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""SHAREHOLDING™ IN YUGOSLAV THEORY AND PRACTICE 1)
Milica UVALIC

European University Institute, Florence

Introduct ion

In spite of a variety of new mechanisms introduced into the
Yugoslav financial system in the past 35 years, there is one finan-
cial instrument - equity shares - that has never been considered a
possible form of financial innovation. The reasons clearly emerge
from the existing system of property rights. After the official
abolition of state property in 1953, all capital assets became so-
cial property. Enterprises were not granted property rights, but
only the right to use socially-owned resources. These regulations
have remained intact in the course of the next decades. The 1976
Associated Labour Act (ALA) clearly states that "no one may acquire
the right of ownership over social resources”™ (Art. 12).

Nevertheless, the economic reform implemented during the 1970s
resulted in the adoption of several arrangements that resemble
shareholding schemes. The main purpose of this paper is to discuss
some of these arrangements (part 1). Discussions about shareholding
in Yugoslavia will then be reviewed, the writings of E. Kardelj, as
well as recent proposals of Yugoslav economists (part 2). A survey
on workers® opinion about shareholding is also presented (part 3).

Finally, some concluding remarks are made.



1.Existing arrangements and their implementation

Among the various problems that emerged after the 1965
economic reform, were also the ones of growing concentration of
economic power in banks, large trade organisations and monopolistic
groupings, and the related problems of *group-ownership™ tendencies
and of “autonomous'™ financial capital. These problems were
evaluated by .Yugoslav authorities as being directly in conflict
with self-management, because they implied vrental income for
privileged classes, and the deprivation of workers of a part of in-
come produced. Consequently, the 1970s economic reform was supposed
to: first, enable enterprises to appropriate a larger part of in-
come; and second, decrease the role of banks, by introducing new
forms of mobilizing savings that would not necessarily require
their intermediation. The pursuing of both of these objectives
resulted in arrangements that resemble, or could have resembled
shareholding.
1.1 Workers® *shareholding"

At the enterprise level, a solution was sought in introducing
a system of workers®™ remuneration based on the contribution of not
only their "live" (current) labour, but also "past” (embodied)
labour. "Past labour™ is a synonym for capital. Since workers
directly contribute to its increase through their investment deci-
sions, they ought to be rewarded by receiving a part of income on
this basis. The scheme was thus intended as an incentive for
stimulating workers® willingness to invest.

In all of the major documents adopted during the 1970s - the

1971 Ammendments, the 1974 Constitution and the 1976 Associated



Labour Act - workers® past labour is explicitly recognised as a
criteria that determines the level of personal incomes. However,
legal provisions on past labour are very general. 2) They clearly
state only that past labour should be rewarded, but there is no in-
dication as to how an individual®s contribution to capital increase
should be measured, according to which criteria, and in which form
it should be rewarded. Details concerning past labour rewards ought
to be specified in seif-management acts of the enterprise, which
are Tfirm-specific, the only restriction being that these acts may
not be contrary to social compacts concluded by the enterprise
(Art. 128, ALA). And without precisely defined methods on rewarding
past labour, it is not surprising that in every-day practice the
scheme has been implemented in a rather simplistic way.

The common feature is that past labour rewards are usually
determined in proportion to seniority. For each year of employment,
usually starting with the second year, a worker is given an addi-
tional percentage (around 0.5%) of his personal income.3) However,
such a reward is usually linked to the total number of years a
worker has been employed in the social sector, and hence the scheme
does not guarantee a worker®s stimulus for efficient management of
capital (and investment) of the enterprise where he is employed.

Besides the described mechanism, in some enterprises an idem-
nity in cash is given to workers that are about to retire. However,
given that the amount usually does not represent more than a
worker®s monthly, or two months personal income, neither can this
form of rewarding worxers represent an adequate compensation for

their investment decisions.



Several Yugoslav economists have critisized the way the scheme
is being implemented in practice, claiming that it represents a
misinterpretation of the original idea advanced by Kardelj. In
fact, Kardelj himself complained that the scheme did not have a
positive impact on workers® motivation to invest, since bonuses on
seniority are considered more as an instrument of social policy, a
part of the distribution system, than as an economic right of a
worker linked to his investment decisions (1971a, p. 248).

Since the implementation of the past labour scheme did not
result in its further elaboration in practice, the need was felt to
regulate the issue further. After long discussions and 7 versions
of a law on past labour 4), in 1982 the “Law on Enlarged
Reproduction and Past Labour™ (LERPL) was finally adopted. However,
in spite of 24 articles devoted specifically to past labour, the
Law does not clarify some of the crucial issues.

The procedure for determining the amount of income to be
devoted to past labour rewards is rather complicated (see Art. 60-
69). This part of income is determined on the basis of not only 8
obligatory indicators for evaluating obtained business results, as
prescribed in Art. 141 of the ALA, but also of other three criteria
(Art. 65). The indicators are not only numerous, but are not
mutually consistent: already the ones contained in the ALA have
been demonstrated to be conflictual (see Babic, 1982). What is
surprising is that these resources need not necessarily be used in
the enterprise that has realized them (Art. 67, 68), and need not

be devoted exclusively to rewarding past labour (Art. 69).



Furthermore, the Law does not ensure that an individual worker
will be rewarded according to the quantity and quality of past
labour he has personally contributed (see Art. 70-83). Two out of
three elements that determine a worker"s contribution are based on
his contribution together with other workers, and thus the incen-
tive is more of a collective, than of an individual nature.
Moreover, the Law does not offer concrete instructions on how to
measure a past labour contribution. The only significant innovation
of the Law respect to the ALA is the possibility of realizing the
right to past labour after a worker®s termination of employment
(Art. 78), probably in order to legalize what is effectively being
done in practice.

Since existing legal norms on past labour were not satisfac-
tory, a new system is presently being elaborated. An attempt has
been made to define the part of income to be devoted to past labour
rewards more accurately, by linking it to obtained "rentability" of
an enterprise, ‘'rentability"” being defined as a ratio between ac-
cumulation (net savings) and average utilised business assets
(capital).5) However, the rentability rate, instead of being calcu-
lated as a ratio between accumulation and total business assets of
an enterprise, ought to have taken into account only returns from
own capital (Dumezic, 1986). It has finally been recognized that
the seniority criteria 1is not satisfactory,6) but past labour
rewards are simply the positive difference between gross personal
incomes and personal incomes for current labour, to be distributed
in every enterprise that allocates a part of net income to ac-

cumulation. Hence, in all enterprises, as a minimum to be allocated



to accumulation is a legal requirement. Therefore, even if an en-
terprise allocates a minimum to accumulation, and incurs losses
from investing these resources, it will reward its workers, instead
of penalizing them!

In conclusion, while the past labour scheme might have con-
tributed to the appropriation by the enterprise of a larger part of
income produced, it has done little to increase a worker"s motiva-
tion to invest. Even if it had been introduced in a more
operational way, by directly linking the amount of income to be
devoted to past labour rewards to efficiency of invested resources,
it would not have motivated workers to invest, because of a
specific obligation linked to the use of socially-owned resources.
Yugoslav firms are obliged to maintain the value of their fixed as-
sets, in the sense that all reductions caused by the sale of
assets, or diminished in the course of operation, have to be
replenished. This restriction has a negative impact on workers”®
willingness to invest: it implies, as first suggested by the
theories of Vanek (1971) and Pejovic and Furubotn (1969-1980) (see
Uvalic, 1986), that the collective will not be able to recover the
principal of an investment in their enterprise, as such resources,
once invested, become part of socially-owned capital stock that
subsequently cannot be decreased.

In reference to shareholding, had Kardelj"s scheme been imple-
mented in a way as to link more directly past labour rewards to
capital returns, the scheme could have effectively had had certain
characteristics of shareholding. Workers would be rewarded for in-

vesting retained earnings in capital stock (instead of distributing



them in the form of personal incomes), by participating in the
firm*s profits in proportion to investment yields. A worker would
be able, just like a shareholder, to count on a personal return on
a part of equity of the enterprise, while the firm would be able to
obtain, similarly to what is obtained by the issuing of shares, ad-
ditional capital.

However, an important limitation would remain concerning the
possibility of converting shares into liquid assets. The collective
would not be able to cash in past labour rights, as workers are not
permitted to liquidate the enterprise voluntarily and distribute
the proceeds, and neither would the individual worker be able to
cash in these rights, as he cannot transfer them to other in-
dividuals. Therefore, under existing institutional arrangements in
Yugoslavia, past labour rewards could at best have taken the form
of non-transferable, non-marketable dividends.
1.2.0ther forms of shareholding

The 1970s economic reform introduced several other instruments
that were meant to mobilize savings externally, thus allowing a
form of shareholding by outsiders.

At the enterprise level, one of the possible forms of the so-
called "pooling of labour and resources" is for one enterprise to
invest in another. What is effectively being pooled is the invest-
ing enterprise”s financial resources with labour and resources of
the enterprise invested in. Once the pooling of labour and
resources is established through the signing of a self-management

agreement, the participants are supposed to jointly share income



and risk, and influence the business and development policy of the
firm (ALA, Art. 64-65).

However, legal provisions of the ALA do not seem very stimula-
tive for the investing enterprise.7) First, although the investing
enterprise is supposed to receive both a refund of invested capital
and a compensation (Art. 84), the enterprise invested in is given
priority in income distribution (Art. 82).8) Second, the pos-
sibility of a permanent share in the income of the enterprise
invested in is clearly excluded (Art. 83, 85).9) Third, contrary to
the envisaged "joint bearing of risk™, it is the investing en-
terprise that bears all the risk: once the time-limit of the
contract has expired, it has no further rights in recovering in-
vested capital, while the enterprise invested in is ensured, in
advance, even a part of income for accumulation (Art. 82). Finally,
it is even envisaged that the investing enterprise may renounce its
right to the restitution of pooled resources (Art. 85).

Therefore it is not surprising that this form of pooling
resources has not had a significant role in stimulating investment
in other firms. Out of total long-term investment of firms, in 1984
only 13.2% had been invested in other enterprises (SZS, 1986, p.
43). In 1981, long-term bank credits to enterprises were eleven
times higher than Jlong-term pooled resources among enterprises,
while the ratio between short-term obligations of enterprises on
the basis of pooled resources, and different kinds of bonds, bank
credits and other direct credits, was 1:1.5:10:20 (Mramor, 1984, p.

82, 86).



The 1982 LERPL merely elaborates the legal provisions already
contained in the ALA. It confirms the temporary character of a con-
tract concluded by the two enterprises, and provides an additional
element to protect the enterprise invested in. The only exception
to the rule that the partnership ends when the time-limit of the
agreement has expired, is Hin cases that the time-limit has been
overpassed by the fault of the enterprise invested in" (Art. 39).
Therefore, if the enterprise invested in encounters difficulties in
realizing a joint project, it can prolong the duration of the con-
tract, and hence effectively postpone its obligations towards the
investing enterprise (instead of being in some way penalized)!

Had the scheme of investing in other enterprises allowed a
permanent sharing of income by the two enterprises, and had the
joint bearing of risk been ensured, the instrument could have rep-
resented a form of shareholding of one socially-owned enterprise in
another.

Another form of pooling resources is the type that occurs when
a bank is formed. Banks have during the 1970s been transformed into
"service agencies" of enterprises, operating under direct control
of its founding members. A bank can be founded by enterprises and
self-managed communities of interest (prior to 1977, also by
sociopolitical communities), which sign a self-management agreement
on the bank"s foundation (ALA, Art. 16). The founders of a bank may
contribute an initial amount of capital, but this is from 1977 no
longer obligatory. Founding members guarantee all obligations of a
bank with their own resources, and thus jointly carry the liability

for the bank"s operations. All decisions are made not by workers of
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a bank, but by the bank"s members, which all have equal say at the
general assembly, irrespective of invested capital.10) After
operating costs have been covered and resources set aside for the
bank®s work community, all new income is distributed among founding
members, both depositors and borrowers, as it is considered that
both borrowing and lending contribute to the bank"s income. The
distribution of income is carried out proportionately to the
“contribution” made by these organisations, to be determined in a
self-management agreement (ALA, Art. 89).

For the different forms of pooling of resources, the 1971 “Law
on Securities" envisages the use of certificates of pooled
resources, which entitle the bearer to participate in both profits
and management. These certificates have a minimum redemption period
of 10 years, can be issued by an enterprise, a bank, or an in-
surance company, and are transferable to other enterprises, banks,
and sociopolitical communities. Certificates issued by an en-
terprise can be subscribed only by another enterprise or a foreign
firm; those by a bank, by enterprises, communities of interest, and
sociopolitical communities; and by an insurance company, in addi-
tion to the above categories, also by banks (Art. 16-23, 46, 52-55,
Law on Securities).

Pooling of financial resources in a bank resembles sharehold-
ing insofar as it ensures founding members participation in
profits, management, and the joint bearing of risk, but differs
fundamentally from shareholding because it gives such a right to
all members, not only depositors, but also borrowers, and hence ir-

respective of invested capital.
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The certificate of pooled resources, when compared to other
types of securities existing in Yugoslavia, is undoubtedly the one
that comes closest to shares. However, in spite of being a long-
term security, this certificate is also redeemable (as all other
types of securities in Yugoslavia), and it cannot be subscribed by
households.

At the level of the individual, existing laws envisage dif-
ferent ways of mobilizing private savings of individuals in
intermediate forms of enterprises, based on a mixture of private
capital and the self-management system. The first of these forms is
a "contractual organisation of associated labour™ (COAL), in which
an individual pools his labour and privately-owned resources with
labour of other workers on a self-management basis. The individual
receives a compensation for the resources he has invested, par-
ticipates in profits, and has the right to run, as manager, the
business of a COAL for which he receives personal income. Private
capital in a COAL can be contributed by more than one individual.

Although the ALA envisages the participation of different or-
ganisations with their socially-owned assets in the establishement
of a COAL (Art. 306), in practice existing COALs have more often
been composed of solely private capital.il) Two features distin-
guish a COAL from small firms of the private sector. First, in a
COAL there is no limit on the number of workers that can be
employed, and hence, COALs are often much larger enterprises than
those of the private sector. Second, COALs must respect certain
rules which apply to normal social-sector enterprises, which may be

regarded as unstimulative for the individual investor. Thus workers



in a COAL are ensured self-management rights; their personal in-
comes are given priority in income distribution (the part paid to
the manager on account of ownership, other than his personal in-
come, 1is a residual); and the capital maintenance requirement must
be respected (Art. 311-312). Furthermore, the manager®s rights on
account of ownership are not clearly defined, as they are deter-
mined by the contract on the establishment of the COAL (Art. 312).
Finally, a COAL has been envisaged as a transitional form of en-
terprise to be gradually transformed to a socially-owned firm:
workers have the right to buy the owner out over time, by paying
the historical cost of capital invested.12)

The individual investing his capital in a COAL can be compared
to a shareholder, as he does receive a part of profits on account
of property rights. Nevertheless, given that such participation is
only temporary, and effectively puts the individual in a position
of a lender, neither does this instrument provide a permanent basis
for income on account of ownership.

Evidence on COALs reveals that from 23 in 1976, their number
has risen to 59 in 1978, to 156 in 1982, and to 225 in 1984 (SZS
1986, p. 32), the latest figure representing about 0.01% of the to-
tal number of organisations in Yugoslavia (all forms included).

The second instrument for mobilizing private savings envisages
that firms may collect financial resources from citizens (ALA, Art.
91). A citizen that invests his savings in a socially-owned en-
terprise has the right to recover invested capital, and to receive

a compensation in the form of interest or other benefits. If these



resources are used for creating new work places, a labour relation-
ship with the citizen may be established.

The scarse information on this instrument contained in the ALA
effectively puts the citizen in the position of a shareholder.
However, the 1982 LERPL took care of excluding such a possibility.
Besides specifying what is intended by “other benefits"
(employment; housing and training; using services of the
enterprise), the Law clearly states what such a benefit may not in-
clude: that an individual enjoys the benefit for an unlimited
amount of time; that he participates in management; and that he
participates in income distribution, other than receiving interest
(Art_. 46).13)

A special law regulating private investment by citizens has
been adopted in 1986.14) The law contains both stimulative and un-
stimulative elements. On the one hand, it envisages that instead of
employing the investor, a member of his family may be employed. On
the other hand, it specifies that the investor has the right to
start recovering invested capital only after a period of three
years, thus limiting the liquidity of such an investment.

In conclusion, all of the discussed financial instruments bear
some similarities with shareholding, as they all, more or less suc-
cessfully, play the role that primary distribution of shares
usually plays in a capitalist economy: of raising additional finan-
cial capital. However, in the absence of a secondary stock market,
these schemes do not play one of the essential roles equity shares
play, or ought to plav in the capitalist economy, of providing a

pricing mechanism by which enterprises value themselves.
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2 .Theory: discussions on shareholding
2.1 Kardelj"s views on past labour

It was Edvard Kardelj who proposed, in the early 1970s, the
introduction of the concept of "past labour". Kardelj preferred
using the term ‘“past labour”™ instead of “social capital”,
“accumulation™, or “means of enlarged reproduction™, in order to
emphasize that such a remuneration scheme would not be linked to
capital, but to labour (see Kardelj, 1978, p. 52-53).

Kardelj*s proposal at first provoked severe opposition. The
most dogmatic ideologists identified the very notion of 'past
labour™ with the concept of private shareholding, a capitalist
category totally in conflict with marxism, socialism, and self-
management .15) Their main argument was that since, in line with the
Marxist theory of value, it is only live labour that produces new
value, live labour should be the exclusive basis for rewarding
workers. A remuneration scheme that includes the contribution of
past labour (capital), would imply earning income on the basis of
investing capital and not on the basis of labour, and hence
remuneration on the basis of property.

Kardelj strongly critisized such views, regarding them a
misinterpretation of Marx. Although live labour is the only creator
of value, a part of surplus value created by live labour (profit on
capital, bank profit and rent), in spite of not producing new
value, does represent value, and has a specific use value, as more
efficient management of social capital creates more favourable con-
ditions for the rise of live labour"s productivity (1978, p. 55-

56). Rewarding past labour cannot be interpreted as a scheme



independent of workers® live labour, but on the contrary, because
"it is clear that you need to open the tap of a cask in order to
enable to flow of wine" (1971, p. 139). The essential point is to
prevent that workers fill the cask of social property with their
work, while someone else opens the tap. Hence, "It is not a ques-
tion of whether past labour produces value or not, but a question
of who disposes of income" (1971, p. 141).

Further critisizing ‘'state-ownership conservatism”, Kardeij
recalled that Marx did not identify state ownership with social
ownership, but considered social property should also enable a form
of individual property. Therefore, Kardeij wrote: "Social property
is...common property of all working men, and therefore also per-
sonal property of each individual worker in the scope and form in
which it ensures him the right to work with social means"™ (1978, p.
24). \Workers collectively dispose of means of production, but in-
dividually enjoy the fruits of their labour. However, social
property is not a monopolistic right of any individual subject (the
state, the working collective, the individual worker), but property
of everybody and nobody, i.e. common and personal. This is the only
way that social property would really "belong™ to all members of
society (1972, p. 318; 1978, p. 11, 23). Nevertheless, social
property must not be interpreted as a no-property category, since
"as long as appropriation exists, property will continue to exist"
(1972, p. 293).

The post-1965 alienation of past labour related to "group-
ownership”™ tendencies had according to Kardeij represented a form

of managerial capitalism. Awarding workers® past labour would be
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the only way of really implementing self-management (1971, p. 137).
Workers should receive an award for good management of social capi-
tal, but should also bear the consequences deriving from its bad
management (1978, p. 141).

Kardelj therefore regarded the system he was proposing a way
of avoiding the negative effects of both state ownership and
“group”™ ownership, but was also very explicit in emphasizing that
the scheme would be fundamentally different from private sharehold-
ing. Indeed, he firmly rejected proposals on citizens® shares in
socially-owned enterprises.16) Private shares imply a permanent
right to exploit someone else"s labour, while the proposed system
would be based on the right of a worker deriving from his own work,
thus definitely eliminating the old relationship between the worker
as hired labour, and the owner or manager of capital (1978, p. 53).
Personal income of workers would not be linked +to the amount or
cost of invested capital, because this would cause the division of
social capital into shares, but would depend on obtained results,
returns of an investment, in order to make the worker aware that
his material position depends on his choice to accumulate. Workers
would not vreceive this part of income as proprietors, but as
managers of social capital, and thus would be stimulated to manage
it rationally (1978, p. 68, 133-5).

Concerning the concrete form of rewarding past labour, Kardelj

mentions shares and bonds, a secondary problem™ for which
“concrete solutions must be found” (1971, p. 140). And since

Kardelj"s 1ideas concerning the issuing of workers® bonds had
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“provoked a real affair” (to use Kardelj"s own words), Kardelj in-
sisted that what the worker would receive on the basis of such a
receipt would be a minimum of an incentive character. Hence, "it is
absurd to identify a worker that consumes these means in the form
of personal income with a capitalist that appropriates them on the
basis of a share due to private capital” (1978, p. 70).

The main merit of Kardelj"s writings on past labour is his em-
phasis that being rewarded for investment decisions is not only
compatible with socialism, but is one of the necessary requirements
for capital to be used rationally. Nevertheless, Kardelj"s writings
are not always sufficiently consistent. One of the central points
that provokes confusion is the relationship between "social” and
“individual™, whether referring to property, income, past labour,
or other categories he uses.

Thus Kardelj contemporaneously speaks of property "of the
whole society"; of social property as a form of personal property;
and occasionally, in spite of all his criticism of "group-
ownership”™, seems to consider the enterprise the main subject of
property rights.17) Similarly, Kardelj emphasizes the social
character of income. Income is in social property, belonging to all
workers and to each of them individually, since it is the result of
labour of the whole society, the result of social productivity
(1978, p- 36-44). The same type of ambiguity is also present in
reference to past labour. Kardelj does not make a clear distinction
between "social past labour”™ and "individual past labour”, as his

definitions are often unprecise, ambiguous, even contradictory.18)
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Kardelj fails to distinguish between initial capital endowment
given to enterprises by the state when social property was intro-
duced, that could be considered "social property”, the result of
“social past labour”, and thus ensuring a part of income that is
“social”, and successive increments of capital arising from
“individual past labour”, for which workers ought to be rewarded
depending on realized income of the individual enterprise. In this
sense, Kardelj is not explicit enough in emphasizing the individual
basis of the scheme: because if the scheme is to be applicable in a
functional way, the subject of property cannot be the whole
society, income realized that serves as the basis for determining
workers® past labour must be income of the individual enterprise,
and past labour rewards ought to be linked to the individual
worker®s contribution.

Kardelj is also ambiguous concerning the relationship between
the proposed scheme and socialist objectives. A way of avoiding
tendencies towards private property relations would be to implement
simultaneously not only the principle of distribution according to
work (both current and past), but also the principle of workers*
solidarity (1978, p. 141).

Finally, in order to incorporate his scheme into a planning
mechanism of coordination, Kardelj proposes that rewarding workers®
past labour "would every year be stabilised by the social plan”
(1978, p- 65), and that "a worker does not have the right to,
through his personal income, appropriate a part of social capital
... since self-management agreements and social compacts should

regulate distribution relations™ (1978, p. 141).



In conclusion, it seems that Kardelj encountered some dif-
ficulties in incorporating the envisaged individually-based system
of workers® remuneration of past labour, into a more general
framework that takes into account social interests, socialist ob-
jectives, and a planning mechanism of coordination.

2.2 .Recent proposals on shareholding

Several Yugoslav scholars have recently been proposing the in-
troduction of a form of shareholding, mainly following Kardelj*s
ideas on rewarding past labour. S. Babic (1983) is one of these
economists that openly advocates 'shareholding of past labour™. In
line with Furubotn- Pejovich"s theory on investment of the labour-
managed firm, Babic argues that a self-managed collective
entrepreneur will be less willing to invest respect to a situation
in which he would be able to recover the principal, and could ac-
quire a permanent right on investment returns. He points to one of
the contradictions of the 1976 ALA: that it explicitly prohibits
shareholding by producers, but not shareholding by citizens. Such
norms that deliberately prevent shareholding entrepreneurship raise
barriers to investing income, and thus stimulate the outflow of
capital from accumulation into consumption.

In order to increase an entrepreneur"s motivation to invest,
both in his own and another enterprise, and increase the mobility
of capital, Babic advances two principle proposals: to introduce a
parametric price for the use of social capital, thus ensuring the
social character of property, and to allow shareholding
entrepreneurship. If shareholding was introduced, resources ob-

tained through the parametric price of capital could be left at the



disposal of the enterprise. The entrepreneur would be permanently
excluded from consuming this part of income, but would become in-
different whether he will invest it in his, or another enterprise,
as long as he can recover the principal of an investment.

Whereas Babic"s proposal would probably resolve the problem of
capital mobility, it would not eliminate the essence of the under-
investment problem. Babic seems to propose that resources obtained
through the tax on capital