The Financial Development of Yugoslavia

Yugoslavia during the post-war period has a particular interest
for the comparative study of financial structure and development
because it is the only country combining from the 1950’s on a
substantial degree of central planning and the ownership of most
of the means of production outside of agriculture by the state or by
other communal organizations with a true financial system, in
contradistinction to the monobanks of the Eastern European countries
which are essentially accounting and control organizations. Yugo-
slavia thus provides a unique opportunity of observing the adaptation
of a financial system to conditions which in many respects are quite
different from those in the West and in much of the Third World,
We shall return to this problem at the end of the article after a
sketch of the changes in cconomic organization since 1945; a sum-
mary of the features of the infrastructure of the Yugoslav cconomy
which are essential for undcrstanding the country’s financial super-
structure and its development; a review of the trends of money,
prices and interest rates during the past quarter century; a descrip-
tion of the main types of financial institutions and instruments and
their development; a brief discussion of the methods of financing the
main sectors; and an attempt at constructing a rough balance sheet
of the Yugoslav economy for 1952, 1962 and 1972 and at calculating
the country’s financial interrelations ratio and its determinants. The
discussion in general extends through 1971, mainly because the recent
revision of the flow of funds accounts of the National Bank does not
permit the extension of financial data comparable to those for the
period 1958 to 1971 beyond the latter year. A brief summary of
developments during 1972 and 1973 is, however, provided in the
penultimate section of this article.
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I. Changes in Economic Organization'

The end of World War 11 and the creation pf the S.D.F.J. we}x;c
accompanied by a radical change in economic organization, t :13
replacement of an economic system basc.tq on private property an
more or less free markets for commodities, labour, tangﬁ_)lc asscts
and financial instruments, by a centrally Elanned economy in \ghul:]h
practically all physical assets outside of agrlculturc were ownc(;l 1Y the
state, i.c. the Federation, its six constituent rcp}lbl}cs and lower
territorial units; and in which financial assets were Im‘nted to currency
and bank deposits. What makes the Yugoslav experience u.mqug,' Hi
finance as well as in other aspects of the economy, is not this ra 1(‘.&;i
change, but the attempt to shift from a Sovmt-t_ype centrzﬁ!y plfannet
economy to a system that would combine pu.bhc of;vn.cr':*1 ip o mosf
means of production outside of agriculture with a limited amount o

1 The literature on the economic system of Yugoslavia and its developn;:nt :;
* immense *, as Professor Vanek emphasizes, and as is supported by a c.ount' of 1;0;: ;e;:al
articles of his own extensive bibliography. It may suffice l'xcre 0 ~h5t,1 in f; I.F ;name
order, the main publications, in English, excluding thos:? dcalm_g specifically w:.t p dwmla}
that l’mve been used in this as well as in the two following sections: Apizes, I.'. :OE o
Democracy Yugoslav Style, New York, Free Press, 1971; Bicanic, R.: Economt.c fol ::m,',,
Socidlist Yugoslavia, London, Cambridge University Press, 1973; PoMnm.I;‘si? J.1.: Py
Development of Communist Yugoslavia, Stanford, .Hoovcr Institution, r9.6 ia 151-1131;,N . E ar.lc.l
Yugoslavia - A Multinational State, San Francisco, Chandler, 1_966, UF:U;ilOt ,t tc.‘ e
Prjovicn, S.: “ Property rights and the behaviouf of" the ﬁrm in a sou.a 1:{ z “; T‘. e
example of Yugoslavia ”, in Zeitschrift fiir Natwﬂalf:konomw, 30 (1920), 1;) : .196--.
Business Cycles in Yugoslavia, White Plains, I?it.crnzll)tlm_na] ﬁt;m;:zi ni[cw:::fs ax:; ,Sdengé

B.: An Essay on Yugoeslay Society, White Plains, n ;

SZ;TA:;GQ; MAGES]CH,yG.: Yugosiavia: The Theory and Practice of De?elopm;rzt j:[aZ::nf,;
Charlottesville, U. of Virginia Press, 1g64; MiLenkovrrer, D.D.: Plan an ar] o
Yugoslav Economic Thought, New Haven, Ya.lc . lPrcss., ‘1971; MDI:JTII&S, VE. ]
“ Feonomic Reform and Retreat in Yugoslavia *, in Foreign Affairs, 1958-59; OR.;E c, d
ed.: 25 Years of Yugoslav Economy, Belgrad.e, Interpress, .rg71; NEU}:I?\G'.BR,M .B::; ]
Jamss, E.: “ The Yugoslav Self-managed Enterprise: A Systematic Approach ¥, in S. o
stein ed., Plan and Market: Economic Reform in Eaufcm Europe, 19733 Pn]m;c, ..I o
Marker-planned Economy of Yugoslavia, Minnea.pohs, U of Mlnnesota6 . 1-;581“ g]:
Sravovmik, J.: * Planning through the Market®, in Foreign Affairs, 1961-62; wm; ,ed.:
The Participatory Economy, Ithaca, Cornell U.‘ PrFss., 1971; Vticn;x;rcn, L. H W
Contemporary Yugoslavia, Berkeley, Stanford I.vacrs:ty Pr'ess, 1560; Acm:. ,U ni‘;erSi;.
Workers' Management and Workerss Wages in Yugoslavia, Ir:haca, CorneH Jnive 6}.r
Press, 1973; Warp, B. N.: The Socialist Ecanfrmy, New York, Random to‘.::ti; ] 1 :&
WarersToN, A.: Planning in Yugoslavig, Washington, Int. Bank for Reconstr
Development, 1962,
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indicative rather than obligatory planning and with the free opera-
tion of markets for commodities, services and labour and financial
instruments. This attempt has now lasted for well over two decades.
It has involved several shifts in economic and financial organization
and policy, mostly in the direction of a less rigidly controlled economy,
and it is still far from having achieved its goal of “associationist
socialism ” which is claimed to be not an eclectic combination of
private and government ownership, but a monistic system based on
the principle of “social ownership ” embodied in worker-management
of cconomic enterprises,? possibly the most important single institu-
tional characteristic of the Yugoslav economy.

Almost all authors who have made an intensive study of the
post-war development of the Yugoslav economy, and in particular of
its financial superstructure, have stressed its specific character, which
makes it impossible to analyse it in terms of either a centrally planned
economy of the Soviet type or of a market economy of neoclassical
theory. This specific character centers on the as yet unresolved
problem of integrating the operations of these over Gooo larger
nominally worker-managed enterprises with the central determina-
tion of some important economic and financial parameters, such as
the total volume and the main components of investment; many
aspects of foreign trade; basic commodity prices; and interest rates.

In this situation, the laws and other published regulations and
instructions relating to the operation of the economy, and in parti-
cular of financial institutions, are often insufficient to provide infor-
mation on and permit understanding of the actual state of affairs.
As very little has been published on the functioning of the Yugoslav
cconomy, in contrast to the vast literature on its institutional frame-
work, such information can generally be obtained and often be
understood only by extended participation at a fairly high level in
the hicrarchy. Whoever lacks this qualification must be very cautious
in his statements about the actual modus operandi of the economic
and financial structure of Yugoslavia, remembering the recent
complaint of a leading Yugoslav economist that “we do not have a
clear idea how the Yugoslav economy functions 2

2 Horvar, Essay, g2
3 A, Bayr, L'economia jugosiava aila fine del 1970, 1971, 20
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Ii. The Infrastructure

1. - The development of Yugoslavia in the post-war period has
not had to face an excessive groth o_f population. Ingthc_nt_wo
decades ending in 1972 total population increased from 16. m1t 10;
to 20.7 million ie. at a rate of 1_1?1rd1y more than oncdpcr (éenEgcn
year, the same rate as that prevailing between 1921 an 19{)} - B
this slow increase apparently excchlcd 'thc country’s 1a sorp“}o E
as cvidenced by the substantial cmigration, p.e\r’ucul.ai1 ¥ }:o cit
Germany, which became important in the 1g60’s wit L tde br?:d
that in 1g71 about seven per cent of t'he labor force wor Z a 1r 1.
Both birth and death rates were relatively low and showg a 1sa owz
decreasing trend. Urbanization increased slow.ly, t_he \éc c;g,rfeosr
cities accounting for six per cent of the population in 1948 an

n 1971, _
“ P’f‘lilgc:\tf;ragg 7qua1ity of the labour force rose cons1.der.abl3_z, bL_!t
the extent of this change is difficult to measure. One mdlfcatlon 1z
the sharp rise of the ratio of non-agricultural emplgyment ro,m no
much over one-fourth in 1948 to nearly three-fifths in the 1960’s.

2. - The aggregate real national Produ.gt of Yugosiavm h::ts 1:{5:;
rapidly and with only few interruptions since the cal: y 1950 iiurin
an inauspicious start in the period of c:‘entrahz.cd P nmndg, g
which it advanced only by 12 per cent in the six years en 1;1gb1%52,
and the average annual ratc of growth per head was slight yd e o:;r
one per cent* In contrast real product rose between ngsz 1jln . [13 I,l 2
by about 350 per cent, or at an annual average ratt; of abou pine
and one-half per cent in the aggregate and one of close to I}llln bgm
cent per hcad’ In 1972 average per head product wit athan
D. 7,000, in current prices, was equivalent to §l1ghtg morch han
$400 at the exchange rate of D. 17 per giollar. .Smcc the purc ha %
power of the dinar was higher than its official foreign Exc ar;lg1
value — according to one estimate by about one-fourth® — the

4 slavia 1945-1664. . )

) [I‘uhgi[; rate ofgjvjt.:li ojer eight per cept per year was far above that of ez{lrher Ef;i:isd
Thus 1. Vinskr (Uvod u analizu nacionainog dohota i bogatstva, 1967, 397) has es imaed
the average rate of increase of real product per worker at only sIngflt]y abave oz)lc P
for the period 1910 to 1953 (I.o per cent for 1910-:}33:; 1.§, per cen; eo:;fxgtgille-x?gsii;r ind the

i u

6 'This ratio is based on a comparison of e cxchange va . d th

French fra;c (8. Stajre,  An international comparison of lt’jugoslavfnationaltp:stzcii;c;ttes, f,l;:
i ’ in the absence of relevan

E mska Analiza, V, 1971, 205 fl.} and assumes in t a
rc;(sz:: ycjrs that the pilrchas;ng power parity of the franc compared to that of the dotla

was equal to the franc-doliar exchange rate.
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adjusted value of product per head was slightly above $500, which
puts Yugoslavia near the upper boundary of the range for countries
usually classified as less developed.

Annual data for real product show considerable fluctuations
around the average, fluctuations that are in many aspects similar to
the business cycles of less devcloped capitalist countries, in particular
in the leading role played by fluctuations in investment and by the
balancc-of—payments situation.’

The rapid rise in real national product was accompanied, and
indeed was in part caused, by substantial shifts in the relative con-
tribution of the different sectors. The outstanding changes are, first
the decline, in terms of constant (1966) prices, in the share of agri-
culture from two-fifths in 1953 to one-fifth in 1971; secondly, the
increase in the share of industry from a little over one-fifth to neatly
two-fifths; and, thirdly, the rather uncxpected rise in the share of
trade from one-seventh to one-fifth.

Since the financing requirements of the different sectors vary,
both in total amount in relation to their contribution to national
product and in the type of credit required, the shifts in the sectoral
distribution of national product influence the size and nature of the
superstructure of financial instruments and of financial institutions.

3- - Changes in the shares of the public and private sectors of the
cconomy have had a substantial influence on the amount and share
of external ﬁnancing as well as on the types of financial instruments
used. Although socialization of the mecans of production was far
advanced at the end of the period of centralized compulsory planning
by the Federal goverament in 1952, the share of the public sector in
national product increased from three-fifths in 1953 to four-fifths in
1970. This was due primarily to an cxpansion of the public sector’s
share in agriculture from about one-seventh in 1952 to over one-fifth
in 1970, while the public sector’s predominance in the non-agricul-
tural sector increased only by one percentage point, leaving in 1970
only six per cent to the private sector.

4. - Because of the strong upward trend in the price level, national
product in current prices advanced at a very rapid rate. Between
1947 and 1957 it rose from D. 14 to D. 220 billion, an average annual

7 On the question of the existence, character and dating of economie fluctuations in
Yugoslavia see B, Honvar, Business Cyeles in Yugoslavia, 1969,

5
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increase of about 32 per cent. A large part of the rise reflects
:E': r(;i)id inflation duriné tﬁc first decade of thc‘ S.F‘R;}. The rate
of expansion, however, was rapid even after the mid 1950’s, avcragm%
about 12 per cent for the period from 1957 to 1972. The rate o
increase was the same in the two eight-year periods 1957 to 1964 and
1965 to 1972, and was also close to 12 per cent for the three tro;;gh—
to-trough cycles 1958 to 1960, 1961 to 1964, and 1965 to 197?(.1 tlzjalf—
to-year fluctuations around this average, however, were considerable.
Thus the current value of gross national product u?creascd by more
than 25 per cent, a rapid inflation by any standard, in five out of tlr61€
past 16 years, viz. in 1959 (26 per cent), 1964 (35 per cent), 1965
(31 per cent), 1966 (28 per cent) and 1971 (30 per cent),

5. - The SFRJ. is a country with marked d'iffercnccs in basic
physical and economic characteristics, many of which are also visible
in the financial structure of the different parts of the country — the
six federated republics and the two autonomous regions. Most
characteristics show a definite gradient from thf: three northern
regions (Slovenia, Croatia and Vojvodi_na), accounting Eorhth—ﬁftthf
of the population of the S.F.B.]., which were parts of the Ii_s tr}t:
Hungarian monarchy; to Serbia proper, Whlch contains m(i;;t o i
territory of the pre-1918 Kingdom' of Serbia; and to the southern pat
of the country consisting of Bosnia (2 part of the Austro-Hun%an:jm
monarchy from 1878 to 1918), Montenegro, Kosovo and Macedonia.
The northern and most westernized part of the country has a pFr’
head product of about onefifth above the country average; S.erbla_s
is equal to that of the SF.RJ.; and that of the southern regions is
more than two-fifths below the country average. Thfe main reason
for these disparities is the much higher share of agncultun? 1r11 t%n;
less developed regions. National income per hcac.i of non-agricu tu1li1
workers was only three per cent above thc. n;jttmnal average in t ;
more developed and 11 per cent below it in the less develope

egions.® )

' giMuch of the spread thus reflects the very different history and
pattern of economic growth of the regions Wl'.IICh a century ago were
parts of three countries which differed considerably in size, in the

. . -
8 P. Swmrm, © Regional comparison of government expenditures in Yugoslavlaé

i ’ . . L] 2

paper prepated for 13th meeting of Inrernational Association for Research in Income an

Wealth, August 1973,
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level of economic development and in their economic policies. It has
been one of the main pre-occupations of the government of the
S.F.RJ. to reduce these regional differences.

6. - Throughout its existence the SF.R.J. has used a relatively
high proportion of its income to build up its capital stock. This could
be expected in the carly years when centralized planning by the
Federal government made the allocation of over one-third of a
relatively low level of income possible irrespective of the preferences
of the population. High rates of capital formation, however, con-
tinued not only under the partly decentralized system of indicative
planning and of worker-management of enterprises introduced in
the carly 1950%s, but also after the reforms of 1965 which went
farther in decentralization and in giving autonomy to worker-managed
enterprises. The continued high level of capital formation may be
explained in part by the fact that the central government throughout
the period remained responsible for, or at least concerned with,
many of the large infrastructural investment projects;? and in part
by the attempt of the central authorities to impress upon the re-
publican and municipal governments as well as upon the worker-
managed enterprises the importance of a high rate of investment.
The provision that enterprises had to keep their capital stock intact
and were not permitted to use earned depreciation allowance for
current outlays, including wages, may have led to high investment
ratios even in cases where the managers and workers were not
convinced by the government’s arguments.

For the period as a whole gross fixed capital expenditure averaged
fully one-fifth of gross national product. The ratio was considerably
above this level with 31 per cent, from 1960 through 1964. One of the
important effects of the cconomic reforms of 1965 was a substantial
reduction in the investment ratio to an average of 21 per cent in
1966-72 probably because it had become evident that the ratio’s level

7 An interesting experiment to substitute the market’s judgment for administrative
decision in the allocation of investment funds is represented by the *investment auctions”
in which funds were awarded to the highest bidder, meeting certain specified conditions.
This system, however, operated only during the years 1954 to 1958 and was used in only
a few dozen cases. The system, it has been concluded, “... does not appear to have been
a great success; or to be more accurate it was not given a full chance to prove its worth ”
because the central authorities did not have “full confidence in the judgment and integrity
of managers of enterprises... », (Cf. E. Npuezrorz, “ The Yugoslav Investment Auctions ®,
in Quarterly Journal of Economics 73, 1959, 114).
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TasLe 1
CAPITAL FORMATION, 1953-1972
Total Fixed assets Inven-
1 tories 2
Gross Net Grass Net
(z) (2) (3 4) (5)
I. Amounts, bill. dinar
8
I953-I857 « + « « + = + o 31 a5 23 x; .
1g958-1962 . . . . . . . . 72 62 48 3 64.
1963-1667 . . . . . . .. 168 136 108 76 o
1968-1972% . . . . . . . 243 175 183 105 6o
1953-1972% . . . . . .. 514 398 gb2 244 152
II. Relation te Gross Mational Product, per cent
I953-1057 « « « o » & o = 36 29 24 20 I9
1958-1962 + . . . . . . . 44 38 29 23 5
1963-1967 . . . . . . . - 38 31 24 17 14
1968-1972 . . .+ . . . 25 19 19 13
1953-1972 . . . . . .o 31 24 22 15

* Rough estimates for 1g53-6o and 1gy1 fra. .
8 imate eliminating inventory profits and losses.
8 %xghﬁﬁﬂz\?esfz:mm in %973 was 53 bill. dinar, or about 16 per cent of gross

national product. ' .
Source: Statisticki Godisnjak Fugoslavie {henceforth abbreviated S$.G.) various issues;
for 1gy2 Indeks, 1973, 4

of the early 1960’s exceeded the optimum, bloth from the p;ur;l}:] c;f
view of the population’s demand for an '1mprovcm.cnt g' (:t
standard of living and from that of the efficient handling of invest-
ment projects.

ngcg depreciation allowancqs necessarily came to acFo(lllntffo;_ ag
increasing proportion of gross Investment, as the period © em1%n
capital expenditure lengthened, the proportion of net 1nvis:tm -
reproducible fixed assets showed a declining trend over t 1shper19d,
falling from about one-fifth of gross natmn,al proc'iuct m1 the n11‘-
1950’s to less than one-sixth in the late 1960’s. This deve é)p]rlncn 1;
important from a financial point of view because it reduced the nee
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of financing new capital expenditures either out of the enterprises’
undistributed profits or from external sources, ie. primarily by
borrowing from the banking system. _

7. - A second characteristic of the investment process in Yugo-
slavia is the high and rising share of inventories. For the period
1953-1970 as a whole, investment in inventories was equal to as much
as one-fourth of gross investment in reproducible fixed assets and to
over one-third of net fixed investment, the share rising, in the case
of gross fixed capital formation, from about one-fifth in 1053-64 to
two-fifths in 1965-70.° Inventories in 1952 represented slightly less
than one-fifth of the net (depreciated) value of fixed reproducible
asscts. By 1962 the ratio had risen sharply to over two-fifths, and
by 1970 it stood at over one-half. Relating inventorics to gross
national product it is found that inventories were equal to about ten
months’ national product at the beginning and at the end of this
period. Such high ratios of inventory investment to total capital
formation and of inventories to the stock of reproducible tangible
assets are characteristic rather of the Fast European centrally planned
economies than of Western market economies. The rapid rise of
inventories during the 1950’s may be explained in part by the abnor-
mally low level at the time the SF.R.]. was formed. Continuation of
inventory accumulation at a more rapid pace than either national
product or the stock of reproducible assets expanded points to the
limited progress made in the return of the country towards an effective
market cconomy.

8. - The high investment ratio led to a rapid expansion in the
capital stock. The stock of reproducible fixed assets in constant
(1962) prices appears to have quadrupled between 1946 and 1970,
equivalent to an average annual rate of growth of nearly six per cent,

10 The calenlation is based on figures for capital formation and inventory accumulation
in constant (1g66) prices, While such figures arc available for fixed capital formation in the
official statistics (Stazisticki Godisnjak), they had to be roughly estimated for inventories
by reducing the available figures of annual changes in inventories to 1966 prices by means
of the gross national product deflator. This method is far from satisfactory, but had to be
used in the absence of official estimates of inventory accumulation adjusted for inventory
profits or losses resulting from changes in prices. The higher ratios in current prices derived
from the unadjusted data overstate the share of inventorics because of the inclusion of
inventory appreciation which was substantial in a period of rapidly increasing prices.
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rising from close to five per cent in the 1950’s to seven per cent 1n
the 1g60’s. The rise was, of course, more rapid in current prices,
viz. from less than 6o bill. dinar in 1956 to about 650 bill. in 1972,
an average annual rate of increasc of 13 per cent. X .

Changes in the structure of th.c capital stock were su sziannz.
The share of plant and equipment increased between 1952 and 1969
from 41 per cent to 48 per cent of the total, while that of structures
declined correspondingly,' a dqvcloprgen_t one would expect in a
country in the process of rapid 1nd1§strlal1zat1on. The same process
was at work in raising the share of industry from under.5o per ce}rllt
to 55 per cent at the expense of transport and communications, 'It‘hc
share of which declined sharply from 38 per cent to 22 per cent. The
relatively sharp increases in the share of agnculturc (from six per
cent to 11 per cent) and of tr_adc a'nd services (from four 'P;r lcenz
to eight per cent) are less in linc with expectations. The high leve
of investment in inventories, already mentmncd,- led to an .cvcg
sharper rate of increase in the stock of raw materials, SFmI-ﬁ]:'lIShC
products and finished commodities. As a result the ratio of inven-
tories to fixed assets increased sharply from less than one-sixth in

er one-half in 1g72. .
1956’,[5(;1622 trends in the sigzz: and in the structure of the capital stock
are of substantial importance for the financial superstructure .becausc
inventories are financed to a higher degree by short-tf:-rm credits than
fixed reproducible assets, and among them exPcndIturcs on pla‘:t
and equipment are likely to be financed .relatlvely more often by
short-term credit than construction expenditures are.

Because of the different methods of financing these two typc?s
of investment the distribution of the capital stock between the Pl.]th
(in Yugoslavia called collective people’s ownership) and thcd pr1vfate
sector is of importance. In 1953 — apparently the 9nly ait{c or
which an explicit estimate is available — the total capital St?l(': - was
about equally divided between these two groups. The h1v1s1onf,
however, differed greatly among narrower sectors. The share o
the private sector was close to zcro in. manufacturing, mmlﬁg,
construction, transport, commerce, cducauon., health and, naturally,
government. It amounted to about one-sixth in forcstry and to nearly
one-half in handicrafts and cottage industries. The private sector, on

11 1. Zivapwovie, Yugoslay Survey X1, 2 (3972).
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the other hand, dominated in the dwelling sector with about three-

fourths of the total, and in agriculture with about seven-cighths of
the capital stock including land.

9. - For the period as a whole nearly one-third of total gross
fixed capital formation was financed by investors’ own funds (includ-
ing depreciation allowances), but the share fluctuated considerably
and exhibited a generally downward trend until the late 1960’s.
Thus it exceeded 40 per cent in 1955-1957, but fell below 30 per cent
from 1957 on, reflecting the effects of the financial reforms of the
mid-1960’s which increased the importance of external financing.
These reforms are also reflected in a sharp increase of the share of
private resources from well under one-tenth up to 1964 to an average
of nearly one-fifth since 1966; and in the practical 'disappearance of
financing from the budget, which had accounted for nearly five
per cent of the total in the 1950’s. The replacement of governmental
investment and development funds, which until 1963 had financed
about onc-half of total gross fixed capital formation, by banks reflects
the radical reallocation of functions between these two types of
financial institutions in the reforms of the mid-1960’s.

10. - Since net capital imports amounted to only about two per
cent of national product total gross and net domestic saving must
have practically been on the same level and must have shown the
same movements as gross and net investment, though the statistics of
these two magnitudes may show differences, occasionally even sub-
stantial ones, because of imperfections in the data. The main interest,
therefore, attaches to the distribution of saving among the various
domestic sectors,

For the period 1962-1972 onefourth of national saving was
under the direct control of the government (including investment
loan funds financed from the budget); one-half under that of the
worker-management of socialized caterprises; while one-fourth was
the result of the decisions of houscholds and of small private enter-
prises. (On a net basis the share of the government and of households
would be slightly higher and that of socialized enterprises slightly
lower).

From the point of view of financial development the differences
between the two halves of the decade are of possibly greater interest
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than the decadal averages. From 1962 through 1965 houscholds
contributed less than one-tenth of national gross saving; socialized
enterprises somewhat less than one-half; and the government (in-
cluding investment loan funds) about two-fifths. In the 1966-1972
period, i.c. after the reforms of 1965, the share of houschold averaged
about 30 per cent and in 1971 and 1972 it reached 35 per cent. This
sharp rise, which in ahsolute terms increased household saving from
D. 3 billion in 1965 to D. 30 billion in 1972, was offset mainly by
a reduction in the share of investment loan funds from nearly 30 per
cent in 1962-1g65 to not much over onetenth in 1966-1g72. This
shift reflects the objective of the 1965 reforms of decentralizing the
financial process and of increasing the importance of financial institu-
tions not directly controlled by the government.

1. - Notwithstanding substantial grants and credits received
from non-communist countries, principally the United States, Yugo-
slavia’s balance of payments position was very tight throughout most
of the period, and this tightness constituted one of the most important
limitations to the expansion of the Yugoslav economy, in particular
to the level of investment in equipment.

Yugoslavia had throughout the period a large excess of com-
modity imports over exports, about four per cent of national product,
if five-year aggregates are used, from the late 1940’s to the mid
1960’s; but of nearly eight per cent in the 196%7-1973 period. Most
of the trade deficit was offset by intergovernmental transfers; and,
particularly from the 1g60’s on, by workers’ remittances and tourist
expenditures. As a result the deficit in the current account balance
was held for the average of the period as a whole below one per cent
of national product, though it reached 1.2 per cent in 1967-1971. This
deficit was made up chiefly by imports of short- and long-term capital
as monetary movements were fairly small, disregarding year-to-year
fluctuations. Net capital imports thus undoubtedly financed only a
small proportion of total capital formation, probably less than three
per cent of total gross investment, although they were essential at
certain periods when the balance of payments position was particularly
tight, as well as for some large investment projects. It is quite possiblc

that foreign technical assistance and the participation of forcign
enterprises in joint ventures were a more important factor in the

rapid industrialization of Yugoslavia.
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L. Money, Prices and Interest Rates

" hI é gli{ the end of World War II t.here circulated in the territory
¢ S.F.R.J. seven different currencies, which had been issued b
the two puppet government set up by the Germans and by the £
EFEupyIng powers. These notes and coins were exchangcdy at rat:
bl cring betv-veen currencies, for 5.8 billion dinars, the notes havin
: rfin printed in adx.zance by the U.S.S.R. These temporary notes Wei‘%
Bamt;;rn (ﬁ;{acrléiir;%c% 2111 11(23;7, ztt Pt?;; against notes issued by the National

: s
fixed at 50 (o0ld) dinars for one U.Sa.gi.cdgg;i. the cachangs xate was
| 'Iihe note issue increased rapidly during the period of centralized
planning when these notes constituted, as in the U.S.SR. the onl
tﬁnanc:la‘l asset that could be held by the private seéto.r ‘,while r:lﬂ}{
bx;:ansacltlgng among entt.:rprlse's and government organizations had to
o ngtt f;-' yotransfcrs in their accounts maintained with the Social
- biﬁ% mgld (flﬁce. A.t the end. o_f 1952 notes in circulation reached

5 n old dinars (i.e, 500 million of the new dinar introduced in
1963), or %bout five per cent of the annual rate of gross national

5;(.} ucli. he.moncy issue ratio for the entire period from 1945

ough 1952 is roughly estimated to have amounted to ab

per cent of national product. e

e rFirlomlthe early 1950’s on, the role of money changed as the

: un'z; ); planned cconomy, in which money had been little more than

- s: Sgt Scc:unt Eill]dfthe issue of. money was closely tied to the cash

pyans s Pr enérré y for each socialized enterprise, so that the supply

0 °y preceded and dominated the demand for it, was superseded
oy partial decentralization of planning and decision making and

limited return to a market economy.” Money now becameg one g

several ﬁn.anclal assets that enterprises and houscholds could hol?l

The Pccuhar character of the Yugoslav economy is reflected in thé

creation of' s_cvcral types of deposits, at times up to half a Hozcn of

them coexisting that differed in “ moneyness ”, some of them bein
regularly used as means of payment, while others were restricted ig

various w. ; . i :
e T jsy:é.partlcularly in the type of transactions for which they

120 1
n the role of meney in the Yugoslav economy cf. D.D. Dimrrriyevic and

G. MACEEICH, MU?EC‘J} and Ft.ﬂﬂﬂfe 37 t}omcmporar csidera W 73
: 2 14 Yug 5[ , Ne YOT]{', Pracgei’, 19
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The official definitions introduced in 1966 and in ufsc until 19712;;
istinguished three types of money, M.x consisting of currency
(ciil:clulfgon and of gizclnj and some ot.hcr types of sight ficposns; M.z
adding quasi-money, iec. mainly 31gh.t saving dcposxtf;; and 1M15i
further adding restricted deposits and time saving depos:,xts. Table
shows the ratio of money issues and moncy stock to national produi:t
for the three periods distinguished since the end of the centrally
planned period, ic. the years 1953-1958, 1959-1964 and 1965-1971.

TasLe IT
MONEY ISSUE AND STOCK RATIOS, 1053-1971

" M_S

Cur- .ogl M-I Quasi- M-2 Liccid
rency ! Deposits (1) + (2} | money 2 ;(3) + (4) rc(souqrccs)‘
(1) (2) (3) (4 (5) {6)
1. Mongy issuesy per cent of gross national product

1953-58 « .+ . . 0.96 2,25 3.22 1.83 5.05 0.33
1959-64 .« . . . 1.87 5-35 6.2 1.72 8.34 xg.:g

196571 .« . . . 1.55 0.92 2,47 2.76 5.23 .

IL. Money stock; per cent of gross national product
1952 4 . o« s 5.4 29.2 34.6 3.2 37.8 4;.6
1958 . . . . 7.1 24.8 §1.9 10.4 42.3 g.n
1664 . . . . 7.5 28.4 35.9 9.8 45.7 2.7
IOTL .« o e e 9.0 2.5 21.5 14.9 36.4, 46.0
Iil, Distribution of money issues; per cent
195358 . . . . 19 44 63 37 100 185
1959-64 « + .+ . 16 64 8o 20 100 122
1965-71 . . . . 30 18 48 52 100 120
IV. Disiribution of mongy stock; per cent

1952 + v+ e 14 78 gz 8 100 mg
1958 . . . .. 17 58 75 25 100 15
1964 . . . . . 16 62 78 22 100 132
1+ 3 SN 25 34 59 41 100 12

1 Qutside banks and post offices.

% Giro and similar deposits; bhank checks; float.

3 8i its in banks. ) . . .
4 iqxlg}:cdd%fiﬂzmti) Mez, Mg includes restricted deposits, time and savings deposits

and bonds with maturity of less than one year.

i Macesica, Mongy and Finance
8 underlying fignres: D, D. Dnarrijevic and G. s ; !
in Corf;::;a?{@ Tu;:;slgnﬁ, New York, Pracger, 1973. {Henceforth abbreviated D-M).
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For the period as a whole, i.c. between the end of 1952 and of
1971, M.1 increased at an average annual rate of nearly 14 per cent
(19 per cent for currency and nearly 12 per cent for sight deposits)
and M.z and M3 at rates of close to 16 per cent. These rates were
close to the rate of increase of national product in current prices
and were about twice as high as the average rate of growth of real
national product of eigth per cent. This rapid expansion of the
volume of money implied a sharp upward trend of prices, since it is
difficult to visualize an offsetting reduction of the income velocity
of circulation of money — equal in 1953 to about three and one-half
months’ national product for M.1 and for M.2 and to about five
and onc-half months” for M.3 — even alloving for the increasing
monetization of the economy.”” The similarity between the rates of
cxpansion of money supply and gross national product in current
prices, on the other hand, points to a stability, at least for the period
as a whole, of the ratio of the money stock to national product and
of the money issue ratio, ie. the quotient of the net increase (or
decrease) in money stock to the period’s national product.

The differences in the ratios of the alternatively defined supply
of money to gross national product point to changes in the structure
of total liquid resources, Currency in circulation, and particularly
quasi-money, soared in importance while the share of the deposits
tacluded in M.1 declined sharply. These changes, particularly those
among the different types of deposits, represent a combination, not
casy to disentangle, of mere reclassifications and changes in nomen-
clature, and of shifts that represent genuine differences in the “ mo-
neyness ”, in the velocity of turnover and in the character of the
holders, three aspects about which very little is known,

These movements are probably connected with shifts in the
sectoral distribution of money and its components. Thus the share
of households in M.r increased from slightly over one-fifth in 1960
and 1964 to over one-third in 1968 and to more than two-fifths in
1971. In the case of the broader M.3 aggregate the rise was from

13 The moretization ratio has been estimated to have increased from 070 in 1953
to o.go in 1963 ~— the Western level. (D. Duvimyevie, The Fimancial Structure in a
Changing Econumy: The Case of Yugosiavia, mimeo, Dec. 1965, p. 5). The share of
persoral consumption represented by own production and receipts in kind fell from fully

one fifth in 1960 to not much over one tenth in 1gyr (Umrss Naviows, Yearbook of
National Account Statisties, 1972, II, o6},
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one-sixth in 1gbo to one-third a dozen years lat‘cr. Th1s' mcrcasi:1 cm
the share of households in money S.llpPly, pamcular? hm cur;tf:{on;;
reflects the increasing importance of individuals and of t clfl po folio
decisions within the financial structure of Yugoslawa_ as the prk -
of decentralization and the role of free, or semifree, markets,
> 3
increased from the mid-1950’s on. - . -
1 The periods of half a dozen years cach hide cons1derab1c. ycta;:
to-year fluctuations, part of which reflect cychcal. movements 1n01ice
economy. while others, are the result of change in monetary policy
b

or are due to exogenous events. .

Looking at M.z, the concept which probably- cosresponds moi
closely to money as the main means of payment in the econo:zzrgrl,e r1€
is found that compared to an average annua; ratlflz of 1}? per czgsc here

d 1955) when the incr
were only two carly years (1953 and X > in
close to Zero. The stage of hypcrmﬁatlon wag also hntntc%h::otitglc;
i ith 48 per cent.
: th 37 per cent and 1962 Wi )
e ooy i ’s 1 isibl the low rates of
i -1960’s is clearly visible 1n
money policy of the mid-1g ’ o Tales o
1 h averaged 11 per cent, sti
expansion of 1965 to 1967, whic ‘
tth:) average rate of growth of real national product of four per cent

for these three years,

i ion of the volume of money,
. - The effects of the rapid expansion o : _
narrzwly or broadly defined, which has been in most years “gelltn:i
excess of the increase in the real volume of output, have been reflecte
i rd trend in prices. . .
" th;lipgfoadest indica}zor of movements in the level of prices, the
gross national product deflator, has risen between t1956, :Vil;ﬂa :;r;agr;
nt, or a
first be calculated, and 1972 by about 350 per cent, 1
he price level rose only
[ rate of nearly ten per cent. While the p
;nn;?out four and o);c-half per cent a year between 1956 and ];%662
itydoublcd in the following eight yc;rs, a]ild ad:z:;c; E}){rp :rr:: pr
er cent in 1971 and 1g72. Somec Yugosiav m :
glgaf an average zmnual rise in the price 1c;elhby ﬁv:ia per cgfntd:;i:izz
ilt 3 It of the tendency
built into the system, partly as a result ¢ e ! .
1 the scarcity stage,
t supply in an economy which is still in
;C;gliﬁ;lgld r]iJth %)c regarded as the inflationary result of a m?‘flcrt;;:ly
olicy that has much more often been easy rather than tight. dﬁ(e1
:Il)ctual annual rates of increase in the price level have, however, excee

4 D-M, 183.

The Financial Development of Yugoslavia

77

this threshold in every onc of the last dozen years with the exception
of only 1967 and 1968; and has been in cxcess of ten per cent in two
periods of three years each, viz. 1964-66 and 1971-73. Monetary
policy — or the lack of it — must be held responsible for at least part
of the advances in these years, except possibly for the 30 per cent
jump in prices in 1665, which to a large extent reflected the introduc-
tion of a nev price policy that was more realistic in the sensc that
the relationships among prices of commodities were brought nearer
to those ruling on the world market. Even at the present time,
however, a substantial proportion of all prices, including many crucial
ones, are subject to administrative control, and the system still con-
tains many distortions compared to the relationships prevailing in
the free market economies of developed countries,

The Yugoslav price system has been characterized by an increas.
ing disparity between the prices of industrial goods, for which in-
creases in productivity or imports offset part of the upward drift of
the price system, and agricultural prices which did not benefit from
these two factors, or did so only to a much lesser extent. Between
1953 and 1972 purchasers’ prices of agricultural commodities advanced
by 750 per cent, or at an average rate of 13 per cent a year, compared
to a rise by 125 per cent, or four and one-half per cent a year, for
industrial purchasers’ price. In other words, the purchasing power
of agricultural over industrial products almost quadrupled in this

period.

3. - Interest rates have, with few exceptions, remained under the
control of the government, the National Bank, or other public bodies
throughout the existence of the SFR]. notwithstanding the general
trend towards a partial market economy. As a result they have risen
but little over the last 25 years; have been kept at artificially low
levels; and have been unable to exercise their function of influencing
the volume of saving and investment and of guiding the allocation
of funds among alternative uses and among groups of users.

The ceiling rate for bank credits has varied between six per cent
and ten per cent, and has remained unchanged for periods as long
as at least four years in three instances (1948-1951; 1957-1960; 1961-
1971). The other important debit interest rate, that charged from
1952 on by public bodies on the capital they supply to worker-
managed enterprises, scems to have been kept at an unrealistically
low level and within the narrow range of four to six per cent. The
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discount rate of the National Bank has remained within the narrow
margin of five and seven per cent, standing at six per cent since 1963,
except for parts of 1967.

Credit interest rates have been equally rigid, but have shown a
mild upward trend. Thus the rate on sight deposits in banks has
risen between 1953 and 1971 from one to three per cent; that of sight
saving deposits from five to six per cent; and that of two types of time
deposits from four and five to six and seven and one-half per cent
respectively. The differences between debit and credit rates are thus
very small, possibly because the debit rates affect primarily enterprises
while the credit rates apply mainly to household deposits.

There is no doubt that the level of interest rates was considerably
below the rates that would have prevailed in the absence of rate fixing
by the authorities. This should be evident from the fact that interest
rates were, for the period as a whole and for most shorter intervals,
below the rate of increase in the price level which averaged about five
per cent for the 1950's and 11 per cent for the 1960’. In other words
real interest rates were, apart from short periods, mainly in the 1950,
negative rather than positive.

IV. Sectoral Financial Surpluses and Deficits

For financial analysis it is the size and distribution of the sectoral
financial surpluses and deficits, ie. the difference between their
saving and their capital expenditures, which is of primary interest,
because they indicate the extent to which each sector absorbs funds
from or supplies funds to other sectors. Table III, therefore shows
the financial surplus or deficit of each of the main sectors for the
periods 1958-1964 and 1965-1971 expressed as percentages of gross
national product as well as of the absolute sum of sectoral surpluses
and deficits.

Since the sum of sectoral financial surpluses and deficits is neces-
sarily zero (provided that the rest of the world is treated as one of
the sectors) it is the absolute sum of scctoral surpluses and deficits
which measures their importance in relation to national product. On
that basis sectoral financial surpluses and deficits averaged about
16 per cent for the 1958-1972 period as a whole, falling from 27 per
cent in 1958-1g64 to 17 per cent in 1958-1971 and to less than 12 per
cent in 1972. These are high values in international comparison,

ﬁnanci.al surplus of households reachj
of national product;
rﬁlatlve terms, of the financial surplus of the pub
the level and distribution of sectoral financial s
approached the pattern found in Western countries.
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partly explained by the high de ing i

. gree of layering in th i
structure of Yugoslavia, due to the existenccyof tie invesimiiiniﬁ

i(%artlh f}lngis ﬁnanct?d from the government budget which make part
eir funds available to other financial institutions g

Tasrr 111
E
SECTORAL FINANCYAL SURPLUSES AND DEFICITS, 1958-1972
1958- | 1965- 1958- | 196
1664 1971 1972 1334 137? 1972
Per cent of Gross .
National Product Distribution
W!l® el w6 ©
I. Economic  organizations
34— 77| 52 5o
l 44
2 Househt':-lds ...... 0.7 3.1 4.5 3 18 .
5. Domestic private sectors. —12.7|— 46| — o W
4. Public sectors (1) . . . 0.2 4.0 1“15 5; . K
5. All domestic sectors . ., . — 2.5|— 06 0.6 X o .
6. Rest of the world . . |, 15 1.6 0.6 gg » >
7. Discrepancy . . . . . . — L0 1.0 ‘ ; ’
. . — 4 6 —
8. Total (absolute values) . 26.8 17.4 11.6 . 100
. . 100 100

! Federal and other
{financed from budget).

Source: Natmnal Bank o /] OS[ﬂU!ﬂ Aﬂﬂﬂﬂl 8{10?3 hence{m th. abbre & B

governments; other organizations; investment funds and banks

T i .
avcraglilggerllltcrplnse sector has, as is usual, by far the largest deficit
carly nmne per cent, while households h
surplus, though its value of ’ olds have the largest
not much over three per ¢ :
. cnt o
product for the period as a whole is low in intcrng f national

The main diffe
rences between the two halve i
5
the sharp absolute and the moderate of the e et

. relative decli f I
e . moc ine of the financial
cit of economic organizations and the sharp increase of the

ng in 1972 nearly five per ce
nt
and even more the decline, in absolute and

tional comparison.

lic sector. By 1972
urplus and deficits
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V. Financial Institutions'

f. - As a result of, first, the formation of the SF.RJ. in 1945
and, secondly, of the zig-zag movements, starting in the early 1950’s,
towards a market economy, financial institutions in Yugoslavia have
during the last three decades undergone numerous changes in name,
management, policies, ownership, organization, fields of activity and
character of assets and liabilities. It is not possible to follow every
turn and change within a brief study.’® Nor is it necessary, since
part of the changes, after the abandonment of the centralized planning
system in which banks functioned primarily as fund gransfer,
accounting and auditing organizations, affected appearances more
than substance. What is itnportant is the basic trend, sometimes
difficult to detect under the overlay of organizational changes, towards
a set up that is closer to the diversified and decentralized system of
Gnancial institutions found in market economies than to the mono-
hank of the U.S.S.R. and of other centrally planned economies. This
trend has led, after numerous false starts and reorganizations in the
1950°s and early 1960’s, to a situation where a central bank, similar in
its operations to those in market economies, coexisted with a number of
business banks that opcratcd short- and long-term credit departments,
and with a small number of government owned special banks. The
business banks are owned by local authorities or by socialized enter-
prises, and in principle may operate throughout the SF.R.J., although
most of thern actually limit their activities to a much smaller area.
The shares of these banks are transferable among enterprises and

government bodies, but no stockholder may have a vote exceeding

ten per cent of the total.
Of the over 8oo banks or quasi-banks, mostly very small institu-
tions, which cxisted in 1944 in the territory of the SF.R.]., 720 were

cussion in this section are, next to the basic

statistics published in the annual reports of the Narodna Banka and in the annual

Staristiski Godisnjak, the study by Dimitrijevic and Macesich published in the fall of
1973, & draft copy of which was kindly made available earlier by the authots; and two
articles, viz. E. Furusory and S. Pgrovics, “ The role of the banking system in Yugoslav
cconomic planting, 1946-1961 7 in Rewue Internationale d'Histoire de la Bangue, 1971, and
M. Vuckovie, © The Recent Development of the Money and Banking System of Yugoslavia 7,
in Journal of Political Economy, LXXI (1963)-

16 For a detailed discussion of these chanpes of, D-M, Chapters 1 and 2, and the

literature cited there,

15 The main general sources of the dis
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i;cil:ﬁd:;t:i, 95 cpnﬁscatcd, and presumably later liquidated or merged
with new Iins't]l‘ilemiﬁsl; am(li1 fourdwerc nationalized, including gthe
. still smaller i i i i
4,00(} existed, were also liquida‘ccerdﬂ.l"i't Hions, of which approximatcly
n view of the repeated organizati i
: : ganizational changes in whi
;}itf;;cointzla]rzlicjtolr rcclags;lﬁcgl,blt seems preferable tgo conc;t;:}tle 2?3:1:15
al number of banks and offices and total i
t t
;:}a;:i rIna}ii be.® Tt is then found that the number of E’:)aii:: (Si,c:firf(lilg
sha fey rom the 7o-odd institutions in 1945 which had succeeded
f0 the grc-ﬁvar banks to one in 1952 — the National Bank Whi:h
numerzusa other banks. This centralization was soon rcver;cd and
pumerous ccl:omén’ungl bar}ks set up. They in turn were transformed
£ ne o -I900’s 1nto investment or cormmercial banks, or were
absorbed | y tl;cl latter. As a result the number of scparat’e bankin
SomeWhatso ‘;Zr 1;210 Iflad, w}ith ogly minor fluctuations numbere({c:‘l%r
: rom the mid-1950’s to the mid-1g6 2 i
: | 16507, decl
a% ;‘I;o%; IOTOhlen ;367]; ztnd£ 1{1;1 119<70 had been reduced tg oniy sclggll?gi
. mber of bank offices reached 2 peak i i
3:3;13; goo, a]?out frve times the number ope:rat;'méJ in 11;1451.9611 ‘tn}féi
Tohined 1;2 helowkgoo in 1967, but by 1970 again exceeded 600
here thu aﬁ taken place during the last dozen years, and part-
Whichyhz Ser tde rcczlforms of 1965, a marked process of concentration
hich b I‘Ch"lllCC the number of separate banks by more than,l
po-(hire st,h ;-chii (ZI};(; 7averagc lllumber of offices per bank rose from
. to nearly ten in 1970. Another result of thi
. . th
E;o(;:feﬁsz is tl(lie forma.tlon of a few fairly large institutions whose n;:
g Wh;tjhanth c?pcll']altlzns extends beyond the territory of the Republic
eir head office is domiciled. The tend
concentration has been accentuated by th : on of ba. foards
; . y the formation of bank groups.
ni;itll?z: ;il;;zhwcrc Onli)% 1219 independent banks left, of which io hgfi
es nor affiliates, while the remaining nj
27 affiliates and a dozen branche i § ine banls pad
s, and
that of the 20 other indcpcndcnt ban?{lz. thelr ascts were cquat 10

M. Vuemne, in Bankarstwo, 1967, 62.

18 Anoth i i
nother physical measure of the size of the banking scctor is provided by th
Y y the

number of empl ; . .

Polssical Ef@nol; ;YC?X}V;]IJIC;IH‘;VaZrmbthc nlelflghbourhood of 40,000 (Vuckovic, [ournal of
’ 3 ) about eight N

force, and on the average less than seven pfr bfxf; f;;]if:e(’f the total non-sgricuiturel lsbor

19 Cf. article by R. N
. . Naprijan: i
later direct comm ic:—.ty;:ion_ JaNSKI, in [ugoslavensko Banmkarstvo, March 19v1 and

i
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In comparison to developed countries, the banking net of Yugo-
slavia is still quite broad-meshed, with one office for every 30,000
inhabitants in 1g71. At the end of 1g71 513 places had at least one
bank office. Only %8 places had more than one bank office; only
20 had more than three offices; and only three cities had more than
ten bank offices, Beograd leading with 22, but closely followed by
Zagreb with 19 and Ljubljana with 12 officcs.

5. - The National Bank has been the cornerstone of the financial
system of Yugoslavia, and almost the only financial institution to
operate continuously under the same name (Narodna Banka SF.R.J.).
The main change in the scope of operations of the Bank was the
abandonment, in 1961, of the direct financing of enterprises by the
Bank which had in the preceding period absorbed a large proportion
of its assets — nearly one-half at the end of 1960 —; the transfer of
the social accounting control functions to a separate government
service; and the resulting concentration of the Bank’s activities of
its central banking functions, i.c. the issue and control of the country’s
currency; the supply of central bank money to other financial institu-
tions; and the control, to an extent varying over the period, of the
volume and character of bank credit. Because of the virtual absence
of government securitics and the rigidity of interest rates, the main
tools of the Bank have been credit ceilings; partial or complete
freezing of some types of financial institutions’ deposits with the
Bank; and “moral suasion”, which in Yugoslavia constitutes a
much more powerful instrument than in market economies.

At the end of the period of central planning in 1952, the assets
of the Bank were equal to about three-fourths of a year’s national
product® In the following two decades their expansion did not
match the rise in national product with the result that in 1972 they
were not much in excess of three months’ national product.

A pronounced downward trend is also shown in the ratio of the
Banl’s assets to those of the financial system as a whole (banks and
investment funds). This ratio declined from nearly 30 per cent in
1962 to approximately onesixth in 1566 and 1970. The probably
more significant ratio of the Bank’s assets to those of the total

20 For annual data on assets and liabilities of National Bank and of commercial and
investment banks of, NBAR and Imernations! Financial Staistics,
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monetary system (Bank plus short-term operations of other bank
_dechrézd rather slowly, viz. from 64 per cent in 1962 to 56 per ceijz
ig ig 1au(;d Eo 54 Per cent in 1970. It would, however, be premature
_conclude from this trend alone that the importance of the Bank
within the country’s financial system declined. -
‘ Among assets claims on the government have increased i
importance, rising from less than one-fifth in the carly 1o=o’s tg
about one-third in the mid-1g60’s, but declined to belowyong—?fourth
frorr_x 1970 on. Claims against enterprises have shown a sharpl
dcch’nmg trend — from about two-thirds of total assets in the eagly
1950, to a level of about five per cent from the 1960’s on, The
movements _reﬂect changes in the structure of the countr "s creds':
system, particularly the abandonment by the National Bankyof dircclt
financing of economic enterprises, and the shifting of the bulk of
the short-term financing of enterprises to first the communal bank
and then to their successors, the commercial banks. S
b As a resplt accommodation of ﬁnai.lcial institutions, particular!
commercial banks, has absorbed an increasing part of the Bank’s
reso?rccs, close to or more than one-half from 1961 on. Since the
1960’s borrowings from the National Bank have coﬂstituted an
iz;gor;atnht share of t}le funds used by the banking system — in the
o .
case s'mc: tc}?;nnnlliilr_?;é O(,(:.cposnt) banks about 10 to 15 per cent of the
Notes have supplied an increasing share of the Bank’s total
sources of funds rising from an average of fully seven per cent in
1952-1956 to abqut one-sixth from 1959 to 1963, and furthcf advancin
to a}bout one-third in 1969-1971. Deposits of banks have followed g
similar pattern. Government deposits have shown considerable
fluctuations, but have never exceeded one-seventh of total resources
and have shown a declining trend since the mid-1960’s, falling to no;
mucb Over two per cent in 1972. Deposits of enterprises have always
consfituted an important source of funds, indeed until the earfly
1960’s the most important single source. The decline of their sharz
to, on the average, slightly above one-fourth since 1963 reflects again
the attempt to limit the National Bank to the activities t icalgf
central banks in market economies, & ”
Since the National Bank has been one of the most important
cham.lcls for credits from abroad, foreign liabilities have at times
constituted a substantial proportion of the Bank’s total sources of
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funds, particularly in the early 1950, when they gmounted to gbout
one-tenth, and from the late 1960’s on when their share rose from
an average of five per cent in 1964-1969 to 13 per cent 1n 1972

3. - The deposit (business) banks have concem;ratcd on ma!cing
short-term credits to enterprises and have done th1§ on the basis of
accepting deposits and of borrowing from.thc_ National Bfank, hiv:
changed names, owners, form of organization and a few othe
characteristics several times during the last two decades, but .thc
structure of their balance sheets has remained reasonably stable since

id- ’s.
the Iéﬁhl,ggostly in the form of deposits with the National ‘Bank,
has fluctuated without trend between one-seventh and ncarl.y one-
fourth of total assets. Loans to the private sector, predominantly
worker-managed enterprises, have bc:en the chief use of f}linds
throughout the period representing in most years around three-
fourths of total assets. o . _ R

Sight deposits, mostly of soctalized enterprises since it is S'tld
unusual for individuals to have a checking account, have sup_phc
between one-fourth and one-third of total funds without showing a
trend, The main structural change in sources of funds has bccg a
sharp increase in the share of time deposits, supposedly fsupphed
mainly by households, and of foreign currency deposits, rzrrif an
average of one-fourth on the 1957-1965 pt.mod to nearly one-half in
1g71. This has been offset by a decline in the share of borrowing
from the National Bank from about one-half of tota_l sources of
funds in 1957-1961 to onc of slightly less than 30 per cent in 1966-1971.
These movements reflect the attempt of the monetary authorities to
make the financial system less dependent on the Ct?ntral banl:;_, and an
increase in personal saving in the form o‘f‘bank time deposits. :

Although foreign asscts and liabilities have always bcen_ o
sccondary importance for the deposit. money bapks as a group, 1J\t 113
interesting to observe their increase since the mid-1960’s, p::lrt}cu arly
since the liberalizing reform of 1965. By the carly 1970’ forc1‘gn
credits supplied seven per cent of all sources of funds while foreign
assets accounted for three per cent of the total:

The total assets of deposit money banks increased bctwefen 19517
and 1971 by 1,100 per cent, or at an average annual rate of ncarly
20 per cent, The rate of expansion was bclc_Jw ten per cent in c;n y
three years, 1959 and 1966-67, the period in which the monctary

The Financial Development of Yugoslavia 85
authorities pursued a policy of tight credit. On the other hand the
expansion exceeded 6o per cent in 1961, possibly reflecting shifts
within the banking system, and was above 30 per cent in 1958 and
1962. The expansion of the deposit money banks thus exceeded the
growth of national product during most of the period, but did so to
a much greater extent in the early than in the later years. The issue
ratio of the deposit banks shot up from five per cent of gross national
product in 1958-60 to nearly 14 per cent in 1961-67, but returned to a
level of close to five per cent in 1965-68 as well as in 1969-71. For the
period as a whole the ratio averaged six and one-half per cent
compared to the National Bank’s ratio of about four per cent. Since
for the period as a whole the National Bank supplied about two-
fifths of the deposit banks’ resources, the consolidated new issue ratio
of National Bank and deposit banks was only in the neighbourhood
of eight per cent of gross national product.

4- - The institutions that furnish medium- and long-term funds
to enterprises and, secondarily, to some public organizations and to
houscholds for the acquisition of homes, have undergone even more
numerous metamorphoses than the short-term credit institutions. The
general tendency has been here too towards replacing Federal govern-
ment and other public institutions working in accord with centrally
determined policies by decentralized investment banks, or long-term
credit departments of business (deposit) banks — amalgamated in
1972 with the rest of these banks activities — operating fairly
independently and guided, at least to some extent, by market criteria.

From the mid-1960’s on, carlier comparable statistics not being
readily available, the investment banks (including the long-term
credit departments of deposit banks) which continued the activities
of earlier Federal and other public investment funds, have been of
very substantial size. Their assets were equal to about threefifths of
a year’s national product, the relative stability of the ratio indicating
that the investment banks expanded in step with the growth of the
economy. This is corroborated by the fact that the banks’ new issue
ratio averaged nearly 12 per cent of national product from 1958 to
1964 and fully ten per cent from 1965 to 1g71.

Probably more relevant is the relation of the net loans made by
the investment banks to the volume of total fixed capital formation.
For the period 1965-1971 as a whole the ratio was as high as two-
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. . "
fifths, an indication of the importance of the 1nvestmenle bgn{l:;t c1r_
ﬁnaneing capital expenditures, particularly those of socialize

rises.
P The uses of the investment banks’ funds showed no marked

. . i
changes over the period. Loans to the private sector, f1.e. Prefo;:nc_
antly socialized enterprises, accounted in most years for ove
nths of the total. '
* The sources of funds, on the other hanii, }slhowed gonszdg;atfﬁz
iati i flect organizational changes. Som
variations, part of which re | changes. Some o the
to have economic significance.
movements, however, appear _ R ce. O o
i i ime deposits from less than one-
these is the increase of time y ! !
sources in the mid-1960’s to over one-fourth 111111 (11970. andAl;?(iEcr
; i i ing use of household saving, ,
movement which reflects increasing ; ing, Another
i i line in the share of funds supp y publi
offsetting, trend is the dec cc by public
i four-Gfths of total sources o !
investment funds from about _ ; e wings
i hree-fifths in 1970 and 1971.
the mid-1960’s to less than t 970 and 197 Orrowings
d from foreign institutions :
from the monetary system an e Boccien
i s throughout the period.
stituted only secondary source rorigt
iabiliti ind d from over five per cen
liabilities showed a declining tren cent of
i i ’ t much over one per cent in 1969,
sources in the mid-1960’s to no ! O e gs
ising i t two years of the period.
have been slowly rising in the las t
from the monetyary system have moved betweeg zero am(i1 14 per cent,
t. without definite trend.
and averaged about four per cent, :

Therf‘:g is some doubt whether or not the mvestmen; fu]I;dS of zl;e
Federal republican and communal gt_)veenreent_s and.o other zb%ain
izations’ should be regarded as financial institutions since t eg §

iati than
most of their resources from budgetary appropnaﬂqns re;; er (han
through the issuance of financial instruments;_ an.d s_1nce ey m; ;
most of their funds available to other financial 1est1tut{;rlis, m;u; g
investment banks, rather than directly to e1}11terpr1ses. ) eﬁr;ncmg

ir importance in the process o
doubt, however, about their imp process of 2 ;
se funds increase

i i . m 1963 through 1970 the .
capital expenditures. Fro i e S

i illion to nearly D. go billion.
their assets from D. 35 billion ' f o

i their assets declined from about go p
national product, however, ! ’ : el

t. The increase in their ass
to not much over 50 per cent. e s om0
tional product for the pe 963;
to about seven per cent of na [ 970
and was equal It)o fully one-fourth of total fixed capital expendit

in Yugoslavia, N e
Ifsurance organizations have been of negligible imp
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saving or investment institutions, their premium reserves in 1971

being only of the order of D. 0.1 billion equal to about 0.04 per cent
of the resources of banks and investment loan funds.?!

5. - Because of the numerous organizational changes and the large
size of lending and borrowing among financial institutions, it is
extraordinarily difficult to get a clear picture of the assets and liabil-
ities of the financial system as a whole. In this situation it has scemed
best to rely on the Aow-of-funds statistics of the National Bank,
which are available since 1958, and to supplement them only occa-
sionally from other sources. Because of changes in the presentation
of the flow-offunds accounts since 1972, the tables generally extend
only through 1g7r1.

An overview of the development of the country’s financial systerm
is probably best based on the ncw issue ratio, ie. the ratio of the
change in the total sources of funds of financial institutions to gross
national product.

The new issue ratio for the entire period from 1958 through
1971 averaged about one-fifth of gross national product. This ratio
measures, in the broadest terms, the importance of financial institu-
tions in the economy. For this purpose, however, one refinement is
necessary, viz. the elimination of issues that were acquired by other
financial institutions, or in accounting terms a shift of the new issue
ratio of all financial institutions from a combined to a consolidated
basis. If this is done the consolidated new issuc ratio for 1958-1971
is reduced to about one-seventh of gross national product,

Within financial institutions investment banks led, on a combined
basis, with issues amounting to one-tenth of national product for the
entire period 1958-1971, or about two-fifths of the ratio for all financial
institutions. Since part of the issues of development banks was taken
up by loan funds the adjusted, ie. consolidated, issue ratio of the
banks and the funds was only in the order of five per cent of national

product, while their share in the issue of all financial institutions on
a consolidated basis is reduced to about one-third, and that of the
monetary system rises to about one-half,

An alternative measure of the importance of financial institutions
is the relation of their assets to national product. This ratio has kept
on 2 combined basis in the neighbourhood of 200 per cent from the

21 D. Dmvrreyevie, Financial Meckanism of the Yugoslay Economy, mimeo, Jan. 1973.
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late 1g50’s toO the late 1960’ but has been declining during the last
few years to not much over 150 per cent in 1972. On a consolidated
basis the ratios would be lower by between one-tenth and one-fifth.

TasLe IV

COMPONENTS OF NEW ISSUE RATIO OF FINANCIAL INSTITUTIONS

1958-1971
per cent of gross pational product

1, Issuance of Money . + - - « - 2.0 2.9
1. To houscholds . . . « - - - 1.2 1.0 1.3
2, To others . + - « « « « -~ At 0.9 1.6

11, Non-monetary claims of households
against financial institutions . . . 1.3 2.9 2.6
115. Interfinancial jssues . . . - - - 2.8 2.8 2.8
1V. Foreign credits . + « « « - = ° 0.3 1.0 0.9
¥, Other sources (1) . .+ « = + « = 3.7 10.3 8.7
VI. New Issue Ratic . « « - -+ | 13.7 19.0 17.9

1 Inchudes government budget contribution to investment 1oan funds.
Souree of basic date: NBAR, various issues.

An attempt is made in Table IV to break down the combined net
issue ratio of financial institutions into components relevant from
the point of view of financial analysis. For this purpose four principal
components and a heterogeneous residual are being distinguished,
viz. the issuance of money; the incurrence of non-monetary liabilities
to the household sector; issues to other financial institutions, which
must be eliminated from a consolidated new issue ratio; and foreign
assets. The residual item then contains chiefly non-monetary liabil-
ities to the domestic enterprise and government Scctors.

For the period 1958-1971 as @ whole the issuance of money, the
incurrence of non-monetary liabilities (chiefly in the form of various
types of deposits) to households and interfinancial credits each
accounted about one-sixth of total issues. Foreign assets contributed
only five per cent, leaving almost one-half for the residual There
were, however, considerable differences between the first and the
second half of the period which can be followed in Table 1V.
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Since parti i
cular interest attach
es to that part of i
the issues of

financial instituti

stitutions that is tak

s en up b

breakdown of this item in terms ofpits Yrethc houschold sector, a

product is attempted in Table V lation to gross national

DETERMI .
NANTSFIOF HOUSEHOLD SAVING THROUGH CL
NANCIAL INSTITUTIONS, 1958-1972 AIMS ON
1?58 1965 1958
(4] to t
1964 1971 19?71 1978
(1) (2) (8 (4)
1. Ratio of personal income to GNP 0.4
2. Personal gross saving ratio . . . w i i i
9. Share of acquisition of fz i l o
nancial e
to total gross personal saviﬁl; -asfset.s
4. Share of acquisition of clai "
s - : 0.50
1_ir_1anc1al institutions in tcl:;i aai:a]:;l?f
s1t10Lx{1 of financial assets, . . ., q 1,00
a. Money., . . ) . s oo .
--------- .98
b. Non-monetary claims . , . . . 3-23 0‘;8 obt ot
5. Rla.tio of households’ acquisition of e " "
foal(gll\sl ;gamst financial institutions
e e e e e e 0.025 0,042 0.039 0.053

Sources: Line 1 United Nations, Yearbook

1 wm ; ,
972 assumed equal to 1965-71, Lines o of National Account Statistics, various issues:
x>

-5 derived from statistics in NBAR, various issues

For the entir i
e

claims against ﬁnanrfriofi fr.om- 1958 through 1971 the acquisition of
oross fnanell saw 1al 1nstitutions accounted for g2 per cent of total
oy e sa;lng’f‘ 1116 t.he household sector’s acquisition of ﬁna;c)ital
tional comParlys%n. andIS E an extraordinarily high ratio in intcrnz
. ) reflects the restricted i
in Yugoslavia, i : ricted range of financi
corpo fa o sclcatll’ril? particular the absence of govcrimcnt bonfilsaI a(sis "
o] 10 oo e lflcsé The acquisition of financial assets, in tune:llnwOf
the form of urCh0 total grossv personal saving, the other half ta;kilf .
as of Produc]ir duasel;l o dWcﬂ%ngs and of consumer durables, as weigl
in the small riv]; es by pr‘wate entrepreneurs in agricult’ura and

private non-agricultural sector. Total gross personal

. na
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saving amounted to about onc-fifth of total personal income. Personal
income, in turn, was equal to slightly less than one-half of gross
national product, a ratio not uncommon in centrally planned
economics, but considerably lower than in market economies.

The substantial increase in the ratio of household claims against
financial institutions from the first to the second half of the period
— from two and one-half to over four per cent of gross national
product — is due primarily to a full doubling of the personal saving
ratio from one-twelfth to one-fifth of personal income. The share of
the acquisition of claims against financial institutions in gross
financial saving declined moderately. While the share of the house-
hold sectors absorption of money fell by nearly one-half, the share
of non-monetary claims against financial institutions in households’
total gross financial saving rose from less than one-half to nearly
two-thirds. This probably is again an effect of the widening of the
range of financial assets other than money in the second half of the
1960’s. '

Table VI provides an overview of the structure of the assets and
fiabilities of all financial institutions derived from a combination of
the consolidated balance sheets of the four groups of financial institu-
tions distinguished in the fQow-of-funds statistics, for the four bench-
mark dates 1958, 1962, 1966 and 1g72.

Investment credits have at all dates since 1962 rcprescntcd the
largest single use of funds of financial institutions taken together,
and constituted between two-fifths and one-half of total assets. Short-
term bank credits were generally the second largest component of
finacial institutions’ assets, but their share declined sharply for
nearly one-half of total asscts in 1958 to one-sixth in 1972.

Among sources of funds (excluding budget contributions to
investment funds) the issuance of money provided nearly one-half
of the total in 1958 and in 1962, but only onc-fifth in 1966 and 1972.
The different types of deposits accounted for most of the remainder.
The wide fAuctuations in the shares of individual types of deposits
reflect in part the organizational changes in the Yugoslav credit
system and changes in nomenclature that have already been discussed.
The sharp increase in the share of longer-term deposits since the
mid-1960’s, however, is likely to reflect, at least in part, 2 structural
change in depositors’, and particularly, in households’ attitudes and

portfolios.
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6. -
s O?jg ;il:r zﬁfzn::e of corporate stock and the extremely small
nt or enterprise bonds, of ¢
v _ X ransferable mortpa
an Or;)f insurance contracts, the range of financial instrumcftsg?fl’
z g1 avia 1s practically restricted to currency — until rg52 the onl
Ofccdy tra'nsfcrablc financial asset —, and to ‘about a doggn of t o
markcgzzllts ;md sl}ort- and long-term credits, none of Whicgp§:
o prcscntc,t‘ ut wh1}clh can be turned into currency, or deposit money

ation to the issuer either immed; , l
. : ediatel i
stipull\ailtcd in the deposit agreement. yor after an interval
hane b(;?;utilsstagd}ng this lim.ited range of financial instruments the
pave be un(siucd in Yugoslavia to an extent that exceeds that found
TS un er ﬁveloped and even in some devcloped countries
e differ:lstt ﬁe pro}?albly most relevant measure of the importanco
nancial instruments, the rati
o the . r , atio of the change in
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s lmited to the second half i .
SPRI ond half of the life of the
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e data are avai i i
Row ot fndls omparal ailable in the National Bank’s
For i iod net i
e av;lrlae egt{rc period net issues of all types of financial instru-
bigh o iic' Just al?ove one-half of gross national product, a ver
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inst consoﬁsdzt sgr' ed by .other financial institutions are eliminated
1 omsoli ho 1ssue ratto of about 40 per cent of national product, '
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seckors mcwhot over one-half represented borrowing from financial
ons while the rest consisted of direct (trade) credits among
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TasLe VI

1
STRUCTURE OF BALANCE SHEET OF ALL FINANCIAL INSTITUTIONS

1958, 1962, 1966 and 1972
per cent

Uses Sources ?

Gz | 1966 | 1992
1958 | 1962 | 1966 | 1972 1958 | 19 '
el e|w| 6|60 8)

. i 470| 203 202
1. Money. . . . - 2.6 3.1 0.9 0.3 45

2. Other liquid as-
sets . - . e o+ os 2.7

0. 0.1 0.0 44.0| 42.7) 179 16.2

. —_ 2481 218
3. Non-liquid asscts — — 8.6 4.9 3.2

-1 bank _ _ - o

* E?ecgits?ﬂ? P 467 | 41.0| 252 16.1
| —_ —_ 0.6 8.2
> gilt\;estmen . 408 | 5o.g| 4241 515 >
e s ~ ~ >0 ‘

6. Direct credits . — — 0.1 0.4
” _I';oreign exchange 2.4 3.5 4.0 7.1 4.0 5.0 29| 14.6

ems o . . 4 e .

g 7 18.
3 18. 19.6 2.8 5-4, 3[.! 8
8. ()thels ( ) P 4.8 0. .
. 9 T Otal, per cent . 100.0 | ¥00.0 100.0 100.0 100.0 100.0 100.0 100.0
.o - 3 3 7 Q0.
10 Tota]. biu D, . 28.2 6 .0 169.5 4.06.2 14.1 0.4 II 8 k] 3
3 .
GNI (4») . 140 170 151 14-6 70 72 105 0%

1 onetar Y yStCIIl nvest: ent baﬂk.'ln and F eder al and OthEI overnment inves t-
M 5 3 1 TN )4 2L

mcntn fllilmtlsincluding government budget contribution to investment funds.
Q

i d investment funds,
i d credits between banks an nent s are 120
: ff?lrl}]gligﬁg':tigz oifz relations between ﬁnaxécxaldoggéa{llzat;gzsfél:es (:'z.;cé(;z
e i in 1966 an in 1 .
in 1966 and 125 in 1972 for uses, and 74 in 19

Source of underlying figures: NBAR, various issues.
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V1. Financing the Main Sectors of the Economy

1. - The way in which the main sectors are {ilinaﬁcc;i, ie. th:-:1
' ir liabiliti i orms an
: liabilities and capital, and the
rms and sources of their : ' d
1Eiocstination of the funds they use, constitutc one of the main chara
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teristics of a country’s financial structure. In Yugoslavia the neces-
sary data exist, from 1958 on, in the flow-of-funds statistics of the
National Bank, although as usual most of the sectors cover very
large and partly heterogeneous groups of economic units. The
household sector, in particular, includes without distinction both wage
carners, other consumers and the business-type financial activities of
farmers and entrepreneurs in the private sector. The discussion in
this section is necessarily based on the fow-of-funds accounts in their
published form and therefore must follow the sectoring and the
selection of financial instruments adopted in the accounts.

Taere VII
NET NEW ISSUE RATIOS OF FINANCIAL INSTRUMENTS,® 1951-1971
per cent of gross national product
r 1951 | 1958 | 1961 | 1965 [ 1958

to to to to to
1957 | 1960 | 1964 | 1971 | 1971

W 1@ | 6| @] 6

1, Cutrency . . .

..........

082 o081 1.33| 137 133
2.8g| 285} 5.10| 082! 1.62
132 | 11| 55| 1.18 1.eq
— — 0.21 |—0,03 | 0.1

- Deposit money (incldg. float) . . . .
- Savings and other sight deposits . .
. Time deposits up to 12 months , , .
. Restricted deposits

----- e 1.32 ) 1y1| 231 | 1.4g| 1.63

— o2z 0.50] .31 2.67
. Securities matwity . . . . |08 — 040 | o2 o.16
. Contrib, to bank credit fund , . . . — — — 089 | o%o

2
3
4
5
6. Time deposits % over 12 months .
7
8
9

. Short-term bank credits Ce e e 10.00 G.g7 8.8a2 4.7 5.55

10. Investment ‘ from banks. . . . .

— — | 15.58 | 10.82 | 10.87
I1. credits

from other fin. orgs. 9.50 | 11.79
12, Direct (trade) credits

0.79 (—o.go | o.18
....... 585 736 | 3.45| 13.77 | 11.74

......... . L44 | 2.71| 0.34| 048
14. Gold and foreign exchange . . . . . . 0.021 0.49| 1.25! 1.0§

i5. Domestic for, exchange accounts . .

13. Financial transfers

005 004 148 1.39
....... . 1.34 | Lo3| 56| I1.47
17. credits ) long-term . . . . ., ., . . .35 | 1.08{ 243 2.15
8. Others . , . .. ... ...... 410 216 | 1.76| 4%.65| 6.37

16. Foreign % short-term

long-term

19. All instruments . . . . . ..., ., 35.92 | 39.17 | 47.15 | 52.65 | 51.03

! Change in outstandings divided by period’s gross national product.
Source of basic data: NBAR, various issues. (Col. 1: D-M, Table 1.6).
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Before discussing the financing of the main non-financial sectors
an overview based on the total financial assets and the net issues of
both the non-financial and the financial sectors during the period
1958-72 presented in Tables VII-and VIII may be helpful in facilitat-
ing orientation.

First, the total financial assets of all non-financial sectors together
grew about as rapidly from 1958 to 1966 as gross national product,
but considerably faster from 1966 to 1972. Secondly, the non-financial
sectors held over onethird of all financial assets outstanding in
Yugoslavia from 1958 to 1966, but over two-fifths in 1972, Thirdly,
enterprises accounted for about 70 per cent of the total financial
assets of all non-financial sectors, while the share of households
increased from onc-tenth to one-fifth.

Fourthly, the net issues of financial instruments by the non-
financial sectors were equal to about two-thirds of total issues if trade
credit is regarded as such, and to fully one-half if it is excluded.
- Fifthly, the new issue ratio of all domestic non-financial sectors
was remarkably stable at fully 30 per cent of gross national product
— a very high value in international comparison — during the period
of 1958-1971 as well as for the two subperiods of 1958-1964 and

1965-1971 which are separated by the financial reform of the mid-

1960’s.
'Sixthly the outstanding change in the relative importance of the
several sectors as buyers of financial assets is the increase in the
acquisition of financial assets by all domestic non-financial sectors
from 35 per cent in 1958-1964 to 45 per cent in 1965-1971, accounted
for by the rise of the shares of enterprises from about 25 to 35 per
cent and of that of houscholds from six to ten per cent. Both
movements are another reflection of the increasing emphasis on
indirect financing after the reforms of the mid-r1g6o’s.

2.- The “economic organization” sector covers all socialized
worker-managed enterprises and therefore includes the bulk of all
producing units except. in agriculture and to a lesser degree in
handicrafts and small retail trade. It is thus similar in coverage to
the corporate and government enterprise sectors in market economies.

In 1970 11,000 economic organizations were reported as operating.

in Yugoslavia? and it may be assumed that they are practically

2 8.G., 1972, 126 fI

Tarre VITY

5 1958, 1962, 1966 AND 1972

TOTAL FINANCIAL ASSETS AND ISSUES OF MAIN SECTORS
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2. .
Figures refer to periods 1953-62, 1963-66, 1967-72 and 1958-72 respectively,

pancies.

data: NBAR, 1971 (for 1958-1966) and 1972.

I Includes discre
Source of basic
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identical with the economic units covered jby t.hc sector account of tl;e
flow-of funds system. Most of these organizations were small. ij[_ar_y
four out of five had less than 250 employees, and only one out of six
had a capital of over D. 1-74 million ($120,000) or a net product
of over D. 1 million ($80,000). At the other end of the scale there
were 230 enterprises with more than 2,000 .employees, .f]licarly a;
many firms with a capital exceeding D. 15 million ($1.2 mi on.)n:fm
nearly 8o enterprises with a net product of more _than D. 15 mil 1Cc13n.

For the period 1958-1971 as a whole economic enterpriscs had a
financial deficit equal to nine per cent of gross nau.onal producft — :JAE
high level in international comparison — since their gross saving o
16 per cent of national product did not suffice to cover th:{:ni:1 gross
investment of 25 per cent of national product. St}ch a deficit is
found in practically all countries except for short periods. (C()in a net
basis saving would be equal to slightly over ten per cent an mvc‘zsz
ment to nearly 20 per cent of net natlon'al produ‘ct)._ For the perzod
as a whole the gross saving of economic orgfinizat1qns _reprcsente
about twofifths of the national total, while their investments

" accounted for three-fourths of it. , '

Although total funds raised rcmgined at a.pprommately_ the Sim‘c
level compared to national product viz. approximately one-sixth, t cg
structure changed considerably between the ﬁrst and the secon
subperiods, Thus the share of investment credits was nearly cut in
half from almost three-fifths to less than one-third, a.nd that of
short-term credit declined slightly. On the other hand .dn:ect (trade)
credits increased greatly in importance from only ‘one~31xth to nearly
onc-half of all issues, and in the second subperiod were equal to
over 140 per cent of the increase.in inventories compared to less
than 50 per cent in the first subperiod. ' -

As a part of the financial reforms of the m1d-19§0s the
authorities tried to encourage the sale of bonds of ef:onom_lc enter-
prises to financial institutions and particularly to private 1nvest0ri].
Until the late 1960’s such issues remained very rare. In 1970 arll
1971, however, the issue of non-government bon(.is. increased shafrl? Y,
half a dozen issues in each of these two years raising D. 2.25 billion
and D. 1.65 billion respectively,? equal to L3 and oy per cent oi
national product or, a more relevant comparison, about six per cen

23 Jugoslavensko Bankarsivo, March 1972, 44 fl.
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in 1970 and four per cent in 1971 of total funds raised by economic
organizations,

Changes in the relative importance of financial uses of funds
were also substantial. Accumulation of liquid or semi-liquid financial
assets absorbed about one-third of all financial uses of funds in the
first subperiod, but only one-seventh in the sccond. On the other
hand, the share of direct credits to customers and suppliers rose from
one-half to over threefifths of all financial uses of funds. ‘This
considerable increase in the relative importance of direct (trade)
credit among both uses and sources of funds of economic organizations
probably reflects changes in the methods of doing business among
enterprises, as the relative importance of inventory accumulation
remained unchanged at about onefifth of all uses of funds (gross
investment plus acquisition of financial assets).

3. - Since the units that would in a market economy be classified
as government enterprises are included in the Yugoslav flow-of funds
statistics in the economic organizations sector saving and budget
contributions to investment loan funds are treated as current ex-
penditures, investment and financial uses and sources of funds of
government proper are very small,

For the period from 1958 through 1971 the gross saving of all
government units amounted to only slightly more than one per cent
of national product, saving of nearly two per cent by republican, etc.
governments being partly offset by dis-saving of the Federal govern-
ment. Government investment was small (1.6 per ceat) and mostly
undertaken by republican and local governments. Thus government
saving financed only about one-third of government investment,
although it did so to the extent of about 95 per cent in the case of
republican and local governments. The financial deficit of all
governmental units of 1.5 per cent of national product, together with
small additions to financial assets, was financed mainly by short-term
domestic bank eredit and by foreign credits. Government loans were
limited to two small issues in 1948 and 1950 and to a fairly small loan
in 1963-64 for the reconstruction of Skopje after a severe earthquake. ™

Differences between the two subperiods are substantial. Thus
the financial deficit was cut in half from 2.5 1n 1658-1964 to 1.2 per
cent of national product in 1965-1971, and borrowing declined from

24 D-M, 3g, 65.
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nearly four per cent of national product in the first to less than two
per cent in the second subperiod. The reduction affected both do-
mestic short-term bank credits which declined from 1.6 to 1.0 per
cent of national product; and foreign longterm credit which was
reduced from about one to one-half per cent of national product,
foreign borrowing by Yugoslav financial institutions being sub-
stituted for direct foreign borrowing by the Federal government.

4. - The heterogencous sector of “other organizations” showed
for the period as a whole a small financial surplus — slightly below
one per cent of gross national product — the result of gross saving
of less than three per cent and gross investment of almost two per cent.
Its financial activities were likewise small. Acquisition of financial
assets amounted to only one and one-half per cent of national product,

redominantly in the form of sight and time deposits. Almost all
of the small borrowings were in the form of investment credits from

banks.

. - Contrary to the experience in most market economies the
household sector, including farms and shops outside the socialist

sector, accounted in the 1958-1971 period for not much more than
onefourth of the saving of all non-financial sectors, far behind

economic organizations, but well ahead of the government. Since,
however, the sector was responsible for only one-seventh of national
investment, its financial surplus with 2.6 per cent of national product
was larger than that of any other sector.

Acquisition of financial assets equalled slightly more than four
per cent of national product, or about ten per cent of personal
disposable income, a fairly high ratio in international comparison.
As a result of the limited range of financial instruments available to
investors over 30 per cent of the increase in financial asset holdings
took the form of accumulation of currency, partly necessitated by the
sharp rise in the price level. This is suggested by the fact that the
currency holdings of households in 1970 were equal to about one-
sixth of personal consumption, a proportion only slightly higher than
the one-seventh of 1g62. Savings and other sight deposits on the
one hand, and time deposits maturing in more than twelve months
on the other, accounted for about one-fourth and one-seventh respect-
ively of the total accumulation of financial assets.

The Financial Development of Yugoslavia

Tasre IX

SOURCES AND USES OF FUNDS OF HOUSEHOLDS, 1g58-1972
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Borrowing by houscholds was equal for the period as a whole to
not much over one and one-half per cent of national product, and to
about three per cent of personal consumption. In view of the recent
introduction and limited availability of instalment credit it is likely
that most of the dcbt of the household sector was contracted by
consumers to finance the acquisition of their home or by farmers,
craftsmen and small retailers for use in their husinesses.

The striking and significant feature of the household sector’s

uses-and-sources-of funds account is the difference shown between the
two subperiods of 1958-1964 and 1965-T971. In the earlier subperiod
currency accounted for one-half of the increase of all financial assets,
while the share of currency in the later period was not much in excess
of one-fourth. The share of short-term deposits did not change much
declining from over one-third to onefourth, Time deposits with a
maturity of over 12 months, however, increased from only five per cent
to one-sixth of the total acquisition of financial assets. Deposits with
domestic banks in terms of foreign currency, which were introduced
during the second period, nevertheless accounted for onefifth of all
financial asset acquisition of the household sector for the entire
period. All shifts indicate a tendency on the part of households to pay
greater attention in the allocation of their savings to the interest rate
paid on the different instruments and to their resistance to erosion by
increases in the domestic price level. The same tendency is evident
in the increase in the ratio of acquisition of tangible assets to
disposable income, though the ratio of gross saving through tangible
and saving through financial assets did not increase. This, however,
may reflect the difficulty consumers still have in acquiring homes
and cars rather than a voluntary decision on their part not to change
the allocation of their saving between real and financial assets.

The household sector is so heterogencous that serious analysis
requires a breakdown into its main components. No such breakdown
is provided in the Aow-of-funds, nor is it available elsewhere. In
this situation there is some interest in the information on the saving
and dis-saving of a sample of houscholds in 1968, notwithstanding
the well known limitations of such surveys and the usual inability of
reconciling the survey findings with the aggregative figures of the
How-of-funds statistics. For this reason the survey results should be
used only to learn something about the differences in the volume and

25 GAVEZNI ZAVOD Za STATISTIRU, Statisticki Bilten, No. 654, 15.
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:{t}ru;tu_re ofbsav]:i)?g of households of different income levels, but not
erive ow-up esti i ’ i
Componems.y p cstimates of aggregate saving and of its
The survey shows only few clear relationships between level of
hogschold. income and the wvarious components of saving and di
saving. Financial saving (accumulation minus reduction (ﬁ finan 'lsi
asscts) averages only two per cent for the entire sample — con 'c(lzla
ably less than the ratio derivable from the flow-of-funds accounst1 =
and shows very little correlation with income, rising onl froms a—
average of slightly above one per cent of income in the fz;ur lowe;:
income groups to between two and three per cent for the middl
income groups and becoming fractionally negative for the hi hesi
group. The positive value of total saving (ie. gross savin lcssgdis-
saving, but without allowance for depreciation on dwclglin s and
consumer durables which averages 16 per cent for all income %ou 5)
as well as the rise in the ratio from less than four per cﬁntzcjr in Ft)h(;
10wc§t to 30 per cent in the highest income group, are due to th
relatively large excess of expenditures on dwelling,s and consumce
durablc§ over consumer credit. Even after allowing for de reciatio;
tht?. ratio of net saving through tangible assets should bi in the
neighbourhood of seven to nine per cent of income, rising from about

.

Vil. The National Balance Sheet

The national balance sheet, which brings together estimates of
Fhe value of the main types of tangible assets and of financial
instruments, may be regarded as a convenient summary of a country’s
financial structure at a given date. Since estimates exist for natiorzrai
ws:alth and, in particular, for reproducible tangible assets, up to the
mld-'1960’s, and since the National Bank’s ﬁow—of—funcis accounts
provide annual figures for the financial assets and liabilities of about
ten sectors from 1957 on, it is possible to draw up annual scctorized
national balance sheets for over a decade starting in rg57 althm; h
figures for. the value of land have to be roughly estimateé? For tl%is
stuc_iy, which is primarily devoted to longer term movements, annual
national balance sheets are not needed, but it is necessary ,to have
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themn for at least one year in the carly stages of Yugoslavia’s financial
development and for one fairly recent year. An attempt has, there-
fore, been made to draw up a national balance sheet for the years
1952, 1962 and 1972, the figures for financial assets in 1952 being
largely conjectural. The balance sheets distinguish only two sectors,
the first consisting of the five non-financial sectors of the National
Bank’s Aow-of-funds system, while the second combines the system’s
threc or four groups of financial institutions. Full sectorization is
not feasible for 1952 because the flow-of-funds system does not go
back to this year; nor for rg72 because of the absence of a sectorized
national wealth estimate and the impossibility, or at least the very
great difficulty, of developing such an estimate independently. The
balance shects for 1952, 1962 and 1g72 are shown in Table X in
absolute figures at current prices.

What is probably the most important single indicator of financial
structure, the financial interrelations ratio, ie. the ratio of financial
to tangible assets, has shown a definite and continuous upward trend,
rising from not much over 0.20 in 1952 to about 050 in 1962 and
approximately 0.65 in 1972, a ratio. near to that one would expect
among market economies of a country at Yugoslavia’s present level
of development.? While all these cstimates are subject to a wide
margin of error there can be little doubt that the financial interrela-
tions ratio of Yugoslavia rose sharply during the 1950’s and continued
to advance substantially, though less spectacularly, during the 1960%.

The observed financial interrelations ratio of 1972 of 0.66 may
be compared with the value of the ratio obtained from the formula #®

- F
FIRy =7 [« By B+ @ + 81 + VV"%—

where © (the truncation ratio); o (the multiplier, very close to the
reciprocal of the rate of growth of gross national preduct in current
prices); &, @ and § (the net issue ratios of non-financial sectors,
financial institutions and the rest of the world) all refer to the two

decades 1953-1972.

26 The estimate for 1gs2 is the result of assuming that the total value of financial
assets moved between 1o52 and 1938 parallel (o total liquid resources as shown in D-M, 250.
27 These estimates are compatible with those of G. Nikic who puts the ratio of
financial assets to reproducible tangible assets — necessarily higher than the financial
interrelations ratie — at o.51 for 1958, 0.64 for 1962 and o.6g for 1g66.
28 For the derivation of this formula see R, W. GolpsMITs, Finaneial Structure and

Development, 196g, 86 f.
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I, Tangible Assets

e

2. Reprod. tang. assets

3. Inventories . .

4. All tangible assets .

II.  Financial Assets

1. Lssued mainly by finan-

cial institutions

a. Money

b. Deposits

¢. For. exch, accts.

wd wuld wnd

2. Issued mainly by others

a. Short term

15)

bank credits S

b. Investment
credits

U
S

¢. Direct credits U

5

3. Gold & for. exchange U
5

4. Other financial assets U
s

5. All financial assets U

IIE Al assets. . . .
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Tasre X
NATIONAL BALANCE SHEET, 1952, 1g62 AND 1992
bill. dinars
Nonfinancial | Financial Insti- | All Domestic
Sectors tions Sectors
1952 |1962 (1972 |rg52 [rgbz {1972 1952 (1962 |1972
M{@]|6|W|6| 6|6 @
21| 45 8o —} —| —| 21| 45| 18
56| 128| 650 —| —! —| 56| r28 650
9| 53880 —| —| —! 9 53|38
86 | 226 (1210 ~—f —| —| 86| 226 1210
3.2 10| 591 — 2 1] g.2| 12| 6o
= =—| —| 82| 14| 6o| 3.2} 14| 6o
3.5 7t 871 — of 20| 3.5 7| 107
—| —| ™| 35| 3| 17} 3.5| 13| 114
0.9 1] 22| 0.4 1| 13| 1.3 1
0.4 8] 56| o9 2| 44| 1.3] 19 1?)15:
—| = —| %.x| 26| 66| 7.1| 26| 66
71| 25 66| —| —1 —| 71| =5i 66
—_ - 81 —| 32| 209 —| 32| 217
—| 32| 209| —1 — 8 —| 32| 217
(2.0){ 13| 1585| —| — 2|(z.0)}] 13] 1
(2.0)| 12| 152] —| —[ —](2.0) 12 lgg
e 6| oa 1} 16| ou 1] 22
I g r| 8 2| 88
- 3 z| 854 . 2| 884
(96) | 31| 344| 76} 62| 407/17.2
g 8 934 751
{9.5) 71 486 7.6| 31| 310|171 108 736
96 | 257 [1554 8] 62| 407 103 3191961
institutions.

! Includes 56 claims and liabilities among financial

Source of basic data: NBAR, various issues.
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- Inserting the appropriate observed approximate values into the
above equation yields

FIR,; = 0.96 [6.6 X 0.26 {0.26 + 0.16 —0.03)] + 0.01 = 0.65
indicating a close correspondence  between the observed value and
that derived from the formula. More importantly, the formula
indicates that the observed value of 0.65 is the result of a combination
of a relatively low value — in international comparison — of «, which
in turn reflects the high rate of growth of gross national product in
current prices (nearly 18 per cent per year), with high pew issue
ratios of non-financial and financial sectors.

In 1952 the value of land has been estimated by Vinski as equal
to about ope-fourth of that of tangible reproducible assets and hence
to about one-fifth of total national wealth. In the absence of later
estimates it may be assumed that these ratios, which are of interest
for the analysis of financial structure because of the usually different
methods of financing land, structures, equipment and inventories,

Sources Table X

1. Vinski, Procjena Nacionalnog, Bogatstva po Prodrugjima

Fugoslavije, 1959, 276.

1962, 1972 Dxtrapolated from 1952 value on basic changes in line
2 and in agricultural prices.

Lines I-1 1952

Grdjic, 24; estimate for 1952 obtained by multiplying
Grdjic’s figure in 1962 prices by average of industrial
goods and construction cost prices, {§.G., 1972).

Obtained by adding to 1962 figure annual net capital
formation in 1962 prices and multiplying cumulated
figure by ratio of 1070 to 1962 prices of average of indus-
trial goods prices and construction costs; rough extrapo-

lation from 1970 to 1972,

Line I-2 1952, 1962

1972

Grdjic, loc. eit.; estimate for 1952 obtained by multi-
plying Grdjic’s figure in 1962 prices by gross national
product deflator.

Obtained by adding to 1962 figure annual inventory
accumulation in current prices ($.G., 1972, 104) reduced
to 1962 prices and multiplying cumulated figure by ratio
of 1g70 to 1962 gross national product deflator; rough

extrapolation from 1970 to I1972.

Line I-3 1952, 1962

1972

Statisticki Billen, Feb. 1962, 87, except for line II-zc,
which is a very rough estimate.

1962 NBAR, 1g70, 66 ff.
1972 NBAR, 1972, Appendix IL

Lines Il 1-5 1952
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have declin;d in line with the industrialization of the count and th
accompanying reduction of the relative importance of ar);icultt N
If-land prices are assumed to have moved parallel to agriculture'
prlu::f:-s:1 the ratio would have fallen by 1972 to about on%;—sixthur:;lf1
f;gloth?mble tangible assets and to about one-seventh of national
In. Yggoslavia probably the main distinction to be made amo
financial tnstruments is based on maturity, because short-term instfug-
Ezgts Wierc_: until very reccnt'ly sup}_)osed, at least in theory, to be
d exc usively for the ﬁnancmg of inventories and other short-ter
activities, the ﬁnancing of fixed assets being limited by the a 1‘;1
gblhty of long-term funds. It is then found that short—tcfm fin Va}}
instruments (defined to include all instrurments other than invesil nen
crcd%ts, contributions to credit funds of banks and forei n lon ttnent
credits) a§countcd for about three-fifths of all ﬁnanc%al asst(tgt-t:r?n
1.962 and in 1g972. If, however, the net worth of economic organi .
tions and of financial institutions were added to long-term gl s
the share of short-term instruments in the total of ﬁfancial Ciéutm .
ments outstanding would be much lower, certainly well below omflsl:llfé-

VIlI. Developments in 1972 and 1973

Chal—;?t 19'72dartl,d 1973 the Yugoslay economy passed through a period
crized Dy poor crops, a deceleration in the rate of growth of
non—:ztgrlcultural production though the volume of industrial output
cpntmucd to grow at an annual rate of seven per cent, and a sta N
Eon of the volm:nc of real investment and in real waées on thegclnlr?é
, ljlnd ; and a rapid .exp.ans.ion‘of the volume of money and credit and
he assets of ﬁnancxal institutions as well as a continuation of a rapid
ris¢ in the price level and a devaluation of the dinar in relation to Ishe
dollar by fzbout 15 per cent, on the other. The main consolation
:v?ls a _cons1derab1§ mprovement in the balance of payments position,
eflecting a freezing of the volume of imports in the face of a
substantlal‘mcrcase in exports, tourist receipts and workers’ remit
tances, which permitted an increase in the gross foreign assets of the_
banking system from 6 bill. dinar at the end of 1971 to 26 bill. two
years later — still only seven per cent of national product an& less
l:h:'m_ four months’ imports —, though net foreign reserves were still
minimal, at only 5 bill, dinar, even at the end of 1973.
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In the two years ending with 1973 the volume of money in
circulation almost doubled, in part reflecting a sharp increase in net
foreign receipts which the National Bank did not succeed in neutral-
izing. Demand deposits rose by 120 per cent while non-monetary
deposits expanded by only 35 per cent, due mainly to the slow
growth in deposits with a maturity of over 12 months and of
restricted deposits. The assets of financial institutions expanded by
nearly 50 per cent. The rise in the price and wage level of about
40 per cent, while considerably higher than in preceding years
(196771 average less than nine per cent), remained considerably
below the cxpansion of the volume of money and credit, even allow-
ing for the small increase in the volume of output, indicating a
substantial lag, already observed in the past in Yugoslavia, in the
effect of changes in the quantity of money on the price level.

Some important institutional changes occurred late in 1972
which began to be reflected in the data for 1973 and are likely to be-
come more important in later years. Among them is the abolition of
the long standing formally sharp scparation between the short-term
deposits and operations of banks on the one hand and medium-term
deposits and loans on the other, a separation probably often observed
more in the letter than in the spirit. Another is a further concentra-
tion and branch expansion among business banks, coupled with a
geographic decentralization of decision making within each of the
large banks or bank groups with respect to domestic, though not to
foreign, operations, a development which is in line with similar
tendencies in other sectors of the economy.

IX. The Significance of the Yugoslav Experience

The principal lesson of the Yugoslav experience over the last
three decades is the possibility, but at the same time the great
difficulty, of combining a system involving communal (government or
workers’) ownership of most means of production as well as a
substantial degree of planning and of financing investment by the
central and local governments, with the existence of a genuine
financial system, that collects the voluntary savings of individuals and
enterprises, that distributes credits to a considerable degree on the
basis of the judgment of its managers rather than following govern-
ment directives, that finances foreign trade on essentially business
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Prmcip_les, and that discharges its functions with a reasonable and
increasing degree of efficiency and competence. This is no mean
achievement, Nothing like it has been attempted in any centrall
planned cconomy. In fact, the Yugoslav financial system may at thz
present time be less dependent on or subject to government }*;idanc
?nd mterfcrcgce, and be more effective as an allocator of fuﬁds thar?
is the case in many third world countries that have nominall
maintained private ownership of most means of production ¢

It has taken the Yugoslav financial system most of thc. last two
decac!es to reach this level of independence and efficiency, not without
occasional setbacks; and the main progress has becn, made sizu

Fhe general economic reforms of the mid-1g60’s. Among the m e
important features of this development are (a) t'he conccitrationor;
the Naroc.lna Banka on its central banking functions abandoniriJ
most of d1r§ct lending to enterprises and government (,)r anizationsg
which cc-n§t1tutcd a substantial part of its activities in thgc first halé
of the period, to the deposit (business) banks and transferring its
social accounting functions to a separate and independent govcrnr%]cnt
agency; (b) the development of deposit banks from local and generall
small .and pr.imitiv'e institutions limited in their lendin a%\d fung
f:ollcct}ng actlvitic.s to enterprises, other organizations andgindividuals
in their community, to variegated financial intermediaries operatin
along modcm.methods through 2 net of branches or affiliates over g
narrower or WlC!CI territory, in some cases the entire Federal Republic
a development involving a rapid process of concentration in ap small
number of large institutions, which is now as pronounced as in
Western countries; and (c) recently the abandonment of the previous
forr'nally strict separation between short-term financing of gorkiu
capital and the medium- and long-term financing of fixed assc:t;g
and of the corresponding separation of deposits with short or ibnoc;
(above 12 {nonths) maturity, a principle which had originally led
to the creation of separate institutions for these two types of opcrafion
ar%d later to the coexistence within one institution of two déparf'r:heﬁts
with separate accounts and separate sources of funds. . As-a result
tl‘le Nzilrodna Banka and the deposit banks now do not basu:ally

differ in their character and operations from their count'ei"'pa;tﬁ'”in.

the West. A similar trend towards “westernization” is visible in
the last few years in the sharply increasing share of househiold saving

as a source of funds. .
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The Yugoslav financial system nevertheless still carries not a
few marks of its origin in which moncy was the only financial asset
available to the public and a monobank exercised far-reaching control
over all financial activities in accordance with a centrally determined
plan. Thus the range of financial assets available to enterprises and
households is still very limited, essentially to about half a dozen
types of deposits with business banks, a range significantly inclnding
deposits in term of foreign currencies. The volume of bonds cutstand-
ing is minimal and there are, of course, no corporate shares, except
those of the business banks which are available only to government
organizations and enterprises though they are transferable among
them. There is no market for short- or long-term debt instruments
and hence no possibility of open-market operations by the Central
Bank. Similarly banks constitute the only financial institutions
accessible to the public, other types such as life insurance organiz-
ations or parallels to Western mortgage, consumer finance or invest-
ment institutions being non-existent or of hardly any importance.
On the other hand the government investment loan funds, financed
from the budget, still play a very important role, accounting for over
one-fourth of the assets of all financial institutions though much of
their lending, essentially on medium- and long-term, is now chan-
nelled through the deposit banks. Finally, interest rates applied at
relatively low, stable and undifferentiated rates to loans as well as
deposits are still unable to exercise their function as allocators of
funds and have generally been negative in real terms throughout
most of the period. |

How the recent effort to reassert the prerogatives of the central
government and of the party in the cconomic as well as in the political
sphere and at the same time further to decentralize decision making
and to increase the substance of worker management in enterprises
will affect the Yugoslav financial system remains to be seen. There is
reason to believe, however, that the system is now sufficiently de-
veloped and flexible enough to adapt itself to the changes that may
becotne necessary, and to continue doing a reasonably efficient job in
financing the country’s domestic investment and its international
transactions.

Raymonp W. GOLDSMITH

New Haven






