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This paper assesses Yugoslavia's prospects for siability and cconomic
recovery over the next few years. It expands on and updates the most
recent assessment of the Yugoslay political syatem—D! Intelligence
Asscssment]  May 1983, Yugoslavia:
Five Years 4fter Tito. Like that paper. this one concludes that Yugoslavia
will facc serious problems but remain fundamentally stable for the
foresecable futurc. However. this paper asserts that Yugoslavia's highly
decentralized system is more durable than previously anticipated, and that
deccentralization serves US policy interests by promoting stability, encour-
aging political pluralism, and offering the best relative prospect for
cconomic recovery and good rclations with Western creditors. This paper
will be followed by studics of Belgrade's ecanomic relations with the USSR
in the Gorbachev cra and prospects for Sovict-Yugosiav relations
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Yugostavia: Prospects
for Stability and

Economic Rccm'cry-

Yugoslavia, in our view, is in the midst of a halting evolution—unprece-
decnted in the Communist warld—toward important clements of Western-

style political pluralism and, in some rcgions, more liberal economic

policics. We believe that centinuation of this trend offcers the best chanec in
the long run for Yugoslavia's internal stability and cconemic recovery. The
country's currcnt cconomic decline and fragmentation of political power,
however, mcean that continued cvolution is not a forcgonc conclusion and
that, under ccrtain conditions, Yugoslavia might revert to greater authori-
tarianism or collapse into instability.

The country’s palitical course is the subject of major controversy among

Yugoslavs who arc hotly debating the system bequeathed by Tito. Virtually
all agree that the current systemn, which grants the regions near-veto power
over many national policies, is working poorly. Longstanding <thnic
tensions persist, inflation and unemployment are at record highs, and
powerful regional leaders are sharply divided over possible solutions.

The core dispute for the next several ycars will be over how much power
the central government and party should have in comparison with their
regional counterparts. The debate comprises twg intertwined dimensions:

e Economic Cenitralization Versus Decentralization. Many lcaders—espe-
cially Premier Branke Mikulic and officiais of the large, southern
Republic of Scrbia—arguc that some centralization of economic policy
making is essential in order to establish stronger market-oriented institu-
tions necessary to rekindle economic growth. Others, generally from the
wealthier northern regions of Slovenia and Croatia, and fast-developing
Bosniu-Hercegovina, insist on retaining cconomic authority at the region-
al level. The latter arguc—<correctly, we believe—that recentralization
would increase inefficiency and lessen Yugoslavia's economic potential.

Political Centralization Versus Decentralization. The advocates of
economic recentralization arc waging a parallel battle to strengthen the
central party apparatus and government. Northern leaders oppose these
moves for fear of losing their political, economic, and cultural autonomy.
Some, like Slovenia, believe recentralization would at a minimum end,
and probably reverse, the process of political liberalization that has taken
place in several regions since Tito's death. We believe they are probably

right.




The debate is inflamed and somewhat shadowy because the centralizers'

rhetoric of reform cloaks their hidden agendas:

< Scrbia would like to usc recentralization to reestablish its dominance over
a unificd Yugoslavia.

* The poorer southern regions calculate that a more powerful center would
help them gain additional northern sconomic suppart.

* Frustrated federal officials, such as Premicr Mikulic, want to strengthen
their power to force policics on the recalcitrant rcgionsh

We belicve the centralists will fail in their cfTorts to make major changes in

Yugoslavia's political and cconomic systems in the ncar futurc unless they

gain the pretext of more serious public unrest, which we consider possible

but unlikely. Constitutionally, the regionalists have 2 virteal veto over most

key issues and can block or dilute policies with which they disagree. For

Yugoslavia in the ncar term this would mean:

+ Policymaking in gencral will remain a slow, grinding, frustrating proccess
of consensus sceking. i

* The League of Communists of Yugoslavia (LCY) will be further eclipscd
because government bodics and regional Communist partics will increas-
ingly shape policy positions. 5

« The regime will probably be unable to implement a coherent cconomic
reform program on a nationwidg basjs, although some regions will adopt
more liberal economic policicsﬁ

The resulting ncar gridlock in Belgrade's macroeconomic policy presents
the United States with the disquicting prospect that the central govern-
ment at best will continue to move glacially in resolving the country's
cconomic problems, including scrvicing its $19 billion foreign debt. None-
theless, the alternative—granting federal authorities greater power aver
the economy-—would probably prove even more damaging.ﬁ

The positive aspects of this political stalemate, we belicve, are that, in the
longer run, the Yugoslavs stand a good chance of managing their
differences, coping with their cconomic morass, and evolving further from
the Sovict model. At the same time, Yugoslavia most likely will experience
a further modest, untidy evolution toward the political pluralism and
region-by-region experimentation with more liberal economic policies
advocated by the regionalist faction. Two other possibilities are that
Yugoslavia will fall back toward some variant of stronger central control
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and authoritarianism or lapsc into increasingly open strife and chaos,
passibly lcading to real fragmentation. The sccond path is unlikely, in our
vicew, and the third cven less likely,

We belicve the most likely scenario—continued decentralization—ofTers
the best chance for cven a modest cconamuic recovery:

« Most foresceable economic advances will be thanks to the cconamically
more dynamic advocatcs ol dccentralization—Slovenia, Croatia, and
Bosnia-Hcrecgovina.

« Slovenia, and to a lesser cxtent Croatia, are the best available modcels to
the other regions of the utility of morc liberal ecanomic policies. Given
the lack of a real commitment to a market cconomy by the central
authoritics, crnulation is the most plausible long-term hope for wider
adcption of morc liberal economic policics.

« The defenders of decentralization on balance can best constrain any
premicr tempted, as Mikulic has been, to 2bandon market-oricnted
measurcs in favor of statc intervention.

Deccentralization also scrves US strategic and political goals:

« It tends to promote political stability—a kcy US concern for decades—
by allowing the many rival cthnic groups a rcason not to question their
coexistence as parts of onc country and by keeping disgruntled workers
divided cnough to avoid national strikes.

« Regionalism will continue o promote clements of political pluralism.
Lacking centrally mandated policy on ideological, cultural, and political
reform, some regions—including Slovenia, Croatia, and Serbia—will
continue to foster increascd freedoms of speech and press as well as wider
public participation in decisionmaking.

Regionalism has tended to further strengthen Western-stylc institutions
such as the federal government cabinct and the parliament at the expensc
of the LCY.
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Moscow, for its part, probably will become increasingly concerned if, as we
expect, the regionalists hold their ground. The Kremlin is already alarmed
at the declining vigor and role of the national Yugoslay party and growing

" Woestern influence on Belgrade's cconamic policy making. Moscow proba-
biy will try to cnsurc its intzrests by closer economic tics, including
concessionary truade arrangements, as well as cultivation of tics to individ-
ual regions and private criticism
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Yugostavia’s Regions

SLOVENIA

Population 1.9 milliea

Gross soclat graduct (QSP)
$2.0 tiltion

Avarage anaval wage ¥ $2.475

CROATIA (SERAIA)
Population. 4.8 mullion Vajvadina
Grass sockal product (Q5P3¢ $10 8 billion Populaliga: 2 0 mition

Avarage annual wage * $2.879 Qro1s 1acial peoduct (QSP) 2
$4.5 bittion
Average annval wage® $2,472

BOSNIA AND

HERCEQOVINA
Population: £.3 miltion
Gross social product (G3P) 4: $5.8 dittlien 8_(’:',::‘2::) .
Avarage anaval wage ®. $2,342 pe

Population: 3.8 mitllon
Grcas 2ocel product (QSP) % $9.6 tudllan
Averaga anausal wage ®: 32409

MONTENEGRO :

Population: 0.8 milien

Gross social praduct (GSP)

309 trilion (SERBIA)

Average anaual wage ™ 32,168 Kosovo i
opulation: 1.7 a¥lion »
coss soclal product (A3F}%
31,0 bittion

Aversge annual wage 31,833

MACEDONIA

Population: 2.0 mitllon

Groas soclal peoduct (GSP) 9:
$2.4 bitlen

Avetage snnual wege™: $1.478

4 19858 liguras calcviated at draridatiar eschange cate of 270.16/1.0

3 1048 Liguras at dinaridollar eschange tate o 379.22/1.0

I ) Source: Fedesal Stateatc (natiule




Yugoslavia: Prospects
for Stability and

Economic Rccovcr_\'_

Introduction: Debating the Post-Tito System

Yugoslavia is in the throes of a-wrenching debate
focusing on proposals to modify its unique Communist
systemn. Many of the proposals arc advertiscd as
“reforms,” but the core issuc, in our view, is the
perennial Yugoslay question of how much authority
the central government and Cammunist Party (the
Lecaguc of Communists of Yugoslavia. or LCY)
should excreise over the cight cthnically diverse and
highly autonomous regions. The outcome of this
debate will determine which regions will make gains
at the cxpensc of others, and ultimately whether
Yugoslavia will become a tighter or looser federation,
or possibly cven break apart -

The debate is the latest reassessment of the system in
line with thasc following the break with Stalin in 1948
and the downfall of Security Chicef Alexandar Ranko-
vic in 1966. This onc is fucled by three overlapping
problems:

« The decentralized political system has hobbled na-
tional pclicymaking.

Tensions between the rival ethnic groups persist,
and in some cascs arc growing.

* Despite some modest success at cconomic stabiliza-
tion, inflation is morc than 100 percent 2 year, the
foreign debt is'$19 billion, strikes are taking place in
record numbers, and the unemployment rate of 14
percent is ane of the highest in Europe,

This debate, like lilosc before it, could lead to changes
in the country's palitical and economic course that
would affect US and Sovict interests. A serious
aggravation of political, economic, or cthnic ten-
sions—an cver-present possibility—could lead to in-
crecased authoritarianism, state economic intervention,
or even self-destructive internal conflict. Overall,
however, we believe the Yugoslavs stand a good

chance of managing their diffcrences, coping with
their cconomic morass, and cvolving even further
away from the Sovicl model.

The debate over the system’s evolution and degrec of
centralization has pitted two looscly knit groups of
leaders against cach other. The main proponents of
decentralization—the ““regionalists™—are lcaders
from the morc industrialized, prosperous northern
Republics of Slovenia and Croatia. and from fast-
developing Bosnia-Herecgavina. The main proponcnts
of centralization include:

* The lcadership of the large, southern Republic of
Secrbia.

* The Premier for the next three vears, Branko
Mikulic.

= The federal burcaucracy and the Army, which are
heavily stafTed by Scrbs.

« Lecaders of the three underdeveloped regions in
southern Yugoslavia: Serbia’s autonomous Province
of Kosovo, and the Republics of Macedonia and
Montcnegro. *

The Centralists® Motives

The centralists assert that stronger federal authority
aver economic matters is essential to implement fun-
damental, market-oriented reforms. They maintain—
correctly, we belicve—that regional autonomy has
produced cconomic distortions and incfficiencics by
preventing the development of national capital, labor,
and product markets. Thesc officials argue that:

* Federal authorities must break the power of region-
al leaders, who arc resisting market measures that
would weaken their power, before systemic econom-

“ic reform can produce integrated national markets.

» The regions now simply refusc to implement federal
legislation, and the federation lacks the power to
force implementation.




el

* Lven Western governments cxerl macroeconomic
control through tiscal and mongtary authority now
lacking in Belgrade

We believe cach of these arguments has merit but
that the centralists all have hidden agendas beyvond
cconomic reform that suggest successful recentraliza-
tion would be damaging to the cconomy,

Serbian Leaders

Scrbia’s leadership argucs that its goal is to strength-
en the unity of the country against centrifugal forces
threatening to tear it apart. We believe, however, that
it is trying to usc the reform debate to reestablish the
dominance over the federation that Serbia exercised
between the two world wars. Even if the Serbians had
no ultcrior motives, other Yugoslavs would still dis-
trust their plans becausc of longstanding fears of
Scrbian cthnic nationalism—an impression the repub-
lic leadership has done little 10 overcome: B
Scrbia wants greater political centralization in order
to gain greater power for itself, most immediately to
reallocate cconomic wealth producced by the north-
ern regions.

Its prafessed commitment to market-oriented re-
form is particularly suspect becausc the republic has
failed to implement the cconomic reforms it
preaches

Serbs and other Yugoslavs have good reason (o equate

greater centralization and power for Belgrade with

increased Serbian influence:

« Belgradce is the Scrbian as well as the national
capital.

e Scrbs dominate the federal burcaucracy and they
have disproportionatc influence in the national
Army.

Southern Fellow Travelers
The southern reginns—Macedonia, Montenegro, and,
to a fesser extent, Kosovo#—support the centralists
largely for cconomic reasons. Even more than the
Serbians, southern leaders want a stronger federal
government becausc they anticipate that it would shift
more resources from the wealthier north to them,
outhern press commen-
arics, for example, complain that northern regions
now delay or neglect mandatory aid payments to

poorer regiuns becituse of weak tederal oversight.
Backward, debi-ridden Macedonia and Montenegro
are the most supportive. Serbia’s autonomous Prov-
ince of Kosovo, the nation’s poorest region, iivors
graiter cconomic authority because it also anticipates
beneliting from this broader redistribution. Kosovo's
support is muted, howaver, beciuse its Jargely cthnic-
Albuanian leadership is even more concerned to black
continuing Serbian cfforts to reassert control over
Kosovo., We belicve that all three of these southern
regions opposc real market reform because it would
force painful restructurings of their highly subsidized
cronomics.

Federal Officials

fFederal officials, to the extent they are independent of
the regional governments that appoint them, {avor
recentraiization cut of frustration over their inability
to implement policies that they belicve are needed to
draw Yugoslavia cut of its ecconomic morass. Some
probably belicve a stronger federal governaicnt would
move the country toward a more markct-based sys-
tem. .But most are simply tired of being blamed for
the cconamy’s troubles with no prospect of putting
recovery plans into effect. Federal ofticials who genu-
incly favor market reform probably believe that, if the
central government had greater:power. it would im-
plement some reforms, notwithstanding the goals of

those who want only greater ‘er for Serbia or
cconomic rcdbtribulionﬂ

The nonreformers appear to hold most of the levers of
power. Premicer Mikulic—in power since May 1986
and now thc dominant national official—<comes from
Bosnia-Hercegovina. a region whosc lcadership has
long resisted surrendering control over the economy to
the market. Since taking office, he has all but aban-
doned market-oriented policies in favor of central
administrative measurcs, which he usually presents as .
emergency stopgaps. Regional resistance to and cir-
cumvention of these policics appears te have only
increased his desire to expand central authority. In
recent speeches, Mikulic has even hinted at the need
to remove local officials for refusing to implement his
goverament's policies.




The Pluralistic Post-Tito Systen

The system that is now so hotly debated was intro-
duced in stages by Tito before his death in 1980,
While this system has continued to evolfve and be-
come mure pluralistic during the past scven yoears, it
has kept almost all its basic features, including:

v Collective Leadership. Tu keep the cauntry stable.

Tito chose to introduce collective leadership bodics

rather than risk appointing a single successor, who
probably would have been unacceprable to some
JSaction or ethnic group. These collective bodies arc
composed af representutives af each of the cight
regions, generally according to a strict formula.
The nine-man State Presidency includes an oficial
Srom each region plus the LCY chicf. The 23-

menmber Party Presidium and the 165-mienmber Con-

tral Committee also allot scats proportionally and
include designated positions for the miilitary. The
state and pariy chiefs rotate annually, By contrast.
the government head (premier) in practice is chosen
by the State Presidency and scrves a four-year

term, while seats on the cablinct arc chosen by a less

rigid nationality formula.

Conscnasual Decisionmaking. Unanimous agree-
ment of the eight regions is needed in the national
astembly to adopt any laws affecting regional pre-
rogatives. Other national leadership bodtes thar do
not require consensus—such as the Communist
Party Central Commiittee and Presidium—aften
use it (n practice, thus giving each region a virtual
velo over national policy.

Indirect Party Rulc. In breaking from: the Stalinist

model, Tito ended direct party control over govern-

mental policies. While the LCY is still the only

.

constitutionally recognized political party, it pres-

vides general policy guidance and intervenes only

accasionally on specific issucs—for instance, when
govermnent bodics have hecormte gridiocked., Party
bhodics play a niore assertive role (n same regions,
however, particularly Montcucgro and Bosiiia.

Regianal Sovercigney., Tito devolved considerable
power 1o the regions during his [fctime, a trend
that continucd after his death. Under the last
coustituation, approved in 1974, the regions have
ultimate authority over matiers such as education,
cultural policy, and enforcenient of most federal
laws.

Mixed Economy. Tito also transfornied the Stalin-
ist command economy into a hyvbrid, combining
elements of market forces and state interventiorn.
His main {nnovation was introducing *‘workers”’
self-management socialism,' by which warkers le-
gally have decisionmaking authority over their
enierpriscs. In practice, however, regtonal and local
afficials continue to wicld sirong inflicence over

3

business decisions. 3

Nonalignment. Tito left his heirs a foreign policy: of
nonalignment. his main justification for indepen-
dence from the Soviet Bloc. Most Yugoslavs sup-

port this position, even if they disagree on many
aspects of domestic policy.“

Fs




The national Army and ainc-member State Presiden-
cy, in our view, suppart the government's clforts to
increase its authority. The Army, heavily stafled by
Scrbs, has lonag feared that decentralization would
lead te increascd disunity. The Presidency contains
some of the country’s remaining old-linc leaders in the
Titcist mold; most have a weak regional power base
and a Pan-Yugoslay oricatation.

The Reglonalists’ Motives

The regionalists arc divided over the need to introduce
rcal market reforms, but they all favor the status quo
over increasing Belgrade's authority. They arguce that:
« Their own regions have proved cconomically suc-
cessful by Yugoslay standards becausce they have
been relatively free from federal control.

Economic reform can only be introduced from the
bottom up, not through political interference from -
the center.

« The Scrbian program ultimately would steer the

cconomi back 1o a tightly controlled command

model.

The rcgionalists also have a veiled agenda, albeit anc
more openly stated than that of the centralists: they
want to protect the relative success of their republics®
cconomics from federally managed raids on their
coffers. Beyond this one unifying theme, the northern
regions do not share 2 common agenda, but rather arc
highly divergent socially and politically. Like most
political allies in Yugoslavia, they cooperate as a
loosc, issuc-ariented coalition rather than a perma-
nent political bloc

Slorenia; Internal Reform Without Federal Control
The Slovenes, Yugoslavia's most cconomically ad-
vanced cthnic group, appear genuinely committed to
cxperimenting with liberal gconomic policics. They
view federal power as a rofdblock and the centralists®
argument as a throwback to a command ccenomy.
They argue that economic incentives—not federal
cantrols-—should dircct the cconemy. They have gone
further than the rest of the federation in giving frec
rein to market forces and private enterptise, and their
foreign trade is oriented heavily to the West

S?A )

Yugaslavia'’y coaomic Powerhouses

The Republics of Slovenia, Croatia, and Bosnia-
lcrcegovina wicld considerabic econoniic claut that
adds to their already strong political influcnce:

o They generate most of the countra's criticial hard
currcncy carnings. In 1985, the last year for which
we ltave figures, nine of Yugoslavia's 10 leading
cxparters were enterprises located in these repub-
lics. Last year, Bosnia also led the country in
cxport growth, with a 1 3-pereent increase compared
with a national avcrage of abour 3 percent.

Slovenia and Croatia account for 43 percent of
natfonal outpur while having oniy 29 percent of the
population. The figures for Bosnia are |3 percent
and 18 percent, respeciively.

e LEach republic dominates a critical econonilc sector,
Bosnla contains niost of the country’s defense in-
dustries. Slovenia leads {n high-tech industries
such as electronics and communications. Croatfa (s
the main player in the petroleum industry and
tourism, the most important domestic source af net
hard currency carnings.

Slovenes also believe that greater federal authority
would stifle their Western-oriented culture. For cen-
turics, Slovenia was part of the Austrian Empire,
where its cvolution more closely paralleled Catholic
Central Europe than the Ottoman-dominated Bal-
kans. Even today, Slovenia's ethnic homogencity,
distinctive language, and strong cultural {dentity con-
tinue to nurture political unity and isolationism in the
face of the country's Serbo-Croatian-speaking
majority.

This isolation has helped Slovene lcaders expand the
usual bounds of acceptable Yugosiav Communist
behavior. Slovenia has the country's best human
rights record and frcest cultural climate, which it
sometimes flaunts to the dismay of more orthodox
Yugoslavs and the military:



« Slovenia tolerates, and at timies encourages, an
almost Western degrec of public discussion and
press {reedam. Unlike elsewhere in Yugoslavia. the
rcgional authoritics jail victually no citizeas for
antiregime political statements.

It has allowed large public gatherings by a youthful,
fconoclastic Greens-styvle “Alternative Movement™
against nuclear power, compulsory military service,
and the training of forcign military students.

L]

It promotes a rolc in the political system by groups
not under the direct controf of the locul Communist
Party, such as the business community, the regional
legislature, and the rcgional “*front” organization
(the Socialist Alliar.ec of Working People), which
includes a wide specirum of non-Communists, cler-
RrY, and special interest groups.

Croatia: Folloning the Slovene Road -
Croatian vicws on central authority increasingly par-
allel those of the Slovenes because of growing similar-
itics between the two regions' cconomic and political
interests. Pcrhaps even more than the Slovenes, his-
torically Catholic Croatians have their own cultural
distrust and fcar of Eastern Orthodox Serbia and
Belgrade—Scrbs and Croats killed cach other by the
thousands in a grisly civil war conducted during the
World War I resistance to the Germans

In a major turnover in lcadership last year, a “young
Turk" grouping largely replaced a band of conserva-
tive officials who had run the republic since the 1971
liberal-nationalist disorders. This new lcadership is
now publicly committed to cautious implementation
of a Slovene-style, more liberal economic program.
Likc the Slovenes, it too vicws federal authority as a
roadblock and is exploiting decentralization to liberal-
ize the political cnvironment, albeit more slowly than
in Slovenia: .

e The republic hs led the country in experimenting
with democratic procedures, such as requiring secret
balloting and multiple candidates in both govern-
ment and party elections.

« The press and radio have become somewhat more

apen

o Dissidents are receiving milder treatment. A Zagreb
court this yvear handzd down orly a suspended
sentence on Dobroslav Paraga, an outspoken critic
of prison conditions.

Croatian lcaders probuably also are resisting federal
cconomic authority because they fear Belgrade would
lack Zagreb's cautious approach to ¢losing Croatia's
many unprofitable firms. Despite Croatia's béing the
sccond-wealthicst region per capita (bechind Slovenia),
it is saddled with many ““whitc clephants™ in scctors
such as pctrochemicals, metalworking, power genera-
tion, food. and chemicals. The newly installed Cro-
atian !caders favor more rational cconomic practices,
but they also want to retain control over any economic
restructuring, and cushion the resultant joblessness
and threats to their key political coastitutiencics.
Oflicials say, for cxample, they are prepared to face
the probiem of 10,000 to §5,000 workers who will be
fired ia the first round of plant closings under new
bankruptcy legisfation. At the same time, however,
they want to try to move workers to arcas in the
republic now cxpericneing iabor shortzges

Bosnia: Centralism,

But at Republic Level

Scnior Bosnians have 1ittle sympathy for liberal eco-
nomic policies, but they fecar federal authority over
their republic's tightly controlled economy. They be-
lieve planning and control by the republic leadership
is the best tool for economic development, according
to many sources, and that the republic’s economic
prioritics should take precedence over those of the
federation. At the same time, in recent years they
have allowed relatively extensive small-scale private
enterprise.

Bosnian leaders also apparently favor the concentra-
tion of power in the republic because they believe
their cliquish contro} has kept Bosnia stable. In
contrast to all the other regions, naone of Bosnia's
cthnic groups (Croats, Scrbs, and the officially recog-
nized “Muslim" nationality) constitutes a majority.




Basnian leaders are sa concerned to control latent
cthnic tenstons that they mete out some of the
country’s harshest punishments for even mild displays
cf nationalism or antircgime sentiment:

« Yugoslav media report sentences of several years
imprisonment for aurspaken religious leaders and
dissidents.

* Promincnt dissident Milovan Djilas recently called
Bosnia an'exception to the country’s generally im-
proving human rights 2limate.

WNotwithstanding their ditTerences with Mikulic. Bos-

nians are loath to criticize him publicly becausc of his

local roots

Likely Battlegrounds

The centralists and regionalists will continuc over the
ncxt several years to sharply debate a half dozen ot
more key natianal issucs bearing on centralization
versus decentralization. In the cconomic arena, they
will argue abeut the appropriate degree of federal
contro] over foreign exchange, pricing, and tax policy.
Politically, they will debate whether to return to the
national government and LCY some of the power that
has devolved 10 the regions sincc the late 1960s. How
the game is played and the outconic of these debates
will determine the degree of Yugoslavia's stability,
the balance of forces between Belarade and the
regions, and the prospects for further political liberal-
ization and the introduction of marc market-oriented
reforms

Economic “Reform"

Yugoslavs have grown increasingly gloomy about
their country’s economic praspects since the carly
1980s, when an era of fast growth and improving
living standards fueled by forcign borrowing ended
abruptly. In 1983, with Western support and prod-
ding, Belgrade adopted an cconomic stabilization
program that calls for greafer usc of incentives, real
interest rates, and profitability. But, likc carlier at-
tempts at economic liberalization, this latest program
has been only partly implemented, owing to regianal

autarky and federal officials suspicious of market
measures a

FFollowinyg itre sumce of the main cconontic issues that
will moat likely be debated during the next few vears.
On most issucs, the centralists are promoting stopgap.
administrative fixes, not the markci-oriented reforms
needed 1o restructure the cconamy and promote an
export-led recovery. The regionalists are trving to
block or water down measures that would strengthen
federat control over cconomic activity in their
republics

Control (ver Foreign Exchange. Yugoslavia’s system
for apportioning forcign exchange is likely to resur-
face as a politically hot issuc, thanks in part to
misconccived “reforms™ pushed through by centralists
necarly two years ago. The distribution of hard curren-
cy is a longstanding controversy between northern
regionalists and scuthern centralists. The northerly
cxporting regions jealously guard access to hard cur-
rency, while the sautherners belicve it should be mare
cevenly distributed. In 1971 Croatian nationalists took
to the streets partly to protest central controls over the
republic’s foreign exchange earnings.

The issue reappearcd in 1984-85 when the federation,
led by Serbia and its southern allics, sought to require
firms to turn over their forcign exchange carnings to
the central authoritics. Exporters tp to then could
kecep raughly half of their hard currency carnings. In
late 1985 the federal government took control over all
forcign cxchange carned by Yugoslav firms, despite
vigorous opposition in parliament and the party from
the northern republics

The southern regions and centralists may have won a
Pyrrhic victory. The system, al least initially, has
dcepressed exports by weakening inceatives for the
major hard currency earners in the north while failing
to generate cnough hard currency to help the poarer
south:

-*lovcm’a and Croatia continue to
criticize tac new laws,




« The southerners have maintained o public silence,
but debate between the regions probably is going on
behind the scenes and muay intensify.

Premicr Mikulic last year said the government
would consider unspecificd changes if nceessary.

the forcign exchange sys-
tcm remains potentialiy the most disruptive issuc
facing the leadership becausc of deep polarization

and a belief among many actors that unusual risk
wking is jusliﬁcd.h

National Price Controls. Conflict over federal price
policics will probably sharpen if, as we cxpect, Miku-
lic continues to broaden national controls in a desper-
ate cflort to stem inflation. The government has
steadily expanded its power over prices during the
past ycar by moving more products and product types
into controlled categorics, extending the time they are
coatrolled, and lengthening notification periods re-
quired for price rises.

Slovene and Croatian officials have publicly criticized
Mikulic for his price policies. They charge that such
controls distort the market and promotce greater infla-
tion. But their concern in part also reflects a fear that
Belgrade—rather than the republic capitals—is deter-
wnining the solvency of local enterpriscs. Bosnian
officials in recent years have indicated

that they oppose federal price authority almost
cxclusively for this reason

The southern regions, by contrast, support Mikulic's
moves to aggressively control prices. Faced with
record-level business losses in their economics, south-
ern leaders hope federal price controls will brake a
decline in living standards and casc pressure for wage
increascs. They probably also fear that unrestrained
price rises work ¥o thie advantage of northern indus-
tries, which have more influence on the market then
those in the south.

Federal Tax Authority. Federal moves to standardize
and centralize the tax system are also galvanizing
rcgionalist resistance. The nationul government earli-
cr this year gained a greater sharc of the tales tax

callected: 75 percent, as compared with 50 percent
previousiy. Scrbia is now agitating for even greater
federal tax authority at the expense of the regions.

The Slovenc assembly last November charged that
the fedceration was attempting to cxceed its constitu-
tional authority. while the lcading Slovence newspaper
Dclo has said that the republic must hold onto this
key source of revenues in order ta keep Belgrade
dependent on regional funds. Croatian officials simi-
larly have advocated better regional cosrdination
rather than increased federal authority. Bosnia also
scenis 1o be dragging its fect: at a Bosnian party
plenum last fal only the
federal party representative supported giving Bel-
grade greater tax authority,

Political “Reform®

Dcbate probably will also sharpen in the next several
years over political “‘reform,™ especially since many
centralists arguc that greater central palitical author-
ity is nceded to overcome cconomic problems, The
centralists” targets will maost likely continue to be the
key documents regulating political authority in the
federation—the Constitution, the LCY s statutes, and
the Associated Labor Law that governs Yugoslavia's
uniquec “workers’ sclf-management” system of decen-
tralized cconomic decision making.

Changing the Constitution. The centralists will con-
tinue their efforts to change the 1974 Constitution,
the last of four put forth under Tito, because it allows
cach of the cight regions political rights that make
strong central control legally impossible.

centralists have alrcady proposed
amendments that would greatly restrict the eflective
veto on federal policy that each region now holds in
the Assembly. They also have proposcd creating a
new assembly house, with delegates controlied by
enterpriscs rather than by regions. They show no signs
of giving up their efforts despite numerous setbacks in
the last two years




Leaders from the northern republics arc against these
changes because of the luss of power they consequent-
Iy wauld suffer. They have publicly rejected any but
decorative amcendments. the
amendments will be debated, as required by the
Constitution, in the federal and regiona! assemblics
-over the next year and a half

Reducing Workers' Rights. Another key proposal that
will probably spark northern resistance is the federal
government's continuing attempt to alter Yugoslavia's
unique “workers® scl{-management™ system. Institut-
ed after the break with Stalin in 1948 and enshrined
by Tito's theorist Kardelj in the lengthy Associated
Labor Luw of 1976, self-management gives workers
the right, in theary at least, to make virtually all
dccisions in their enterpriscs. In practice. workers
have more participation than in the Sovict Bloc but
icss than the law provides. as plant managers and
local politicians continuc to make most key decisions.

Mikulic, publicly backed by Serbia, has proposed
amendments to the labor law that would reduce the
indcpendence of enterpriscs on matters such as wage
policy. Both Mikulic and Serbia undoubtedly seck to
usc such changes to narrow the authority of local
officials.

The northern republics strongly opposc changes that

would increase federal administrative authority over

cnterprises:

. opposition to major
changes is widespread in Slovenia and Croatia.

« Bosnia has maintained a public silcnce on the issuc,
signaling to Mikulic that he lacks the republic's

support.
even Serbia’s traditional

southern allies are uncomfortable with major
changes in the self-managcment system, partly on
idealogical grounds.

Restoring Central Party Authority. Conflict over the
party statutes is likely to flarc as the next party
congress, set for 1990, nears. Centralists probably will
contend that the federal part.'y must be given greater
means 1o require regional partics to comply with
agrecd positions and directives. Their concerns may

grow because the mational party apparatus, since the
last congress in Junc 1986, hus been as weak and
incilectual as ot any tme in recent years.

The dispute could be complex and heated if debate
belore the last congress is any guide. In that instance,
Serbia spearheaded a drive to recentralize authority
by mcans such as transfcrring sclection of Central
Caommittce menibers from the regions to the aational
party congress. The northern regions then publicly
defended regional partv autonomy and threw the
party into a convelutrd <hcorctical debate. Whilce the
northerners agreed o riodest statutory changes, in-
cluding a watercd-down version of the proposal to
clect Central Commitice members, they succceded in
rctaining broad regional party autenomy, and the
centralists have been unable to exploit the few gains
they made.

Prospects

We belicve that stalemate over most rmajor issucs will
continue for the near term. Over the longer run,
however, Yugoslavia is likely to continuc its halting
cvolution taward Western political and cconomic
norae We believe a return to authéritarianism or
Jrowing cvstemic instability arc possible, but less
likely, siternatives

The regionalists for now probably will be able to
stalemate the centralists on virtually all the above
issucs by resorting to their unit veto on decisionmak-
ing. Those measures that they do allow will be diluted
of conscquence, with scveral short-term implications:

« Policymaking will remain a slow, grinding process
of consensus sceking that will frustrate many Yugo-
slavs cager for solutions. Centralists will continuc to
cxploit this frustration to push their agenda, and the
dcbate will ebb and flow.

« The LCY, as a coherent national institution, will
continue its slide into the background while govern-
ment bodies and regional Communist parties shape




key policies. This will make nationwide policy
implementation more difficult but promote grenter
apenness and elements of pluralism.

e The regitne will be unable to implement 2 cohicrent
cconomic reform program on a nationwide basis,
cven in the unlikely event that the Mikulic govern-
mecnat shifts to more market-oriented policies. Senic
regions. however, will continue to experiment with
more liberal cconomic policics

Qur judgment on longer run developments is made
with the ncar certainty that Belgrade will fiuce yeurs
of cconomic problems, t¢nuous forcign liquidity. labor
discontent, cthnic hostilitics, and periodic human
rights abuscs. Moscow, morcover, will find ample
opportunity to meddle while it remains anxious about
the outcome for its interests in the Yugoslay course.

Pluralist Evolution—The Most Likely Course

We belicve Yugoslavia is most likely to continuc to

develop modest elements of 2 Western-styte pluralist

political system while moving haltingly and on an ad
hoc, region-by-region basis taward greater economic
liberalization. This prognosis assumes that:

e The regionalists continuc to stave ofl the broad
thrust of centralist advances, even if they give
ground on some issues.

« The cconomy muddles along but does not
precipitately deteriorate.

« Ethnic tensions, labor unrest, and rcgional conflict
continue, but at containable levels.

Under this scenario, we would expect the three re-
gionalist-minded Republics ol Slovenia, Croatia, and
Bosnia to continuc their relative ecanomic progress
vis-a-vis the other regions and prevent an even more
scrious slide in the national economy and external
financial piclurc{ A growing disparity in per capita
income between north and south will probably add to
political tensions, but northern leaders probably will
continue to be willing to casc the problem through
moderate economic aid through the existing national

program.

We believe Sluventin, and to some exteat Croatia, will
also continue to cxperiment with more liberal cconom-
ic pulicivs. In the absence of federal-level support for
real national reforms, they will serve as the best
available role modcels to other regions. Otflicials in
Macedonia and Nontencgro, tor instance, alrcady arc
tentatively following the Slovenc example by casing
legal restrictions an private enteeprise in a desperate
bid to reducce unemployment and increase output. But
any process of cmulation will probably be slow, and
Scrbia and the southern regions will sec the north
more as “an ox 1o gore™' than asa modcl.-

On the political side, too, rcgionalism will probably
promatc at least a spotty cvelution toward greater
pluralisni, openness, and individual freedoms. In the
absence of centrally mandated ideological, cultural.
and other policics, some regions—including Slovenia,
Croatiz. and cven centralist-minded Scrbia—proba-
bly will further improve their human rights records
and continuc to liberalize their political systems. We
believe that moderately strong cconomic ties to Mos-
cow have not and probably will not substantially
affect this trend. Gorbachev's emphasis on glasnost, if
anything, will make moderates fecl even less con-
straincd in promoting (grthcr demacratization,

)
Nationally, we expect the parliament and government
to become stronger at the expensc of the LCY, even if
a nominally onc-party state rernains in piace for ycars
to come. Debate over national issues probably will
further expand to include morc previously taboo
topics, including scnsitive foreign policy issues. The
premicr, with his four-ycar term. is likely to further
cmerge as the most identifiable and influcntial nation-
al lecader—a break with the practice of the Tito cra
and of almast all other Communist states

Deccentralization will be accompanied by many signs
of canflict—such as strikes and public protests—but
they will represent more a venting of pelitical and
cconomic demands than genuine threats to the sys-
tem. Deccentralization is more likely to containr such
shocks than recentralization, which would tend to




cncourage dramatic vutbreaks by discontented tuc-

he mutual deter-
rence built 1nto Yugoshivia's svstem contributes
strongly to stability. Whilce sparadic repressions and
abuses remain likely on the local level. decentraliza-
tion will present ideologues with mujor hurdles should
they try to impoesc crackdowns on human rights or
reimpose Communist erthodoxy.

Implications for the Unired Stares. This scenario
cntails casts for the United States. but on balance the
benefits seem more significant. On the ncgative side,
slow, uncven progress with cconomic reforms promiscs
morc demands for greater Western tinancial support
by Yugoeslavia. We belicve these problems would
persist under any realistic alternative, howcver.

On the positive side. further Yugoslav decentraliza-
tion probably offers the best long-term chance to
promote US intercsts, both political and cconomic:

In our view, such an evolution represents Belgrade's
only plausible path to improved cconomic perfor-
mance. The centralists’ path offers little hope be-
cause their hidden agendas premisc an end to
progress toward market reform should they tri-
umph. Moreover, return ta a centrally planncd
cconomy—ecven one modeled on the relatively suc-
cessful East German system-—would probably be
unworkable given Yugoslavia's socictal diversity,
firmly established political decentralization, and the
absence in most regions of a work ethic like that in
East Germany (a key difference between East Ger-
many and the less successful majority of Bloc
countries).

*

.

Decentralization serves the longstanding key. US
interest in promoting political stability by localizing
discontent, granting maximum self-rule to hostile
ethnic groups, and not allo¥ing the domination of
onc major ethnic group by another.

The growth in political pluralism-—including more
open acceptance of competing intcrest groups.,
broader political participation, and c¢xpansion of
individual liberties—further differentiates Yugosla-
via from the Warsaw Pact countrics and strengthens
its ideclogical orientation toward the West,

%
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Concerns Ahcad for Mascan. NMoscow probabiy wiil
beconte oven more concerned than it is now il as we

cxpect, the regionalists hold their ground. Noscow

believes it stands 1o lose cansiderably more thin it
could gain from cven a halting Yugoslav evolution
toward Western norms,

the Saviet leadership is highly critical of the declining
vigor and role of the national Yugoslkav party and
heightened Western influcnce in Belgrade's cconomic
policy making:

» Soviet chicf Gorbachey lust December privately

attacked visiting Yugoslav party head Milanko
Renovica over Belgrade's internal policies

Gorbachev asserted that
Yugoslavia's system is a failure and the party's
laxity is to blame.

« Sovict media continually stress the need for greater

Yugoslay party unity and insinuate that Belgrade
has become oo dependent on the West,

Moscow’s ability to influcnce Yugoslavia's course is
limited, however: .

« Most Yugoslas lcaders, including the most ideologi-

cally orthodox, distrust Sovict motives.

« The fragmented political system domplicatcs Sovict
cfforts 1o reeruit pivotal clandestine agents of influ-
cnec in Belgrade.

« The Yugoslavs devote considerable effort to moni-
toring Sovict activitics in Yugoslavia

Moscow probably will rely increasingly on its alrcady
close cconomic relations with Belgrade in pursuing its
interests, and may have some success given Yugosla-
via's weak cconomic prospects. For cxample, despite
continuing disagreements over trade terms, Moscow
will most likely continuc to accept Yugosluy goods
below Western standards in cxchange for petraleum
and other raw materials to demonstratce it is a cooper-
ative economic partner at a timc when Belgrade is
Yaving problems with Western creditors. The Sovicts,
meanwhile, will continue to press the Yugoslavs to
purchase manufactured goods and military hardware
10 increase the economic linkage.

10



Politically. the Soviets will also play on the knowledge
that Belgrade believes a good relationship with the
USSR —or at least not overly antagonizing Nox-
cow-—is critical to Yugoslav sceurity interests. Mos-
cow probably will increase current ctlorts to co-opt
regional power brokers by cultivating formual ties
between Sovicl and Yugoslav regions. Moscow could
cven exploit regional develapmental differences by
granting greater cconomic concessivns 1o the poorer
south and by cultivating Scroia and Montenegro in
particular. Meanwhile, the Soviets will continue their
tradition of tough talk with scaior Yugoslav oflicials
during bilateral exchanges

A Possible Alternative—Return to Authoritarianism
A temporary or even long-term return 1o same variant
of increased centralism and authoritarianism is plau-
sible. but only under some combination of the follow-
ing conditions, which w¢ believe is unlikely:

Major labor or cthnic violence strengthens the hand
of centralist-minded party hardliners, backed by the
Army and internal sccurity services.

L]

« The cconomy {particularly producticn and living
standards) precipitately worsens and the population
and regional clite react by demanding tough federal
measures. The Serbian ¢camp could exploit a rapid
decline to try to convinee the regionalists it is
scrious about market reform and win support for at
Icast temporary recentralization.

« Ovcr the long run, continued problems begin to
generate a national consensus that more central
control of the cconomy is the only solution. Gorba-
chev could rcinforce the trend should he succeed in
revitalizing the Soviet system and thereby strength-
en the legitimacy of more traditional Communist
cconomic policics in the eyes of many Yugosiavs.
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In this scenario, regional lcaders would agree, ar be
forced, to give up some sovercignty to prevent wider
unrest and kcep other elements of the Yugoslav
system intact. At a minimum, the federal government
would seck to imposc interventionist measurces, possi-
bly by invoking special constitutional provisions to

Padl

override mtnority Lctions in pariiament.' 1o an ex-
treme situztion, the nine-man State Presidency could
cxereise its authority to imposc some form of murtis!
faw. 1n cither case, we woeld expect little real niove-
ment toward ceconomic recovery while such measures
were in etfect beciuse recentralization would lcave
the countiry’s underlying cconomic problems—above
all. market inclliciencies—uaresolved. Morcover, we
beiteve the Yugaslav system over time would most
likely revert once again to morc open debate and
factionalism, as it did following periods of tightened
controls imposcd by Tito.

Under this scenario, the United States would witness
at least a temporary halt Lo Yugoslavia's progress
toward demaocratic fortns, As in some past crack-
downs—I({ollowing the Croatian upheavals in 1971, for
cxample—Belgrade would perceive US and other
Woestern criticism of such action as an attack on its
national sccurity. The West probably would have
little chaice but to wait out the crisis and hope for an
cventual “'normalization.’

Moscow would stand to gain some ground under this
scenario, particularly if Belgrade could prevent wide-
spread civil unrest. Mascow probably would welcome
a morc centralized regime with tighter goverament
control over the econemy as a demonstration that a
highly decentralized Communist regime is a contra-
diction in terms. In contrast with probable Western
displcasurc, the Sovicts would view developmeats in
Yugoslavia as vindicaring the correctness of a Sovict-
style regime and econamy for other Communist states
and would most likely offcr public support to Bel-
grade. The Sovicts probably would take advantuge of
a confrontation between Belgrade and Western credi-
tors over extensive backsliding on economic reform,
possibly by offcring new favorable trade terms, and by
secking to tic Yugoslavia closer to the USSR cconom-
ically

* Article 356 of the Federal Constitution allows the cabinet, in
cansultation with the State Presidency, 1o impose lcgislation tcmpo-
rarily by decrec in 1he event of an impasse with regional representa-
tives in parliament
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Least Likely Scenario—Scrious Systemic [astability
The least likely sconitrio, in our view, is that the
growing debate in Yugoslavia ultimatcly will pull the
federatton apart. Wy believe that only o combin:ttion
oi several of the following highly imprabable develop-
ments would push Yugoslavia toward such chaos:

The Army leadership. traditionally united in the
face of unrest or antiregime activity, fragments
along cthnic lines and rcfuses 1o back the national
political leadership in keeping restive workers or
cthnic groups in check.

.

Leaders in several regions, such as Sloveniz or
Kosovo, go well bevond their current levels of
asscriiveness and demand sccession, or at least the
formal creation of a cunfederation system.

Antiregime protest cxpands and forms links across
regional lines. )

* A global cconomic downturn or domestic economic
mismanagement crecates such widespread shortages
and disruptions that a coalition of Army gencrals,
federal burcaucrats, regional leaders, and the popu-
lace attempt 1o overthrow the leadership.

« Ethnic confrontation flares between Slavic groups—
rather than between Slavs and Albanians, as is now
the rule—and national lcaders side with their own
cthnic group rather than defend Yugoslav unity.

US interests would suller tlie most under a scenario of
collapse. Washington would have tittle influcnce on
the key actors—regional leaders, the Army conunand,
the internal sccurity scevices, and party hardliners.
Moderate leaders would tose influcace or be purged in
a successful imposition of order by the military and
sceurity services, and human rights would probably be
widely abused. At the same time, a debt moratorium
probably would be declured and new Western aid
would be sought to get the couniry moving again. {n
the worst casc—widcspread social diserders, civil war,
or cven the country’s actual breakup—\Washington
could face Moscow in a confrontation as the two sides

slruiglc to exert influcnce and protect. their interests.

Systemic collupse would threaten Moscow's interests
as well. The Sovicts would be at least as concerned as
the West about losing influcnce in Yugoslavia and
would try to use whatever levers it had to gain what it
could. The Sovicts would be deeply concerned that
they could lose their remaining influcnce and that
turmoil could spill over into neighboring Warsaw Pact
countrics. The Sovicts probably would try to influence
the Yugoslav Arniy and sccurity forces by publiely
backing the imposition of tough mecasures aimed at
reimposing order. Failing that, Moscow would praba-
bly try to formalize links to several regional lcader-
ships to advance its intorests among the federation’s
remnants.



