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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.



168 B. HORVAT

tioulanly of Jugoslav emplirical and theoretical wesearch. Thus, the case
for comparative superiority of the two systems boils down to what neo-
classical ecomomics cam teach as. Anid that might prove to be of some
educational walue.

Thhe meoolassical proof of the inferior efficiency of a labour-managed
economy reached France with delay. It was originally ideveloped in the
United States, where it now plays ithe nole of von Mises'’s defunct proof.
Tt has an interesting history. )

Somewhat miore than twenty years ago a young and progressive
Ameriican ecomomiist, Benjamlin Ward, came tto Jugoslavia to wiite his
doatoral dissentatiion on workers' management. Being well educated in
neodlassical economics, he mmediately asked himself the question of
what ought to be the objective function of a Jabourananaged firm. In a
capitalist firm that was profit maximization. Such a goal was clearly
inapplicable. Ward decided that workens ought ito axtimize their wages,
i. e., income per calpita. He wals mot sure tthat Jugoslav workers really be-
haved that way and so he canefully christened his model Iliyrian Firm.
He published hiis mafin mesults fn an ardticle in 1958%). Lepage is also ma-
king use of thait text.

It urmeld out ithat the llyrian Fivm behaved in a rather strange
way. Whatever ithe capitalist fimm does, the Illyrian one does the other
way vound. Since fit ds kmown ithatt ithe capitalist fimm fis efficient, the
Wiyriam Firm must evidenltly be fnefficient. For some years the anticle
remained unnoticed. However, as sodialiist movements and trade unions
begam to press itowands workers' management, it became necessary to
show that this was an linferior systein. The amticle was wediscovered, the
tenm »Ilyrianc discarded and replaced by »workers' managed« and a
veady-maide proof was iobtalined for the inferior allocational efficiency
of the labourmamaged economy. The proof was then dncduded dnto the
standard counses lon compardtive’ eqonomic -systems. After softie dimie,
the argument reappeared in the book by Lepage. Let ime quoite the main
propositions firom there: - '

»Ceteris paribus, the behaviour of the selfmanaged enterprise will
be more Malthusian ithan that of a capitalist firm« ;

»Jits manager will £ix ithe objectives of production and empléyment,
as well as of imviestiment, inferior compared with a capitalist fimm- pla-
ced in ithe same dircumstances.« :

»The lincentive o invest is dess strong in a selfmanaged: enterprise
than irr a capitalist enterprise. The preference o consume immediately
is stronger.« ‘

»The Corollany of the Malthusian behaviour of the selfimanaged en-
terprfise consists in having lower rate of growth in a self-governing -so-
ciety compared with a caplitalist society.« : -

»This Malithusianism leads to @ series of human and financial weste
whiich malkieis for poorer tise of soocidty's mesources companed with a ca-
iplitallitst dirun.«4) . :

In order ito »prove« these propositiions — and some other equally-
radical ones — I shall use a slightly more modern technique than that

%) B. Ward, »The Finm in lllyria«, American Economic Review, 1958,
Y} Lepage, op. cit,, pp. 47, 71. .
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of Lepage and meplace ithe graphs and mumerical examples by algebra.
This will considerably shonten the exposition. Since it is open to doubt
wheithier conftemypiorary cafpiltalist fimmis tnaximize profits’) in ouvder to be
precise I shall talk of the »neoclassical fimm«. For ihe same veason, I
retain Wand's original tenminology and refer to the altennative as the
»Illyrian Finme, : . : - :

.. Consider a finm with a simple production function with two variab-
le'inputs, labour (xy) and other resources (x,)

q = f(x,%) M
There fis also a fixed cost k. Thus profit appeans to be

7= pg — (W, -+ paxz + k) @
where p s the pifice of oufput, w the wage rate and p; ithe price -of the

other variable imput. If profit fis to be maximized, the first onder con-
ditions are the familiar manginal equations )

I .
——=0-pg=w
S ©)
3
I
= =0-pg=p:

axz

The second order conditions are satisfied if diminishing retunns are as-
sumed, which I shaillndo thnoughout:

The analysis of the conditions (3) shows that (a) am increase in pro-
duct prices increases output and employment; (b) an increase in factor
prices decreases output and employment; (c) a change in fixed cost pro-
duces no effects since k does mot appear in the conditions, and (d) la-
o is” tredteld: as any other mesoiice, there fis compliete isymmetry.

Let ats mow chadnge ithe Status of the firm and replace meodlassical
management by an RMiynian workers' council. Since wages do mot exist,
we cannot establish profit. Advised by Lepage, the council will calculate
fmoome per member of ithe working collective

pg—(px2 + k)
e (2a)

. |

in otf-der_mo maximize it. The flirst order conditions are now

By pg—(px2 + k)
—=0-pg=r———=y
axp Xt

%) 'See Y. Simon, H..Tezenas du Montcel, Economie des ressources huma:

ines dans U'entreprise, Masson, Panis, 1978.
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(3a)

dy
=0~ pg= P2

dx;

It is evident that the second onder conditions are also satfisfied.
‘We canmot analyze the flirst of tthe conditions (3a) directly. I shall
therefore transform it im ithe following way

k P2
g— g% =—-=+ 4)
p p
It is easy to see that the following ds mmue
3
—(q—gx) = quxy > 0 )
axy :

A similar anallysis as eanlier now produces the following results: (a)
an increase im p reduces the right side of ithe equation (4); in order to
preserve equilibriium, the left side must also be reduced which, accor-
ding #o (5), amounts o reduding employment x; and, consequently (by
vintue of (1)), the output; (b) an increase in the factor price of other re-
sources has ithe same efifect as in ithe meodlassical firm; (c) an increase
in the fixed cost (k) increases output and employment, and (d) factors

are not {reated symmetrically since wages do not oocour in. (3a) and the

two donditions ave differently structured.
The entire exercise is more clearly surveyed in a table:

Effects on Output and Employment

Type of change Neoclassical Tllynian Self-managed
Inorease fim produot jprice 4+ —_ +
Increase im wages — 0 0
Increase on fthe price of mat. — — —
anputs

Increase in the fixed cost 0 + 0

The results are amusing — or homrifying — depending on one's
mood and education Iiyrians do fjust about everythling differently and —
wrongly. When product prices in ithe market inarease, they meduce
owtput! The economy fs thus hopelessly unstable. When ithe government
wants to increase employment, it must levy a lump sum tax! The higher
the itax, the higher are output and employment. And wage policy is of
no use since lllyrans discard wages. It hardly meeds ito be added that
mone has ever detected anyithing similar dn a weal world economy — say
in the Jugostav economy. But in strict logic, this is mo proof that it
might, not happen sometime,
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It remalins o prove Malthusianism and underinvestment. Compare
(3a) and (3). Since y > w, qu(fllyriam) > g meoclassical) which implies
lower output and reduced employment. It also implies .that for the same
oulfipult {given ithe itechnology) the capiital-labour ratio will be higher. The
Tilyrian Finm uses more capital than mecessary. IE there is unemploy-
ment, and the government administers subsidies in order to create new
jobs, ithe Jllyrian Finm will employ a Jower muumnber of workers. Thus,
the efficiency lof the economic policy is reduced.t) Less employment and
hiigher capital intensity implies, for a given time preference, a smaller
rate of growth. The latter is funther reduced by smaller saving due to
the fact that socjal pnoperty makes impossible the istantaneous recupe-
ration of capital at the market rate of interest.

All these effects are the results of an amalysis »acourt terme,
cest-adire a stodk oapital constant.«?)Why should a shont tenm amaly-
sis be made on the condition of capital stodk constant? Why not con-
stant employment? Is it because lit is customary or because that is how
the shouit term wass defined by Manshall a century ago? Or because such
an assumption generates pleasing consequences? In Marshall’s #time, a
worker could be fired within a day; the disposal of capital would take
more time and, generally, was not desired. Thus, it made sense to con-
sider capital fixed. Assumne, however, ithat the dismissal time for wor-
kers is the same as for managers, say six months. On the other hand,
we kmow tthat in every finm there are bottlenecks whose elimnination in-
areases capadity cather quickly. Thus, capital is changeable upwards on

,a weekly if not on a daily basis. A need for reduced ocapacity may be
met by abstalining from replacement, selfling equipment on the smaxtoeit for

second hamd capital goods (whiich, in the neoalassical world, ought ito be
pertfect), and by renting the premises. At any wate, since +the analysis is
conduoted im terms of mamginal changes, even small changes of capital
would suffice, Consequently, it may be assumed that dabour is fixed and
capital variable. In that case, assuming self-financing, the rational goal
might be maximizing the rate of profit. As Dinko Dubravdié showed,?)
that produces effects symmeitric ibo those of Lepage. Except that niow we
have labour intensity, overinvestinent, eic., i. €., everything wrong in the
other direction. Suppose, next, ithat the firm is oun by workens, whose
number is constant because they do not dismiss their colleagues. Let the
workers maximize itheir incomes. In this case, the consequences ame
completely meoclassical. Mathematically speaking, maximizing absolute
magolitudes produces desirable wesults, maximizing ratics — undesirable
ones. Thus, if you wish to prove ithat an lecomomic isystem s bad, you
have to show ithat its agemts fell in love with the ratios.

-Of tthe vagfious assumptions quoted — and other varfations are ob-
viously possible as well — which are applicable to selfmanagement? By
now, this is no longer a matter of speculation, but a matter of observed

) Lepage, op. cit., pp. 6569. But if there is lack of labour and surplus of
capi})al(,)- e effeonig(')eness of economic policy would be enhamced.
p. cit.; p. 69.
297 .‘;)JOD' Dubravdié, »Labour as FEmntrepreneurial Input,« Economica, 1970,



172 _ B. HORVAT

bdhamilcxur.f) The answerr is: none. The real would s somewhat diifferent
At tthe beginning of the accounting period, ithe workens' council sets as.
piration wages which are vallid for hat peniod. Wages being fixed, what
remains to be done is ito maximize ithe residual surplus '

- =g — LW+ AW + Pty 4 1] ©

The increment Aw can, of oourse, be elither positive or negatfive
end of ;th’e period, aspiration wages are Ie\'i&ﬂ;d upwands Qrgaélow&l\/:/;r?se
depeniding on ithe success of the finm. Thus, we must diistimiguish :betwecml
twio types of wages: accounting wages (W - Aw) and ithe actually paid
wages (W 4 Aw - A‘w‘*). Only the fonmer enter ithe objective function.
) A ’liotqk at (6)'surfﬁm>es ‘to persuade us that the mathematical proper-
t1:e°s of ithe equation are the same as that of (2): a selfimanaged finm
wiil]l behave lvi;k'e a meoclassical finm and  will be equally efificient. The
onﬂ?z — Yet sodially exiremely impontant — distination is 10 be szUl;l’d in
the fact rfzhaut labour ms no longer a commodity, fit is nio longer sold-10 an
gnmpipyel, and s0 paid wages do not figure in our table. The objective
qtuor} may be desoribed as: maximum total income subject to rthe
constraint that he acoountinig wages be w 4 Aw. ‘
The natural question o ask is whether there will be emy tend:
fqr wages In variious finms to converge to a market wage. T.hg a-x;.f]\gz‘]?s]
pos'v].tﬁvg_ and the reason is the same as ithe one for the equalization of
profits in the capitalist manket: competition and firee entry.
b The mext questiion is whether it Gs rational to follow an objective
i otnon like (6). The answer is again positive. If we stay within fthe
aeoclassical firamewordk, we may imagline 2 worlkens' ocounoi] aldio; i
a longstenm plan which maniimiizes the fncomes of e employed wor-
kers over a collectively chosen horlizon. The plan is then booken into a
score or so of shontstenm plans, one for vach accounting periiod. The
sulting wages represent aspiration wages for velavant pexiiods. N e
e 3}5 for ufnvesﬁmem,.gmo\vbh and tthe rate of interest, one would assu-
at afiter ithe appearance of Keynesian economics there ds ‘hardly

any need o argue that the wineteenth centry neoclassical mofions are

of mo wse, tto say the least: In i it i i
C 2 ay : in panlicular, it is mot saviing that determin
investment, but investment that g;ener'ajtes saviings, Ai Ka»léi:im@?:oﬁvcsl
%f]lqy, Workens spend what they earn but: capitalists eamn. what tthey spend
o (;:m ﬂ;ftempl% méenest thas little to. do with the time preference, And im;
ustrlialized eco; i ensi i
ducive to goorn nnm . high manginai propensity ito conswume is con-
What can one expect 4o ha i i
‘ X to happen im a selfmanaged economy? Sodjal
?pog)@ty and planning reduce misks and so increase iiul-vesctme.gst oppor-
ﬁgﬁfzresﬁdthfredu‘ce interest-rates and increase the rate of graowhﬁ A
- € of growth induces a hj
e pm‘ibus.g induces a higher mg'ﬁe of techniological progress,
Lepage, being neoclassical, reaches he i fon:
2L, ) opposite conclusion: »...
technological progress and socialism are two incompatible notion's ’(,von

%) B, Horvat, .»Pu vanin  teordiie '
Ekononiska ahaiz‘za,»l g%?%_z%asnhwamu teorflie jugoslovenskog poduzedax.
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Mises resurrected!) . .. Since ithe logic of ithe selfmanaged fimnm (and of
the self-mamaged economy) is Ito be less efficient, since, ceferis paribus,
the dogic is o linvest less and o be less innovative, he itransition o
self-management cannot bult slow down ithe soaial change .. .«!%)

" How are we o pesolve ithis contradiction between a meoclassical and
a Keynesian prediction? By refemrling to the facts, obvilously. »L'expe-
rierice yougoslave monire«: (a) dhnonic overinvestment whiich forces the
government o design vanious measures for the reduction of investment;
(b) a higher mate of itechnological progreiss tham in the other countnies!!)
for which we have the data., {c) a higher rate of ignowth than in most
other countuies. Yet, the Jugoslav economy is by no means a model eco-
nomy. Besides, being a ploneer in. selfanamagement, it was bound to
make many mistakes which latecomers Wwill be able to avoid. Thus, Ju-
goslav pexfonmance imay be taken as tthe lower limit of efificiency reaso-
nably expedted: in a selfimanaged economy.

More specifically, on the basis of empirical studies by econometri-
ciams, industnial sociclogists and others, one can quote a number of re-
asons why the capitalist finm and capitalist economy are generally sub-
stantially less effiicient than a labourmanaged one:!2)

1. Since the worker is not wouking for himself but for someone else,
fior a master, he lacks pnoper motivation and his work effont is not op-
timall. A summany of the relevant empinical reseanch is ito be found in a
book by Paul Blumbeng.!3)

2. Hired labour must be supervised. There is a need for many lay-

-ens of supervision. That kimpies material and 'human costs.

3. The impetus for day-to-day innovations &s weakened and persons
outtside the nesearch depantmentts contriibute Mittle to innovaticn.

4, Weak sanctions for poor management. »Managers make mistakes
and shareholders are punished«.

5. Wigh cdosts incurred by labouwr-capital confliots resulting in stri-
kes, lockouts, atc.

6. Alienation, anhappiness and mental disorders as dooumented in
ithe semi-official vepont Work in America.)

7. Collusive practices and undeteated economic crimes due to ‘the
fact that decisions are made by a handful of individuals free firom pub-
lic inspection. o

8. Deformation and destmuation of ithe market by finandial concen-
tration, cantelization, wligopolistic practices and other kinds of market
control.

") Op, cit., p. 349. . .

) The rate of technological progress is measured in the wsual way as the
residual in the Cobb-Douglas ‘production function, See B. Balassa, T. Bert-
rand, »Growth Performance,« amd comments by myself, American Economic
Review, May, 1970, pp. 31425, L .

) For an elaboration, see B. Horwvat, »Why are Inefficiencies of Private
Enterprises Tolerated«, Economic Analysis and Workers' Management, 1975,

5

"). P. H. Blumberg, Industrial Democracy: The Sociology of Participa-
tion, Condtable, London, 1963.
") M. 1. T., Cambrdge, 1973.
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9. Pufivate owmnership imposes definiite constraints on sodial planning,
Therefrom business cydles, unemployment and low longmun mate of
devellopment.

10. Most of ithe preceding defects mequiire perpetual government in-
tervention. The state bureaucracy expands with its deadening effects on
efficiency and libenty.

In the preface to the book, Michel Drancourt wirites: »Ii faut que
les moyens dont l’homme dispose, grice notamment aux techmiques
quil met au [point, solent largement utilisés pour ame meuilleur affeata-
tion des resources. Seule cette demmitre permet en effect de faire face
a des besoins croissants ... C'est parce que nous sommes ambitieux
pour 'homme gu'enitre I'autogestion et le capitalisme, mous choisissons
— avec Henri Lepage — ile capitalisme.« In Wiew of what has been said
above, is one really »ambitieux pour 1'homme« when omne opts for ca-
pitalism?

EMPIRICAL RESEARCH —
EMPIRIJSKA ISTRAZIVANTA

AN EXPLANATION OF EARNINGS' VARIATION IN THE
YUGOSLAV SELF-MANAGED ECONOMY

Saul ESTRIN*

INTRODUCTION

This paper proposes a way ito test hypotheses about selfimanaged
finms, and presents some preliminary vesults from estimating the mo-
del on Yugoslav data. It ds intended to foous empirical attention to-
wards those observable variables which economic theory predicts would
behave differently in a selfmanaged envivonment, and assess the rele-
vance of ithe analysis for Yugoslavia.

/ Inthe terature on labowr managed entenprises {i.e. 2, 11, 12), atten-

tlion has been concentrated lon comparing ithelr equillibria and responses
with those of technically similar capitalist firms. The possibility of a
pervense shortaun supply response is ithe central conclusion, which
points empirical work ito the estimation of supply elasticities, despite
obvious problems of identification and interpretation. However, any
difference im equillibriium between ithe firm types must be refledted: in a
divergence between eamnings and the market wage, and average ear-
nings between firms will vary acconding to the profit level that would
have been earned under capitalism. A pamticular market economy
reaches the same general equilibrium under either system (2), but the
resource misallocation during disequilibrium ocours in different mar-
kets. Spedificably, shifts in demand are refiected in an inter-industry
profit distribution under capitalsm, but an average earnings dispersion
under self-management. Since, in enterprise equilibrium, a co-operatives’
chiosen earmings equal the labour value marginal product, market dise-
quilibrium is assodiated with a pareto inefficient labour market atloca-
tion. This is mot true in capitalism since each finm equalises the value
marginal product to the given market wage. Thus, any selfimanaged
economy dmust be characterised by an average earnings dispension out-
side full compedtitive equilibrium, and this could mot occur under capi-

*) Department of Economics, The Uniiversity, Southampton, U. K.



