PROPERTY RIGHTS AND THE LABOUR MANAGED
FIRM IN THE LONG RUN

Frank H. STEPHEN*

In a necent paper Erik Furubotn states ithat

» .. .ithe ultimate conclusion on ithe labourmanaged
finm s clear. Whatever its contriibution to industrial
demoaracy, it §s oot an inherently efificient economic
ongamiisation.« Funubotn (1976) p. 122,

The malin analytical justification for this conclusion is in the secti-
ans of the paper dealing with savings dejposits and alllocaltive efficiency
which parallel ithe theme of a number of eanlier papers (Furubotn, 1971,
Furubotn, 1974, Furuboim & Pejovich, 1970a, Furubotn & Pejovich,
1970b, Furubotn & Pejovich, 1973, Pejovich, 11969, Pejovich, 1973). This
theme lis (that under a system of Tabour management in whioh workers
can only derive returns from physical assets whilst they are members
of an entenprise and so long as the deprediation of assets is a legal me-
cessity the vetunn from investing im productive assets must be greater
than the vate awvdilable on deposits in the banking system. Although this
phenomenon has also been pointed out by Vamek (1971 1973) it may be
styled the »Furubatn-Pejovich Bffect«. For a work collective with a gfi-
ven planning horizon 'of n years ithis has the effect of making the requ-

_imed rate of return *) on physical investment equal to

i1+ iy
(1 +ipm—1
where i is ithe mabe of interest earmed on funds deplosited in the banking
system. Whillst this effiect unidoubtedly exists and can be measured to so-
me extent in aggregate for an’economy such as Yugoslaviia (see Stephen,
1978a) it s mot sufficient to justify the extremely simong conclusion of
Furubotn (1976). This point will be angued at itwo levels:
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(i) Labourmanagement may take forms other ithan that fmplicit
in Furubotn (1976)

(i) Even where it ifakes that fomm, explicitly, the distontions may
be removed or at least ameliorated o a substantial extent by
compensating adjustiments elsewhere in the legal and economic
systems. :

I. THE PORM OF LABOUR-MANAGEMENT

Although the #itle of Furubotn's (1976) paper is »The Dong-Run
Amallysis ©of the LabourdMaenaged Firm ...« the assumptions underlying
it are essentially a stylised version of Yugoslav »Self-Management«: the
propenty vights structure and finencing oppontunities are those in Yugo-
slavia which may not be unique to all systems of labour-management.

However, systems bf labourimanagement with different charactesi-
stics may be developed. At least two such systems will produce Pareto
dptimal mesults. One is the wholly extennally fimanced system oulftiiined: in
Vanek (1970). In this model #here is mo self-financed linvestment and nio
requirement o deprectate since funds are provided at a market cleaning
rate by a National LabourdManagement Agency with a guarantee of we-
fimanding. This system ds. am exact analogy (under labour management)
of the method of finanding of the entrepreneurial firm so fundamental
to meoclassical micno-economics — f.e., all capital is hired by the entre-
preneurial factor. Vanek has prioduced an »idealised« labour-managed
system wiiich may be companed validly o ithe idealised system of con-
ventiional economic theory. Both systems are Pareto optimal in the long
nun 2lthough the paths by which such a position ds weached differ. [See
Vanek (1970), Meade (1972)). Vamek’s model is a »sodialist« model in
that dhe members of the collective have no lindividual claim ion the dssets
of the enterprise which may 'be thought of as belonging o society as a
whole.

A second: group of systems may be developed in which wortkers re-
tafin individual rights to any income which they forego for any inter-
nally finanoced investment [see Benman and Berman (1978)] or in which
membership of ithe colleotive is subjedt o a manket transaotion [see
Sentel (1978)). In dontrast o Vanek's model such systems inay be ter-
med »individualistic« systems of labourmenagement. They are also Pa-
veto optimal

It is, however, not legitimate ito compare (as Fumubotn (1976) does
implicitly) a model of labour-management with a built-in disbortion to
an jdealised model of a different system and: o conclude that all vari-
ants of ithe distomted model ave inferior to ithe idealised model. The con-
vense ‘of Furubotn's (1976) condlusiion conld be obtained by comparing
a private propenty system with a profits tax to Vanek’s 1(1970) model of
labour management. In that case the conclusion ithat »private owners-
hip fis not an inherently efficient economic systeme« would, of course, be
imvalid since memoval of the distonting tax would wender the private
ownershiip system Paneto opiimal. In onder to meach his strong conclu-
sion for the case of labour management Furubotn must demonstrate

’
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the fmmutability of his assumed propenty rights stoutture. It wiould, ho-
wever, seem that others have demonstrated that the contrary is true,

The analogy with a tax under a private propenby wights system s
more than superfiicial. The distonting effeas of the »Yugoslav« propernty
tights system has all the analytical propenties of a progressive tax on
investment (and thus on the sunplus of the collective over the long Tun).
This tax is progressive in temms of the collective’s planning homizon in
that tthe shorter the planning horizon the higher the implicit rate of the
»iax«. "

Considerfing tthe pnopenty iights structure as a tax poovides some
useful insights. Finstly it may be angued that this stax« is used to fi-
nance a public-good called »sodialism.« (Fumubotn is implicitly comside-
ring a »sodialist« fonm of Jabour-management), It would seem that con-
cefptis such as »sodialisme, »detmooracy« and »human mightsc etc have
all the analytical chamacteristics mequiied by the general definition of a
public-good as used in economics. In panticular they kmply joint com-
sumption and nonexchudability. Thus it might be argued that a simpli-
stlic appeal o Pareto optimality has limited validity when such a pub-
lic good is present. The only tax system compatible with Pareto optima-
lity is that of Iumip4sum transfens (Nath, 1969). Thus it would seem that
alll Public Goods should be financed by such fump-sum taxes. However
in the case of ithis Public Good, »sodialisme«, lump-swm taxation would
neduce the »output« of the Public Good since its existence requires une-
qual monetary saorifice. It inay mot be finuitful ko push this line of ar-
gument too far but it would seem ‘to donfirm the Bimited applicability
of Parebo optimality fn comparing situations which imply different value
judgments (as has been angued elsewhere e.g. Nath (1969) p. 86). Under
these circumstamces the effidiency of any system can only be judged
whemn a Social Welfame Funation ds fully specified.!)

. The second insight which can be gained via the tax analogy comes
from the literature on  the efficiency costs of disoriminatory taxes (e.g.
Harberger, 1966). Given that the wtax« discoriminates against ‘those col-
lectivels wittth short planming horizons investmentt funidis will flow to tho-
se with longer planning horizons. Thils may compensate to some extent
for the weduction tn the level of investment in the wother sector depen-
ding on. the relaitive sbopes of ithe Manginall Efficiency of Investmenit sche-
didles of the various sedtors. If all collectives have ithe wame planning
honizon the »tax« will be mon-~diiscrimingitory and given that in a to-
tally labour-managed ecomomy all income dextives from the coporate sec-
tor, the tax will be fully shifted. However the full effect of shifting
might take o long time do work fits way through the system (see Krzyza-
nitak, 1966). : :

Seeing the Furuboin-Pejovich effect as a tax suggests that it might
be compensated for elsewhere in the system. Indeed Furmbotn and Pe:
jovich (1970bs) have themselves suggested ithat the Yugosiav authonities
after 1965 altered ithe levels of taxation on »retained« and »distmibubed
profits« in onder to compensate for the property uights structure, Sub-

Y A similar Jogic is implied by Williamson's (1977) motion of an »essen-
tind idealogical attribute« of an ecomomic system and the notion of »a priori
restriction« on a system as developed by Neuberger and Duffy (1976).
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sequently fit would: seem that all taxation of »retained earnings« has been
memoved completely (see Lamenrs, 1976). The extent 5o which such action
compensates fior the Furubam-Pejovich effect is, of course, 2 matier for
empiirical estimaition.

IT. THE EXISTENCE OF CREDIT

Furubotn (1976) discussed labourmanagement in terms of a finen-
dial system im which there was mo oponfumity for emterprises o bormow
irvestment funds from the banking system or a fixed interest market.

The possibility of such oredit finemding is only dealt with in a shont
foomote stating that:

sthe pwoblems 1of allocative efficiency remain

ito plague ithe finm whether or not the firm is
able ho draw upon bank credit or other external
capital fumds« Fumebotn (1976) p. 122.

For a substantiation of this assention Furubotn refers the reader to
Furubotn & Pejovich (1973) and Furubotn (1974). The Sonmer paper, in
fadt, velies on Fumuboiin (1971) for tits conclusions in this avea. The in-
completeness of the anguments in that paper have been demonstrated
by Stephen & Smith {1975). It will be angued below that the decision
mile nsed to evaluate altemmative sources ©f finance tin Furubotn (1974)
is mot @ rational mile for any ecomomiic agent @Encludiig the workersma-
nager) and that as a consequence Furuboin's overall comdlusion must
be modified.

Furubotm (1974) essentially reaches two Findings: (i) that the existen-
ce of oredit reduocas the level of selffinanding; and @) that under »rea-
listiica conditions the incemiive will exiist ho finamce all dnvestment from
credit.

The first bf these mesults nalies on the entenpiiise always borrowing

Fimst and lonly using selffinanoe K there are istill profitable investments
lefit when credit is exhausted. Furubotn states that this »nigid sequen-
ce bis made provided centdin assumptions ane accepted«. (Fumrbotn, 1974,
p. 269). These assumpiions are: (a) the Marginal Product of Capfital
falls monotonically (b) the supply of bank credit tis infinitely elastic at
the jgoing rate (c) the nate of intevest s low enough relative to the re-
tiEn on capital o permit some positive bommowing (d) ithe maste of time
substitution of consumpifion increases steadily as oumremt consumption
§s diminished (e} the collective is concermed exclusively with maximising
e uttiliity function: whose only arguments are individual consumpitton in
each partiod of the planing horizon. It can be simply demonstrated using
diagram 1, which is talken firom Funubotry (1974), that the comnclusion re-
gardimg this »migid sequence« s wrong.

In this diagram ithe horizontal axiis measunes levels of savings and
investment amderioken by a colleotive with a specified planning hori-
zon. It is assumed that all members of the collective have identical pre-
farences and any distribution of dncome is egalitarian. The vertical
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mem{bers of the flinm. This difference is ithe rtax« i
and is an inverse function of the colleotive’s p]annim“:f&?::xp?zdo;? cartier
If J; ds the mate at which ithe collective may borrow funds the opti.
mum level of investment is OG with OF beling selffinanced and FG b%cr—
rowed. The application of Fumbotn's sigid sequencex would lead o
investment of OC with OG being bonnowed and GC self-financed. These
two possible so"lu'tlons #mply almost inverse rates of use‘l!fﬂﬁiamnce‘ Intuj-
tively Funubghnx sequence seems lillogical since it implies rumhsm the
resources wiith ithe hiigher opportunity dost (i,) in preference o fh‘o
with ﬂfe Jvowe‘r {z*). Analytically, in terms of Manshallian sumpﬂuses Fixe—
nubatn's mle fmplies sacriificing r*BLE, in order o obtalin B'EL. T lut.
ter cannot, under ithe assumpiions made by Furubotn, be greater than
the former. Thus the avalilability of credit will not substantially reduce
the volume of selffinance — in the absence of credit the level of in-
vestment would !h'ave been OH. It would seem tthat Furmibotn s led dn-
to ithis enror by hms concern witth maximising the level of investment,
The confiigunation of schedudes in diagram 1 does of course mndloa
te that the level of finvestment fis reduced by the property rights structu-
re \l.ﬂhe.ﬁzezj or noit oredit is available. However other oonffigurations can
resulit in diffierent conclusionss e.g, if SS interseats 1T ito the lefit of T and
iy s the price . of aredit under both systems the level of investment
woulld: be identical (=0G), the only differance being that the labour-ma-
na.ged dimm \youlld have ? hiigher demand for aredit. Tt would be a mere
fwahm{lcéf?nlf?tlf free credit markets would equilibrate at the same credit
'eé mmtém@;meit (or monetary authority) manipulation of the
The second, and technically valid, result obtalined by Furmubo
(1974) and also propounded in a stronger form dn Pejoxﬁgh (1973) ?rs]
that when i; <1* tthe labour-managed finm will wish to fimance fits in-

question is, however, wheither or not bt is a realistic situati

tes wever, 3 ¢ situation, B u-
mboup and -P_ejovuch would seem o argue that it is dlince for ‘I‘easosﬁaﬁile
planning Il.wrwolns cr.* witll be inuch greater than io. Two sets of diroum-
stances will detenmiine ithis — omne dlearcut and one rather less so. The

clearcut case fis if ithe enterprise is not required to depreciate assets

purchased with bornowed funds, The other relat i
0 L » T es o th i
bert\\]*}o;en fthe planming horizon and the loan period. ¢ melarmon@hnp
the first case it is clearlly a matter of public policy. o
s g3 . A ‘ ! ven lﬂh
initial proprety mights structure. Should the same muﬂgg agpl?l ito ali
asselbs-megau-d‘ﬂess of the manner of their financing? It- would seem rea-
sonable, pe_mmbw]amdy given ithe consequences 10f doing otherwiise, to treat
a}]ﬂ aSSGts In ithe same mamner., If this s mot done yet another distor
tion fs tntroduced imto the System.
Funubotn (1974) and Pejovich (1973) clearly impl is 4

' (1974) - mply that this s th
case in Yugoslavia (i.e. assets are treated differently), however mher:
Seems no reason o assume it to be the case in a generalized model of
labour-management.3) If assetts putchased "with bonrowed funds must be

J ot »
(197 8b)? The case of Yugoslavia has been dealt with more fully in Stephen
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deprediated as well as having the capital vepalid then the borrowing re-
te must be adjusted (as was ithe deposit wate) to take account of the
propenty mights suindiure sinice ithe oppodiunity cost of bonrowing to the
labourmanager ds not merely the intepest rate but, in addition, the de-
preaiation rate. If the bommowing rate (say ;) is greater than the depo-
sit rate (fo) then it §s ikely that, ceteris panibus, the opponbunity cost of
bornrowing (say ,*) will be greater than the required wetumn (i.e. ).
This will be so as long as the period of the loan is less then or equal to
the colledtive's planning horizon.

‘When the mepayment pertiod extends beyond the planning horizon it
is possible that §,* may be dess than +* but this will not necessarily be
the case. It will depend on a number of factors but bt should be ob-
viiows thalt the fumither the repayment period extenids beyond the planning
honizon the more likely it &s that i* <r*. If planning horizons are very
shoutt this result seems plausible but mo evidence has yet been produced
as to the typlcal denght of planning horizons under, for example, the
Yugostav system. Clearly regulating the Joan period becomes a policy
parameter in a labour-managed economy under the »Yugoslave property
rights system.

Pejovich (1973) suggests that this skuation d;* < r*, will lead to an
insatiable demand for credit. In most realistic cases however this will
not anise since §;* will be velatively dlose to r* e.g. if i = 0.06, i, = 0.1,
and the planning horizon is six yeams and the loan period eight years

r* = 0.203
i* = 0.187

i.e, ii* is much closer 10 r* tham o i.s Diagram 2 dlustrates the possible
effect of such a wituation. Even allowing for this case Furubotn and
Pejovich overestimate its immpact. The impont of Pejoviich (1973) and Fu-
nubont (1974) is that when the avedit rate is iy* ithe entenprise will stop
alll internal financing and seek ito bomwow OC. What both authors neg-
lect lis ithe faot that although there would be no comporate saving by
. this finm lindividual savings by its mnembers would take place at a level
OB when tthe bank deposit rate is do. The situation of the »ownens« of a
fimm both borrowing and lending is somewhat incongmious and seems
to mun agaiinst the analysis of ithe optimal investment decision. (see Hir-
shleifer, 1958). However, tthe property mights structure accounts for this
by giving ifise ito a situation analogous to one tn which ithe fnvestor can
lend at a vate of interest above #hat at which he could bonnow. This is
implicitly the case in diagram 2 since if all interest rates are standardi-
sed so tthey indlude recuperation of caplital the deposit rate becomes
T* > f;* (the bomrowing rate). Thus the net demand for credit by this
colleative is BC and not OC as both Pejovich (1973) end Furubotn (1974)
imply. The ability of the financial system ito provide this amount will
depend on a number of factons (e.g. the savings and investment deci-
sioms of hheir collectives and any governmentt parlticipation in the f-
nancial system), but the pmoblem is unlikely ito be as acute as that su-
ggested by Funubotn and Pejovich.
Indeed manipulation of the loan repayment period conld lead im
priciple to the members of the collective generating enough savings pri-
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vately fto finance ithe pnoject i.e. the membens of the collective would
llend aoney o ithe baink which woulld welerid fit to the collectve. A fafir-
iy flong wepayment period coulld produce a situaition dn which i* = i,
e.g. with a planming horfizon of six yeans and i = 0.1, a loan period of
30 years yields i;* = 0,106. Obwiously there are dangers in banks using
shant term funds to provide very lengthy doans. It is however indicatve
of one of many possible policy options neglected in Furibotm's analysis.

The foregaling has been an attempt to demonstrate that the exi-
gtence of credit in the system iof dnviestiment finance helps to reduce

.the consequences of the FurubotnPejovich effect much maore ithan is

allowed for in Fumubotn 1[1976), However 4t is clear ithat the mere exi-
gtence of a credit martket will not be suffcient ito produce the level of
investment which would be generated in an otherwise similar iprivate
property economy. In the aggregate the situation may be characterised

I
i
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II is ithe MEI schedule for the economy, SS is the supply of savings.
Under ithe propenty rights system under discussion it would be possible
to construct an adjusted aggregate MEI schedufle meflecting the reduced
return penceived by worlkerimanagens firom the investments available in
the economy. This is shown as IT'. If penfeat capiital markets were to
operate then ithe two systems of propenty mights would generate equili-
brium tlevels of investment of OA and OB. The gap AB is essentially ithe
Fumibotn-Pejovich effect measured in tenms of tnvestment. The previous
parts of this sectiion of ithe cumrent paper have sought to show that this -
gap need not be as lavge as would be suggested by the wonk of Furu-
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botn and Pejovich. The mext seciion examines a practical situation in
which the effeat might disappear.

III. THE CALCULATION OF DEPRECIATION AND THE EXISTENCE
OF THE FURUBOTN-PEJOVICH EFFECT

Another question which arises is whether the Furubotn-Pejovich
effect will in practice make itseif felt in the weal world as opposed to
the stylised model of, eg., Fumubotn (1976). This is a model in which
assets depreciate in such a way that the reinvestment of the deprecia-
tion funds maintain a perpetual dncome stream. The real wonld may oot
be as straightforward as this. There is no meed even o consider ithe
dynamics intnoduced by changes in technology, economlic growth, etc.
for ithis ito be demonstrated. The »effect« would seem to be highly sen-
sitive ito the method used ito calaulate depreciation. Yugoslav economists
following on from Hoxvet's (1964) elucidation of the »depreciation mul-
tiplier« hawve been consdious of the fmpact which this can have on ithe
growth of fixed assets in an economy. Whilst the »depreciation morliti-
plier« was conceived in a macno firamework it does provide insights in-
to the micro situation examined by Furubotn. The basic motion of the
malltiplier is ithat if depweciation is caloulated on the mominal value of
assets which are wiitten down only at the end of their productive life
but the deprediation funds are dmmediately available for investment in
real assets ithen tihe act 0f deprediation will lead to em increasd fn tthe
real value of assets. In the limit this real value will be twice that of the
original assets, Horvat (1964, p. 143).

Below, this process is examined in the context of am éndividual la-
bournanaged entenpaise faced with a comtinuous stream of projeots,
whose marginal produact of capital declines monotonically and which dis
subject to the propertyights structure ased by Furubotn (1976.). The
enterprise is obliged to calculate depreciation jon tthe mominal value of
assets undiil the end of the assets’ tife at which its value is written down
t0 zero. The case considered here is limited o the fixed planming hori-
zom of the worker managens, all events beyond which ame iotally disco-
unted. Caloulating depreciation on the basis of the nominal value of
the assets will reduce thé weturm from the initial investment. If rthe
annual cash fliow from an asset prior to ithe calculation of any depredia-
tion charges is a constant R over ithe life of the project fas assumed in
Funubotn, 1976) and if for simplidity it is assumed that the asset depve-
ciates linearly over an m year period, then the net income generated per
period will be

1
r= R—'—Ig
n ,
gmder priivate propenty rights the mate of vetunn on this perpetuity will
e .

where I s the
initial imvestment

¢t o e e e+
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Under »Yugoslave property mights the wate of retunn will be r* where

1

R——l, where the planning

=7 . horizom is j years

t* can be obtained by inventing

r*(l + r*)i
= —_—
(1 +r*)i—1

However if deprediation is calculated on ithe basis of the nominel (i.e.
nonwiditten down) value of the assets the annual cash flow s further
reduced to

1 1
y=r—— (1 +—)-1I,
n 1

and consequently the rate of return on the initial investment is also
reduced, to y*, where

1 1 1

] R__'In'—qla(-l + '_")t_J
n 3 1
T =1,
< (14 )
1 1

. R—I[1 + (1 +—)1]
' ]\ n . n
S
1. €, P (1 + ,Y*)f

However this implies that all deprediation is transformed dmto real as-
sets art the beginning of ithe period subsequent ito its deduction from the
cash flow. Only a pant of these funds fis requined o maintain the vaiue
of sthe omiginal investment, the mest willl go to purchasing and maintai-
mng the value of new assats.

From Horvat (1974, p. 142) we may deduce ithat the nominal vahie
of the asset in any year t dusting the life of the asset is given by

1
K= (1+—)K
n
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1
=(1 +—)K;
n
arngp : hat
he @ anvestment I, we may say it
ideri fore the act of an inves L] Y
Conszjldsrnm}zgi‘;hﬁl?; mominal value of the ais?dts auil!simgs firom an i
tﬂu;nt lI gcom'm}g finto operation in the period t =1, 1
ment; lor

1
AK, = (1 + =),
n
. . \ . fo
the increment to depneciation required in peniod t is therefore

1
(1 +—)~

AD3= 'Ia

intai t amnount
However not zil of this is requtired o malintain the assets. Tha

will be given by

. ——
(1) Io' the amount wequired io maintain  the value of the imitiial
i —: ;

n

injeation Ip
1—1

_2_ s 4 o
) —1— Ij the amount mequired to maintain. any assebs!) pur
n

J=1

and (@

that needed o maintain the

1 L funds § of :
o e il available for met dnvestment,,

original ‘assets. Consequently funds willl be
1,, in peniod t where
11
1 I <
1, = ADj——I,—— Z Iy
n n I

=1

‘ 1 I, 1<
- [+ =D ) i
1 1n n =1

For a project wibh
vestment each year fis:

'y Assumed also 1o have a life of n years.

suptial cost of 1,000 and a ten-year (ife the net in-

=
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Such investments will generate some weturns during the planning ho-
rizon, although ithe bulk of this mew investment does not vccur il near
its enid. Such retums will meeid to be added to v ito caliculate the overall
veiunn, Bt should be noted ithalt in caloulating tthe wate of retum to the
worker-managers ithat &t is a petunn

—1
—

on am investment of I, not I, + Z I,.
‘ t]1

At ithis poimit it miight be suggested that this ds uniikely to. make
any diffenenice to the compartison between the privately owned and la-
boursmaneged firms  (except perhaps that, since the private owner can
capitalise the infinite stream of returns obtained fiom the secondary
investment whereas ‘the workermanager can only obtain the retwrns du-
ring his planning horizon, it makes the woulker, relatively speaking,
wonse off than under Funubotn's amalysis). However there s a differen-
ce fin the productivities lof the projects available to these two sets of in-
vestors. If for ithe moment the process is analysed in two stages (i) se-
leoting the initial evel of investmenit and then (i) deciding on whether
»excess« deprediation should be reinvested the process may be clai:
flied, in terms of diegram 4, thus:

IT lis the MEI schedulle faced by the private owner (net of depreciation
caloulated as a propontion of actual value), 11’ is ithe schedule faced by
the worker-manager under the same conditions. IB ks the MEI schedule
faced by sthe prilvate owner when depreciation is caloulated' on nominal
value and IB' fs ithe comresponding schedule for worker-managens. SS is
the savings schedule for both groups. The equilibrium rates of interest
will differ under the two systems. Assume that given depreciation: onthe
nominal value tthe equilibnium rate of interest under the private system
s 4. {for both bonmowling and leniding) and under ithe LM systtern ds i;.5)

. %} There is mo loss of generality im assuming each firm to face a rate of
intérest which would be lits equilibrium rate. It does however simplify the
exposition. .
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assets- (1. . use II) and obtain a higher level of investment and have no
: iminvested excess depreciation funds.
ri i The situation however differs under labour-management, Using IB’
the initial level of investment at rate of interest i; is OK. What are the
opportunities under this system for reinvesting the »excess deprecia-
tion«? It would seem that they lie along FB mather than GB’ as might
1 be expected. This is so because in the case of investing these »excess
_ depreciation« funds the act of deprediating ithe assets purchased also
t represents the mecovery of capital by ithe depreciation »fund« which
supplies, as lit were, the mesources. The workersnanagers can itake the
income fnom such an investment. They will obwviously invest these funds
if the cash flow for the west 'of #heir planning horizon firom suoh an in-
! vestment is greater ithan the cash fllow from investing them at the mar-
4 ket rate of interest §;. This will be the case for all projects lying along
FH. It should be noted ithat H may be to the right of, to the lefit of, or
L at M, the optimal level of investment im the capitalist system, depen-
‘ ding panttly on the values of i and i;. However the excess depreciation
funds may or may not be as great as XL. This will depend on the relati-
ve configuration of the various schedules. It should be recognised ho-
wever that the table above suggests that they will during = ten-year
planning horizon amount o almost 55% of ithe initial investrment which
is likely to go a long way to filling the shortfall in investment pointed
B to by Furubotn,
{ Thus a deprediation regime based on mominal asset values can be

used as a policy instrument to ameliorate and perhaps even over-com-
pensate for the FurubotniPejovich effect.
Two funther points should be noted: (i) The shonter iwhe planning
horizon the smailler will be the excess deprediation. This follows from
‘ Horvat's xesult that the smaller the life of the asset, the smaller is the
’ depreciation multiplier; (i) The amount of excess depreciation will con-
[ tinue to fncrease beyond the planning horvizon umitil it reaches an equi-
; librtinm devel. Whilst this has mo influence on the decision taken by the
imdividual workerimenagens with a fixed planning horizon it does have
= R implications for the tongaun equilibrivm rate of investment in a wor-
kerimanaged economy.
It must be conclided ithen ithait, unider ithe 1deprediation megime out-
lined above, the Furubotm-Pejovich effect may be substantially reduced
and comiceivably might be megative, -
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{. IV CONCLUSIONS

I : . This paper has attempted to challenge ithe conclusion of Furubotn

DIAGRAM 4 ) (1976) on twio levels: (i) that his analysis relates 4o a panticular, distor-

At a rate i the private finm will selffinance all its projects and no mo-
re projects exist with a rate of return greater than the market rate of
interest ic. It may be moted that the level of investment will be lower
than if deprediation were calculated on weal values. The private firm
s defit with the aminvested »excess« depreciation which has ais fits best use
depostiting it in the bank. It would cleanly be more efficient under the
private ownership system do calculate deprication on ithe real value of

b s nais vens e ot 4aad

ted fonm of »sodiallist« labourmanagement and cannot be generalised as
a condemnation of all forms of labourtnanagement; and (ii) that even
when discussion is lirnited to a system where this distortion fis presemt
it may, in weality, be mach smaller than is #mplied by Furubotn and
that a possible policy instrument exists which may funther reduce and
perhaps totally memove ithe distontion.

A fairly stwong criticism of Furubotm's (1976) methodology has been
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advanced in the course of the first line of amgument. This is basically
that the standard used by him to evaluate labour-management (. e. Pa-
reto optimality) may not be validly applied fin this case since »»socialist«
labour-management violates the assumptions necessary for the applica-
tion of the standard.

The second line of argument has, if nothing else, demonstrated that:
the implications of the propenty mights strucbure analysed by Fumuxbo:ﬁp
(1976) are much more complex than he suggested. In a comgplex interue-
lated system such as an economy tit should be expected that introducing
a distontion in one parit Of the system will lead ito distontions elsewhere
in ithe system which may comncelivably aict in the opposite direction to
that of the original distontion. ‘
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SVOJINSKA PRAVA I SAMOUPRAVNO PREDUZECE U DUGOM ROKU
Frank H. STEPHEN
Rezime

U ovom se &lanku razmatra kritika samoupravnog preduzeéa koju
je dao Furubotn (1976), tj. razmaira se njegovo mi§ljenje da je takvo
preduzede inherentno neefikasna ekonomska organizacija. Tyrdi se da
Furubotnov lanak ne opravdava potpuno njegove zakljuéke, a u ovom
se Elanku to dokazuje na dva naéina:

1) Radnicko samoupravijanje moze imati i druge oblike pored ob-

lika koji proizlazi iz Furuboinovog &lanka.
S 2) Cak i tamo gde samoupravijanje ima eksplicitno takav oblik, di-
storzija koju navodi Furubotn moZe se otkloniti ili bar w znatnoj meri
ublaZiti kompenzacionim regulisanjem u pravnom i ekonomskom si-
stemu.

U Slanku se uporeduje oblik samoupravnog preduzeda koji je anali-
zirao Furubotn sa drugim oblicima koji dovode do Pareto optimalne alo-
kacije. To su »socijalistickix model Vaneka (1970) i sindividualistiGki«
modeli K. Bermana i D. Bermana (1978) i Sertela (1978). Dokazuje se da
Furubotn uporeduje »distorzivni« model radni¢kog samoupravljanja sa
»idealizovanim« modelom preduzetnicke firme. To nije ispravan po-
stupak.

Dalje se pokazuje da se distorzioni efekat sistema svojinskih prava
»jugoslovenskog tipa« koji je analizarao Furubotn moZe da posmatra
kao otelotvorenje »poreza« u obliku restrikcije nametnute raspolaganju
sredstvima. Ovaj je porez neophodan za finansiranje »javnog dobra«:
»socijalizma«. Ovo se ne moZe postiéi pauSalnim transferima i nije, sto-
ga, saglasno sa Paretovim kriterijumom.
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U drugom delu &lanka ispituje se efekat uvodenja zajma u model
radi finansiranja investicionih projekata. Pokazuje se da se uticaj zajma
priliéno razlikuje od uticaja koji je pretpostavijen u radu Furubotna t
njegovog saradnika Pejovica. Ovo proistiCe iz njihove pretpostavke da
se samofinansiranje javlja samo kada se Zeljeni nivo investicija ne moe
u celosti isfinansirati iz zajma. Pokazuje se da ovaj redosled nije opti-
malan.

U tredem delu clanka ispituje se primenljivost Furubotnovog mode-
la kada se u obzir uzme »amortizacioni multiplikatore« koji je uveo Hor-
vat. To se Cini istrafivanjem amortizacione Seme zasnovane na nominal-
noj vrednosti sredstava. Pokazuje se da takva Sema stvara investicione
fondove koji mogu biti dovoljno da sasvim otklone efekte sistema svo-
jinskih prava koji predstavijaju osnovu Furubotnovog i Pejovidevog
modela.

SELF-MANAGEMENT, EFFICIENCY AND NEOCLASSICAL
ECONOMICS

Branko HORVAT*

_ Many yeans ago, sometime after the First World War, Ludvig von
Mises produced a »scientiific prioof« that a centrally-planned economy
could mot worik, that it was economically impossible. Thus, the Soviet
e'oomt_)my, against which the tract was oriented, would first, lag behind
and @t would finally break down. This proof, together with a certain
humber of other articles hostile to planning was republished in 1935 in a
book edited by von Mises's compatuiot, F. A. von Hayek.!)) The book en-
tered the dlassrooms and became required reading for urnifontunate stu-
dents. At tthe same time, the Soviet economy was growing at a rate hig-
her tham any other economy in rthe world. It was only afiter the Russians
launched the Sputniks that von Mises’s proof was quietly lefit o obli-
vion.

In a bodk (ust published, Henry Lepage?) rediscovers von Mises, Le-
page does mot search for any proof against central planning, however.
He quotes von Mises extensively as an finspiration for enother exercise
wiiich is less ambitious but more up+to-date. It needs o be shown that
self:management, though possible, is less efficient than capitalism. Con-
sequentlly, selifmanagement s mothling but an dllusion and it s capitalism
w\hlch‘ is bound to tafiumph. The proof of Lepage has three ingredients.
The first consists in a meoclassical analysis intended to prove that the
allocation of vesources fis less efficient than in capitalism. Next, theore-
tiical comclusions are supponted by what is refenred to as the Jugoslav
experience. Finally, the author invokes Professor Milton Friedman and
his som, and engages in @ sont of computopia to forecast the brilliant
prospeats of capitalism. This, last, exercise in futuriistic speculation has
some unterestinng points, but is of mo concern to me here. The often-
used phrase »l'éxperience yougoslave montre« is pather unfortunate
beoausg.mhe author has a poor command of facts, confuses political and
economic causes and processes, and is malinly ignorant of professional
literature — such as economettic and organizational studies — and par-

. *) Professor of Economics, University of Zagreb, The French version of
this ’arrtldle is ;published in Revue Economigue, xl&%;-Q. ' son o
1935) F. A. von Hayek, ed. Collectivist Economic Planing, Routledge, London,

?) H. Lepage, Autogestion et capitalisme, Masson, Parfis, 1978.



