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1. Introduction. 

One of the issues in changing the economie and political 

order in Poland is whether or not to introduct labour 

management in firms*). This cannot be decided in isolation, 

neither political, nor economie. Without doubt the labour 

managed structure has advantages, but we have to reckon 

with problems which are shown by theory and the Yugoslav 

experiences. When these problems are foreseen they can to 

some extend be avoided by creating a larger framework in 

which the Labour Managed Firm acts. 

Areas we have to pay attention to are amongst ethers: 

employment. Does labour management guarantee employment 

or will it, like the cap:italistic market economy, 

cause unemployment under certain circumstances? In which 

system will most unemployment appear? 

use of capital. Do we have to face capital as a scarce 

production factor with a price or is it just accumulated 

labeur for which no interest has to be paid? Will capital 

be used in the most efficient way? 

.financing of growth. Does the financing of g rowth by 

external capital -loans, since share holders do not exist

result in balanced growth, or will diseq uilibria appear 

like in the capital managed system? 

prices reflecting scarcity. Are free prices -reflecting 

scarcity- a necessary condition, or can they be fixed 

centrally? 

role of the government. Will government intervention be 

necessary to avoid or compensate possible negative 

effects of monopolies and temporary disequilibria on the 

markets of labeur, goods a nd capital? 

Theory can learn us something about some of t he fields 

This paper is based on an introduction that wa s g iven 
by the author during his s tay at the Centra l S chool of 
Pla nning and S tatistics. 
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ment ·· oned. The assumptions however, on which labour 

man: gement theory is most of the time based, do not 

always prove true in practice. This means that in practice 

some predicted problems will exist toa more less extend 

than predicted, but other, unexpected ones, will appear. 

In this article, theory will not be described in detail, 

but just enol..@1 to show the most important features . 

Adaptations of the system to avoid negative effects which 

are present in Yugoslavia will diminish the differences 

with the capitalistic system . 

Will these systems still differ in the long run? 

2. From the theoretical point of view. 

2.1. Basic approach. 

The basis of the theory of the Labour Managed Firm (LMF) 

is the amount of labour as the decisive factor. Literature 

of the last 25 years~) shows us that most of the time the 

number of workers is used as the variable: the average 

income has to be maKimized. This is in fact not necessary, 

but we will start with that approach. 

In conventional price theory, decisions are based on the 

goal of maximizing total profit -or surplus- o f the firrn. 

The amount of production is varied to realise the goal. In 

this approach, an excercise is done with U-shaped average 

and margirral cost curves and the demarid and marginal revenue 

curves. To make comparison of both systems possible, the 

excercise is done with labour production curves and -in the 

case of the Capital Managed Firm (CMF)- a horizontal line 

representing the wage rate. For one firm f a cing the labour 

market, the wage rate will equal the marginal casts of 

l abour. 

Under conditions of increasing and decreasing returns -in 

the short n.m. wi th the a mount of c apita l fixed - the 

:I) Starting with WARD in 19 5s [5]. 
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average net labour production (ANLP) and the marginal net 

labour production (MNLP) are shaped as in fig.1. 

--MNLP ---
A.1'\J"LP 

w.agerate 

LMF opt. CMF opt. amount of labour 

Fig.1. LMF and CMF optimum. 

When on the x-axis the amount of labour means number of 

labourers, then we find the following optimum points. In 

the case of a labour managed firm LMF, the optimum number 

of labourers is reached when the ANLP curve has its maximum. 

At this point, ANLP equals MNLP. In the capital managed 

firm CMF however, it is attractive to employ more labourers 

until the marginal labour productivity equals the marginal 

labour casts. So, when the wag e ra.te in the CMF is below 

the maximum of the ANLP curve, the LMF will employ less 

labourers than the CMF. Depending on circumstances the 

labour manag ed system causes more unemployment than the 

' capital managed system. 

We will analyse the consequences of this differences in 

the short and long run in the markets with perfect com

petition and monopoly. 

2 . 2 . Perfect competition. 

In circumstances of perfect competition, many firms 

operate on the market, with a constant price for the 

individual enterprise in the s hort run. For remarks about 

efficiency it is necessary to know whether the firms use 

the same technology, or some of them a re in more preferable 

circumstances . Uneq ual -teclmolog ies do not have to contra

dict the perfect competition a s long as no firm has special 

influence on the market. 
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Equal technologies. 

All firms in industry will have the same production function 

and have the same optimum point in the short run. The IMF's 

produce at the top of their ANLP-curves and the CMF's at 

the point where the HNLP intersects the line representing the 

wage level. With the amount of capital fixed, the CMF produces 

more; using more labour. The LMF has a higher labour produc

tivity, the CMF has a higher capital productivity. It is 

however difficult to conclude which system is more efficient 

for the industry as a whole. With the market in equilibrium 

the total market supply is produced with more firms (and 

more capital) in the LM-case, but with more labour and less 

firms in the CM-case, because the average labour productivity 

is lower. The efficiency for the country depends on the labour 

market (whether there is a shortage) and the scarcity of 

capital. 

In the long run we assurne free entry into the industry. The 

production curve will be flatter because the amount of capital 

will be changed to make marginal costs and marginal capital 

production equal. It will however keep the shape with first 

increasing average productivity and later decreasing, because 

of economies and dis-economies of scale. In the CM-case, 

firms will enter the market as long as profit is made. This 

results in an increasing wag e rate and a decreasing productivity 

in value, because of more demand for the production factors 

and a lower price of the product because of more supply. 

Profit will disappear and the equilibrium point will be at 

the intersection of the curves of average and marginal net 

labour productivity, like the LMF. For the same reasons (except 

increasing wage rate) the average labour income in the LM-case 

will decrease until it has the same level as in other industries. 

Using the same technologies, the LMF's will reach the same 

optimum point as their CM-twins in the long rtu1. 

For bo t h systems we can stat e , that unemployment will not be 

avoided. Labour will only be used, when it really contributes 

to welfare. 
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Unequal technologies. 

The situation becomes more complex when the firms produce 

in different circumstances. Let us limit our analysis to 

two firms either producing as LMF's or as CMF's. In figure 2 

these firms are represented with their average and marginal 

curves for net labour productivity and in the CM-case the 

wage level. 

$ 

wage level 

MNLP1 

1 

1 

1 

1 

1-
1 

21 c·, 

AJ.'JLP1 

l a bour 

Firm 1 

wage 
leve 

MNLP2 

2 a our 

Firrn 2 

Fig.2 . Optima of LMF's and CMF's producing under different 
circumstances. 

When both firms are maximizing their total profit, they 

will hire labour until marginal productivity equals marginal 

casts. The amoun t s of labour c 1 and c2 equal the marginal 

productivity in both firms. 

When maximizing income per labourer, both fri..rms will use less 

labour and choos e the point where average productivity is 

maximal: L 1 and L2 • Also, in these circumstances labour 

productivity is higher in the LM-case. They are however not 

producing effici e n t:y , because bringing labour f rom firm 2 

to firm 1 increases total output given the total a mount of 

labour and the amount of capital . This process g oes on until 
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marginal productivities are equal: the usual condition for 

efficiency. This condition is fulfilled in the CM-case. Once 

again however, which system uses the scarce factors most 

efficiently depends on tlE availability of capital and possible 

unemployment. 

In the long run, new firms will enter the market when either 

profit or a high income per labourer can be realised. 

Some of the firms will -in equilibrium- just be able to 

realise some profit or a labeur income comparable to that in 

other industries. These firms produce the same amount of 

product with the same amount of labour in both systems. The 

firms producing in more preferable circumstances realise a 

relatively high profit or labour income. LMF's and CMF's 

produce at different optimal points. Within the industries, 

either profits or labour incomes are unequal. In the labour 

managed case, marginal productivities will be unequal. 

Besides the employment problem in the case of equal technology, 

we have to face that inefficient use of labeur can hardly be 

avoided in the LM-industry. 

Constant returns to scale. 

In the circumstances of constant returns to scale (which are 

not realistic for perfect competition -at least not for in

dustrial firms) we find the following equilibrium points. 

For the CMF it is attractive -when some profit exists- to 

enlarge the firm as much as possible to maximize total profit

rather incomparable with perfect competition. 

Its LM-twin however finds no maximum in the ANLP-curve. 

Average labour income will be the same for all sizes of the 

firm. Whether the firm wants to grow or not depends on other 

things -like the possible influence on the price in reality. 

In practice not all assumptions for perfect competition are 

fulfilled: influence of the individual firm on the market will 

play an important role. 

2.J. Monopoly. 

For monopoly we can once again use figure 1. The way the shape 

canbe made plausible is however not exactly the same, as in 
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circurnstances of perfect competition. Figure J shows us 

the difference. 

$ 

$ 

labour 

LMF opt. CMF opt. 

Fig.J : the shape of production 
curves compared : monopoly and 
perfe ct competition ( dashed 
line). 

AVERAGE REVEUE = 
DEMAND 

AVERAGE 
CO T 

HARGINAL 
C OS.I.__ __. 

QUANTITY O:F' 
PRODUCTS 

F ig. 4 : Conventional analys is 
of op t imum production (social 
Q , CMF: Q ; LMF: Q1 ). 

S C 

Fora firm in a market with perfect competition, the shape 

of the cost curve and o f the curve of net labour productivi

ty is realistic because of increasing and decreasing returns 

in the short run a nd economies and diseconomies o f scale in 

the long run. For monopoly, an extra factor is the downward 

sloping d e mand curve which means that the selling price de

creases with increasing production. Starting with a low pro

duction, the extra u se of production factor compensates the 

downward movement of the sell ing price: a v e rage net production 
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will inçrease. Relatively soon however, decreasing selling 

price cannot be compensated for anymore and the average 

production curve will slope downward. The marginal production 

curve slopes downward even earlier. From the top of the MNLP 

curve to the right, price decreas e is strenger than increasing 

returns to scale. Were the selling price at this point to hold 

(dashed line in figure J) however fora comparable firm in 

perfect competition, then the ANLP-curve would still rise for 

some time (4). 
As in the previous analysis, the CMF will produce more and 

employ more labeur than it's LM-twin. The CMF produces more, 

but still less than demand would except, as is shown in 

figure 41 

We g o fora moment back to conventional micro-economie 

price theory. Presented area downward sloping demand curve 

with it's marginal revenue curve and the average and marginal 

cost curve of the firm. The CMF will produce at the point whe re 

marginal costs e q ualize marginal revenue ( Q ). The consumer 
C 

however would buy more products, until the point where the 

costs of the last produced product equals the price on the 

demand curve ( Q ) . The consumer uses the demand curve as a 
s 

marg inal cost curve. As we have seen in figure J, production 

of the LMF would be less than that of his C}1-twin, so even 

more inefficient. (It can be proved that the optimal point 

for the LMF is found when the slope o.f the average cost curve 

equals the slope of the d e mand curve (6)). 
From the point of efficient u se of production factors as 

well as employment the LMF produces more inefficiently than 

the CMF under comparable circumstances. Since monopoly is 

reality on s ome markets, these disadvantages have to be 

taken into a ccount. 

Constant returns to scale . 

Constant r e turn to scale is not unrealistic - at least within 

s ome marg in- in the marke t o f monopoly . The CHF will g row 

until marg inal costs will equal ma r g inal reve nue : production 
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is limited by the demand curve. A strange situation exists 

in the LM-case: the average labour production will drop as 

soon as the second unit of labour is introduced. The LMF will 

-in the limit- produce nothing. Since constant return to scale 

is reality, especially for monopoly above a certain amount of 

production, the LM-system will cause problems when the firm 

behaves as theory suggests . Consequences will be: less 

employment and short supply of products. 

2 . 4 . Other theoretical markets. 

On markets with monopoly, the demand curve is fixed by the 

consumer. Only advertising can -with increasing casts of 

production- change it. In the case of perfect competition, 

the demand curve faced by the individual firm is fixed by 

market supply and market demand. In bath types of market the 

firm tries to reach its goal by changing the amount of pro

duction or, as the case may be, the amount of labour. 

Firms on markets with more than one, but a finite number of 

competitors, try to maintain their share of the market. Since 

total demand on the market is fixed , they have to attract 

their competitors' customers. Price is the factor of attack 

on which a change in production and amount o f labour will 

follow . 

In monopoly and circumstances of perfect competition, a firm 

has not to reackon with competitors and can concentrate on 

its g oal. In the other markets, however, power on the market 

has to be realised and maintained. A decrease in production 

-because it increases income per werker in the short run- may 

cause a lost of income in the future . The goal of the market 

share counts for the LMF and the CMF as well. The behavior 

o f these fi rms can hardly be different . A.nalysis of practice 

will underline this statement . 

2 .5. Diffe rent approaches. 

The above analysis has at least two shortcomings. Firstly , 

the markets of perfect compe t i t ion and of monopoly do not 

Gxist in reality as they are defined in theory . Secondly, 
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it is far from sure that firms in reality have the goal 

as theory suggests. A difference can exist in the CM-case 

where management is not maximizing total profit as we would 

have 'liked' in theory. An important difference will exist 

in the LM-scale when either the amount of labcurers or the 

amount of hours worked per labourer varies. 

For the utility of an individual, the two most important 

variables are his leisure-time and the income gained by 

work. The division of the available time over work and 

leisure depends on the income that can be g athered in the 

working time. This is the basis Conte(1) used in comparing 

the most important theories about LMF's in the short run. 

Translating the variables influencing individuals' utility 

into the variables important for decision making in the en

terprise, we find (1) the number of worke rs and (2) the 

amount of hours to be worked. Optima will differ , depending 

on the assumptions. 

Utility-maximizing and amount of hours fixed. 

When in a firm the amount of labourers can vary, but the 

amount of hours worked per labourer is fixed, the firm can 

react to changes (like the price of the product) only by 

chang ing the number of labourers. A rise in price of the 

product results in a shif t upwards and to the left of the 

ANLP-curve in figure 1. An upward shifting can easily be seen 

by platting the total production curve TP (fig . 5). To f ind 

the optimum, the number of workers will be reduced, while the 

average income will increase. Same workers have to leave to 

make a rise in income for the others possible. 
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/ --TP 1 
/ 

,/1 TP, 
/j 1 

average 

capital cos s 

a moun 

Price increase of product (Pl - P 2 ) results 
in a decrease of production ~Q

1 
- Q2 ) and an 

increase in income per unit of labour (L 1 - L 2 ). 

Utility-maximizing and amount of labourers fixed. 

Following the described theory, a ri s e in price would mean 

a decrease in hours worked, with an increase in income per 

hour . It is however not sure that the labour collective will 

except this change; possibly they will increase the amount 

o f hours worked. The y might rather maximize their total in

come, which is -with the nwnber o f workers fixed- the same 

as maximizing the firm's total income. The CMF will be 

approached . 

Satisficing- model and amount of hours fix ed. 

Horvat states that manag ers treat individua:t income as 

'bookkeeping casts'. Apart of the workers income has the 

form of a wag e payment. As soon as the wag e rate is fixed, 

the manager maximiz e s the surplus like a CMF . The size of 

the firms is changed according to marginal labour casts and 

marg inal labour productivi t y . 
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Conte limits his analysis to the short run, but we will 

see what we can make of it for the long run as well as 

for the short run. 

J. Some Yugoslav Experciences. 

J.1. Yugoslav model in brief. 

After the Second World War Yugoslavia copied the Sovjet 

centrally planned socialist economie system. In 1948 how

ever, Yugoslavia went his own way and created the system 

of Self-management to avoid the disadvantages of the 

abandoned system. The disadvantages were: inefficiency, 

neglecting of the consumer, overcentralisation with too 

much bureaucracy, and alienation of the labourer from his 

production process. 

The centralised socialist system has this last factor in 

common with the much critisized capitalistic system ( 2 ). 

To avoid bureaucracy and to give more power to the individual 

the Republics in the Yugoslav Federation became rather in

dependent. The decisive power in the firms was g iven to 

the workers collective of each individual firm, in larger 

firms represented by a workers council. To give the firm 

real autonomy, it is connected with demand of the consumer 

and supply of production factors by the market mechanism, 

rather than by centrally planned amounts of production. 

All toge ther it g ives the individual -as producer and as 

consumer- the desired freedom. 

Àround 1963, the government influence was diminished to 

such as extend that individual enterprises could rather 

independently decide about the division of income over 

investment and payment to labour, and the distribution 

a mong the labourers. 

J.2. How it works out. 

In this section we refer mainly to res earch done by 

Pra~nikar in 4ö Yugoslav firms ( J ). He finds important 

diffe rences between smaller and larger firms (less or 

more than 500 workers), with respect to the g oal and in-



fluence on sales-price and capital-market. 

The short-term-g oal of larger firms seemed to be to cover 

as large apart of the market as possiblB (13 out of 20 

of the interviewed cases); the highest income per worker 

is never mentioned as a goal. For smaller firms, the market 

share is mentioned as a g oal as aften as is maximizing in

come per worker. But because the capacity is fixed, and in 

the smaller fi rms the number of workers too, both types of 

firms maximize total income. Theory does not fit, but em

ployment as a problem does not disappear. 

Not yet discussed, but of much importance, i s the division 

of earned income of thefirm over personal income and in~ 

vestment in the firm. A 'lack of harmony in the interest of 

the employee-groups' is found to exist. The managerial staff 

considers accumulation to be the basic aim. They find the 

short-term-goal of the firm and the long-term-goal more 

interconnected: guard economie influence and the market 

share. Workers in direct production and functioning in the 

workers-council consider income per worker as the main goal 

in about 805~ of the cases, and to a lesser extend accumu-

la tion ( 20% ). The other workers in direct p roduction con

sider as aim income per worke~ (about 505,n and personal 

income {about 40 %). This need not be the same , because 

personal income depends on the firms' income distribution. 

A basis for conflict? In l a r ger firms the production and 

manag ement task are rather disconnected. In CMF's and IMF's 

as well. The manager regards workers-income as casts and 

tries t o maximize the surplus f or accumulation. Horvats 

satisficing model seems to be the most realistic theory. 

In fact however the share of total income us ed for a ccumu

lation has been dec reased for many years. This is caused 

by a severe upward pressure on personal incomes (which 

is toa l a r ge extend decided outside the firm) a nd the 

aften frozen prices o f products. Circums tanc es are far 

f rom ideal for efficient use of capital and financin g growth. 

Long term is however decisive . 
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In the long run the employee-groups agree about accumula

tion as a goal. Less is used for totally new investments 

than for modernisation and additions to existing capacity. 

Improving working conditions dominates pure economie goals, 

but need not to be in conflict. 

Firms' income is - as mentioned- not the main source for in

vestments. About the half of a smaller firm's investments

with relatively slow growth- is financed out of its own 

income and the one half by loans. Larg er firms finance the 

majority of their investments with loans. This is not be

cause of difference in preference, but difference in in

fluence on the capital market which obviously does not 

function well . The preference for loans exists because of 

the inflation, which is not totally represented in the 

interest rate. And moreover, the laan 'melts away '. So 

borrowing is cheap. Capitalistic firms act in the same way. 

Although all firms prefer loans, larg er firms succeed better 

because they have more specialists to convince the banks 

to lend them money. They guard their influence on the 

capital-market. Needless to say, that t his is nota good 

basis for allocation of scarce capital. 

That not all firms have the same possibilities is once 

more sho,.r1 by their influence on the prices of their 

products. Decision on these prices is most of the time 

made by price-bureaus. Larg e firms -covering a large part 

of the market- can make clear that when prices are not 

increased this will result in short supply . They create 

their own room for investments, which is less possible 

for smaller firms . Besides that, prices do not reflect 

s carcity, but the influence of the supplier. So, there 

is absolutely no guarantee that products most desired by 

the consumer will be most produced. 

In conclusion we can state that smaller firms cannot 

decide fre e ly and that they chang e their amount of capital 

and workers only marginally. They maximize total income, 

but have hardly a surplus. Larg er firms tak e into account 

a 'wag e' and maximize total income . The ir influence creates 
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accumulation, which at the same time keeps their in

fluence. Differences with the capitalistic system are 

less then could b e expected on theoretical grounds . 

That is to say, the firms behave more or less in the 

same way, but the capital-market does not allocate well 

in the LM-case. 

Free markets -at least markets on which prices reflect 

scarcity- seem to be a condition for an efficient 

functioning of the LMF. 

4 . Role of capital in LM and CM-twins. 

4 .1. In both Yugoslavia and in The Netherlands we can notice 

that investments in firms are to an important extend 

financed with loans. The reasons for i t are however 

-partly- different. 

In The Netherlands, the share of equity capit a l in total 

capital dropped on average from 55% in 1960 to 25% in 1975 

(fig. 6). Because of the increased taxes (up to nearly 50% 

for firms) and the increased int e rest rate due to inflation 

and high profits, the firms decided to use the relatively 

cheap d e bt capital for their investments. 

Casts of debt capital can be substra cted from income before 

paying taxes. The. nominal sum to be paid back declines in 

worth . And because of the large p rofits the leverage effect 

favours shareholders when loans are u sed. Because s ome 

years ago , economie growth disappeared, many enterprises 

are in difficulties because they can no langer pay the 

interest to the banks. Because of the unemployment problem 

government is willing to help them; at least the larger 

firms. Allocation of capital was not e ff icient in the long 

run. This is the price to be paid for i ndependently 

operating fi rms. Can this happen in the LM-system too? 
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1960r----1------------t---------

19701-------+-/ _______________ _ 

19751---------------------+--------

Figure 6 : Equity capital as percentage o f debt capital 
of all Dutch firms with shares on the Amsterdam 
Exchang e market. 

In Yugoslavia , the reasons for using loans a r e even more 

streng. The role of inflation and the r elatively low in-
v . 

terest rate were mentioned a lready by Prasknikar.An extra 

-and very basive- argument is the werkers hesitation in an 

LMF t o invest an important part o f their income in ' uheir ' 

firm . They want t o decide individually abou t the share of 

their income to be consumed or invested. When the collective 

decide s to invest a large part o f a year- s income in the 

firm , it can take sever a l years before it results in an 

increase in income. Werke rs leaving the firm within s ome 

years - f or another job or to retire- are then by loosing 

a part of the income they worked f or. Besides that, it is 

impossible in the LM-system t o increase the amount of e q uity 

capital with funds fr om out s ide the firm . 
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When income decreases LMF's can be in relatively more trouble 

than their CM-twins, because to realise growth, their amount 

of debt capital will increase -ceteris paribus- faster . 

Government however guarantees a minimum income for the 

workers, so an inefficient firm can survive fora long time. 

Neither from the point of view of efficient allocation of 

scarce capital, nor balanced growth is the use of a large 

part of loans positive. In the LM-case, consequences for 

the individual are less, because no share-holder loos es his 

money, and workers' income is -more or less- guaranteed. 

Government should create a good functioning capital market 

an intervene only as an exception . 

4 .2. Creation of certificates. 

In the CM-system, the shareholders decide. This is however 

theory. At least in larg er forms shareholders hardly play 

a role in decision making . Most shareholders have only a 

few shares and never visit shareholders' meetings . In fact 

the manag ers are controlled by a board in which shareholders 

as well a s workers are represented. Moreover, a kind of 

workers -council exists with increasing power. Sometimes 

the phenomenon of shareholders disappears in the way that 

they g et cert1r1cater instead of s hares. On the certifi

cates is paid dividend -if pos sible- and the certificate 

holders bear the risk in bad times, but they have no in

fluence in the firm a nymore . 

When one is convinc ed o f the fact that in the LM-case more 

of a share of the firm's income must be used for investment 

than has hitherto be e n the cas e , the idea of certificates 

can help us. To prevent the individual worker from doing 

1-1hat the workers collective or council wants the average 

worker to do, we can g ive the individual a ' share' in the 

firm a ccording to the amount he invested . So every year 

the individual decides about the amount o f income he wants 

to invest , and he g ets a certificate . This offers the possi

bility of a 'dividend' a nd i t c an b e sold when he wishes. 
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On the one hand it interests the worker more in his firm, 

while in decision making he is no langer just a worker. 

It is not necessary that the ' shares' be only in the hands 

of the workers of that enterprise, because the certificate 

holders have no influence . 

Creating certificate holders does not make the LM-system 

more 'capitalistic'. One has to accept the fact that capital 

is a production factor which is scarce and should be allocated 

in an efficient way. One consideration in this field is that 

a firm needs to have a buffer of equity capital to survive 

temporar bad times. The individual worker/investor must 

have the possibility to compare investment inside and outside 

the firm , basing his decision on real prices of the cost of 

capital. Such a capital market is a condition. 

Besides that, some government control over the financial 

structure of the firm is inevitable. 

5 . Convergence of the systems? 

Reflections on the introduction of labour management in firms 

should not be based only on theory, but to an important extend 

on experiences . Behaving in that way, we can see that the 

systems under c onsideration differ in theory more than in 

practice. Most countries that started with a centrally planned 

economy have after some time incorporated some elements of 

consumer sovereighnty and some marg in for firms to decide 

about the investment of apart of their income. In the 

capitalistic system we can observe a diminishing role of 

owners of capital. The influence of workers increases by the 

intermediation of trade-unions, but also -and that seems to 

be more important in the long run- within the firms. This is 

realised by introducing workers councils directly with in

creasing power or by changing the production process in such 

a way that a g roup of workers becomes r esponsibl e for their 

products . Experiments in this field by Volvo in Sweden have 

shown positive results. The role of central government too , has 

changed substantially. Many goods have been called merit-g oods, 

nationalizing is not unusual and economie problems sometimes 

encourages g overnment to intervene . 
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The way t he labour managed system functions in Yugoslavia 

shows that the role of government is still substantial. 

In some fields this role should diminish, but it will not 

disappear. To avoid serious lack of balance, government 

has to create circumstances to let the market allocate well, 

and some control over the financing of durable production 

factors is realistic. As soon as growth has to be financed, 

the role of capital can not be neglected. Since someone has 

to supply capital, it becomes a power in decision making. 

It is not realistic to state that the existing systems will 

become equal within a short period. It is even doubtful 

whether they will be alike after a long period. '\mat can 

however be stated is that the existing systems differ more 

and more from the respective theoretical systems, because 

attempts are made to remove the disadvantages . The judge

ment of a system depends toa large extend on the amount 

o f differences with the theoretical system one is willing to 

accept. The starting point seems to be less important than 

the way choose to reach the goal . 

6 . Conclusions and recomrnendations. 

Free markets of production factors and products area con

dition for independently-deciding firms and consumer 

souvereignity. The consequence is that firms use only a 

limited amount of labour, which most of the time causes 

unemployment. In the case of perfect competition, the marg inal 

productivity of labour will be uneq ual between firms, and as 

a consequence labour is used inefficiently . Besides that, 

relatively much capital ' is used, which can result in in

efficient use of this factor . A LMF acting as monopolist 

produces even less than his capita listic twin. The difference 

increa ses when constant return to scale is reality. 

At l east for larger firms, one can sta te that surplus is 

maximized -accounted with a fixed 'wag e rate'- rathe r than 

income per worker. Smaller firms will keep constant the a mount 
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of workers and realise changes by adapting the amount of 

hours worked. In both cases, total income is maximised as 

in capitalist c ircumstances. 

Workers want most of the earned income to be paid out to 

them. In the long run the different employee-g roups agree 

on accumulation. This has to be realised by loans from 

banks with a low interest rate. Larg er firms have more 

influence on the capital market as well as on the markets 

of goods produced. Allocation of s carce production factors 

will not be efficient, and influence of consumers is only 

marginal. The only solution will be to introduce prices 

refl e cting scarcity and to oppose to some extend monopoly. 

Financing g rowth with loans can cause troubles when the income 

decreases so much that interest cannot be paid anymore. Since 

in the LMF, shareholders capital cannot bear that ri s k, 

g overnment has to intervene a t an early stag e. The guarantee 

of a minimum income can result in a long-lasting inefficient 

situation. The introduction of certificates to encourag e 

work:ers -they can decide as individual rather than as a 

collective- to invest in 'their' firm makes balanced g rowth 

more probable. 

Some g overnment control over the financial structure is un

evitable, a s is an open c apita l market. 

Since the 'ideal' systems -centrally pla nned, capital managed 

a nd l a bour manag ed- do not exis t , j udg ement h a s t o be bas ed 

on the deviations from the I ideal' s ystem .• The systems differ 

less than sometimes is a s sumed and will diffe r eve n less in 

the future. 
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