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1. INTRODUCTION

Inflation is surely the most talked about ecomomic problem today.
It is movre tham a once-and-for-all increase in the cost of living. Inflation
iis @ comtinual tendency for the general level of prices ito rlise. This twend,
always a recurring theme im modemn industrial economies, has become
fncneasingty istubborn and pervasive in recent years. No market econo-
miles ane immune, including Yugoslavia's and fits unique manket-onjenrbed
sooialist workermenagement model. Thanks to ffs income meaximizing
workermanagers who »administers prices« ithe Yugoslav economy is
most receptive to the disease of inflation especially of the »cost push«
or »administered price« variety. The punpose of ‘this paper is to examine
in: what sense his assertion fis in fact correct. I shall argue that infla-
tion in Yugoslavia can mot be fully explained by the behavior of wor-
kermamnagers. Indeed, the puiceraising activities of worker-managers
which lead o domestic inflationary pressures may be, in fact, surface
manifestations of more fundamental exbernal disturbances in the world
economy in recemt years. The workermanagement model ds not neces-
sarily inflation prone. It does mot catry a clear threat of macroecono-
mic finstability. Seation IT presents a buief overall siew of workeranana-
gement. Seotion III discusses »administered price inflation«. Section IV
examines mecemt Yugoslav experience against the internal and external
environment, Seation V presents the summary and condusions.

IT. WORKER-MANAGEMENT: AN OVERVIEW

As a poimt of depariure, a few words wegariding wonkerimanage-
mient ave in onder. They serve o put our discussion in perspective, Cor-

* Paper presented for the First Intemaftfonal Cdnference on Economics
of Workers’ Management, Jnter{Uniiversity Centre, Dubrovnik, Jugoslavia, Oc-
tober J1-13, 1978.

-I am indebted 4o Professors Ljubi¥a Adamovi¢, Marshall R. Colberg,
and Branko Horvat for useful comments and suggestions on an earlier drafit.

** Professor of Economics and Director, Center for Yugoslav-American
%ﬂmﬁ?' Research, and Exchanges, Florida State Unfiversity, Tallahassee,

oriida,



G. MACESICH
214

porate governance is undengoing transfonmation. From small work-
.gnougps ug: \the business enterprise for the a-ssimgn.:emt of tasks and some-
fimes distnibution of income as fin Great Britafin and other European
countties fto fullblown worlkensmensgement as dt s in Yugagﬂa'\m. The
country's umique system of wonkerdnanagement was put into place
with the passage of tthe «Basic Law in the Management of 'En*terpﬂtses.
by the Working Collectives« on June 27, 1950 by the People’s Assembly

of Yugoslavia. The law transfenred the operation and management of -

a1l faatonies and in general all economic enterprises fn the contry to
person's employed in such epterprises. The Law anid Jits subseqwern)t‘
amendments is based on the principle that though em economic enter-
prise is public propenty it ds managed: on Fbehe.aﬁf of the commumity by
the firm's employees. In coordinatng the activities of these wornker-ma-
naged enterpaises, the Yugoslavs have mamnaged o mse the ma‘rrket sys-
tem and prices. In effeot, they have shown that private entenprise is not
necessary for he use of the price system. This in essence is the »Y:u-
goslav model« which has set the country om a mew ocounse since its

abandonment of ‘the »Soviet Model.«’)

As any enterfprise in a market environment, the worker-managed
Yugoslav enterprise iin order to survive is expected o cover its costs, in-
cluding a minimum level of wages. The workermanagers may search
out new markets, diversify produation, decide upon. profit distribution
as among wages (or baefter incomes) and reinvestment tin the growth of
their firm. They buy itheir inputs firecly on the market typically from
other finms selling on the market. Yugoslav entenprise collective hires
labour but with the difference that above minimum wages, worker-ma-
pagers meceive income in tthe form of shares tm profits which may vary
according ito ocoupation.

Entry of new finms and: foreign twade including joint ventures
with foreign finms stimulate competition and ourb mWy, thereby
keeping domestic costs and prices in line with the mtema'thpnal ecomo-
my. Worlker-managers are also subject ito varying control and mmfl'um'lce
through the political processes including commumnity amnd ﬂl{‘ade union
influence, which may at #imes compete in mpontance, espe'cmmy in ad-
vooating higher skiill differentials, wilth ithe wortkers' ocoumail.

! cammle, Branko Horvat, An Essay on Yugoslav Society (In:
ot e Sciences Press, Inc., New Yor, 1969); Rikard Lang and
Dragomir Vojni¢, »Neki aktuelni problemi razvoja Pprivrednog sgstemzk-rt]a le;_
mel gima socijalistiCkog moupra\;c.ljam:a«}c D-raglﬁ??g yucgygg?&v?gt?r, oumfsﬁi

lemi privrednih kretanja i ekonomske polilike JULOSAVY] Elkon
ﬂgﬁitu)t atgd Infonmator, Z’aglreb, 1976); Dimitriije ll)um‘tm;evaé and Gl?orge
Macesich, Money and Finance in Coniemporary Yugoslavia (Pmaeger Press,
New York, 1073); George Macesich, Yugoslavia: Theory and Practice ?f Deve-
lopment Planning @Univer&iﬁg Pres of Virginia, Charlottesville, 1964); Procle-
edings and Reports of the Center for Yugoslav-American Studies, Research,
and Exchanges, Vols. I-XI, George Macesich, editor (Fiorida State Univer-
sity, Tallahassee.).
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III. ADMINISTERED PRICE INFLATION?)

The reasoning uniderlyling »adminfistered price imflation« may be
summarized by the now familiar tenm "Costsprice piral inflation” dis-
cussed: within Ithe context of ithe Amerfican model. Although there are
many vaniationis on this theme, thelir commonthread is ithe belief that the
palicing mechaniism lis becoming progressively less sensitive. Again simpli-
fyling the vatious positions taken, three variation of the »costpushc
theme appear sufficiently impontant firom a public policy viewpoint bo
warrant consideration. One is that unfiion pressures for wage increases
‘are the causal element in inflation. The second is that oligopolistic
seators administer prices and so ame the main causal element in infla-
tiion. The third inmconporates elemenits of ‘the fingt itwo amd tangentially
places the blame for inflation on the existence of both unions and ofi-
gopolistic fndustries.

The fimst variation argues that unions are responsible for inflation
Inthat they fail o recogniize ithatwage finoreases which go beyond overall
productivity gains are inconsistent with stable prices. Thus the argu-
ment is that unions push up wages, which maises costs and therefore
prices. The more sophiisticated angue that since the monetary authori-
ties are comumitted to a policy of »full« employment they will expand the
money supply so as to make possible the sale of ithe old output at the
new price level. :

The second variation argues that prices are set in a different way
in hose sectors of the economy which are composed 0f many finms than
they are fin dnidustries where fthere are only a Sew major producers.
Acconding to this argument prices set by oligopolistic industries are
»administered« so ithat ithey are excellent conductors of imflationary
pressure. They are welatively immune to traditional anti-inflationary po-
lidies dn that their prices, having once reached a thigh level are stickier
in declining when demand declines ithan are those of competitive in-
dustries.

The third variation angues hat both unions and oligopolistic indust-
dies are primarily vesponsible for inflation. Unjons, so this argument
goes, lodge themselves im oligopolistic fndustries amd share in the
»spolils« derived firom tthe demanid side. Thus umnionss in such dnduistries
may take advantage of the inelastic or expanding demand oconditions on
the product market to obtain higher wages without fear that the entry
of mew fiimms will meduce union wage gains or cause more unemploy-
ment. According to ithis vartation, ithe produoct market perrnitting, ithe
oligopolist will grant a higher wage rate as a means of avoiding a more
costly strike. Moreover, in contradistinction o more itraditional views,
such unions need mot only be old oraft unions, they may be the mew
industrial untons which many economists have tended ito treat as relati-
vely powerless in setting excessive wages. It is for this reason, presu-

* See, for example, George Macesioh, »Inflation: Theory and Reality;«
Manshall R. Colberg, »Indexing in a World of Inflation«; Robert D, Auerbach,
»The Processes of Inflation«; in Proceedings and Reports of the Center for
Yugosiav-American Studies, Research, and Exchanges, Vol. 9, George Mace-
sich, editor (Florida State University, Tallahassee, 1975).
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mably, that the advent of new industrial unions, when coupled with
oligopotlistic industries, have changed ithe Amenican (and presumably
world) economy so greafly as to langely firustrate atbempts to control in-
flation along fradifional fines, In effedt, ithe anvangement dmplicitly assu-
mes that the pricing mechanism is becoming progressively less fhuid or
rautomatice.

Still other views of inflation attempit to synthesize the various views
hoping ithereby ®o achieve weality. According to one such wiew, prices
and wages are not set in the traditional manner. They are set wather
wiith geference o some »mark-up« over the dost of diving. Accordingly,
infilatiion ds generated whenever labour and management abtempt o get
more than 100 per cent of the selling price; wages amd prices are con-
tinuously matised thereby generating a comtinuing process of inflation.

The pwocess of inflation, though it may originate in the non-compe-
tiitive seotor whiere manlket power is sufficlent to caise prices and wages,
willl »spill over« fnvto tihe comipetitive sedbons, theneby gdining momen-
.
This may ooccur, it is angued, either firom the demand or cost side,
or both. Since tthe prices «of the products and services ©of the non-com-
petitive sector ulise, there will be a change in the composition of de-
mand. Consumers will switch their demand o tthe products and servi-
ces produced by the competitive sector so that prices mise in this sec-
tor, There s excess demand in the competitive and a deficiency of de-
mand in the mon-competiteve, sedtor. Owing to factor immobility, howe-
ver, unemployment in the non-competitive seator will not cause wages
ar prices ito fall o the extent that unemploymenit [pendists,

Attemipts by fthe governmenit o vemove excess demand: by traditio-
nal fiscal and monetary policy so a$ to check ithe overall price rise,
while removing excess demand in ihe competitive sector, increase still
funther the unemployment in the non-competlitive seotor.

The same situatiion will prevail even if the »spill-over« ocours on the
cost side. Thus ithe »gpillovers will occur ‘because Wage or price mses
in the non-competitive seoctor are signals ffor dabour and employers in
the competitive sector tto do the same in onder to protect, if not in-
arease, their relative income shares. Accordingly, the igovernment is con:
fironted with the dilemma of either inflation or unemployment. =~ - -

The above mﬁpws do not consider as practical the argument that the
monetary authority by refusing to expand the money supply could , nip-
in+the-bud” an inflationary spiral. The bases for such an assention are
first, that veloocity would incnease, thereby firustrating ithe efiforts of -the'
monetary authority; secomd, even §f velocity could no longer tmcrease,
the monetary authoriity could probably overcome the strong hmstuturtuo:
nal forces making for rigidity in tthe pricing system only at the risk of
what might be serious depression.

In order to comtrol inflation, therefore, s should be - :
remove institutional digidities, inaluding ummeg::psarry aeguﬁm;zn?ﬂ;mmi;
ny industries, firom within the economic system. it is only ithen presu-
mably, that contral’ along more itraditional lines would have eﬁ'fect.

) ‘We may tunn mOW 110 an appralisal of these views of inflation by dra-
wing on ‘both economic themy and recent experience. Although the theo-
retical and empirical evidence is mot inconsistent with the above wviews
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of inflatiion, it does suggest ithat their ‘commbon link is the existence of
favorable aggregate demand conditions which penmit inflation to con-
tiiraee, This in turm suggests that inorealsels in the aggregate level of de-
mand are ithe most likely source of inflation. However, opinion regar-
ding the causes of the lincrease in ithe aggregate level of demand ds di-
vided between adheremts of the Keynesianstype of income expenditure
theory and adherents of the quantity itheory of money.

The fundamental discovery of those de-emphasizing demand-pull or
the traditiionl: view of infilation is that prices and wages go up when 50-
mebody raises them. There is a general agreement as to the faots. We
take Bt to be frue that sellers will mot maise their prices without limit
nor in all dircumstances, Whatt are limiits and diroumistances nnder which
sellers will caise their prices? It is precisely o the answerning of this
question what economists have direated their labours.

In effect, the consensus is ithat the state of demand will set the H-
mit and cincumstances nnder which ithe sellers can »raise« or »lowere
theiir paiices. The state of demand premitting, sellers can wraise« ttheir
prices without being penalized by a loss of sales and income, so they de-
dide to sraise« prices. {f, on the other hand, the state of demand per-
mits a wise in prices onlly at lthe expense of losing met income, sellers
will decide not.to sraise« prices. There lis then mo confllict between the
viiew dhat patices Tise because somebody maises them, and ithe view that
somebody decides to malise them because lthe state of demand permits
suich a rise without losing sales and incomes. _

The views discussed: in this paper which de-emphasize the demand-
pull approach ito dnflation do not provide an alternative theory of infla-
tion which s independent of the state of demamd. They seemn to have
gained ounrency during the post-World War I period in the American
economy (and elsewhere especiaily since ithe 1960's) when a favorable
state of demand was assured by ithe existence of large liquid assets hol-
dings by individuals and finms. The assurance of a favorable state of
demand was assured by the existence of large liquid assets holdings by
indimiduals and fitms. The assurance of a favorable state of demand
penmitited: prilce rises without the Joss ©f incomes, and so sellens dedi-
ded o »raise« prices. In efifect, the decisions 10f sellems to »raise« prices
is simply a form whereby a disequillibriinm situation was brought into
balance. In the absence of a favorable state of demand, however, such
a decision may result in »distortlions« in the relative price structure, or
a onestime dncrease in the gemeral level of priices coupled with a loss of
salles and inareased unemployment. "There is mothing ‘im ithe process
whereby sellens dedide o »raise« prices which will assure a favorable
state of demand. It bis essentially for this reason that many economists
angue ithat these views have descriptive but not analytical validity.

IV. YUGOSLAV EXPERIENCE
A. Internal Environment

Attempts to test empirically the costpush (or wagejpush) model
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agalingt Yugoslav experience have mot miet motable success.?) Thiis is not
surprising, In ithe finst instance quantifiable data on the ability of wor-
ker-imfnnagers o push up wages and costs are not available. In the se-
an(:ll instamce aJLl workers in a Yugoskav firm share fin the wage or beit-
ter income, sefting process. Finally none of the studies thave d%ﬁmnstm—
ted that wonkersinanagens by simply raising prices thereby assure a fa-
vorable state of demand. These studies do suggest ithalt it fis the existence
of a favorable state of demanid which enables workerananagens to be-
have in an inflationary manner. ’

One study atternpts to sont out ithe case for demandpull or cost-
push inflation by using quarterly data for the peariod 1963—70 and
monithly data for the post reform period 1966—70, with mixed results.*)
The study also atempts to estimate simple Phillips curves so as to
gauge rthe trade-off between the raite of inflation and the rate of unem-
ployment, aside firom ithe obvious difficulty of attaching meaning to
such results for Yugostania thamks to s large unemploment pool. For
example, it is apparently somewhere in the neighborhood or beyond 6
per cent unemployment (in 1967 380,000 were registered as seeking em-
ployment) that incomes or wage rates become flexdbile. Even so, such
trade-off as occuns at ithe higher unemployment rates takes place
thoough the political and legal process rather than the labour market.
Moreover, labour in the country is mot panticularly mobile. In fact,
labour mobility ts probably greater between Yugoslavia and other,
especiatly Eurapean, countries than between ithe severai mepublics in ithe
coumtry.

The study shows, mioreover, lititle, if any, welationship elither bet-
ween job vacancies and ithe rate of growth of personall (incomes lor rate
of inflation and the wate of unemployment., Quarterlly data suggest simul-

taneous movements in prices and wages, though monthly mesults indica-

te @ lag of a momth andta half for prices.

At this point, it is mseful to compare tthe wesults of the Phillips-
ourve analysis for Yugoslavia with that of pther countries. Table I sum-
meanizes results for shont- and longsun drade-offs between effects of wa-
ge finflation and a dlise in the unemployment mate reponted in sevenal
studies.5)

%) Joze Mencinger, »Inflacija potraZnje il i ij 2
Analiza, 12, 1?7?1]?lgp. 4-22; La{xr%%ndreamf}?fsgfuﬂﬁ? %mfa}f ﬁ%ﬁggﬁ?
Some Competing Hypotheses«, Journal of Commperative Economics, Vol. 1 No.
2, June 1977, pp. dl13-146. See also the writings of Alexander Bajt' aspemally
;l;z;.;_tzotﬁz’rllsA(;i gﬁtac;hfm§¥ 01171111 1Sb;ix‘alﬁs}t) Ommrl_ b Lx‘i;s?r, A, Ando, et al,, edi'iors, Inter-
Boston, 1975y o sisdd zation Policies (Federal Reserve Bank of Boston,

)} Mencinger, op. cit.

%) See Tyson, op. cit., pp. 120-139,

pE——
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Table 1

FIRST-YEAR AND LONG-RUN EFFECTS ON WAGE INFLATION GF
A 25% RISE IN THE UNEMPLOYMENT RATE

Change in Wage Inflation
(percentage points)

Country First-year Long-run
Belgium -1.7 -3.8
Canada -1.5 4.9
Germany -1.0 2.0.
United Kingdom -0.5 -0.9
United States 0.3 -1.2
Chile* -1.3 -1.6
Yugoslavia -1.1 -1.7

* The elasticity of consumer priices with respect to wages fs. estimated at
026. This estimate is based on price equafions which show an elasticity of
0.41 of wholesale prices with respect to industrial priices, an elasticity of 0.78
of industrial prices with respeot to wages, and an elastidity of 0.82 of con-
sumer pnices with respect to wholesale priices.

Source: Laura D'Andrea Tyson, »The Yugoslav Inflation: Some Competing
' Hyfp%the’ses,« Journal of Comparative Economics, Vol. i, No, 2, June 1977,

p. 128, .

Alllowing for differences in data measurement, tedhiniques, anid problems
related to onoss-national differences, the mesults ave, meventheless, sug-
gestive.

Tyson, drawing on ithe studies by Pexry for Belgium (1963—72), Ca-
nada (1964—72), Germany (1963—72), U. K, (1962—72), U. S. (1960—72),
and by Corbo for Chile (1962—72) presents ‘estimates for Yugoslavia
(1962—72).6) To judge firom the results in Table 1, which show ithe re-
ductiion in wage inflation predicted by a 25 per cent fncrease in the ave-

_nage unemployment mate, the experience in Chile and Yugoslavia are si-
milar. In the shontmun fthe largest veduations dn wage inflation as a re-
sulit of inoreases fin nnemployment are in Belgium and Canada, follo-
wed by Germany, Yugoslavia, and Chile.

In the longaun, the results suggest again that Belgium, Canada lead
in the Jangest weduction in wage inflation induced by increases in unem-
ployment. They are closely followed by Genmany, Yugoslavia, and Chile.
The smallest meductions, apparently, are observed for the U. S. and U. X.
The simiilarity of the shomt-run and: longmun results for Yugoslavia amnd
Chile can be acoounted for, at least in pant, by the low elasticity linking
wages and consumer jpriices in those countries.”)

What these wesults suggest is ithat Yugoslavia shares tn the expexi-
ence of other countries in ithat an inarease in unemployment fis likely to

D) .Geor%e L. Pewry, wDeterminants of Wage Inflation Around the Worlde,
Bropkmgs Papers on Economic Activity, 1975, pp. 403-447; Nittorio Corbo, »An
Elml 'Fe?}ﬁ Model of the Chilean Inflation«, unpublished Ph, D. Dissertation,

) ") '.l:’yson, ’op. cit,, p. 128,
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have a favorable but small effect on reducng wage inflation. For rea-
sons already cited cave is indicated in implementing these results and/or
in drawing sweeping policy conclusions.®) Indeed, to the extent that a
shontmun trade-off exists between imflation and unemployment, it can-
not be exploited in a frictionless world df policy s to be socially opti-
mall. Such exploitaition would vequire @ policy based on deception amd
thus necessarily would be sub-optimal. Even a siiuation charadterized by
stlicky wageds and prices such as Yugoslavia and dn otler counitiies woukd
oot allow a very usefuil role for countencyclical policy according to some
observers’ In the longorun, moreover, virtually all the theoretical evi-
dence suggests a virtually vertical fong-mun Phiflips curve and which also
seem 10 be supported by redent emplimical evidence for some couritries. )

Consider now the relationship betweenr Yugoslav enterprise pricing
and the mate of chamges in prices. To judge from the evidence presented
by Tyson for the pertiod 1962-72 approximately 62-66 per cemt of the va-
thance in the wate of change in producer prices in the Yugoslav social
seator can be explained by a model which contains labour costs, labour
productivity, malterial costs, and capadity utilization, as explanatory va-
riables.!! These results are all the mone Intemesting in view of various
disportions which ocourved during Ithe periiod ais a wesult of various tem-
porary price confmols and price freezes.

The estimated coefficienits reported by Tysom indicate that a 1 per
cent increase in ithe mate 'of growth of wages gives wise to a 0.4 inopease
im the rate of growth of prices, while a 1 per cent increase in ithe
rate 10f growth of wtandand labour productivity teads o a 2.8 per cemt
diecline in the rate of growth of prices.”? According to the study capacity
utilization suggests an fnoreasingly wsteep imade off with imiffation as
higher levels of product demand are reached. An fimcrease of one per-
centage point in the level of capacity atilization from 93.5 to 94.5 per
cent results in only 0.13 percentage points while an increase of one per-
centage point in the level of capacity utilization finom 95.2 to 96.2 yields
an inorease in the rate of inflation of approximately 1.90 percemtage
points. There is thus livte question but that incremental imoreases in
produat demand in eiready tight supply conditions are quickly conver-
ted tnto powerful inflationary pressures.

'Y The theoretical and empirical mitations with which Phillips-curve stu-

dies are burdened is discussed and summarnized in Anthiony M. Santoremo
and John J. Seater, »The InflationUnemployment Tnade Off: A Critique of
the Literature«, The Journal of Economic Literature, June 1978, pp. 499544,

'Y Robert J. Barp, »Long-Term Conltraction, Sticky Prices, and Monetary
Policy«, Journal of Monetary Economics, July 1977, pp. 305-316; Bennett T.
MoCallum, »Priced.evel Stickiness and Feasibility of Monetary Stabilization
Pohgg;g;tflh Rational Expectations, Journal of Political Economy, June 1977,
Pp. ol .
) See, for example, Bamro, »Unamticipated Monﬁr Growth and Unem-
;pl]k‘!iymen't_m the U, S.« American Economic Review, March 1977, pp, ‘101-103,
and Martin 8. Feldstein, »The Importamce of Temporary Layoffs: An Empi
mca[luAnalysrs«, Brookings Papers on Economic Activity, 1975, pp. 725-744.

» Tysom, op. cit., pp. 139-143.

The wide divengence beltween ohanges in the rate of growth of wages

e.z;d changes in labour pmduotim;nizr s accounlted for by Tyson as owing o
the »fact that the wage term is influenced by changes in payments to labowur
which are mot changes in fixed accounting wages and by the fact that fac
tor shares varied during the estimation pericde. op. cit,, p. 142,
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The price variable used by Tyson 'to represent maberial costs im the
tests iis am drmport price index construced by Mencinger in 1975. The coe-
flicient estimattes are of ithe comnect signs but not always sigmificant. It
does suggest tthat @ 1 per cent increase in the rate of growth of impont
prices gave mise to 0.33 per cent imorease in the rate of growth of Yugo-
slar producer prices.

Insight imto the mole of raw material costs in prtice changes s provi-
ded by Softja Popav in her sudy for severiieen branches of industry for
the period 1960-75.1 Estimates based on quarterly data indicate ithat
price increases dusling the period can be accounted for by material cost
increases. Indeed in onty four branches of industry is the R? less than
60. To judge from ithe evidence the rmajortity of inidustries under review
register greater coefficients of material prices than the input-output tab-
le would require. In fact, in some of the imdustries these coefficients
are greater mhan unity. For example, in five branches of industry the
coefificient ds greater than one per cent ‘and in only twe is 4t less than
0.5 per cent. The average mean lag of prices to increases in materials
qoistis s appamnemily legs than a quatier.

Though statistically significant, labowr cost effects on price changes
do mot appear as impontant as raw material costs. In faat, considerable
varigtion exists ais between the sewveral branches of industry as indicated
by ithe R? ranging from .48 for the tobacco indusiry to .88 for the metal
industry. Move than half of the tndustry branches under weview yield in-
shgnificant R¥s. Morecver, price changes respond showly to labour cost
changes. In only one branch of industry ds the response less than a quar-
tar emd a half, with many megistering a nesponse of more than four
quarters. To be sure material costs do canry a component of labour cost.

Boith the Tyson and Popov studies employ the traditional pull-cost
pricing model underiying most empirical studies of price determimation.
In such a model prices in the long mun are «etemmined by unit costs
whiich in turn depend on production conditions and the input prices of
varfiable factors of production. In the shorteun Tyson modified the mo-
del so as to allow produdt conditions o exent an independent influence
-on price infilation, over and above the influence exented through dermard-
simduced increase in faator costs. Acconding o Tyson the best excess-de-
mand vamiable as judged by overall statistical performance bs a Jagged
nonlinear capacity-utilization vartiable.!* .

The mesults produced by these empirical studies suggest at first
glance a similarity to our second and third variations of the »cost-pri-
ceqsipiraldnflation«. The limited number of major producers in the sodial
seator act as oligopolists end radmintisber prices<. Their workerarana-
gens ishare in the »spoils« 'derivied firom ithe demand siide. They take ad-
vantage of the imelastic or expanding demand conditions on ithe product
market to obtain higher incomes without fear what the emiry of new
firms will reduce their igains or cause more uneployment.

By Sofija Popov, »Jednadine ikretanja cena u industriji Jugoslavije«, Eco-
nomntic Analysis, No. 12, Vol. X1I, 1978, pp. 7196,

") This vartiable takes the form: NCLU.., = 1/{x — CU}.., where r is some
critical maximum dinit on capadity utilization and CU is actual seasonally
adjusted capacity whilization. Tyson op. cif. p. 140.
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The descriptive rather than analytical nature of the oligopoly argu-
ment is dlear. What are ithe limits o the worker-managers in quest for
ever higher incomes? In absence 10f a favorable state of demand in ithe
economy itheir decision ito »ralise« their incomes and prices may well re-
sult in »distontions« in the relative poiice struoture, or a onedtime ‘incre-
ase in the general level of prices coupled with a Goss of sales and inare-
ased unemployment. It is not enough that worker-managers have power

to »raise« prices ithey must have increasing power o do so if the infla- .

tionary spiral is o continue nnabated. This in turn must be supported
by velocity fncreases and/or continued distortions in ithe rvelative pirice
structune, ithereby validating the tniflationary process.’

As to the type of inflation which can best desoribe ithe country’s ex-
peutience, the theoretical and empirical evidence is not dnconsistent with
several miews of inflation. Their common link does hinge on ithe existen-
ce of a favorable state of demand which allows inflation to continue.
Increases tin the aggregate level of demand fueled by monetary factons
appear o be the mmost plausible explanation. This does not exclude the
view which angues that differential growth in prodnctivity among sec-
tons and fimms when coupled with personal tncome dncreases in all sec-
tors and firms as the source of infiationary pressure.!é

Support for this view leans on the system of income detenmination
and price formation lin the country.” Workerananagers in finms, especia-
lly tthose tthat aze capitalsfavored, where produativiity increased, raised
thelr incomes. This wise »spilted over« into less productive finms where
workermanagers, in order to protect (if not to inarease) thelir relative
income shares, sought and obtained price increases. These price increa-
se in turn dnareaseld costs o other finm anid so to funther price inoreases.

in effect, a »costpush inflation« model modified so as to fnclude
significant elements of ithe administered price version of that model
would appear ito be eppropriate. The monetary authorities simply ceact
by tmcreases in the momey sulpply so as ito validate [paiice increases. Thus,
in effect, the monetary authorities by providing a favorable aggregate
demand environmment justify whatever price increases occur, There is no
fear of losing sales or incomes on tthe pamt of worker- managers, especia-
ly for those iin capital favoved fimms. : .

¥} For an interesting and useful discussion of ithe role of increasing de-
mand and the pattern of inflation under price controls see Ljubomir MadZar,
»The Patttern of Inflation Under Price Controls«, Economic Analysis, No, 1-2,
Vol. VIII, 1974, pp. 91-96. Espediaily = ... In periods of rapidly inoreasing de-
mand in a market the prerequisites of perfect competion cannot be met,
even if they were completely fulfilled prior to the assumed demand increase.
Since ithe supply canmot instantaneosly adjust to an increase in demand, eve-
ry firm acquires a sort of monopolistic position since nobody else will take
kg:ger its share of demand even if it decides to raise the price somewhat«, p.

*)- See, for example, Branko Horvat, wDiferencijalnio povedanje produktiv-
nosti priveednih gnupacija kao zvor infladije«, Problemi privrednog razvoja i
privrednoga sistema Jugoslavije, Dragomir Vainié et al,, editors (Zagreb: Eko-
nomski Jnstitut 1 Informator, 1977),

') See, for example, O. Kovaé i Zoran Popov, Neka obelefja privrednih
Ig_e}zészn]a 41; sedamdesetim godina (Beograd: Tmstitut Ekonomskili Nauka,

, D. 43.
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Comsider mow the monetary situation which has, in effect, assured
a continuing favorable aggregate demand environment. The period since
1960 and particulanty since 1974 is oharacterized by monetary instability
not only in Yugoslavia but in the world as a whole. In Yugoslavia over
the six-year period 1971-76, for example, the average annual increase in
the money supply (M) ranged firom 14.1 per cent to 48.4 per cent while
the reserve base (B) inorease manged firom 10.1 per cent to 35.0 per
cenit.® Indeed, withithe exception of 1971 the rates of monetary expan-
sion exceed the expansion of reserve money. In fact, during the most
pronounced rate iof inarease in the stock of money (1972, 1973, 1976) the
average annual growth rates of M, (i. e. cunrency in diroullation - float)
and B t(ie. monetary base under contnol of the National Bank of Yugo-
slavia) are 45.7 per cent and 29.0 per cent respectively, whereas in the
years of an mnexpeatedly more ruoderate growth (1971, 1974, 1975) the
avenage annaul rate of tncrease im M! and B is 23.0 per cent and 15.4
per cent wespectively.

Dimitaije Dirnitrijevié¢ and I have angued elsewhere that monetary
poliicy is a very potent insteurnent for influencing ithe aggregate demand
environment in Yugostavia.?) Fiscal policy has bean meglected in part
as a result of the central planming period and in pant because siriot
Keyniesian itheory never has been 'domfinant in Yugosievia. The counitry's
financial transmission imechanfism s based anainly on moneyreal good
portfolio adjustments of individual balance sheets, exchuding financial
assets as a significant choice of holding assets instead of money. Se-
cond, as a vesult of these peculianities of the transmission mechanism,

‘ efffects of changes im ithe supply are shorterlagged and more dicrectly

related ito changes in expenditures for goods and services-expenditures
for investments in fixed assets and then expenditures for consumption.
These peculiarities are consistent with onetarist view of faators signi-
ficantly influencing the aggregate demand environment. They wepresent
the effeots of changes in money supply under specific conditions of an
undifferentiated financial stouoture and a rigid system of interestirate
formation.

The above process of adjustments of demand to the supply of mo-
ney contains also peouliarities in: the demand function and supply fun-

" Maiko Violj&, »Comparative Amalysis of Money Multipliers in Yugosla-
viax, National Bank of Yugoslavia Quarterly Bulletin, Vol. V. No. 4, October
1977, pp. 23-33; Rebecca R. Ratliff, »A Comparative Analysis 'of Money Multi-
pliers: The Unitted States and Yugoslavia, Proceedz’u%s and Reporis, Vol. 11412,
George Macesich, editor {Florida State University, Tallahassee, forthooming);
Petar MadzZarac, »Business Banks and the Constitution of 1974«, Proceedings
and Reports, Vol. 9, George Macesich, editor {Flonida State University, Talla-
hassee, '1976), pp. 9597; Blagoja Nanevski, »Recent Developments in the Yu.
goslav Monetary System«, Proceedings and Reports, Vol. 9, George Macesich,
editor (Florida State University, Tallahassee, 1976), pp. 98-102; Tihomir Jova:
niovski, »Monetary Equilibrium in a Socialist Economy«, Proceedings and Re-
ports, Vol. 10-11, George Macesich, editor (Florida State University, Tallaha.
ssee, 1977), 25-27. :

¥) Dimftrije Dimitrijevié and George Macesich, Money and Finance in
Contemporary Yugoslavia {Praeger Publishexrs, New York, 1973).
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dtiion of money, as a oesult of ﬁm'stli)mﬁimal.l peoulianiities.®) ‘vDema.vnd for
money depends mainly on tnoome, rthe' interest lralte.bemg a.ra!t}her
insignificant variable. Because of a changing pattenn «of income diistribu-
tion by seator (espedially an increasing shm\f: of individuals én income
distribution), demand for money appears at fx'rst' 'hamq as nather Wb—
le, which may contradict the monetarist view in ithiis mespect. This is,
however, consistent with the monetarist approach if the stab&{hty of
demand for money is interpreted as stability of a demand function for
money under stable institutional conditions. As for the supply function
of money, it boo appeans unstable in the shontrun owing o a chamnginig
institutional framework and a strong jpressure for goxneq‘nrmanst borro-
wing from the central bank. Im the long rum, however, it doef show
that changes in highpowered maoney are the domfinamt determinant of
the money supply.

Under these conditions monetary palfl‘c_yt ntradmmona!lly thas 1beeu} :hhe
main instrument of indirect economic policy mmervenrtlom Ennpm.caﬂ
evidence shows tthat monetary policy may be eﬁﬁcml}rt i mmplgmemmmg
monetary policy targebs (changes fin money supply bemg the main target
of monetary policy) if stwong government presstre fis excluded. Thus,
the question of whether cr: fon of momey ﬂ‘S.!UIIldﬁ}' ocontrol of moneta-
1y authonities (whether it is an exogenous vau'_ue}ble }n‘.rtzhe mmwta:ry mo-
del) or canmiot be conitmolled: by these arxﬁﬁ%mmrhxes (@t ds an endogenous
variable) has a POOmMOIX ist answer. This amswer, howgver ,Wmusst be
qualified for reasons of xfixed« exchange rates between ithe dinar and

other currencies and intermational monetary intendependence focusing

on tthe world stock of money. But more on this issue below.

The problem of efficiency of monetary po]lcy tim m);pllemennm:g eco-
nomic poPlIi?y goals is more complicated. Empmﬂcaﬂ evidence sugges'ts
thatt the efficiency of monetary policy fn this field is less than in dmple-
menting tanget. This is, however, malinly because policy measures always
have been taken itoo late and therefore meoessal.mfly have been itoo strong.
In addition, under changing nstitutional ocmdmnorns mlome'tary measures
usually have not been Followed: by the appropriate adjustments un ofther

economic® policy measures. For all of these measures, monetary policy

usually has had overshooting effeats upwand or downwand;, which su-
ggesufsyfthad: monetary policy may be fairly eﬁfigenit ii'f propextly used, oot
that it is an inefficient instrumentt of economic policy.

i e evi in the
s be illustrated by ithe ewdanoeonperoar{rtcha'm.g%mm
mom'gﬁ:ugggl by sectors for ithe years 1959-76 summarized in Table 2.2

Georg i d Joan Haworth, »Komparativna analiza
nrai:)‘esgv?:lasil ngdsfn&ﬁdj?ﬁqc}il agxm zemijamas, Ekonomska Misao, i1971,‘l,
pp 4'31-67' Liubica Tesli¢:Nadlatki, »Traznja movca sektora ~pmgip1¢éa«, E]L)g
nomska hrlaljiza, Viol, VI, No. 12, 1974, pp. 65-78, Ljube Trpe.shi(mSo_‘nlm De
terminants of the Demand for Money by the Business Sector in ru_%gs Bé}wt:té
Proceedings and Reports, Vol. 10441, George Macesich, editor (Flori
University, Tallahassee, 1976-T7), Pp. 28-31.

1) T draw on the evidence and analylis presented by Dimitrfije Dimitrije-

i y of Mon Policy in Yugoslaviae, presented in -the joint Uni-
\‘:ﬁsi)gag eBtsdlgrade. ﬁh%%nida State University Research Seminar on Compa-
rative Economic and Mondtary Stability, Belgrade, Junk 1977.
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Table 2
CHANGES IN MONEY SUPPLY BY SECTORS!

(End of Year, Per Cent Chamnige)

Total Money Supply Money Holdings By

o
:

~1A, £ _ “

v ty8% _§ ¢ : 3

£ w9heB 2% E N "

5 §38% 3§ 8§ 588 74

3 ®.om 28 & H8§% g 5 8

o] M3Os wnH S O A A H 2

1 2 3 4 5 6 7

1959 145 —69 —04 51.0 293 23.5 28.7
1960 234 4.6 20.7 166.9 6.2 9.5 25.5
1961 17.6 0.9 251 —41.7 2941 317 12.2
1962 35.0 204 32.8 282 59.9 15.6 36.9
1963 25.0 6.3 14.0 92,0 36.0 3.2 40.7
1964 191 —10.6 16.9 —6.2 25.8 24.9 20.5
1965 42 —201 21.7 —314 —123 106 —6.6

1966 62 —l48 —37 365 —94 343 143 .
1967 —56 —98 —270 —9.0 98 145 101
1968 264 168 312 1155 39 205 236
1969 117 —52 —40 161 119 253 198
1970 204 0.8 79 338 192 257 252
1971 149 —i16 2.0 56 243 214 195
1972 405 174 765 74 226 281 296
f973 373 100 559 373 380 233 296
1974 260 —53 242 392 304 210 269
1975 332 79 570 —0.9 379 201 215

1976 53.0 342 94.6 36.5 325 19.7 26.5

Source; Dimitriije Dimitaiijevii¢, »Targetts of Monetary Policy in Yaugosla-

' via«, presented in the Joint Unfiverdity of Belgnade-Florida State

University Researdh Semfinar on Comparative Economic and
Monetary Stability, Belgrade, June 1977.

I Sectors are defined as instiitutional sectors, as in the Flow of
Funds Accounts of ithe National Bank of Yugolavia.

2 The change iin observed money supply conrected by the change in
nominal GNP (nepreseniting the approximate assessment of the change
in demand fior money). Thus, the figures vepresent higher or lower (—)
per cent fmorease in money supply than fthe change in demamd for
maney.
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e relative stability in money hobdings by ithe lh‘gusehcld sector Is clear
g?ﬁﬁ ﬁulsf;gii‘hiityyof money holdings by soc&iailms«t enterpuises. It appe-
ars that socialist enterprises ave, in effect, 'res.ldmaﬂ_rhoi_ders. This does
not mean that sodialist entenprises are passive in adjusting ithefir money
balances. It does mean that they apparently cannot Emake adjustments
in their money balances efficiently. Lack of an efifiective money and ca-
pital market and effeative interest rates areates uncentainty about the
availability of credit and thus acoess ito needed resources. One consequ-
ence is that socialist entenprises hold excess money lramhe.r_tfh.zm.paymng
off debts to financial institutions. Another is ithat unrealistic .m'teres:t
cates qneate excess demand for credit, thereby adding to uncentainty and
corresponding problems of bornowers.

{Dhe socialist enterjprises, as Dimitrijevic wedl states, do'm\t have an
imoemt}xlive to decrease ngremr mmoney balances through nﬁmamolgﬂ dransaati-
ons. Neither are they able to add o their money ﬂ:aﬂa_moes in ithe event
that other sectons dedide ito increase thelr holdings in the face of. am
insufficient ‘increase in money supply. As a wesult, socialist enterprises
tend to hold extra balances during monetary expansion and less than de-
sired balances during monetary contraction.

What then do these enterprises do with itheir umdesired money ba-
lances? The answer is that they attemplt o wid themselves of these ex-
cess balances by inareasing expenditures on fixed investments. Indeed,
the most direct efifect of increases in ithe rate of growth of the money
supply #s in inoreases in expenditures on fixed investment by socialist
entenprises. Dimtrijevié weponts ithat for ithe period 196?—7’% the coeffi-
cient of determination R? for this relationshiip is .53 within the same
month and an R2 of .43 for total expenditures.

There is, however, a ceiling imposed on socialist enterprises and
their expenditures on fixed nvestment so that adjustment to excess mo-
ney balances via this woute bs limited. Regutations ungposed in .1‘975-76
serve fto reinforce the ceiling, thereby fumther limiting -tlh.e ability 9f
these entenprises i#o adjust their excess money balance by increases in
fixed investment. The effectiveness of these wegulations ls suggested in
a slowdowa in fixed investment expenditures in the face of strong mo-
petary expansion. Such measures have not e.l:‘nmtm:‘mted -t»ht': desire amnd
necessity on the pant of sodialist enstrprises to adjust their money ba-
lances. The question is in the form which such adjustment will take
place in the face of an fmadequate money and capital market in the
counrtry. Administrative fntervention is mot a substitute for aative and
funotioning money and capital mankets.

B. External Enviromment

. . -
Irnpontant as these internal factors are ito an umdenstf'mdmg: of
flation P’monYugosla\aia, tthey may well be only surface n}wmﬁestamms of
more fundamental world wide disturbances. Ynt.Lgoslawg as a oountry
on »fixed« exchange rates heavily dependent on mrﬂ_tﬁnnastxona& twade. and
receiving Significant capital inflow firom abroad fis a ocopanticipant in

{
!
‘
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the common process of world inflation.? It shares with other countries
with »fixed« exchange rates the common world money supply. As a re-
latively small country, inflationary forces originating abroad: »spill jn-
to« the economy from the outside. It does not share the characteristic
of darge countries whose internally generated inflationacy forces »spill
over« into the rest of the world. Under a system of »fixed« exchange ta-
tess there veally ds only one itype of iniflathion amd that is inflation of th
entlire system. :

For such countries as Yugoslavia this ineans that internal price le-
vels are at first determined by the exetrnal priice level. The internal pri-
ce devel must be of a value redative to the external priice level such that
payments, including capital iflows, are in balance. Consequently, the in-
ternal money supply is detenmined by external conditions, but its com-
position may be affedied by internal monetary circumstances. Non-
theless, a speoial explanation for domestic disturbances can arise only
if internal prices move differently from external prices.

If @ country is mot on fixed exchange cates, ithe situation ds diffe-
rent. Internal monetary chamges afifeot the price level and through it
exchange rates, so :the priice level is no longer migidly linked to price
levels abroad.

Many quatifications could be added to ithe above without imvalida-
ting the argument that as long as a »fixed« exchange rate discipline is
maintained and as long as monetary authorities act to stem drains of
Anternational reserves before devaluation becomes imevitable, there will
be mo permanent effieat of internal monetary policy on imternal prices
in such small countries as Yugoslavia. The concept of =@ wonld supply of
money with countriies dinked by fixed exchange rates §s useful even if
overdimpilfied—espeaially since 1973 when major countriies have floated
their currencies vis-a-vis one another. The facts are that monetary aut-
horities in the major counfries have behaved far less independently
than our theory of floating rates would predict. Indeed the internationail
monetary system since 1973 thas ‘funotioned more like a fixedsexchange

" rate system than as a textbook system of filoating rates.?

Thanks to the International Monetary Fumd we do have eshimates of
the rate of .growith of what it calls the world money supply.? It is com-
puted as a weighted average of the growith rates of the money supply
in member countriies. The evidence on the average rates of growith of
the world money supply accords well with inflation mates for ithree di-

2) To be sure, Yugoslavia (along with other countuies dn the 1970's) passed
over to a system of »fluotuating rates« pn July 12, 1973. See Marijan Koro8ié,
»Politika tecaja dinara«; Mijo Sekuli¢, »Kretanje strmukture uvozne zavisno-
stii i globalne konkurentnosti jugoslovenske privrede«; Ante Ci¢in-Sain, »Utje-
caj doznaka radnika i fiseljenika ma razvoj uvozne zavisnosti i konkurentske
sposobnosti jugoslovenske privrede, 1966-1977«. Uvozna ovisnost i konkurentna
sposobnost jugoslovenske privrede. Mijo Sekulié i Dragomir Vojnié, editors,
(Savezni ekonomski savjet, Zagreb, 1978).

) Arnold C. Harberger, »A Primer on Inflation«, Journal of Money, Cre-
dit, and Banking, November 1978, p. Siil.
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feren! iodss for sixteen industrial countriies and twenky-eight less de-
ffelop;td‘pglmdtiﬁes. Durting 1952-67 when rinﬁ.lavti_iom wamt?s hovered ‘a‘t 2—3
per cent per year, the world money supply was increasing at about 7 per
cent a year. During 1967-72 when ithe vate of inflation inoreased: to
about 3.54.5 per cent, ithe world money supply rose to about 10 per cenit
per year., During 1972-76 when the awverage d«r‘nﬁla}mm Tatbe increased to
about 10-14 per cent, the world money supply inareased o 12.5 per cent

per year. It does seem reasonable o comclude that <world monetary .

expansion fis a fagbtor—albeit an important factor, in generating world
infialtion.

Table 3
AVERAGE ANNUAL INFLATION RATES: YUGOSLAVIA

(Per Cent Per Annum)

1952—1967 1967—1972 1972—1975
1952—53 3% 1967—1968 4% 1972—73 19%

1973—74 22%

1968—69 8% ,
1974—75 18%

1969—70 13%
1970—71 20%

1953—54 11%
195455 5%
1955—56 10%

— % 1971—72 15% Prices:
ﬁgg—gg —5"/3 Median 19%
1958—59 5% Prices: Average 20% .
1959—60 10% Median 13% Range 18%—22%
1960—61 10% Average 12%
1961—62 8% Range 4% to 20% Money Supply
1962—63 10% (19720—76)
1963—64 12% Money Supply: 37% Average
1964—65 19% 15% Average

1965—66 30%
1966—67 2% .

Prices:
Median 10%
Average 9%
Range —1% to 30%

Money Supply:
16% Average

i tole ite! i g bi Jugoslavijex,
Source: Milena Joviti¢, »Ocena deficita platnog bilansa Jugo
e Ei:nomic Analysis, Vol. XII, No. 1-2, 1978, Table 3, pp. 44—45.
Money Suppiy figures firom Table 2.

W R  discussion lof these estimates and inflation rates I draw on Har-
bcrge)rré)bri:ll.,d‘pp.ugos-szl. The comparable rates for Yugoslavia for mphlcq/l:
price deflator for inflated Gross Social Product are: 1952467, range —3%,
to, 30%, median 10%, average 9%; 1967-72, range 4% to 20%, median 13%,
average 12%; 197275, range 18% ito 22%, median 19%, average 20%. Money
supply increases fpom Table 2: #952-67, 16%; 1867-72, 15%; 197276, 37%.

L T
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One may well ask what are plausible explanations for such increa-
ses fin ithe world money supply. In efffeot, what are the sources of this
fundamental world-wide inflationary disturbance §n which internal
events of individual countries, especially small countries, appear little
moge ithan surface mamifestation? One plausible hypothesis is advanced
by Arnold Harberger lin the form of variations in intermational reserves
as the key explanation.

The decade of ithe 1960's wiitinessed an fincrease in fthe Supply of Ame-
dican diollars — a key oumrency in the international system. In fact this is
the consequence of American mvolverment in the Vietnam War. At the
same time ithe world banking community created dmpontant mew sour-
ces of reserves in the form 10f Eurodollars, German marks, Swiss francs,
In addition the IMF added tto international veserves by the creation and
sigmificant increase in SDR's {Special Drawing Rights). By the mid-1970's
the IMF expanded lending o various Central Banks of fits member coun-
tries, most of it under the so-called IMF Ol Facility, panticularly to
assist countriies thard hit by significant oil price increases in 1974. To
thils may also ‘be added that the dastditch idefenise of fixed exchamge ra-
tes in 1976 and the resulting massive creations of domestic money out-
side the U.S. had much to do with the speedup of world inflation at
Jjust about the itime the fixedmate system was coblapsing.

Combined, these developments produced rthe necessary reserves fior
he rapid expansion of the aggregate money supplies of industrial count-
tiies, including those developing countries linked closely to that of the
imdustrial world. These rapid increases n the aggregate money supply
produced rapid upward surge in prices that has chanacterized the 1970's.
Deficit finanding and primarily on the patt of mejor fndustrial coun-
tries whose very size enables them o spill over into the mest of the
world inflationary consequences of such finamcing has served to speed
up world-wide inflation.

The intensity of mpwand pressure on aggregate demand may allso be
gauged by evidence on income distriibution. In many countries a pro-
cess of fincome wedistribution is taking place, with larger shares of in-
come going to wage and salary easmens and smaller shares to profits,
entreprenurial, and unearned income. In part this is ithe result of mar-
ket forces, but it lis also the consequence of deliberate government po-
licies. The evidence summanized in Table 3 indicates the shares of ma-
teriial revenue accounted for by compensation of employees and gover-
nment transfers to households for a number of industrial coumtries. Bet-
ween 1955 and 1972, comjpensation of employees in all the countries
isted acoounit for an inoreasingly langer share of natffional income.

The growth in the share of govermimenit transters to ‘households §s
ever more striking. Between 1955 and 1972 transfer payments iripled in
the Netherlands, the country showing the shanpest growth o about one-
<iifth in Japan, the country which experienced the slowest growth. Un-
doubtedly ithese ftransfer payments originate in rising old-age [pensions
stemming firom jthe changing age shmature of the population in these

¥) See, for example, the estimates by Harberger, op. cit., pp. 511514,
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countries. Other transfer payments have also inoreased. 'Ithe net result
of these timcome transfers is to fincrease consumpiion expenditure omn
]  thei iplents. .

the El)??g ?ii:h aﬁsmmm of these ttransfer payments 1s sugges:tcdl b}i
the evidence presented in Tables 4 and 3. In 195'%, ffor example, :1 1(;%
equalled 7 per cent for the U. S. and Japan at the Loweui g%n%heé amn

per cent fior Germany and: Franice at ithe upper mau?.'ge_ In 40: u'amgei
vegistered 9 and 14 per cent in Japan and U. S. 4o 30 and per cen

in France and Ithe Netherlands wespectively. Thowugh comparable dzﬁtg
for the LDC are mot available, scattered evidenoce suggest that much the
same ppooess fis underway.

Table 4
: ENSATION
SELECTED INDUSTRIAL COUNTRIES: SHARE OF COMP
OF EMPLOYEES AND GOVERNMENT TRANSFERS TO
HOUSEHOLDS IN NATIONAL INCOME

(Per cent, based on data on current prices and local currencies)

Per Cent
A. Compensation of Employees and Change in
Government Transfers Share
1955 1960 1965 1970’_ 1972 1955—1972

i B 8 1 76 29
?féil:em gg g; 70 73 74 17
Germany 62 66 71 74 77 24
Italy 54 58a 66 69 76 41
Netherlands 56 63 73 84 87 55
Sweden 65 69 76 81 85 31
United Kingdom 69 71 73 76 77 12
C 6 70 68 73 74 16
J:;:;ia 53 50 57 55 60 . 20 .
United States 67 70 69 77 77 15

B. Compensation of Employees

Belgium 48 51 54 55 58 21
France 49 49 52 54 55 12
Germany 50 52 56 58 60 20
Italy 43 45a 50 53 57 33
Netherlands 48 51 57 62 62 29
Sweden 57 59 64 67 69 21
United Kingdom 63 64 65 66 67 6
Canada 57 61 60 64 63 11
Japan 45 46 52 50 54 20
United States 62 64 63 68 67 8
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C. Government Transfers

Belgium 11 13 14 16 18 64
France 14 14 18 19 19 36
Germany 12 14 15 16 17 42
Italy 11 13* 16 16 19 73
Netherlands 8 12 16 22 25 212
Sweden’ 8. 10 12 14 16 100
United Kingdom 6 7 8 10 10 67
Canada 7 9 8 9 11 57
Japan 5 4 5 5 6 20
United States 5 6 6 9 10 100
* 1961

Source: OECD, National Accounts, various tissues; U. S. Depantment of
Commerce, Survey of Current Business, vadious fssues, and He-
lem B. Junz, "Some Obsernvations on ithe World—wide Imtensifi-
cation of Inflation”, Discussion Paper No, 58, Jaruary 14, 1975,
Division of International Finance, Board of Governons, Federal
Reserve System, Washington, DC.

Table 5

SELECTED INDUSTRIAL COUNTRIES: GOVERNMENT TRANSFERS
TO HOUSEHOLDS AS A PERCENTAGE OF PERSONAL
. CONSUMPTION EXPENDITURES

(Per cent, based on data in current prices and local currencies)

Per Cent
Change in
. Share
1955 1960 1965 . 1970 1972 1955—1972
Belgium 14 17 - 21 25 27 93
France 20 21 27 29 30 50
Germany 20 35 25 26 28 40
Ttaly 15 18 22 23 27 80 -
Netherlands 13 . 18 25 35 40 208
Sweden 12 5 - 18 24 28 133
United Kingdom 9 0 . 12 15 16 78
Canada 10 13 11 15 17 70
Japan 7 7 8 9 9 29 .
United States 7 9 9 13 14 100

Source: OECD, National Accounts, vartous issues; U. S. Depanrtmentt of
Commierce, Survey of Current Business, various issues, and He-
len B. Junz, "Some Obsenvatiions on tthe Wonld—wiide Initenisifi-
cation ©of Inflation”, Discussion Paper No. 58, January 14, 1975,
Division of Intennational Finance, Boand of Governons, Federal
Resenve System, Washington, DC.
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In fadt, consumption expeditures in ihe past idecade anid half sug-
gest tthat thelir wole is much more promiinent than earlier, In the 1950’
and early 1960’s fin such mapidly growing counitries as Japan, consump-
tion played a diminlishing part in total expenditures. Scattered evi-
dence confiimms 'the view that by the middle of 1960’s ithe irend for con-
sumpdiion $o grow mmore slowly then other cabegories of expenditures
was arnested. .

Much the same can be said for lthe growth rates of major compo-
nenitis of imidustry. Manufadturting indusries in the developed connitries has
declined in velation o that of toal ovutput. Consumer goods sector, on
the other hand, appeans #0 be gaining mromentum. The investment
patterns suggest a channeling of mesounces (nito industries producing fi-
niished goods and serwvice Gndustries. The net result appeans to be a ge-
neral evosion of ithe supply base in the basic materlials industries. The
effect, of counse, is 1o put pressure on fongienm patice tmends. This is
funther meinforced by diminishing poopontion of labour force fn dniduwst-
nial countries ithat s engaged in the production of goods. The fact that
productivity of labour in service industriles tends ito be lower than that
im fimdaurstry while wages keep pace with those in industry iserves to in-
tensify the upwand pressures on prices and costs.

Explicit government policy commitment tn itthe industrialized coun-
triles to high levels of employment suggest a neludtance o use restrictive
demand management unitil the last possible moment but not hesitamt in
employing reflationary eneasures at the earliest possible stages of a
downturn. The efifont, of course, is to wnake governmenit policies on
ballance expansionary. These problems are funther compounded by ithe
general tendenoy on ithe pamt of vartious governments o underestimate
the strength of underlying demand fonce. Moreover, fiiscal policies in
many countaies respond sluggishly o stabilization demand with the re-
sult that monetary policy cagries the major bunden for stabilization.

Agalin iscattened evidence for the 1960’s and 1970's suggests that go-
vermanents of the various industrial countries, with the possible excepti-
on of France, have mat punsued more stringent fiscal policies in recent
yeans tham fn earlier years. The evidence for the U. S. is clear. Taxes
were out in the early 1960's in order o help bring ithe economy to a bet-
ter level of capadity wiilization than had been the case in the 1950's.%)
In the mid-1960's when relatively high employment levels weme reached,
the Vietnam War put additional stwain on resources, the government
was slow to increase texation am allowed tnflationary pressures to
comtimue 4o build. To judge finom the evidence on mational accounts the
U. S. Govermmenit was a massive borrower fn every year stamting in 1966
(1969 expoepted). Much the same fis also tmue for other industrial coun-
trjes, panticularly Ttaly, Germany, and ithe Netherlamds.

Wiith fiscal policy sluggish, the bunden placed on monetary policy is
such as to cause it bamge swings. The undesinable consequenices on the
investrnent dlimalte o fmipontant lin providing expansion in capacities
inherent fin emenging demand trends are evident. The constellation of

*) See, for example, George Macesich, Ekonomska stabilnost: uporedna
analiza (Beogradski Izdavadko-Grafidki Zavod, Beograd; 1973).
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forces so areated placed considerable upwarnd pressure on longeraun
inflathon well befiore events in (the learly 1970's led o an acceleration of
prices. These fiactors, when combined with expectations shaved by citi-
zens of most countriies that standands of diving would continue to in-
arease, fintenacted with govemnmienit polioy cormmitment ko programs and
levels of employment which simply are unrealistic.

V. SUMMARY AND CONCLUSION

The essence of the message presented: in :this paper is that a smail
country such as Yugoslavia ds severely restriabed in condudting moneta-
ry policy which is independent Of external events. Much of the blame
ocasting and sensationalism for inflation on worker-managers is mispla-
ded. No funidamenital conifilict exists between the niew tthalt prices rise
because somebiody radses them amd the wiew that somebody mafises them
because ithe state of demand permits such a rise without losing sales
ank: incomels. .

The fundamenital diisturbance to which Yugoslavia along with other
counttriies is meacting ds world-wiide imfilatiion which has accelerated since
the eanly 1970's. Problems of adjustinent are funther complicated for
the country, because fit s wedipient of substanitial capital inflow in the
form 0f memiftanices amid bormowimg abroad. The internal price level
must be of a value relative to the external price level such fhat pay-
ments, including capital ‘flows, balance. The money. supply and in effect
monetary policy is thus detenmlined by external conditions. The coumt-
ry's internal prices did mot, in fact, move differently dn dineotion. from
extennal prices. Both dnternal and external prices increased.

The tinarease in intermal prices and subsequent acoeleration lof prices
especially in earlly 1970's fin: Yugoslavia emphasizes the melevance of the
so-callled pheniomena of »ovenshootfing«, This ds ithe phenomena familiar
im technical literature on inflation s when a smraill ‘country on »fixed«
exhange maltes in the process of »imponting« ithe world fnflation ex-
perfience significant periods in which its inflation through mo fault of its
owan is faster iwhan the wordd’s. Harberger cites a mumber of other exams-
ples as well.

_ Pufice inareases and the dedision on ithe pamt of wotlker<managens to
»rafise« prices ds Simply the form dhnough which neocessary adjustments
occunwed.” If these linareases in prices had miot been canried out by wor-
ker-managers ithey would have ocourmed in some other form. In the ab-
sence of a favorable state of demand the exercise would indeed have
been futile. )

. This does not mean, howewver, that workerimanagers share mo res-
ponsibility o thalt the Yugoslav: model ioperates in a flawless fashion

in adjusting rthle economy to ithe ebb and flow of the exbermal tide. The -

shortcomiings ame well kmown and regulanly discussed by economiists
and wothers?) A number of ithese problems megullarly bubble up to the
surface.

y Seg, fior e}garrnble, the papers and discussions in Mijo Sekuli¢ and Dra-
gomir Vojmié, echtors., Uvozna ovisnost i konkurentna sposobnost Jugoslaven-
ske privrede {Savezni Ekonomski Sawvjet, Zagreb, 1978).

e ——— ]
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I would count as among the most serious shontcomings the ladk of
an efffective and effficient money amd capital market so mecessary to
facilitate adjustments in a sophisticated - and complex ecomomy. The
consequences, among ofhews, ds that sodialist enterprises cannot make
smooth adjustrnents dn ithefir cash balances. One puimary adjustmenit
method available to ithese enterfpriises, amd for which they apt, is to in-
crease investment. These investments, however, are not always the most
efficient or desirable from the viewpoint of the entire economy. The
established entemprises tend to be favored since ithey are alneady on the
soene. Expansion of umdesired capadity tends to be the vesult, while
existing capacity in some branches of industny is undemtilized. For im-
stamoe, the mesounces mede available to e country by sizeable capital
inflows should go fnto imoreasing the imternational competitiveness of
the economy. To judge finom the evidence ithe country's share in wourld
exporits has dedlined finom .59% in 1965 o .47% G 1977, Matiters are even
more serious in exponts o OECD countries which has fallen firom .41%
in 1970 to .27% %n 1977. At the same ttime, ithe country's tmports conti-
mue to novedse. Thus in 1961—65 expoddts covered 74% of ithe coumtry’s
impomts; in 1966—70 tthis had fallen o 68%; and in 1971—75 the figure
deareased o 56%.

Other factoirs serve o compound fthe country’s problems and serve
o complicate the economy’s adjustments. This paper discusses a num-
bqr, Many more can be listed, such as technology ransfer problems,
Joiint-venture, lowering vestrictions, pricing, income distribution, re-
search anid \development, espedhally the lindustry-science-umiversity in-
terface problems. Serious as they are, these problems are not insoluble.
Not all of them, however, are of domestic origin.

RADNICKO UPRAVLIANJE,
KONTROLISANE CENE I SVETSKA INFLACIJA

George MACESICH
Rezime

U ovom se &lanku tvrdi da se inflacija u Jugoslaviji ne mofe u ce-
losti objasniti ponaSanjem samoupravljala. Aktivnosti samoupravljaca
koje dovode do inflacionih pritisaka u domacoj privredi mogu biti, u
Stvari, povriinske manifestacije sustinskih eksternih poremedaja u svet-
skoj privredi poslednjih godina. Samoupravijacki model ne inklinira
oabvezno inflaciji. On ne nosi ofiglednu pretnju makroekonomske ne-
stabilnosti,

Sultina poruke data u ovom &lanku jeste da je mala zemlja kao
3to je Jugoslavija veoma sputana u vodenju takve monetarne politike
koja je nezavisna od spoljnih dogadaja. Krivica za inflaciju koja se sva-
ljuje na samoupravljade, najvedim je delom upucena na pogresno mesto.
Ne postoji sutinski konflikt izmedu misljenja da cene rastu zato $to ih
neko povecdava i misljenja da ih neko poveéava zato §to stanje trainje
dopulta takav rast bez smanjenja prodaje i dohotka.

o
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Osnovni poremedaj sa kojim se Jugoslavija susrede zajedno sa dru-
gim zemljama jeste w svetskim razmerama raSirena inflacija, koja se
ubrzava od sedamdesetih godina. Problemi prilagodavanja dalje se
komplikuju, jer je Jugoslavija veliki primalac kapitala u obliku doznaka
i zaduZenja u inostransivu. Interni nivo cena mora da odgovara ekster-
nom nivou cena tako da placanja, ukljuéujuéi i kapitalne tokove, budu
izbalansirana. Ponuda novea odnosno monetarna politika determinisana
je tako, spoljnim uslovima. Interne se cene nisu kretale u suprotnom
smerw od eksternih cena. I interne i eksterne cene su povedane.

Rast internih cena i njegovo ubrsanje naro¢ito sedamdesetih godina
u Jugoslaviji istakli su znadaj takozvanog fenomena »naduvavanjac.
Ovaj je fenomen poznat u tehnickoj literaturi o inflaciji, kada mala
zemlja pri »fiksnome« deviznom kursu prolazi, u procesu »uvoza« svetske
inflacije, kroz odredene periode u kojima je inflacija u njoj, bez njene
krivice, veda nego u svetu. Harberger navodi i druge primere.

Porast cena i odluka samoupravijada da »povisex cene samo je oblik
ispoljavanja neizbeZnog uskladenja. Da porast cena nisu sproveli sa-
moupravljadi, on bi se javio u nekom drugom obliku. U odsustyu po-
voljnog stanja trainje, poveéanje bi zaista bilo beskorisno.

Ovo, medutim, ne znadi da samoupravljaéi ne snose nikakvu odgo-
vornost, niti da jugoslovenski model funkcionife na besprekoran naéin
u prilagodavanju privrede plimi i oseki eksternih strujanja. Nedostaci
su dobro poznati i Cesto diskutovani u ekonomskim i drugim krugovi-
ma. Mnogi od tih problema obi¢no isplivaju na povrinu.

U najozbiljnije nedostatke autor ubraja nepostojanje efektivnog i
efikasnog novéanog triifta i triifta kapitala, tako potrebnog za olak-
Sanje prilagodavanja u osetljivoj i sloZenoj privredi. Posledice, izmedu
ostalog, jesu i te da socijalisti¢ka preduzeéa ne mogu lako da izravnaju
blagajnu. Elementarni regulativni metod koji ta preduzeda mogu da
primene, i za koji se odlucuju, jeste povedanje investicija. Ove investi-
cije, medutim, nisu uvek najefikasnije ili najpogodnije sa stanovista
celokupne privrede. Postojeéa preduzeda nastoje da budu favorizovana
po§t_o su ve¢ na sceni. Verovatni ishod jeste ekspanzija nepoieljnih ka-
-paciteta, uz neiskoriSéenost postojeéih kapaciteta u nekim granama in-
dustrije. Na primer, sredstva koja su putem velikog priliva kapitala
stavijena zemlji na raspolaganje, treba da odu na povebanje meduna-
rodne kunkurentnosti privrede. Jer, kako podaci pokazuju, udesée Ju-
goslavije u svetskom izvozu opalo je sa 0,59% u 1965. godini na 0,47%
u 1977_..Stanje je jos ozbiljnije kod izvoza zemljama OECD: ude$ée Ju-
gosl'av.z}e u fom izvozu smanjeno je sa 0,41% u 1970. na 0,27% u 1977.
god_zm. U isto vreme, jugoslovenski uvoz nastavlja da raste. Tako je u
periodu 1961—1965. u Jugoslaviji izvoz pokrivao 74% uvoza, u razdob-

lju 1966—I1970. ovaj je odnos pao na 68%, a u razdoblju 1971—1975,
na 56%.



