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THE ROLE OF COSTS IN THE PRICE POLICY OF SELF-MANAGED
ENTERPRISES

Stjepan GTURINEK*
1 THE AIMS OF THE INVESTIGATION
1.1. Definition of the problems and tasks of the investigation

Traditional priice theory, which we could: basically call instructive
price theory, stamts finom the following assurnptions:

1) Rational behaviour of management

2) That a fiitm has a single aim — profit maximization

3) That a fimm can weliably determine a function of demand and
cost funciion

4) That a fiinm’s aim ds being wealized by means of ithe marginalistic
principle MC = MR,

1

By wecognlizing the above assumptions, it is possible do determine
product price under different conditions, selecting the adequate pmice-
theoretical model.

~  The meality of neoclassical priice theory has been frequently discus-
sed. Although numerous binvestigations carried out up to now fn some
way lead to the solution of the socalled »smarginalistic contmoversy«
problem, it still remains open. From the business economy standipoint,
this »contmovensy« can be weduced ito the question of whether such an
instructive price itheory can be used as ithe basis of a descriptive theory.

Theoretically consistent results fin economic sciemce are achieved
by using generallywecognized deduction methods in analizing detenmi-
ning factors. But the question fis whether such a isolution reflebts the
real reactions of an enterprise in a given situation because it may not
have chosen the most pelevant factors. Since Benjamin Ward!) set the
hypothesis on the behaviour of the selfmanaged enterprise with the
funotional goal of maximizing shont run fncome per employee, rather
comprehensive literature has been published on the behaviour of the

* Assistant-Professor at the University of Zagreb, Yugoslavia.
Y} See B. Ward, The Firm of Illyria: Market Syndicalism, American Eco-
nomic .Review, 4/1958.
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selfsmanaged enterprise?) Accepting Wand's assumption, we come 1o the
following conclusions:

a) The self-imanaged enterprise ds chamacterized by a megative slope
of the supply curve, which causes instability,

b) Increased capital intensity tm welation io the capitalist finm —
whidh causes unemployinent, and

¢) The selfmanaged embenprise s leiss efficient in allocation 'tham
ithe capitalist fimum.

Al the abovepresented conclusions were reached without any empi-
rical testing of ithe aotual behaviour of the selfimanaged enterprise. The
finst criticism of the mentioned hypothesis with the attempt of formu-
lating a theory’) was given as late as 1967. The altermative hypothesis
was advanced lon ithe basis 1of experience, but nnfontunately withowt ni-
gorous emypirical fnvestigations. Acconding tto this, the working collecti-
ve entemprise detenmines the aspirational level of personal income,
which has a funotion of caloulative wage mates. It also ftmies o maximi-
ze the pemaining calculetive excesses, d. e., acoumulaltion funds. The
mathematical stmroture of the goal function of the selfsmanaged enter-
priise ithen directly results firom it and &s identical to the marginal price
theory, and allocative efficiency is the highest. The abovementioned
work has mot been suffiiciently wecognized in the international debate
(one of the most impontant reasons being that it has been published
only in Serbo-Croatiom), although the Westenn economists still think
Ward's hypothesis o be cormeot.

Within ithis context of the behaviour of the selfimanaged enterprise,
our intentions were ithe following:

— o itest the basic hypotheses of rthe goals of the selfimamaged en-
tenprise,

— 0 camry out an empirical investigation of the intendependence
between fonmulating price policy and ithe goals of the self-mana-
ged enterpatise, i

— o camry out an empinical investigation of ithe place and role of
costs in ithe price policy of ithe selfmanaged enterprise, and

— to test the presence of manginal appnoach in ithe price policy of

- the selfynanaged entenprise.

It is mommal o suppose that the price policy of the self-mamnaged
enterprise would be conducted tn different ways. It is logical that even
with very comprehensive investigations, generalization would not be

) B. Ward, BeleSke. o Iliriji: model jugoslavenskog planiranja, Univerzi-
tet danas, 9-10/1966.; D. Dubravdi¢, Prilog zasnivanju teorije jugoslavenskog
poduzeda: moguénost uopéavanja modela, Ekonomska Amafiza, 1-2/1968.; Ci-
¢in-Sain, Miovi¢, Vahéié, Ponadanje samoupravnog poduzecéa centralno pila-
n]ii teotrl”e samoupravne triiSne privrede, Ekonomski institut — Zagreb, 1671,,
and oth,

’) See B, Horvat, Prilog zasnivanju_teorije ffugoslavenskog poduzeda, Ju-
goslovenski institut za ekonomska idtraZivamnja, separat 51J196§., Beograd:
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possible because of heterogeneous material. IHowever, this problem
should mot dmpose greater difftoulties 1f the nature of this material is
such as ito give adequate basis for statistical analysis. It almost entoma-
tically direats ms dowands numerous ‘condlusions.

This investigation projeat include, as mentioned, the price policy
of ithe selfsmanaged entenjprise, with special emphasis on the fmpontan.
ce of costs. The other parameters wof behaviour of tthe selfimanaged en-
terprise, for example, adventising, product guality, sexvice, etc., are ta-
ken im consideration with Ithe usuel assumiption ceteris paribus.

1.2. ORGANIZATION OF INVESTIGATION
11.2.1. Choice of the Final Sample and Investigation Methods

The mumber of enterprises meeded to represent our investigation
sammple s detenmined on Ithe basis of consultation with experfienced
expents fn. this field firom the Institute for Economic Sdiences in Belgra-
de. It has been dedided that the dize of tthe final sample should be bet-
ween 40 and 50, enterprises. Numerous investigations carried out at this
Institute have shown ghat this sample size satisfies ail the methodologi-
cal and statistical requirements.

The main part of our investigation was based upon internal me-
thods of investigation — the survey and the interview.

The interview as an investigational method can be elaborated in se-
veral ways. The type of interview we decided o use in our limvesmigart}On
was the so-called »in-depthe« imterview, which is, in economic investiga-
tion practice, probably better kmown as ithe »case study method«. Com-
blining the investigation techniques of the interview and the survey, we
had tihe possibility of becoming thoroughly acquainted with fthe various
fields of price policy, firom the point of view of the authority in charge
of price policy in an enterprise.

1.2.2. The Pretesting of Instruments and Pilot Study

The character of our investigation project obliged us to choose cer-
tain investigation instruments and analytical technigues for pretesting.*)
We decided tto rtest complete instmuments, although it is possible to in-
dividually test pamts of tnvestigation instruments with very comrect re-
sullts. For pretesting, a random sample of five enterprises was chosen,
the comdition being that this sample not be a subsample of the final
sample. Using thils sample, we dried to deterunine sensibility, precison
and acceptability ifivom the point of view of several alternative inwvesti-
gation instruments. By comparative testing of the three composed sur-
veys, we conoluded the most suocessfiul variant of the basic survey in con-
nection with dts measurable qualities and other characteristics. We also
sitmilbaneously tested two vensions df tthe interview. For the definite in-

9 See E.R. Babbie, Survey Research Methods, Wadswort Publishing Com-
pany, Inc. Belmont 1973., pp. 203-223.
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vestigation concept, a more adequate reduction was chosen.?)

The sample of five enterprises was chosen for a pilot study, as a
subsample of the ffinal sample.

The entemprises included in the pilot study sample were presented
with those imvestigaion instnbuments which pretesting indicated fo be
the most adequate for the final investigation. The identity of format, mu-
meration and question whructure was preserved.

By analyzing ithe datta obitained firom the pilot istudy, we also deter-

mined a definite mumber of anallytical methods. OF ithe analyiical proce-
dures used for analyzing the data detenmined by pretesiting ithe vegnes-
siion method proved to be inadequate, while at the same time, the pos-
sibility of using the scalogram inoreased.

1.3. The Extent and Classification of Collected Material

Al the matertial collected dn ithe investiigation was lassified into
two gnoups: »main matertialc and »supplementary material«, The main
materfal included those examined sample upits which satisfied all ithe
investigation conditions in relation to sufficiency and quality of infor-
madiion. Supplementary malterial s a mesullt of additional investigations in
the enterprises which, during ithe meiin investigation, (did oot give the
most adequate information on mainly one or, more seldom, on several
aspects of patice policy. For these purposes ithe adapting of bagic investi-
gation instruments was effeated. If ithe information obtained through
additional examination gave satisfactory explanation, it would become
an dntegral pant of the »muain material«. The extent of this dntegration is
showan in Table N,. 1/

Table I

THE CLASSIFICATION OF EXAMINED ENTERPRISES
ACCORDING TO INDUSTRY

Main material Additional

Branch of
no. of enterprises**  information

Industry*

Tobacco industry
Printing industry
Chemical industry
Rubber industry
Building industry
Non-ferrous metallurgy

whthawnN

*y The order of included industries simultaneously shows the average
efficiency of these industriies in the seventies. . .

**} Classification has mot been done according to basic units lof econio
mic activity in each BOAL, but instead, according to complete working orga-
nizations.

%) In reference o the aim of ithe investigation, our interview was identi-
cal to the survey. The difference existed only in the conceptualization of the-
se instruments.
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Foodstuff industry

Metal goods industry
Footwear industry
Electronic and electrical ind.
Woodware industry

Ferrous metallurgy

Textile industry

Paper industry

N R WOV

TOTAL . ' _ 46 s

Funther dassification (Table 1I) has beén done according to the
number of employees in the examined entenprises. This classification
inciudes only ithe main material, .

Table IT

THE CLASSIFICATION OF THE FIRMS EXAMINED ACCORDING TO
"NUMBER OF EMPLOYEES

Number of employees

Branch of S over
industry . 60 61500 501—2000 2001 -
Tobacco industry 2

Printing industry 1 1

Chemical industry .2 1 A 2
Rubber industry "2 1
Building industry 2

Non-ferrous metallurgy 2 1
“Foodstuff industry 2 2 1
Metal goods industry 1 3 1 1
Footwear industry 1 2

Electronic and electrical ind. 2 1
Woodware industry 1 1

Ferrous metallurgy ’ . : 1
Textile industry 2 3 1
Paper industry : 1 1

TOTAL " 6 =~ U 20 9
TOTAL in per cent 13 24 43 . 20

Oéxregorjzanim of fimms on the basis of mumber of employees taken
firom Lj. Baban, Tr#idna politika krupnih poduzeda, (The Marketing Po-
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lidies of the Large Scale Emterprises, published by JAZU, Osijek, 1975.)

The following dlassification was done according to the number of
employed in Yugoslav enternprises:

— small size entenprise

— medium size entenprise
— large size entenprise

— very lange size entenprise

to 60 employed
61—500 employed
501—2000 employed
over 2001 employed

Being aware of ithe fact that such a dlassification and numeration
of entenprises is arbitrary, we have decided to wse it for the pumpose of
our investigation.

¢) The intention of every investigation ds to collect as much useful
data as possible. The ideal situation in inwvestigations of rthis kind is
praotically impossible, dispegarding ithe validity of investigation imstru-
ments and the onganization of investigation. Table TIT shows the level
of adequacy of infonmation veceived durfing the investigation. The rate
of unusable answers varied regarding the investigation field, and the
classification of answers was efifected according to the groups of que-
stions put.

Of course, the distincion of »usable answers« and »unusable or
inadequate answers« is rather dubious, and that is the reason why it is
mostly arbitrary. i

In selecting the usable answers, we were mostly guided by the ori-
teriton that a satisfactory amswer muist give us a definite explanation of
centain behaviour,

Table 11X

THE SYSTEMATIZATION OF USEFULNESS OF RECEIVED
ANSWERS

‘
o
.
3
&
g3
%
€

Number of enterprises

Fields of investigation
Nature of answers

Usable Unusable Without Nol
answers  answers answers investigated

Goals of enterprises 33 6 2 8
Cost Conditions 11 25 8 2
Costing methods 36 3 4 3
Competition and demand

conditions 35 7 -3 1
Actual setting of price 39 2 4 3
Marginal concept presence 21 11 7 6

Tt is obvious from Table III that centain questions were not always
put, especially those on the functional goals of enterprises, and also the
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questions on marginal concept presence. The investigator decided not
to put these guestions in two cases:

a) When he felt ithat there was mo possibillty of getting a usable
answer, and

b) When he felt that the person questioned did wot hold such a
position in the firm as to be able to give a usable answer.

2. FUNCTIONAL GOALS OF SELF-MANAGED ENTERPRISE
BEHAVIOR

Before considering the funciional goals of self-\managed enterprise
behaviour, because of the possibility of comparative analysis, we shall
briefly poinit to some problems reganding ithe goalls of capitalist firms.

Neoalassical price theory is based aypon the hypothesis of maximi-
zation of profit as the basic motive of a firm’s behaviour. It is frequ-
ently supposed ithat ihis goal ddes iin the actual basis of economic prac-
tice. However, within whis context there ds the dilemuma of whether to
accept a shontwun or a longaun maximization of profit.

Price theory based upon (shovtwmn) manginal costs and marginal
realization also implies (short-run) optimal price. The theory also re-
cognizes longoun aximization of profit if we weinterpret costs and
marginal realization in the longwmun. As Rothschild stressedfisuch an
approach seems ito be avoiding the problem cather thar solving it.

‘Bmpinical investigations of the past several decades have contribu-
ted to the development of new wviews on this problem.’)

’

The new views can be 'seen in ithe following:

a) accelerated growth of the fimm and the role of the mamager

b) satisfying ithe behaviour of ithe finms?)

<) longsmm survival of a firm and anarket share goal?)

d) nisk avoidance and prevention of mew competition entry®.

Which of these goals should be considered as the dominant one for
the behaviour of a capitalist fizm?

Although most economies are still operating with profit maximiza-
tiion as ithe main goal of a finm, the possible Teasons being: dheoretical
buildup of manginalism, possibility of applying methodical apentures,
eleganit exposing, dtc. Prof. Anthony is wmost probably right when he sta-
tes: »Nowadays there is a full cost poicing dn enost companies. By it
ithey attain satisfying poofit.«'!).

) See V. K. Rothschild, Price T, heory and Oligopoly, Economic Jourmal,

&2 See the debate of the firm's goals the third chapter of mentioned M,
A, Thesis.

Y F. Machlup, Theories of the Firm: Marginalist, Behavioral, Mana-
gerial, American Economic Review, 1/1969.

"y V. K. Rothschild, Ibidem.

®) R. Lanzilotiti, Pricing, Objectives in Large Companies, Amenican Econo-
mic Review, 1958, .

%) See P. Anthony, The touble with profit maximization, Harvard Busi-
ness Review, 36/1960.; H. A. Simon, A Behavioural Model of Rational Choice,
Quarterly Jornal of Economics, 1955
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: eviously mentioned, Benjamin Wand'?) was the first to

deﬁisnAles m;;r:s dgrrnma.mt -gi)a‘l of ithe selrf—malx)nagid enterprise, which has had

i tant echo in Yugoslavia and abroad. ) . .
* m\ni\ilpa(;g?wtes that in u%e‘lamion 40 the neodlassical .[mnm which mamm;&
zes profit, the selfananaged entenprise dries ito maximize the person
i of yees. ) o
moqgl:mfwem%mhe Soviet kolkhozes, Domar finds that ’%ey are mmd;
{ar to the selfmmanaged entenprises. According o Domar,” the goal !
Yugoslav entenprises is similer to Wand's model. In 1967, Howvat c.mi
ticized ithe abovementioned hypothesis and advamced' a b_ypot:hesrs ;:
the identity of self-managed and meoolassmal enterprises, d.e., that the
selfimanaged enterprise behaves to mmaximize aoccumulation jimr:ds o:;
the enterprise level. Horvat condluded dhat uthrc'mgh.rthe optimiza {on o
accumaation ithe working collective dries 40 optimalize personal mc?lrpde{
setting asside bigger or smaller parts of dncome for 't@ns purpose, dw »;1
depends on the conditions p:revaiﬂingd in an entenprise, of the develo-

e nterprise policy and ithe industry average.
pmﬂ?é:rgfslz\r Vanek, i lthgammndtan of the Yugosiav- s,'dl'ifmmr.na!ged' an:ter—
prise, concludes on the basis of a small-scale t-:.mpafnca!l Jir}v-qs?ngam?ln
that the main goal of the self managed-enterpmse s maximizing the
broad function of usefulness, wilih ithe dominant variiable ‘being income
3 loyee. . o
e ﬁoﬁe of) the abovementioned hypotheses have passed sexfiouls
tests, we decided that il the assumptions shouild be mcluded. dn our dm-
vestigation instruments, and have also added two hypotheses; » )

1) The first one ds related ito ithe fact that the selfimanag enter:
prise tries 1o attain satisfying behaviour, ie., to realize moderate accu-

it erate growth. .

muﬂazat)noE gggaﬁgw e%it.;qpxﬁse irfles o attain .dy_naxr.mc developmeant
with ithe aim of gaining relative independence within industry.

Table IV

CLASSIFICATION OF BNTERPRISE ACCORDING TO THE GOALS
TESTED

% distribution according to

‘ - » *
Goals of the self-managed size of enterprise

enterprise Small Middle  Large  Very
sized large
— Personal Income 1 1
Maximization

*) The criterion of the number of emp(loyees was used here as be-
fore, to detenmine the size of the enterprnise.

» bidem. . ‘ A )

”3 }1% Bl.alg%n}a.r, %‘rge Soviet Collective Farm, American Economic Review,
1/1961. .

4y B, Horvat, Ibidem.
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— Accumulation Maximization 1 1 1
— Income Maximization 2
— Moderate Accumulation,

Moderate Growth 4 5 4
— Quick Growth — gaining

independence 2 3 1
— Retention of Market Share!) 1 1
— Other Goals 1 2 1

Table IV shows ithat there is a wide range of enterpuise goals. The
distmibution of goals acconding to the size of enterprise shows that the
goal of satisfying behaviour — moderate accurnulation and moderate
growth — can be considered the dominant goal of middle-sized, large-
-sized amd very large sized enterprises. There is also a tendency of mid-
dibelsimed amid lamge-sized enteriprisess tto attalin quidk growith anld indepen-
dence. The behaviour of small-sized enterprises ds directed towards in-
come maximization.

Furnther on, Table V shows the following:

a) The selfmanagement enterprise of a highlyamonopolized industry
behaves primarily o reach ithe wate of moderate gnowth, i.e., moderate
acoumalation,

; b) The selfmanagement enterprise operating in a market stmuc-
ture where there are 4 to 15 competitors who have wider goals than
the enftegprfises memntionedd wnder a). However, the goal of satistying be-
haviour allso prevails in such a structure.

Table V

THE CLASSIFICATION OF ENTERPRISES ACCORDING TO
. COMPETITION CONDITIONS WITHIN THE INDUSTRY

. Goals of self-managed % distribution according to

enterprise Size of enterprise
to 3 4—15 16—30  over 30

~— Personal Income Maximization I 1
— Accumulation Maximization 2 1
— Income Maximization 2
— Moderate Accumulation 6 1 4
— Moderate Growth
— Quick Growth-gaining independence 1 1 4
— Retention of Market Share 1 1
~- Other Goals ' 1 1 2
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¢) We do mot have sufficient elements in a market structure with
15 to 30 entexpnises to be able to draw a conclusion. The enterprises ope-
rating dn such market conditions gave us the fewest usable answers.

dy Bnterprises operating in industries where there are more than
30 producers are characterized by a duality of goals: a) satisfying be-
haviour, b) quick growth gaining independence.

Table VI

TESTING THE GOALS OF SELF-MANAGED ENTERPRISES
ACCORDING TO AVERAGE EFFICIENCY OF INDUSTRY

GOALS Average efficiency of industry
High Medium Low

— Personal I'ncome ' 1 1
— Accumulation Maximization 2 1
— Income Maximization 2
— Moderate Acc. Moderate Growth 1 7 5
— Quick Growth-gaining independ. 5 1
~ Retention of Market Share 2
— Other Goals 2 2

The testing of the basic motives of selfinanaged enterprise be-
haviour acconding to average efficieny in a branch is shown in Table VI,
which leads 4o the following condlusions:

a) Entenprises in branches with high efficiency accept accelerated
growth as the main driving force of their behaviour. A statement says:;
"Intensive growith of our enlterprise enables ws o surmmount diffioulties
that many entenprises in branches with low efficlency have. It also
enables us ito keep ithe llevel of personal income high”. (A producer of
chemical goods.) .

b) The behaviour of selfmanaged enternprises in branches with me-
dium and low average effficiency is characterized by attaining moderate
accurmnulation and moderate rate of growth.

One statement says:

,,0ur industry is not favourized by sooiety. This position drives us
to set less ,agressive” goals than it would be possible in different condi-
Homs”, (A producer of readymade clothes.) In our investigation we also
attempted to determine the time honizon of selfmanaged enterprise
goals. There are ithe following indications in this sense:

a) longrun goals of large and wery lamge enterprises,

b) smaill-and most of the medium-sized enterprises in branches with
low average efficiency mostly set their jgoals on a shontwun basis,

¢) frequent alteration of time basis or goals is met in some enter-

rises.
. Considening a #ime framework of goals set in selfimamaged enter-
prises, we can state that the prevailing goal of selfinanaged enterprises
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grszivtﬁ:mng longrun moderate acoumujatnpn and a moderate longrun of

The methodological approach tto +this problems ceritainly has some
shontcomings. We are aware of ithe faot that probably the most correct
m\nesflixgaxtion of self-managed entenprise goals would be to observe en-
tenprise policy (comprehensive observation of the environment of ‘the
entenprise, its changes and interactions,) durming several years. On the
basis of such observations, we could draw conclusions about the domi-
nant goal,

C_)f course, such a methodological approach #s Hime-consuming and
requires large available funds, which, in our case, was not possible,

3. KINOWLEDGE OF COST CONDITIONS

The aim of ithis chapter &s not to analyze cost conditions in detail
but to report how a selfinanaged entenprise obsenves its costs conside-
ning the production situation. Funther on, this chapter deals with the
accepted cost concept in costing. On the basis of this investigation ma-
tenial it is ot possible to come to farceaching conclusions but it ds pos-
sible to indicate some drends. The literature dealing with business eco-
nomy has up to now held that most industrial facilities can accept a
proportionality of vaniable costs.?)

We sﬂ.louﬂ;d be cautious with such a generalization. Besides propornti-
onal moving in the enterprise, there are also degressive and progressive
cost tendencies in panticuiar production phases. According to some re-
cent empinical investigations,') it can be said that dn most cases, in the
fimsit phase ithe costs are degressive, then propontional in ithe longest
production interval, and finally in very big production series they are
cost progressive. Within this context, we were primanily interested in
whether cost proportionality can be taken as sufficient approximation
for resolving practical problems.

Usable answers were received to the questions on cost conditions
from a‘qou-t 60 per cent of the examined enterprises. According to the
proportionality of variable costs, the answens could be classified as
folllows:

oa) 1? enterprises consider that variable productive costs are ProOpor-
tional with, or are very mear propontionality with a product,

b) 5 enterprises consider that propontionality of costs takes place at
smaller production changes (10 to 20 per cemt), The considerable growth
f)f produocts and exceeding the point of maximal product capacity Tesult
in cost progression.

<) enterprises mention that with a very small product mise there is
a slow cost degression, although they use cost proporntionality in costing.

5) See J. Deahl Statlstl‘cal Cost 1!”16“—0”5 oy a Hoiser y Mill Ch]cag),
3 0
1! o and ailso by the same auth R pi
941 55 N, inor, elallon O/ COSiS to Output jor a Lealhel
See P. walbcls, FIO(IHC!IOH and Cost Fu 1ctions: -
/ t on. An ECO"O?’HC”IC s“’ 12




248 - 8, GIURINEK
- 4, COSTING METHODS

This chapter describes. the practice of costing methods in the self-
managed enterprise, which could then serve as an analytical framework
for the discussion of paicing, on ithe basis of such costings.

 The purpose ©of costing used n an entenprise is o detenmine the
basis for definite price setting. This motivated us to try to dinvestigate

the depedence between costing and detenmiining the aotual price. The.

investigation was directed: towands the following fields:

a) costing methods used in, the selfimanaged enterprise,

b) the influence of costing inethods on ;pcni;oe fevel,

¢) ithe adequacy of costing bases for pricing.

Rirst we ishall refer to the main costing came:gmﬁbs exuslﬂlmlg in ithe
costing procedure.

" 4. DIRECT COSTS

Every costing techmqrue 1m1plue.s the division of costs into their di-
rect and indirect compoments. Direct costs wepresents those charges
which could be attributed to a product in costing pnocedure on ithe ba-
siis of dimect obsenvation, Inidivedt costs are on ithe opjposite side of this
costing category, and they cannot be precisely allocated to a certain pro-
duct because it is diffioult to divide them. In the business practice of
self-managed enbe-npmses, they are mainly taken to be parallel to labour
costs (personal incomes of manufacturing) and material costs. :

The selfmenaged enterprise considers material costs a realiable

costing basis. An imporntant problem in this fileld, the prices of material

inbook-keeping, is mainly solved in-the practice of self-managed enter-
prises by using ihe planned (normal) price of material.

All the examined enterprises stated that they recognize ithe propor-
tionality of material costs with tthe wolume of production. In some si-
tuations like those of varying degrees of matenial usability, quantity dis-
count, etc., deviations firom propontionality are, however, possible. If we
do mot dnclude these deviations tin the costing scheme, ithe final result
wiill mot be corvect. Problems of labour costs computation, i. e., perso-
nal income of manufacturing, are rather similar o the a!bov:emamtwned
problems of material costs compwtamom

Self‘managed entetprises mply, as in the case of matenial costs, the
pmqpiormoanaﬂlnty of the produat with personal income ©f production.
Allthough in. some of the entenprises the progresmve growth of personal
income of production has been seen, ncamputavﬂmm is still being done on
the basis of assumption of proportionality. It is also possible that enter-
prises do mot take into consideration degression of the personal inoome
of production, which leads ko the underestimating or overestimating of
Iabour costs; this distonts ithe correctness of costing.

4. 2 COST.ING METHDDS AND ACTUAL SETTING OF PRICE
Selfmama:ged entesr[pmses use alifocative coslmnlg and direct costing

(mamginal costing). The essential difference. between these two costing
methods, the allocation of fixed costs, has been effiected. By allocatbing
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costing, an enterprise fnies to compute avérage total costs, i. . a sum
of unit variable costs and allocated fixed costs. Aggregated dirvect costs
are firequently used as the allocating basis.-Such an allocative system is
accepiied by medinm-sized enberpaiises.

Very lange-sized enterprises muse a rather complicated system of
allocatiion — mamiouts combinaltions of simple allocative principles, while
smalll-sized enterprises are directed towards a simple system of allocati-
on, primarily seen in »working hours«.

- Enterprises indude ouly average mamiable costs, by direct costing
which is dififerent from allocative costing.

Allocative costing is a predominant costing method in selfmmenaged
enterprises. We weceived usable answers in 49 entenprises. They showed:

- a) All the imvestigated enterprises have beenusing allocative costing,

b) 11 investigated enterpaiises used direct oosating besides allocative
costing.

We believe ithat the measons for fudl or pammall allocation of fixed
costs can be mainly asoribed to habits, customs and tradition. In many
of the imvestigated enterprises, there is a strong belief that only alloca-
tive costing leads to a normal or »fair« price. The management bodies
in chaxge of prnice policy commonly think that the realized met imcome
(net contribution) of each product should be known, which és possible
only by using iull costing pnunaples .

The actual setting of price in the se:lnfmamaged enterpmses, as in-
vestigations showed, has a costing basis. Although there are centain mo-
difications of costings, pricing in the self-managed: enterprises can be
reduced to two main models, showed. on figure la and 1b.

Figure b

Figure la

Where: X — Produotion, p, — optimal price, ADC — Average Direct
Cost, NIR — Net Income Rate, AC — Average Costs, D — Demand,
GIR — Gross Inocome Rate

Figure la shows the actual setting of prices in ithe selfimanaged en-
terprise, following ithe average cost pninciple. To the computed umit to-
tal costs — direct production costs + allocated fndirect costs — the




250 5. GJURINEK

rate of planned income has to be added. The net rate of income depends
upon a number of factors, of which we can emphasize the stremgth of
competition and price elastioity,

Diagram 1b shows another model of pricing in the self-managed en-
temprise. Afiter determiming all the direct cost components charged ‘o
the product (if an enterprise divides indirect costs into Ffixed amd variab-
le components, it s also possible to include indirect vaniable costs into
direct costs), the régi;lmss rate of income is added mo direot costs. This
gross rate covers the net income of the enterprise and, dependin: upon
market condijtria_n.s, the nonmal or sub-nommal part of tndirect cosgits.

Seen analytically, the latter model is more adequate than the for-
mer one. The model shown in Figure 1b implies strict definition of ave-
rage direct costs which are constant through relevant production inter-
vals, during the time in which indirect costs remain unchanged.

The models shown Gn Figure la and 1b were mot comstmcted
acconding to the traditional assumption of the U-shaped average total,
i. e, the average variable costs cumve.Y) Accepting a modern cost con-
cept, our assumption was that, cn the economically relevant producti-
on imterval, there is an invaniability of umnit variable costs resuiting from
the existence of the weserve ocapacity. Longaum average ‘total costs
are also invaniable and are identical with marginal costs.

In accordamce with the abovementioned, there is mo obstacle to
a;l‘l_oca_‘nive costing providing the same vesults as direct costing. So, in
principle, there is equivalency between the above models la and 1b re-
gamd:hmg ithe veach of the optimal price. In this context dt is of mo greater
mmportance whether indirect fixed costs are allocated on the basis of
current or planmned, i. e., normal prices. Having reached the same results
by wsing different models, the restlts should be taken as a theoretical
construction because the collected material does not give us a consistent
answer 1o the night selection of a theovetically optimal price. In formu-
l'a_mmg a price policy of the selfmanaged enterprise, there is mo dlear
distinotion between cost factoss and factors representing fundamental
income determinants, Costing is influenced by market conditions in
such a way that they frequently become its integral pamt. Thus, it was

in mamy cases impossible to separate costing from actual price setting. .

Thus, the price policy of an enterprise, reduced to income policy, is not
only oriented towards the net income rate bt also towards costing.

'phe practical aspects of definite price setting still remain to be
considered, Iq.thi‘sseuisewe shafil try o classify various formal proce-
dures for setting the sale price — prices at which the producers sell
their goods fto wholesalerts or retailens. Methods of setting the sale prices
can be dlassified as:

. Inelastic Pricing on the Average Cost Principle — is a mechanical
setting of the price by adding rigid inconte rates to computed unit costs
(total or vaniable).

2. Elastic Approach to the Average Cost Principle — tthere js an ana-
logy between the method tmder 1, the ouly difference being the elas-

") The argumented debate of the deviation of modern and tradi
cost theonies is given in tthe second chapiter of the M. A, thv;-,si.ﬁi1 —
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tic approach to income rate.

3. Intuitive Pricing — fixing the price is closely commeoted with the
experience of the management bodies in charge of pricing.’®)

This pradtice bs most frequently used with products that are not
produced in senies, and with those produots with an impontant psycho-
logical variable in Jdemand funchion.

4. Imitative Pricing — ithe producer accepts the sale price set by a
competitor. This method lis eypedcially applied by enterprises operating
in asymmetric oligopolistic conditions.

5. Setting the Definite Price on the Basis of a Self-Management Ag-
reement — producers set the price of their products according to agreed
frameworks of prices which are stated in the Self-Management Agree-
ment.

Setiting defimfte prices is frequemily a combination of two or more
of the abovementioned methods, which brings us to the conclusion that
it ds fimypossible to indhude all the formal procedures of a definite price
setting.

ULOGA TROSKOVA U FORMIRANJU CENA U SAMOUPRAVNOM
PREDUZECU

Stjepan GIURINEK

Empirijsko istrafivanje ponalanja samoupravnog poduzeéa u do-
meni politika cijena upuduje na niz zakljuéaka.

a. Glede testiranih postavki Warda, Domara, Horvata i Vaneka o cilje-

vinta samoupravnog poduzeéa mo¥e se primjetiti slijedede: (a) Horva-
tova postavka — maksimiranje osobnih dohodaka po zaposlenom
kroz optimalizaciju akumulacije, kao i autorova hipoteza o ponada-
nju samoupravnog poduzeda u smislu postizanja primjerenog dohot-
ka, primjerene akumulacije i rasta osobnih dohodaka po zaposlenom,
najblife su empirijski utvdenoj funkeiji cilja samoupravnog poduze-
éa. Ona pokazuje da samoupravnio poduzece stremi prema zadovolja-
vajudem ponaSanju iako je ponekad kratkorofno usmjereno na: odr-
Zavanje triisnog udjela, maksimiranja osobnih dohodaka, dinamican
rast poduzeda i sliéno. Takvo ponalanje samoupravnog poduzeda re-
zultat je Sestih promjena u »okruienjuc poduzeda.
Rezultati empirijske studije o ciljevima samoupravnog poduzeéa .
Pra$nikara — samoupravno poduzebe nastoji ispuniti planirane cilje-
ve — u najvedoj mjeri su koherentni sa ciljem zadovoljavajudeg po-
nafanja.

b. IstraZivanja troSkovnih uvjeta u kojima posluje samoupravnc podu-
zece pokazala su da istg relativio slabo poznaju  vlastitu funkciju
tro¥kova. -

"y With the setfing of the final price in a self-managed enter_’pﬁse, the
followilng are altermatively occupied: (a) management, (b) marketing mana-
ers and {(c) price committees.
t is often ithe case fthat the workers’ council {mainly in a smallsized enter-
prise) decides oo the final price.
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Kod vebeg broja poduzeéa primjecena je relativna elasticnost jedi-
niénih troskova uslijed smanjenja opsega proizvodnje i relativna ne-
elasti¢nost kod poveéanja opsega proizvodnje.

¢. Ispitivanja metoda kalkuliranja trodkova u samoupravnom poduze-
&u nedvosmisleno upucéuju na alokativni obradun kod kojeg agregi-
rani direktni troSkovi predstavljaju najucestaliju osnovu za alokaciju.

d. Kreiranje politike cijena u samoupravnom poduzeéu uglavnom je
tro§kovno orijentirano. Rezultati istraZivanja sagledani u svjetlu su-
vremene teorije troSkova ukazuju na moguénosti pribliZavanja nekoj
teoretski optimalnoj cijeni, bez obzira na to da li poduzece koristi
proseéno-trodkovnu ili marginalnu metodu formiranja cijena. Organi
zaduZeni za politiku cijena u samoupravnom poduzebu vjeruju da
odredivanje cijena na principu punih trofkova vodi poduzeéa prema
ostvarivanju umjerene akwmulacije, umjerenog porasta platnih sta-
vova i pokrivanja troSkova »normalno« koriftenog proizvodnog ka-
paciteta.
Nadalje, rukovodioci samoupravnog poduzeéa snmtraju da jedino me-
todom punih troSkova samoupravno poduzeée moZe ostvariti svoje
dugorocne ciljeve, tj. ispuniti planove, dok marginalna metoda obra—
Suna ima uglavnom karakter privremenosti.
Njezina primjena, najéesce, rezultanta je kratkorolnog ».smzlazen;a«
poduzeda.

THEORETICAL AND ACTUAL PERFORMANCE OF THE
WORKER MANAGED ECONOMY

JoZe MENCINGER*

In ithe theory of economic systems, the Yugoslav economy serves as
the one example of what is called the selfinanaged, the panticipatory,
the labourmanaged, the worlkermanaged or the sooialist market eco-
nomy.)) Benjamin Ward's »Illyrian Finme«; Evsey Domar's sproducers
cooperative«, Jaroslav Vanek’s »labourmanaged manrket economy« and
Branko Horvat's »realiistic model« have all been directly or indirectly
inspired by ithe pantioularities of the Yugoslav institutional sebting.

Vamek's works represent by far the most comprehensive attempit to
develop ithe macroeconomic theory and ithe policy dmplications of such
an ‘economy. His condusions about the performance of the self-managed
economy are extremely favourable.

»Comparatively — leaving aside the Sovietstype model as a basically
ineffiicient one (except perhaps when it comes to dncome distribution)
—ithere is every reason ito believe that the pamnticipatory economy is, ail
other ithings considered, superior to, the western capitalist economy. In
the sphere of how well it allocates resources in production, it has both

advantages and disadvantages compared to the Western market alter--

native. It has a definite advantage in generating full employment, Jong-
mun price stability, and growth.« (Vanek, 1971, p. 38).

In an indivect critical note to Vanek's anticle on the macroecono-
mic theory and the policy implications wof an open, workermanaged
economy in which Vanek modified some of his previous conclusions
(Vamek, 1972, pp 255—267), Horvat arrived at macroeconomic implicati-
ons similardly favourable to those of Vanek's previous works (Horvat
1972, pp. 288—293). Among them the following three are relevant for our
analysis. First, high rates of growth are assured by a higher propensity
to invest due to reduced tisk and uncentainty. Second, in a wecession
aggregate output in the labourmanaged economy would be higher than
in @ comparable capitalist environment due to the reluctance of workers
to dismiss fellow-workers and due to ithe acoumulation of invemtories.
Third, despite strong costipush pressures, comtrol of inflation in a la-

*) Ekonomski in$titut Pravne fakultelte, Ljubljana, Jugoslavia.

!y Vanek has recently made a dlearout distinction. between the labour-ma-
naged and the workermanaged economies, both the subsets of fthe selfmana-
ged .economy {Vanek, 1978, p. 7). .
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