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SOME_ PROBLEMS OF WORKERS' SELF-MANAGEMENT SPECIFIC
TO INTEGRATED, CYCLICAL, OLIGOPOLISTIC INDUSTRIES: STEEL

Joel B. DIRLAM*

I. INDRODUCTION

In spite of a spate of anticles and books elaborating on hypothe-
sized economic consequences flowimg firom worker's selfmanagement,
there is a deawth of empirical analysis at the firm or industry level.
This essay attempts to show how ito bridge the gap between the theory
as dnstitutionalized in the constitutional and legislative framework in
Yugoslavia, and its application in ithe context of a specific industry.

. The steel industry has been selected ifor examination because of its in-

dustrial smpontance, and its strucbural charaocteristics.

To be sure, the data that might permit a fullscale and in-depth
exploration of decision‘making in the dndustry are mnot at present
available. iNeventheless, there iis sufficient matenial to enable one ito ar-
rive at some dentative generalizations and to imdicate wuseful dines
along which inquiry might be pushed in the future,

Yugoslav selfmanagement cam be regarded as a type of socialist
economy where workers in democratically onganized production
groups, in bargaining with each other about pmices, detenmine income
distribution among industries and finms. In its most recent manifes-
tations the system extends bargaining to plant or shop units previo-
usly dependent on mmore or less centralized income determmination,
within finms. At least in ithe fonmal anodel embodied in the 1974 Con-
stititional and in the 1976 Associated Labour Act, Yugoslav self«ma-
nagement now seems to entrst ito megotiations between welatively
small independent umits the most important price, income distribudtion,
and investment decisions.

In their megotiations, the relative bamgaining power of ithe panties,
both in the formal product market and within 2 ifimm, obviously assu-
mes strategic importance. Although the mature of the dilemma posed
by oligopolistic market power iin socialist economies thas been recently
examined in an elegant and comprehensive fashion by Marie Lavigne,!)

* University of Rhode Island, Kingston, USA. .
Y "L'Qligopole dans la Planification”, Economies et Sociétés, June—Sep-
tember, 1977, Series G. No. 34, pp. 991—1042.
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sociallist economies and, with rare exceptions, socialist economists, ha-
ve tended ¢o minimize the problem presented by market concentration
in industry,?) and, a fortiori, within finms.

Those few Yugoslav economists who have mentioned the problem
oﬁ market power tended do dismiss it as relatively unimportant. Follo-
wing th.el Iez?‘d of certain United States economists, they see "workable
competition” as compatible with a concentrated market structured) or
they conalude that the Yugoslav economy is closely discipiined by
impont amd expont compefition!) The institutional mechanism by
wlmch. the dmpont discipline has been maintained in concentrated in-
dustries has, however, not been elaborated.

) Tn Yugoslavia, the market power problem could appear in an espe-
cially acute fonm because the domestic consumption of many pro-
ducts, pantioularly those of heavy industry, is so small relative to the
output of an efficient plant. If firms are ito attain optimum size, then
only one or a few producers will mnonopolize sales. In many mankets,
therefore, consumers will confront a highly concentrated oligopoly,
with the power to raise prices to a level that will provide abnormally
high incomes #o their workers. By enitering foreign markets, the Yu-
goslav finms may be able to reach a minimum optimal size of plant,
but export competition is mot sufficient to protect domestic customers
against monopoly pricing. In some circumstances, it is true, import
competition could prove a check on unrestrained price imcreases, but
such competition makes it even harder ¢for domestic producens to
reach a minimum efificient scale of output. Not all Yugoslav markets
are lairge enough to accomodate both optimum-sized domestic plants,
amd vigorous competition firom outsiders. If sub-optimal plants persist,
theiir workers must either accept relatively lower incomes, or be de-
pendent on subsidies from the rest of the commumity.

i Those characteristics of the Yugoslav steel industry presenting dif-
fioult problems for mesolution by a highly deceniralized decision-ma-
king process may be briefly noted’) If we define the industry to inclu-
d-e members of the Yugoslav Steel Assodiation, it is made up of seven
finms (or groups), ranging from the largest, Zenica, with over 1 million

tons of raw steel capadity, ito the minimill, Jadranska, operalfing two °

%} "In Yugoslavia up to mow very little attention has been paid either in
economic theory and empirical research, or in economic policy, to market
structure as an element in business behavior and performance”, Sofia Popov,
Basis of Behavior of Yugoslav Firms and Some Implications”, in Smiljan Ju-
rin, ed., Privredni Sistem SFRJ. Belgrade: Nau¢na Knjiga, 1977, p. 334, Po-
pov's study showed that market concentration was positively associated with
personal income levels. During the years 1960—1974, 36% of variations in rela-
tive personal income levels was accounted for by differences in market con-
centration rates. Apparently, she did not determine whether the other signi-
ficant independent variable, capital intensity, might not itself be a function
of market power.

*) Milo Jamnik, "Funotioning of Market Structures” in Junin, op. cit,
pp- 188—189.

') Jamnik, op. cit,, p. 190; Zoran Pjani¢, "Place and Role of Production
of Goods"”, in Jurin, op. cit., p. 86

%) For a more detailed analysis see Joel B. Dirlan and James C. Plummer,
,;1313 ]nlgréoduc!zon to the Yugoslav Economy (Columbus: C, H. Merill, 1973), pp.
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eleotric furnaces. Two wsmall plants in the Sloveniam group produce
specialty steels. In 1977, Ymgoslavia still produced 50 percent or 1.6
million tons of its onude steel by ithe open heanth process. The electric
funnace accounted for 0.9 million tons, and the oxygen converter 0.7
miillion tons.t) Firms belonging to the YSA are, to a greater or lesser
degree, integrated. That ds, they are engaged mot only in the produc-
tion of finished steel produdts, but operate melting shops, and in the
case of Zenioa, Jesenlice, Sisak, Skoplje and Smederevo, blast furnaces
as well. Raw steel, semi-finished, and finished steel capacities are mot,
however, in balance. Skopje and Smederevo, for instance, depend on
impont of semidfinished products to keep their rolling mills busy.”)
Moreover, the finished produocts do mot dovetail with the needs of so-
me important consumers, such as construotion amd shipbuilding, ne-
cessitating appreciable imports of structural shapes and platef) No tin
plate is mow pproduced. Additional semifinished steel s imponted in lar-
ge amounts, in the form of billets, slabs, and hotrolled bands, for
further processing by newly built finishing plants, not members of the
YSA. In 1977, these imponts were at an alisime high. The mew inde-
pendent plants roll itypical ,minimill” items concrete reinforcing bars
and mesh, wire rod and welded pipe; some even produce cold rolled
sheets and strip.’) In the meantime, the domestic nills have lost mar-
kets for their finished products. They cannot sell additional quantities
of semi-finished: steel products on the open market because imponts
are priced too low. About minety percent of the imports come from
the East Buropean countmies.

A more fundamental weakmess for the Yugoslav integrated firms
is Tooted in their scale of operations. Although total output and em-
ployment have continued to mise over the years, (in the first three
months of 1978, crude steel oubput was 13.3 percent above the 1977
level)!%) only ome plant, Zenica, boasts as much as a million tons of
capacity.t) Total oufput of raw steel in 1978, at all plamts, is supposed
to reach 4.1 million tons and in 1980, 6.3 million tons.!?) While compa-
_visons of output per man are unsafisfactory at best, especially when
product mixes and extent of integration differ, it is significant that
anude steel output per steelworker in Yugoslavia is about onefourth
of the United States level. Ttaly, with 15 percent imore workers in the

6) TISI, Steel Statistics, 1978, Table 6.

7) The long-lerm steel plan would adjust product flow by installation and
expansion of both basic and semi-finished capacity, with the goal of ultima-
tely drastically cutting imports of semi-finished items.

§) See Celik, No. 70, Dec. 1977, p. 10.

%) The import problem for semi-finished products is reviewed in Celik,
No. 71, Feb. 1978, pp. 9—13. It is interesting to recall the assurance of one
Yugoslav economist that the import quotas of hot-rolled steel products_allo-
wed "sufficient” quantities o enter ithe market. Jamnik, loc. cit., p. 193. No
test of "sufficiency” was provided. According to lthe Yugoslav steel associ-
ation, of course, imports have been excessive. In 1977 the volume of hot-
rolled semi-finished products imponted was about 9 times ithe 105 tthousand
tons sold by domestic producers on the open market.

19y Yugoslay Export, July—August, 1978, p. 4.

11y Roughly Youngstown Sheet and Tube’s Campbell plant capacity.

12) Celik, No. 70, Dec. 1977, p. 8.
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industry, produces about 7 times as much steel.’®) Taken together with
other matural disadvantages '0f tthe industry — absence 10of ‘tidewater
plant,¥) no domestic coking coal, and wide dispersion of plants re-
quming long distance waiil itransport of iron ore to most blast furnaces
— it appears inevitable that Yugoslav domestically produced finished
steel should inaur high costs, compared with Gmponts.

These characteristics confront policymakers with difficult prob-
lems. If the market is to be shared by only a handful of domestic steel
producers, prgamized‘, to boot, fin a closedknit itrade associaltion, how
can competition be expected to achieve either a selfmanagement or a
Pareto optimum, without state intervention? Somehow a reasonable
balance must be stouck among unpalatable altennatives. Imports will
be chocked, but not sliminated; prices will be controlled, but not fro-
zen; and, as an offset, financing will be found, but mot in abundance,
fior personal income growth and investment,

II. THE ASSOCIATED LABOUR ACT AND STEEL INDUSTRY

Adopted by the Assembly of Yugoslavia on November 25, 1976, the
Associated Labour Aot was supposed o mank a mew era in the orga-
nization of worker selfimanagement. From the debates and associated
ciroumstances, indluding certain provisions of the 1974 Constitution, it
would seem that the Parliament was guided by the belief that the Act
would perform two functions, On the one hand, it could sexve to re-
duce ithe power of the techmical experts and tthe professional mana-
gens in fitms by bringing more of the dmportant decisions dowa o the
plant or shop level. In addition nmew legislation could dmpnove efficien-
oy by making workers in each Basic Ownganization of Associated La-
bour, or BOAL, responsible for detemmining the principles of their
own income distmibutiion. Actually, the Aot codifidd and extended
measures (initiated as early as 1972) designed to reduce the power of
centralized direction dm large finms.5)

Summanizing, the Act provides that relationships among the BOAL .

witthin whet formerly was known as "enberprise’” are to be debenmined
by agreemenits lon the “pooling of fabour” and vesources provided by
each of the BOALs. Allocation of entenprise income among the BOALS
is o be by agreements megotiated among them. This agreement among
BOALs contains ithe basic provisions for the functioning of the work
organization (the erstwhile “enterprise”), bncluding such matters as
coondination of production plans, standands for cost, criteria for de-
tenmlining deprediation wates, provision of working capital, sebting of

13) See IISI, Steel Statistics, 1977, Tables 6 and 52.

:4) With the exception of Jadranska, the minimill at Split.

) I (l)'e1‘ B, Dirlam, "Problemss ©of Markdt Power and Public Policy in Yu-
goslavia”, in Morris Bornstein, Comparative Economic Systems: Models and
Cases (Homewood, Ill.: Richard D. Irwin, 3rd ed., 1974), p. 204.

SOME PROBLEMS OF WORKERS' SELF-MANAGEMENT 343

prices and numerous other highly important matters.') The distribu-
tion of income amomg workers in each BOAL, the scales adopted to
evaluate specific jobs, and the evaluation of job penformance are mu-
led by an internal BOAL agreement. Every worker imust subscribe to
this agreement if he wishes Ibo wetain his job.

Provision is also made for negotiated agreements that will bring
together the distinct, yet closelykniit BOALSs, of ithe so-called work or-
ganizations (a wather colorless term, unfortunately) into larger compo-
site organizations of associated labour. It should be moted that as one
moves ‘from ithe basic onganizations, which may be ithought of as equi-
valent to a shop or a plant, (where much the same technical process
is carried om) 4o ever more complex organizations, the workers are
represented by delegates to workers' councils at these higher levels.
Thus ithe BOAL, ithe work onganizabion, amnd the composite ornganiza-
fion ‘has each its workers’ council. Their respective powers are pre-
sumably to be detenmined by the selfimanagement agreements.

In spite of iits tength — 348 pages in Emglish — it is obviously im-
possible for Assodiated Labour Aot to provide for all of the eventuali-
ties and ithe details that must be taken into account in agrements
shaped o the meeds of specific finms and industries. It is mecessary to
mention here, however, whe most impontant characteristics and po-
wers of the BOALs in onder o see how ithey might be articulated in a
typigal steel firm. Workers in a unit of a work organization hose
pincdudt can be expressed "in wenmls of walue within ithe wonk orgami-
zation or on the market” hawve e iduty bho onganize als a BOAL.Y) Every
BOAL — just like every work organization — ds to have its own bu-
siness mamnager. Each is endowed with autonomy in deciding on how
ibs activities should be coondinated with those of other BOALs in the
wiopk onganizations. Each BOAL dedides mot only how dts income shall
be allocated between comsumption and investment, but what percenta-
ge of personal imocome shalll be a wewand for “past” labour.!)

Wihat sthen is the major difference between a BOAL and a work
onganization? In spite of its powers, a BOAL is mot allowed to exist

- outside of a work organization. According #o the definition in the law
the work organization is an independent selfimanaging organization of
associated labour, whereas a basic onganization dis formed for each
unit of a work orgamizafion. Neventheless powers of the workers’
council of the BOAL have much ithe same scope as ithose of a work or-
ganization. Both may formuidate business policy; adopt a plan; and
dlect and relieve of duty business managers.!?)

Although ithe Associated Labour Act :does not specify how amran-
gements amoung BOALs might be set up in an industry where the eco-

18) An outline of the activities covered appears in Article 68 of the Asso-
ciated Labour Act. Various other provisions of the Act, such as those relating
to labour, discipline, designation of specific management personnel, and se-
lection of members of workers' councils will affect the specific terms of
self-management agreements.

7} Article 14.

18) Article 105 and 110, No guidelines are even suggested in the 1976 Act
to determine the level of compensation for past labour.

19) Compare Article 495 with Article 527.
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dustry, rolling mills are nott only technologically distinet firom raw
steel production but are generally housed in a different building — ne-
ventheless the determination of the value of the product at each stage,
and hence of the gross income ¢o be enjoyed by a BOAL, present ob-
vious problems. Possibilities of comflict of interest certainly arise, and
their wesolution is mot explicitly provided for or, indeed, recognized in
the Associabed Labour Act. Assuming, for dliustrative pumnposes, that
the workers in the melt shop press strongly ifor a selfmanagement ag-
reement that gives them a ilarige share of the gross income altimately
realized by a wentically integrated work organization such as Smede-
revo, tthey may conceivably obtain higher personal income ithan wor-
kews iin other BOALs in the same work ongamizatiion, producing fat
rolled products.?)

In case of disputes, or failure ito reach an agreement, the bargai-

ning strenight of a strategically placed BOAL could be limited by re-
course ito one of the counts provided for in the Associated Labour Act.
There, it might be argued that income should be timited o, or rather
by, the revenue which the BOAL could obtain were it to sell its pro-
duct on the open market. In efifect, the division could be based on a
reasonable tramsfer price firom one BOAL ito another within a venti-
cally integrated fivm. In a leading United States steel finm, transfers
are mrade at prices set by central accounting, using market prices
where available. This praatice fs in: accordance with recent accounting
doctrime??) But allowance must also be made for incentives, so that
the #iransfer price does mot necessanily determine income for managers
and workers in the basic steel or semifinishing umit. Transfer prices,
therefore, serve more ithan one purpose®) It is far from clear that
market values are available for most of the raw metal or semifinished
steel products dn Yugoslavia, or that they should detenmine relative
BOAL income if the prices can be found. How meaningful are market
prices of agglomerated iron ore pellats, pig dron, steel ingots, or
blooms? Would workers in a Zenica BOAL producing bars, biilets, or
hotwolled bands be satisfied with a cleaning account price based on
Jmponts from Czechoslovakia or Bulgaria?

Up to mow, relatively little information has.been published that
would enable us to detenmine how tthe problems of weconciling trans-
fer pricing with production incentives, quality control, and coordina-
diorr of prioduation schedules have been wesolveld by steel fimms ainder
the mew dispensafion. As late as June 1977, the Skopje complex had
mot determined the basis for arriving at division and level of revenues

2y Celik, No. 62, Aug. 1976, p. 43. Actually Smederevo is called a Kombi-
nat, that is a composite organization, just as is Zenica, which is a larger firm.
In Smederevo there are 19 BOALs plus an organization for management ser-

ces.

*) Itzak Sharov, "Transfer Pridinly — Diversity of Goods and Practices”,
Journal of Accountancy, April 1974, pp. 52—62; Billy Goetz, "Transfer Prices:
An Exercise in Relevancy and Goal Congruence”, Accounting Review, July
1967, p. 435; and David Solomon, Divisional Performance (New York: Finan-
cial Executives Research Foundation, 1965).

Communication from an executive in a leading United States steel

firm, December 1, 1978.
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among the BOALs®) Zenica transfer prices were yet to be fixed in
19761 but in the course of 1977 a mumber of agreements appear to
have been adopted.’?)

Summing uwp, there appear ito be technical considerations in the
production of steel fin integrated fonms that present complex problems
for solurtion by the negotiating process. Even pantially integrated mills,
such as those of Smederevo, Skopje, and Sisak must work according
to production schedules set usually on a ithree month basis. Coordina-
tion of the flow of raw materiials and semi-finished product purchases
through the mill to finished product mequires careful dovetailing of
each stage of production, and adjustment to the state of the market.

ince ithe transfer of produoct from one stage to another is to be at
agreed upon walues in oxder to detenmine gross income at the BOAL
level, dthen arrangements must be made for imdependent control at
every level by inspeotors owing allegiance to the succeeding stage of
owtput. Failure o satisfy physical and ohemical specifications must in-
evitably result in rejections — or in renegotiating agreements between
the BOALs. Delays occasioned by failure mo deliver finished products
on ‘time can jeopandize payments under contracts or result in penalties,
so there must be some method whereby the interests of the work orga-
nization as a whole can be brought to bear at every production stage
represented by a BOAL. A detailed flow of information must accom-
pany ithe production process at every stage in a virtually integrated
stesl mill, even a partially or impenrfeotly integrated one. This again
implies central coordination and contmol.

And if worker remuneration ds keyed to veaching output goals, or
failing to do so, then again the interdependence of the BOALs cannot
be ignored. Achieving targets in one BOAL depends on the BOALs
precedent in the productive process meeling their targets, and hence
on the timing and' guality of their deliveries.

When production acitivity requires such close supervision, and
when interdependency of productive devels is pervasive, the introduc-
tion of imdependent decision+making at each stage could jeopardize
output®) Yet, there is nothing to show that the steel mills in Yugo-
slavia have suffered appreciably from what could have been an exces-
sive use of manhours in megotiation andbargaining. But this raises a

3 Celik, No. 67, June 1977, p. i2.

3 Celik, No. 62, Aug. 1976, p. 48.

) An article based on certain self-management agrements with Zenica
does'no more than repeat, with slight variations, the relevant text of the
provisions of the Associated Labour Act, For instance, transfers of products
within the onganization for which there s mo market price are at prices "ar-
rived at internally”. I. Pa8ié, ,L'Autogestion dans le combinat Zenica”,
Questions Actuelles du Socialisme, Vol. XXVIII, No. 10, Oct. 1978, p. 56. And
the principle of equal income "for work sodially regarded as equal” will be
applied in dividing the receipts from production in which units have partici-
paied in common. Ibid., p. 57.

3) One wonders how the problem could be resolved when, according to a
Yugoslay expent, “[II] has been made impossible for supepvision o act as a
separate force above the direct producers, administration has been separated
into a joint service, and the sole business executive is located in the basic
organizaifion”, K. Mandi¢, "The BEvoluticin of Self-Management”, Business
Policy, 1978, p. 18.

1
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question about just how much independence, as a practical maiter, has
been enjoyed by a typical BOAL in the steel industry.

dn the day-to-day operatioms of Zenica, it is olear that the pro-
duotion tangets, set for each aumit in accordance with the annual plan
for the whole onganization, have wop priority. As far as the individual
worlker fs concerned, ithe major change in 1977—1978 would appear to
be the adoption, or improvement, of an incentive system.)

IIT. EXTERNAL VARIABLES AND THE ROLE OF THE
BOALS IN STEEL

A pantial explanation of ithe relative insignificance of the role of
selfimanagement agreements among BOALS in sthe steel industry, or
indeed any other tightly kmit vertically dntegrated industry lies, of
counse, in the unwillingness of wonkers who are closely associated
with others, even though they may be in dififerent shops or plants, bo
see their fellows eamlitng substantially more for jobs that seem to re-
guire roughly tthe same amount of training or #0 be no wmore dirty or
unpleasant®®) And, on the other hand, tendencies toward eguality will
be resisted. by workers ‘twaditionally receivimg higher wages.

‘An examination of the Yugoslav wage system as of 1973 concluded
that wage levels varied among industries langely dn comformity with
average productivity, which dn dumn could be explained by the capital
endowment of the industry. Moreover, ithose Industries with high ca-
pital/labour ratios tended to enjoy lhigh wages) Would ithe same va-
riations appear within a work onganization in the steel industry?

There may be, however, an even sfronger ceason for accepting
past relationships amd avoiding trials of strength at the present time.

Pressure at the level of the finm — ithat is, what is now called the
woitk organization — {0 malntain incomes in the face of losses has
consequences similar to ithose resulling #firom pressures woward wage
equality throughout a firm or Kombinat. I 1976 the Yugoslav steel
industry had the largest reduction in realized income per worker in
relation to 1975 of all important Yugoslav dndustries’”) The total loss
after paying personal income (wages) and collective consumpiion plus
reserves amounted to 1.9 billion dinars or about 3 percent of total re-
venue, According d¢o one wepont, two firms, Skopje =and Smederevo,

*) See "Recond Monthly Output in New Steel Unit "Celik, No. 70, Dec.
1977, pp. 45—46, and ,,RMX Zenica’s Plan for 1978", Celik, No. 71, Feb. 1978,
pp. 3—1. "The yearly plan is the malin regulator of all relations,... not only
physical output, buf realization and amount of personal income”, "Adopition
of Production. Financial Plan for 1978", ibid., pp. 46—47. This policy of cent-
ral coordination and direction of production again conforms to practices in
one iof the largest United States steel finms. See footnote 29. .

3) The desire for equality apprears to explain a strike earlier this year
in Ravne Steel works, for the purpose of getting average monthly net inco-
me up to the level of the average worker in the Slovenian steel combination.
Tanjug, Feb, 1978; Velernje Novosti, March 3, 1978. A .

36) H. Wachtel, Workers Management and Workers' Wages in Yugoslavia
(I'thaca: Cornell University Press, 1973), p. 183.

31 Celik, No. 67, June 1977, p. 4.
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were responsible for ithe bulk of ithis loss) But at the same time that
losses were being registered, personal income per worker was rising
above 1975 levels. This was achieved, however, only by drawing on
existing assets, not on realized income. In shont, wages were increased
in the face of business losses. To quote an analysis of the problems of
the Skopje mine amd steel works, fn oircumistances when [enteripaiise]
income fell substantially dn comparison with 1975 while the cost of li-
ving mose for the same period firom 12 to 16 percent... it would be
difficult to adhere to the principle of distributing personal income
according to labour. Actually for the iron and steel industry as a whole,
and in spite of the fall in wealized income, personal income rose by
10 percent”®) The analysis went on ito add, significantly, that during
the same period ithere had been u reduction, or in some cases a sus-
pension of produotion in some shops and for some products. In these
ciroumstances, it was observed personal income must be regarded as
a fixed cosi. Since mominal personal income in ithe steel industry did
not fall the following year when combined losses amounted to almost
6 percent on the equity {(or poslovni fond), this policy must have been
continued through '1977.4)

Besides suffering from a decline in profitability attributable to a
world-wide stee] recession, the Yugoslav steel fimms face an interrela-
ted and interlinked thidket of problems. They are so strikingly similar
to those faced by the United Staltes, anid o a centain extent ithe French,
as to suggest that the Yugoslav industry will adopt strategies similar
to those supponted by the French in the BEEC and advocated by the
American Iron and Steel Imstitute in the United States.¥)

The devel of Yugoslav steel production has reflected in 1976 and
1977 a diminution in demand for some of its produats, and a substan-
tial decline in the rate of inorease of output below that which had
been projected for the industry. As a key industry, it has for some
years been subjected ito federal price control, using a system called the
"mechanism'’, which except for mare fincreases of modest amounts
acnoss the board tied domestic steel prices to the expont prices of the
European Economic Community producers. But inoreases in impont
prices of raw materials and of domestic services such as railroad
transport and eleotric enengy have not been as closely controlied. The
resulting squeeze on margins has wade it impossible for the industry
to finance from earnings ithe heavy linvestmients mequired 1o upgrade
steelanaking facilities, and to bring raw steel into balance with fi-
mishing capadity. Intensifying the price squeeze, the volume of imponts

3y Celik, No. 66, April 1977, pp. 10—I1.

) Celik, No. 67, June 1977, p. 12.

#) Ekonomska Politika, May 15, 1978, p. 13. .

4) For details on these policies see Walter Adams and .To<_31 B. Dirlam,
“Import Quoltas and Industrial Performance”, in A, P. Jacquemin and H. W.
de John, Welfare Aspects of Industrial Markels (Leiden: Martinus Nijhoff,
1977), pp. 165—172; Hans Mueller and Kiyoshi Kawahito, Steel Industry Eco-
nomics (New York: International Public Relations Co., Ltd._ — Japan Steel
Information Center, 1978); and American Iron and Steel Institute, }Econonucs
of International Steel Trade: Policy Implications for the United Slates
(Cambridge: Putnam, Hayes & Bartlett, Inc.), May 1977.
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failed to drop with recession, and took a langer share of domestic con-
sumption than had been anticipated. In fact, imponts in 1977 were only
about 6 percent dess 'than in 1976. As in the United States and Western
Europe, representatives of .the industry complained that domestic ca-
pacity was not being atilized, while mpovters and their oustomers
were malking speocial deals at low prices to bring in products that could
have been made in Yugoslavia. To add to the complexity of the prob-
lem ithese independent BOALs that jmponted semifabricated steel pro-
ducts were said to have a better financial showing than the integra-
ted steel mills.2)

I1V. CONFLICT RESOLUTION, THE 1974 CONSTITUTION, AND THE
LEGISLATIVE FRAMEWORK

The 1974 Constitution, in setting fonth the guidelines for relations
between buyers and sellers, and for ithe distribution of income within
an organization uses igeneral terms such as "regponsibilities towards
other workens™) and "primdiples of cooperation.”*) And, as we hawve
seen, the identities of finms have been intentionally blunred, in the
hope that the economy will, as far as jpossible, be guided by interper-
sonal, or at least inter-BOAL relations.®) Implicit in the Associated
Labour Act appears to be an assumption that celations between work
organizations and their customers will be shaped in the same atmos-
phere of altruistic forebearance ithat should prevail in megotiations
among BOALS within ithe same firm.

Along similar dlines, at one time it seems o have been assumed
that disposal of industry oubput would be assured at continuously ri-
sing amounts by longitenm agreements between suppliers and consu-
ming industries. According ito the basic steel plan for 1976—1980, some
40 contraocts were to become operative. They were ito embrace not onty
.the sale of finished products to dmportant customer groups but also
the dong-mun supply of raw materials and energy. But these agreements
did not, in fact, govern ithe flow of dnputs and outputs as had been ho-
ped. Expansion in ithe steel industry suffered from imbalances, and
the ocustomers were mot sufificiently in accord with the program as
designed.*)

Taue, Zenica signed a comtract with some 26 trading organizations
by which jprices would be set according to Zenica's costs, the trading
companies would take minimal amounts for five years, and would

42) For a brief review of these global problems of the Yugoslav steel in-
dustry see Celik, No. 67, June 1977, pp. 3—5; Celik, No. 70, Dec. 1977, pp. 3—5;
and Dirlam and Plummer, op. cit., pp. 132—136.

43) Article 17.

#) Article 43.

45} Associated Labour Act, Articles 62 and 67.

%) Celik, No. 70, Dec. 1977, p. 19. See also discussion of an earlier broadly
conceived agreement which was to "regulanize ithe supply of prioducts for the
domestic market, except for concrete reinforcing bars and mesh’. Celik, No.
60, April 1966, p. 12.



350 J. B, DIRLAM

agree to dmport only if Zenica could mot make tthe products available.?)
It is far from clear how this anrangement or similar ones could fully
cope with the competition, allegedly at dumping prices, offered by
semi-finished steel imported mnder special agreements between Y-
goslay fabricators or minimills and ithe foreign firms for whom they
may be manufactiring parts or fully assembled products.®) In addi-
dion, it must be remembered that at least 72 trading orgamizations are
authorized to impont steel.®)

Adthough ithe installation of new wolling capacity, the substitution
of electric funmaces or oxygen converters for SM fumnaces and the use
of continuous casting may be expected ito meduce costs, the wview
of ithe lndividual firms and itheiir association is that dhe dniduistry’s
markets still need protection against imports. Moreover, mecessary in-
vestment requires an improved monetary and credit policy.®) In readi-
Zing ‘both these objectives, the Sieel Association would have to work
through the Komora (Chamber of Commerce) as well as through dele-
gates to political bodies to accomplish its alms. But in 2ll this activity,
the wole for the jndividual BOAL must remain minor, at most.

In ithe strategic area of pricing, BOAL, or even work organization,
autonomy is severely limited. As we have seen, price levels are contro-
lled by the Federal Executive Council. dn 1977, the Council dissued a
decree which, although it failed to set a floor to import prices, allowed
for a 7.2% overall inarease on steel produdts, plis an adjusiment 4o the
previous basis for range of wariation with export prices from developed
countries. Neventheless, in accordence with the Associated Labour Act,
the actual prices could still be determined in agreements with custo-
mers® Apparently, only three such agreements have been signed, all
for relatively unimpontant products. Future agreements with designated
or specific customers will mecessarily conform to the terms of the Fe-
deral Executive Council decree. The delegate system, provided for in
the 1974 Constitution?) and the Assodiated Labour Act®) obviously fo-
recloses ithe possibility dhat the specific tenms of any such agreement
between worlk organizations would be referred back ito the BOAL for
appivoval,

That the Yugoslav Federal Executive Council should feel itself ob- *

liged {o intervene by limiting steel price increases should come as no
sumprise to observens of the international steel industry under inflatio-
mary coniditions. Regandless of their expressed: atitachment ito firee mar-
ket paiinciples, most capitalist countriies have mot lefit a key oligopolized
industry wholly firee to set its prices.

On ithe other hand, intervention by the state has often set floors to
steel prices. Jmports threatened the solvency of all but #he most efifi
dient companies in steel industries of Western Europe and the United
States during :the recent recession. In ithis ouisis the leading firms have

i) Celik, No. 69, Oct. 1977, pp. 19—24.

#) Celik, No. 64, Dec, 1977, pp. 3—S5.

9 Celik, No. 66, April 1977, p. 24.

%) Celik, No. 64, Dec. 1976, pp. 3—S5; Celik, No. 70, Dec. 1977, pp. 3—5.
1) Article 63.

52) Article 101.

*3) Articles 473—482,

e
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called for protection of various sorts, with ‘the justification #hat only
in ithis way could necessary growth be financed by internally generated
funds. Minimum prices under the Davignon Plan in the BEC, and trigger
prices in the United States are designed to peqmnit the domestic finms
to raise their prices to what they regard as a reasonable level. Unfortu-
gately without some mechanism for detenmining whether or mot domes-
tic steel is produced efficiently these procedures inevitably contribute to
inflatioriary pressures. There is mo reason fto believe the economy func-
tions differently in Yugoslavia.>) '

The drafters of sthe Associated Labour Act hoped sthat the social
compacts with governmental units and selfinanagement agreements
among BOALs in different work organizations would produce mot only
an equitable distribution of incomes among finms and within the work
organizations but also penmit through the exercise of bargaining some
sont of guarantee that the price stoucture of Yugoslavia would promote
effiolent economic growth. Yet, as we have seen, ithe steel industry has
been oriticized for ithe fact tthat it was unable to waise any but a very
small proportion of its long term investment meeds through internally
generated funds. This presents an interesting jparallel with the United
States industry which would like to extract from ithe consumer funds it
claims are necessary ito oreate the capacity that may be mecessary in the
fubure if we are to avoid imponts. In neither Yugoslavia mor the United
States ds ‘the onganized steel indusiry wiilling, when push comes o shove,
to wely on the market {o provide outside financing for whatever repla-
cement or expansion of capacity seems to be mecessary. In- Yugoslavia,
of course, ithe sodial plan for the steel industry sets a goal for the rela-
tive shares of domestic and imponted product as well as for projected
expansion in the wvauious stages of steel capacity, But how these goals
are to be reconciled with the BOAL autonomy remains a mystery.

The BOALs, their associabed work organizations and the composite
firms had taken root in the steel industry even before the passage of the
Associated Labour Act. We are still far from understanding their role
in the economy. Some aspeots of ithe BOAL are similar to profit centers
~which have been found to be effective dnstitutions for decentralizing
conporations in the Westenn capitalist economies.®) Such profit centers
are not, it would seem, as autonomous as the BOALs.

It is inconceivable that ithe executives of IBM or General Motors,
or imore relevantly Inland Steel or Allegheny Ludlum could manage thefir
fimms efficiently on ithe basis of agreements between autonomous divi-
sions or profit centers that would be subject to renegotiation every year
or when one parity became dissatisfied. One can only assume ihat in
actuality some infonmal mechanisin has been .devised in Yugoslavia do
penmit ithe finm as a decisionimaking unit in an integrated industry to
concentrate power at a level where it can be ased without clearing de-
cisions with each BOAL. While no detailed study, do my knowledge, has
been published on this agpect of the mew law, it is possible to draw some
insights from ithe experience at Zenica. In the middle of July of 1976

34) Analysis of Professor A. Bajt, Politika, May 7, 1977, p. 12; N. Dodge,
"Inflation in Sodialist Economies”, in The Roots of Inflation {New York
Burt Franklin, 1975), pp. 211—238.
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there was a two day conferlence of the Commumnist Allfance of the Kom-
binat to develop a program for the 43 BOALs in the fields of mining,
metalurgy, and metal products :that were associated in Zenica. (There
are mow 50 BOALs and miore to come) The meeling was attenided by
the general direotor of Zenica as chairman of ihe workers’ council, the
secrstary of the opStina League of Communists and the members of the
Socialist Alliance for Bosnlia and Herzegovina. At this meeting it was
emphasized ithat the task of the Communists was to set up objective cri-
tenia that would be used by the workers in the various BOALs to govern
their relationships with each other. There was disoussion of prices of
goods and services transferred between the BOALs within the Kombinat
and how income would be detenmined and distributed, As an expression
of solidarity and wmity in the Kombinat those BOALs which sufifered
losses would be compensated by others, Finally, it was made plain that
in a complex or composite organization dike Zenica the task of the Co-
mmumists in the period to come would be to impose themselves deci-
sively in the BOALs in confonmity with the Associated Labour Aot and
the delegate system, to make possible maximum growth of productivity
and prevent the appearance of anti-selfmanagement activities. In shont,
given the decentralization framework required by the Associated Labour
Act some compensating institution was required to make an integrated
sibeel wortks funaitfion successfullly. Only bn .this way will it be possible 1o
achieve the mecessary coordination.)

The Zenica meeting ds mierely one dllustration of the prievailing po-
licy. The Introduction to ithe Report on the Activity of the League of
Communists and of the Central Committee, submitted to the 1ith Con-
gress, stressed ithe key role of the League of Communists in shaping de-
cisions of the selfmanagement tnstitutions. The task of the League of
Commuuists and the Social Alliance is ito canry through the »integration
of the wonking class and society in spite of conflicts of interest origi-
gating in the scarcity of resources and the limitation of possbilities to
satisfy all meeds.«®) The League of Communists regards the process of
achieving this integration of the interests of ithe working olass and so-
diety, in ithe face of scarcities and: conflicts of interest, as a form of

®} The justification for profit centers is that the firm has grown too big
to be managed by old-fashioned functional lines of authority.

) Pasi¢, op. cit, . .

M) "...The mew sydtem will require an enormous amount of negotia-
ting... It will be a very ime-consuming process, and .., It will necessitate
the establishment of numerous committces, comimissions, and boards,
.« Self-management duties are geberally performed after ordimary working
hours... Board members must sit and listen to tedious procedures and mo-
nologues that sometimes exiend for hours. People with a second job are
not very prone to participate in selfmanagement [which] can be exceedingly
ftime consuming...” M. J. Broekmeyer, "Selfmanagement in Yugoslavia,
The Annals of the American Academy, May 1977, pp. 137—138. See also Joel
Dirlam, "Paoblems bf Market Power and ‘Public Policy in Yugoslavia”, in
Bornstein, op. cit., pp. 204—225.

%) ,Continuité de la Revolution Yugoslave”, Questions Actuelles du So-
cialisme, Vol. XXVII, No. 5, May 1978, p. 63 and 69.
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class struggle, where ithe »dictatorship of the proletariat« is necessary
to resolve the conflicts.)

V. CONCLUSION

In this mecessarily sketchy summary I have endeavored to grapple
with some ©of the questions raised by the adoption of the form of in-
dustrial organization envisioned by ithe Associated Labour Act in an
oligopolized, vertically imtegrated, cyclicly sensitive industry. It has
been suggested that state intervention of one sont or another will be
requived in the dnterest of the economy dn general during periods of
inflation, and will be promoted by the industry itself #o cope with prob-
lems generated by the recession in steel and other capital goods indu-
stnies. Funthenmore, it appears that the model provided in the Associ-
ated Labour Act must inevitably be very different in its application to
such an dndustry than +to others which may not have the same techno-
logical or economic foundation. Tt would be useful to have an industry-
-by-industry examination to bring out the aole for the BOALs and their
seifimanagement agreement for income distribution in industries en-
joying rellatively high profits or which are conglomerate or composite
in mature without being based on .transfer of product firom one stage of
production to another. On ithe other hand, there may be some similani-
ties between the steel industry, petroleum, and agrobusiness work or-
ganizations which control famms, food manufacturing and cetail food
chains. It is mot sunprising that the press has already taken note of
effonts by strategically situated BOALs ito jprevent transfer of their hig-
her personal incomes 40 others.®) )

At ithe close of a 40-page anticle reviewing in some detail the doctri-
nal origins and development of the selfmanagement system, a Yugos{lay
political sdientiist malkes passing refarence to the possibility thalt deci-
sions of ithe selfsmanagement units may not coindide with the general in-
terest. He calls for a practical solution to such problems. But to find
the solution requires »research efiforts of #auly woluminous propor-

. tlons.«®) I hope the present essay may have imade some small conmtﬁi

bution: to this task.

NEKI PROBLEMI RADNICKOG SAMOUPRAVLIANIA
KARAKTERISTICNI ZA INTEGRISANE, CIKLICKE,
OLIGOPOLISTICKE INDUSTRIJE: CELIK

Joel B. Dirlam

Rezime

Prema Ustavu iz 1974. godine i Zakonu o udruZenom radu (1976. go-
dine} jugoslovenski samoupravni model izgleda da najvainije cene, ras-

%9) Ibid., p. 63. .

w; Borbapnoted that Sombor agro-dindustrial plant endeavored to prevent
income from being transferred to less profitable sectors. Borba, May 1977,
p. 2, column one. . . .

) B. Pribitevié, "Les Cadres lnternaftionaux de la Théorie et de la Pra-
tique de l'’Aupogestiion Socialiste en Yougaslavie”, Questions Actfuelles du So-
cialisme, Vol, XXVII, No. 6, June 1978, p. 81.



354 J. B, DIRLAM

podelit dohotka i z'nyesticz'ong o_dlz_(ke. p!'eptl.i‘ta dogovaranju i sporazunie-
vanju relativno malih nezavisnih jedinica.

U procesu dogovaranja relativna pregovaracka snaga parinera, i na
ir3istu p,ﬁoizvoda i Vunumr preduzeca, ofigledno ima strateski znalaj. Ve-
rovatno zbog toga Sto se pretpostavlja da je centralnim planiranjem mo-

wde eliminisalt Sflkgvbe. interesa, socijalisti¢ke ekonomije, i, sa retkim
zuzecima, socijalisticki ekonomisti, ignorifu dileme koje postavija tr-

3i¥na mo¢ bilo unutar sektora ili preduzeéa. Na mnogim jugoslovenskim

(ristima po!l‘O;aéi se S.vaoéavaju sa yisoko koncentrisanim oligopolima
koji iinaju moc da pqd:zu cene do nivoa koji njihovim radnicima obez-
peduje abnormalno visoke dohotke. Jugoslovenska industrija Zelika sas-
toji se 0d malog broja postrojenja (fabrika) koja nisu dostigla optimal-
nu velidinu. Kad ne fn bilo konkurencije uvoza, celiane bi mogle da na-
placujut mono_polzslzckg.ce;}e.

Driavna inlervencija je pozvana da se nosi sa irZi¥nim nesavr3en-
styima uwrtlivanz’egn pla)fona cena. Istovremeno, industrija elika je bila
nezadovoljna velikim obimom uvoza koji joj odvladi vaine kupce, e je
stoga ulagala napore da se putem dugoroc’nih ugovora podignu trgovin-
ske barijere. Sve dosad ovakva taktika, medutim, nije se pokazala us-
pesnomt. . . P o ape .

Unutar vertikalno integrisanih preduzeda, ili radnih organizacija
kako se ona Sac_ia nc_zziyaju,l normalan nalin poslovanja sastoji se u koor-
diniranom planiranju i striktnoj kontroli kvaliteta proizvoda u svim faza-
ma procesa PI'OIZ_VVO‘?TIIE- Glavni prmzvodaf‘:'i_éeiika u Jugoslaviji nisu
napustili ove uobzc.z‘z]ene pgstupke. U stvari, z.z'gleda da su intenzivirani
programi stuzzulacz}e na nivou pogona. Posﬁtop veoma m‘ali broj detalj-
nih informacija o samoupravnim sgorazu;_nuzm_sklopljenm} u vertikalno
integrisanim f)rgan'zvza’c.qa;]m za I-JI’DIZVOd)‘l].Ll éelika. Iz Rublzkovanih svod-
nih prikaza i ggdlsnlz]z izveStaja, medu‘z'un, moglo bi se zakljuiti da
radne organizacije u .md_u.ftrqz ceZLka_uZazu napore da ujednace dohodak
OQOUR-a (najmanjin }edmz‘a.z koje. zf?tvajlt autonomiju u pogledu odludi-
yanja o cenama, dohotku i mvestchanza). Ali prava OOUR-a koja im da-
ju Ustav i Zakon o w‘iruze{zomv radu, izgleda da OOUR-i ne realizuju u
sluéajevima gde dolaz.t do izrafaja pregovaracka modc. l.lmesto toga, da-
vanjem prioriteta proxzvoeino.m pl({nu preduzeda kao celine, transakciona
nezavisnost 0OUR-a u velikoj meri apstraktnog je karaktera. U uslovima
datin tehnoloskih karakleristika vertikalno integrisanih proizvodada Ce-
lika, ovakav ishod ne treba da iznenadi, ako se Zeli oluvati interna efi-
kasnost. o s e , .

Organizacija uu.iustrzze clezka‘u Jt-zgo'slavljz moZe se smatrati spect-
jalnim slucajem u Jedn.o; privredi ko;a. je zasnovana na radnickom sa-
pmoupravijanji. N}fzr}o iskustvo pokazuje da se neke kljuéne odluke o
promenaima cena i investicijana ne nogu .efzkasng donositi na nivou
p’.ed”zgc'a ili radne o;-gqrdzacz;e,_ a jo$ manje na nivou OOUR-a. Pored
toga, izgleda da je u ovoj industriji uloga OQUR—a ogvzzamé_ena barem kad
je re¢ o odnosina Lljudaf ;:a'dnc organizacije. IstraZivanje drugih indu-
strija, medutim, moZe otkriti veoma razliite obrasce ponadanja u oba

pomentita sluéaja.

INFORMATION ASPECTS OF MULTI-LEVEL PLANNING SYSTEMS
IN SELE-MANAGEMENT ECONOMY

Slobodan OSTOJIC*

I INTRODUCTION

New trends in planning theory (panticularly within the framework
of mathematical economics) oleanly indicate the meed for mew ways of
onganizing ithe infonmation and decision processes. According to Malin-
vaud and Bacharach,’) the planning theory developed around the motion
of activity anallysis would have o study ithe propenties of various plan-
ning procedures implying different kinds of organization. Unfortunately,
the information aspeots of planning processes have up-to-now been most
extensively dealt with by ithe mathematical theories of decentralized
economic planning (relying heavily on the vestricted framework of the
general equilibrium (GE) school) wihiich haive very little practical signilfi-
cance.

Attempts ito dnvestigate the information aspeots of planning piroce-
sses in @ more realistic sebting have been made by Komnai?), the fiollo-
wers of the theory of optimally functioning socialist economies (Kanto-
_rovich et. al. as discussed by Ellman®) and by cyberneticians such as
Maimians®) and Greniewski’), who have afdtempted to apply cybernetics
and general systems theory to economics. The works of these latter
authors served as a starting point for Kornai fin sebting his general
model of the economic system, which hopefully provides a broader
conceptual framework for investigating the information aspects of plan-
ning processes.

There is no systematic desoription of the information structure of
the planning sphere of the economy in contemporary system literature.
Tn the USSR, the followers of ithe theory of optimal planning have con-
tributed significantly to the reorganization of information collection and
processing in OPOs (Central Planning Offices) and the change of the
structures of informmation flows between enterprises and planners
(Ellman?®)). Konnai has also contributed to ithe topic by suggesting ithe
approach ito modification of the existing information structure of the
planning systems, particulanly having in view the multidevel planning

* Tpstitute for Industrial Economics, Beograd, Jugoslavia.




