms 1S

Underlyimg @il the ab -alized and decentralized plam‘ﬁng-
notion of the contrast between centralize Libit serions weaknesses
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tralized planning can be shown * e
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mnd-'(')f:‘ the rate of growth of Social Product, or mt Pt? ;11 ical or 1aeclor
t:ul eef-fectiveness then, these explanations _suggesl r:; A dmaprove
‘t:'a‘ of the :imst'ixmtional set to deoen-tra»h?,ed- pa;l;l. i-eaare e
?&?&Lers The difficulty with this argument J_S,t?at a]med e Y ot
ls?ible, ‘vax.n'anwts of the decentralized planning sys einm e o eelr,
probiems associated with a centrally pélelln;rd gz(s:ei n o, Sy;tem e
in explaining why a partc iz o
}sljinperggcli?itm}\n pz)\ssooi';ted d-ifﬁcult}r in tltle1 9(;?;3 (;.ifozlijfﬁxlgﬁitepizcd
l g : ic System of the pos < )
when the New Economic Sy 1953 s e e of
: jzed” . system which 1s a #ira y
adecentralized”. Clearly, any: SY nsfor o e

. tralized system must in some sense be #decentralized”’, bu
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Yugoslavia. Extensive planning powers remained in the hands of the
state agencies, even though these powers were wielded more and more
by regional and local authorities, and less by the federal authorities
than they had beem under the first Plan. These powers included the
ability to establish enterprises, infiuence the appointment of the
enterprise director, regulate intra-enterprise income distribution and
control and regulate certain prices. In addition the planning of invest-
ments was undertaken centrally within the framework of the Key
Investments Programme umntil 1957, and through the General Invest-
ment Fund, while the Social Investment Funds planned investments
through the various republican and local banking institutions. In agri-
culture, although peasant holdings were sthe main focus of New Eco-
nomic System until 1957, thereafter cooperative farms received greater
altention. So, within the broad framework of decentralization, the re-
forms of 1953 involved am dnstitutional transformation to a system far

more complex than the single term “decentralized” conveys. The phrase.

“a devolved planning system with a built-in, partial market mecha-
nism"¥) may be more appropriate. It buings out the spatial nature of
the decentrallization, and also the limited nature of the autonomy
actually granied to enterprises in practice., It also serves to distance
the description of the 1953 reforms from the “centralized”/“decentraliz-
ed” dichdtomy which proved so inadequate a basis for the explanations
of the 1953 reforms discussed above.

v

A more adequate explanation of the 1953 reforms can be provided
once that dicholomy is abandoned, and a wider interpretation of the
possibilities of institutional innovation is permitted. The relationship
between the institutional structure and the mobilization of the economic
‘surplus can then form the basis for an explanation of the “reform”
process.

Post war “‘dual economy” theories of economic development®) have
recognised that one of the more important functions of the agnicultural
seator in a predominantly agricultural economy is the comtribution it
makes to the economic surplus, upon the basis of which industrial
capital accumulation may také place. This surplus s multi-dimensional,
consisting of labour, raw materials, food (wage goods), and finance.
These theories concentrate largely, though mot exciusively, on the prob-
lem of the transfer of ihe labour surplus from an overpopulated agri-
cultural sector which exhibited the classic features of underemploy-
ment, This transfer posed relatively few problems for the heavily dis-
located social structure of postavar East European economies, except

3) Following Brus's discussion of the Polish economy, in Brus, W,

The Economics’and Politics of Sccaiism, Routledge and Kegan Paul, Lon-
don, 1973, Chapter 1,

%) See Ranis, G,, and Fei, J.CH., Development of the Labour Surplus
‘Economy, Irwin, 1064; and Jorgenson, D.W., "Surplus Agricultural Labour
" and the Development of a Dual Economy” in Oxford Economic Papers, 1967.
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im so far as it interacted unfavourably with construction sector bottle-

necks. The problems of the housing: sector are still pressing more .tll_an
thinty years after the end of the war, and after thirty years of socml}s‘t
economic deveiopment. More problematic, however, was the securing
of m flood surplus from the agricultural sector, the question of wage
goods and the standard of living of the mew urban working dlass.

Two Basic methods of securing this. food surplus may be isolated.
The first method is compulsory delivery. Under a regime of central
planning. of industrial produotion where emphasis is laid upon the
development _Qﬁ.iheﬁcapistal goods sector only the minimum of consumn-
er goods c':ann'Be produced. Am imsufficient quantity of consumer goods
is produced for the purpose of exchange against agriculitural Pr,oducts
with. the peasants, and so compulsory deliveries of sur;?h_us .a_gmcuiltural
products are required, usually on the basis of collectivization of th.e
farms. The second method ds trade between the industrial and agri-
cultural sectors. If collectivization camnot be implemented then there
is mo aMennative but to extract the food surplus by trade. Under these
circumstances consumer goods ouiput imust be expanded, and con-
sequently capital goods can no longer be produf:ed at thf-, maﬁm-um
rate possible®) In such a situation central planning loses its ?rm.c]ple
rasion d’étre, and transformations to a new decentratized dinstitutional,
set become eligible.

The first method of securing the food surplus was adopted in Yu-
goslavia under the first Plan, and was accompanied by an .afttempt to
introduce collective farms — ithe peasant work cooperatives (S. R. Z.'.s).
However, from 1949 omwards this méthod of surplus extraction, {which
inwolved collectivization, a progressive jnoome tax upon peasant house-
holds, low prices for farm products and compulsory de]ﬂverdes)., had
the undesirable -effect of removing the incentives 4o increase agricultu-
ral output. The collectivization drive began to wane fromy 1.94_9 onwards
and after 1951 the proportion of agricultural land collectivized began
to diminish. The Yugoslav Communist Party was a mass moyement,
its .membership not confined to the urban working (_jlgss,.anv-d it could
not ignore the resistance-of. the peasantry to ,(:_ollectlwzamon and com-
pulsory delivery, as a significant section of its §upp0nt was drawn
from this dlass. It had to recognize the.unpopularity and the nfagat{we
output effects of its agricultural policy, and first compulsory de‘}wemes,
then. collectivization were abandoned. Thus we may hypothesise that
by about 1951 it was found necessary to extract the .Egod surplus from
agnioullture by trade, that this demanded an expansion of consumer
goods output, and that the most effective means of doing both these
things was to reestablish a market for agricuitural and consumer
goods. Centralized industrial planning of the Stalimist type, in other
words, was no longer appropriate when ils counterpant policies in
agriculture — collectivization and compulsory delivery — could noF
be established.

s

. +3) See Findlay, R., Capital Theory and Development Planning” in
Review of Economic Studies, 1962.
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Within the agricultural sector the collectives were disbanded and
smail scale peasant holdings were established as the comnerstone of the
organizational structure by the land reform of 1953, which imposed a
10 ha. limit on langholdings. Compulsory deliveries of meat, dairy
produadts, potatoes, hay and fat were discontinued in 1951, of graim in
1952 amd of wool in 1953, The terms of trade for agricultural goods
were raised as against the prices of industrial goods, to provide a price
incentive for the increase of agricultural production, and the introduc-
tion of a cadastral income tax was designed to produce a similar in-
centive effect in the efficient utilization of land holdings.

If the agricultural food surplus wads to be supplied to the indust-
rial sector by drade, a complementary flow of consumer goods had
to be established from the industrial sector. This meant on ithe one
hand freeing the consumer goods industries from the restriotions in-
evitably imposed by central planning methods upon 4he assortment of
consumer goods produced, and on the other hand increasing the share
of investment undertaken by those consumer goods industries vis &
vis the capital goods industries. This implies that some form of control
over the direction of investment flows had to be retained by the state
planning agencies, and this was one of the principle functions of the
Social Investment Funds. Strict centralization of planming was no
longer so appropriate when the expansion of capital goods industries
no longer took precedence over the expansion of consumer goods in-
dustries. Several reasons for this may be suggested. Brus, for example,
argues that centralized management is only suitable when selective
targets have to be met, when a marrow range of activities are to be de-
veloped as priority activities.®) Nove suggests that centralization is only
appropriate to industnies with a relatively homogeneous output, heavy in-
dustries such as steel, electricity, coal and cement.”) Keren proposes that
centralized management is only suitable for industries with a high degree
of concentration, when "information runs”, and hence the costs of plan-
ning, can be kept to a low level.?) In any event, besides the probability
that centrall planning is, forithese reasons, less appropriate when the pro-
motion of the capital goods dndustry ds mo longer the sole priority, the
need to establish a market in consumer goods was decisive. With
consumer goods production released from the planning framework, the
logic and effectiveness of striot central planning of capital goods in-
dustries dwindled, and 'the wmudimentary components of the capital
goods industry Plan were wound up in 1957 with the completion of
the Key Investments Programme.

In the process of tramsition from central planning to devolved
planming, consumer goods industries were, therefore, in the forefront.
By 1952 only oil, metalurgical, machine construction, building and
transpont industries had mot been transferred from the direct control

40) Brus, W., op. cit. 1973,
i 41) Nove,.A. "Economic Reforms in the U:S.S.R. and Hungary: A Study
in Contrasts” in Socialist Economics, op. cit. 1972, p. 335.

42) .Koren, M._, "Concentration amid Devolution in East Germany's Ré—
forms” in Bornstein, M., {ed.) op. cit, 1973, .
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of the Federal Ministries and Directorates .to the oontrol of the repu-
blican and local authorities. Consumer goods industries’ prices were
freed from price controls between 1951 and 1952, though only nominal-
ly — some 70% of all prices were subject to some form of control
between 1953 and 1960. With the compiletion of the introduction of
workers' self-management in 1953 all industrial management was
effectively ‘decentralized;y .

‘Whilst.the irntmd’dctiop of self-management in social sector enter-
prises mshé‘x"&iﬁn a S8em ™ of nominally greater autonomy for those
mtelpri&"egﬁ'i’g 4 vis“the planning agencies, it also  marked a shift in
the “fobii¥ of ' surplus mobilization, which was now derived as much by
the #ftemal budgetary accumulation of capital from the social sector
itself, as from taxation of the agricultural sector peasant economy. In
this way, the Social Investment Funds were financed largely through
the taxation of the enterprises of the social sector. The shift in the in-
ter-seotoral terms of trade between 1953 and 1957 in addition to state
regulation of social sector wages meant that this system of sur-
plus extraction was carried out on ‘the basis of low, or even falling
real wages, as the prices of wage goods rose. The introduction of ths
institution of self-management becomes intelligible in this context. Self-
management and the profitsharing incentive system -with which it
was associated, compensated social sector workers for low real wages
through the intangible, though real social benefit ﬁlowing from the
opportunity to participate in the managenial control of their firm's ac-
tivities. At the same time the right to participate in the distribution of
the profits of the enterprise provided and maintained the incentive to
produce, and to exercise initiative, despite the low level of real wages.

No doubt other events, political and ideological, contributed to the
genesis of self-management in Yugoslavia. What we have sought to in-
dicate here is an integrated scheme of causality at the ecomomic level.
Economic, political and ideological events can then be viewe_d"as a set
of separable causes®) each contributing to the determination of the
processes which we wish to explain.

\4

The principle conclusion which may be drawn is that there was a
correspondence between the requirements of surplus mobihzatuon_ anr.md
the timing and direction of ithe institutional reform of 1953. Within
this correspondence, the hypothesis of causality may be advanced con-
taining a number of connected elements, The failure of collectivization
to produce a food surplus at acceptable political cost required the

) For example, we can conceive of a situation in which the economic
events alone had occurred, but the political will had not been present and
the idea of self-management had not been formulated, as a result of which
the reform process may not have occurred, even though the causal chain of
economic events had taken place, Equally, political and 1deolog1c¢'.ﬂ causes
would have been insufficient without the presence of the economic events
described. The concept of separable causality is discussed at.length .in
Hicks, J. Causality in Economics, Blackwell, Oxford, 1979. :
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decentralization. This decentralization was limited in two main direc-
tions by the need to maintain (devolved) investment planning and an
intersectoral price policy relatively favourable to agriculture. The re-
sulting upward pressure on urban wages required the particular form
of decentralization which was embodied in the formal institution of
worker's sell-management. This sequence of causality has the advanta-
ges firstly, of relating o a fairly well developed economic model, and
secondly of situating self-management in the brnoader context of an
entire reform process.

This hypothesis also helps to explain the institutional changes of

later periods.®) By 1957 the basic mechanisms of the New Economic
System were well established. -The Second Five Year Plan was begun
in 1957 and the economy achieved remarkably high rates of economic
growth during its period of operation. But just as the techniques of
planning were always in a constant state of adjustment and jmprove-
ment, so the institutions which carried the plan through to implemen-
tation were gradually adjusted and amended, This process was very
clear through the series of single year plans which were implemented
between 1953 amd 1957, as the new institutions of the New Economic
System were perfected, and in the yearly readjustments of the income
distribution system which took place over this period. Towards the
end of the 1950's, the system of general wagricultural cooperatives
began to be promoted, and peasants were encouraged to market their
produce through these organizations, and to enter into cooperative
agreements with them. In the social sector,; the system of profit shar-
ing was replaced by that of income sharing, the system of self-mana-
gement was ‘developed o give more and more autonomy to enterprises
and a grealer degree of control over management to ithe direct pro-
ducers. In conjunction with this development the dual pressures for
higher real wages and for higher allocations of investment-funds from
the S.LF.$ in the context of fairly strict price comtrols put pressure
on the system of surplus mobilization which had been established and

gave rise 1o inflationary pressures. The conditions for a new round -

of reforms began to build up. The transition from a set of institutions
appriopniate to what might be described as a method of budgetary mo-
bilization of the economic surplus to a sat of institutions appropriate
to an inflationary mobilization of the economic surplus was carried
out through the reforms of 1965.

Received: 59,1980,
Revised: 6.10.1980.

™) See Bartlett, W.I., Economic Development, Institutional Reform and
Unempl_oymcnt in Yugoslavia, 1945—1975. Unpublished Ph. D. thesis, Liver-
pool University, 1979, : ’ . o
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EKONOMSKI RAZVOJ I INSTITUCIONALNA REFORMA:
UVODENJE RADNICKOG SAMOUPRAVLIANJA U JUGOSLAVIJI

W. J. BARTLETT
Rezime

U svojim analizama ekonomskog razvoja, ekonomisti-klasidari
(Quesnay, Smith, Ricardo, Marx) posebnu su painju posvecdivali odnosu
izmedu ekonomskih institucija i procesa ekonomskog rasia. Sredi$nje
mesto ovog uzajamnog odnosa zauzimao je odnos izmedu institucio-
nalne strukture i‘stvaranja, odnosno upotrebe, ekonomskog viska.

Za razliku od klasiénog prilaza, savremeni neoklasiéni pristup ovo-
me problemu nalazi se u leoriji svojinsko-pravnih struktura. Tu je na
uobibajene temelje neoklasiéne teorije (prinosi, tehnologija, preferen-
cije) nadograden parametarski institucionalni sklop, koji, svojim de-
lovanjem na incentivne strukture, menja uzajamne ekonomske odnose
w modelu.

Uvodenje radni¢kog samoupravijanja u jugoslovensku privredu u
razdoblju od 1951. do 1953, godine i kasniji niz institucionalnih refor-
mi (1957, 1965. i 1974. godine) iziskuju dalju analizu odnosa izmedu
ekonomskog razvoja i institucionalnih oblika. Autor sugeriSe da klasic-
ni pristup pruZa pogodan okvir za smisleno {retiranje ovog Istorijskog
iskustva.

U ovom se Slanku uvodenje radnickog samoupravijanja razmatra
u sklopu celokupnog procesa reforme druStvenoekonomskog sistema.
U prvom odeljku razmatraju se neke relevantne teorije institucional-
nih promena koje se bave razitkom izmedu centralizovanih i decenira-
lizovanih privreda socijalistickih zemalja. Ideje sadriane u ovim teo-
rijama &ine osnovu vecine rasprava vodenih u literaturi o reformi kt_)ja
je u Jugoslaviji izvr$ena u periodu 195/—I953. godine. Pregled te llte:
rature dat je u drugom odeljku. U irecem se odeljku govori o izvesnoj
neadekvatnosti u ovim teorijama, a u Cetvriom se odeljku predlaze
drukéiji pristup, koji, mada usredsreden na razmatrani prin_wr (uvode-
nje radniékog samoupravljanja), pruia okvir za dalju t_umhzu reform-
skog procesa u Jugoslaviji u toku celog posleratnog perioda.



