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. CENTRAL INTELLIGENCE AGENCY
T ; Directorate of Intelligence
' May 1970

INTELLIGENCE MEMORANDUM

Regional Conflicts In Yugoslav
Economic Development

 Introduction

With the question of presidential succession
simmering in the background, the hottest political
and economic issue in Yugoslavia today is "repub-
lican nationalism." The Ninth Party Congress in
March 1969 was filled with warnings: Mitja Ribicic,
the President of the Federal Executive Council,
warned that "Nationalism is growing on the soil of
our sccialist relations, ... becoming more aggres~
sive," and Tito repeatedly complained that "eco-
nomic problems are clad in nationalist garb ...
there are certain elements that countenance
autarchy and localism, ... such activity is in-
creasing."” Since the congress, a number of re-
gional economic disputes have confirmed these
warnings and have kept the issue of "nationalism"
on the front pages.

Most of these conflicts involve a clash of
interest between the most advanced republics --
Slovenia and Croatia -- and the less developed
regions -- Bosnia-Hercegovina, Montenegro, Kosovo,
and Macedonia. They also reflect a basic conflict

“between the government's lonystanding commitment

. to spur development in the backward areas and its
newer commitment (since 1965) to increased economic
decentralization. The development of backward
areas requires strong federal intervention in the
investment process, and decentralization requires
just the opposite.

Note: This memorandum was produced solely by CIA.
It was prepared by the Office of Economic Research
and was coordinated with the Office of Current In-
telligencae.
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Regionalism in any form raises the question of
~ future political stability, after Tito's unifying
influence is no longer present. In the absence of
'strong political unifiers -- such as an outside
‘threat to Yugoslav independence -~ 'a large role
would fall to regional economic interdependence
to maintain stability. 'This memorandum examines
the record of regional economic poliecy and eval-
uates the obstacles posed by economic regionalism,
now and in the future, to Yugoslav. development,

Have Versus Have-Not Regions

l. The typical Yugoslav tour director's moho-
~ .logue is likely to begin with: "Yugoslavia con-
~."Sains six republics, in which live five (main)
- stionalities, who speak four languages, have three
.+ . ferent religions, write in two alphabets, but
‘~have one desirxe -- independence."* Economically,
Yugoslavia is equally diverse. In the south, the
. .less developed regions of Bosnia-Hercegovina, Mace-
-'donia, and Kosovo hear the mark of economic neglect
under Turkish rule, which lasted for most of the
15th through the 19th centuries.  Agriculture
- remained primitive and mineral riches were left
untouched; the only positive economic legacies
were large trading centers, such as Sarajevo, in
Bosnia-Hercegovina. Montenegro, although never con=-
quered by the Turks, was just as effectively cut
off from the fruits of economic development. Of
the lands under Turkish control, only Serbia, the
first in the 19th century to free itself, was able
to achieve significant development, aided by the
return of more progressive Serbs who had fled north
to escape the Ottoman invasion.

. 2, The northern regidns -- Slovenia, Croatia,
and Vojvodina -~ fared better. Under Austro-
Hungarian rule for the better part of ten centuries

% Yugoslavia's 8ix republics are Slovenia, Croatia,
Bosnta-Herocsgovina, Montaenegro, Macedonia, and Ser-
bia. In addition, Serbia is divided into thres
regions, the two politiecally autonomous areas of
Kosovo and Vajvodina, and the rest of Serbia, gen-
‘erally known as Serbia Proper. For the locations
of thesa eight regions, see the map.

-2 -
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until World War I, the economies of these regions
were at least exploited, leading to the develop-
ment of transportation, coal mining, metallurgy,
J forestry, and textiles. Industry in Slovenia par-
: ticularly benefited because of its favorable loca-
tion between the Austrian-controlled seaport of
Trieste and the Austrian capital, Vienna.

3. The less developed regions continued to be
neglected after Yugoslavia became a separate state
. in 1918, The new nation was dominated by Serbs --
under a Serbian monarchy -- which inflamed the
historical conflict between the Roman Catholic
Croats and the Orthodox Serbs. Thus preoccupied,
the leadership made no concerted attempt during

-3 -
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the interwar period to modernize agriculture,
develop mineral resources, or improve transporta-

" tion in the backward areas. As a result, the more
advanced economies of Serbia, Croatia, and Slovenia
continued to outpace the rest of the countrxy,

“ leaving an.even wider gulf in living standards
than those inherited from the years of foreign
occupation. )

4, The postwar Communist government, under
Tito, gave top priority to the problem of region-
alism, Tito stocked the government with solid :
delegations from all republics, and both the Roman
and Orthodox churches were stripped of political
power, thereby reducing some of the sources. of
former political conflict. Finally, Tito's re-
gional economic policy from the outset was ded-.
icated to narrowing the gap between the have and
have-not republics. ‘ o

5, This last task proved to be the most dif-
ficult in the attempt to solidify the federatlon.
Although it could be seen that Yugoslavia's regions

complemented each other economically -~ rich raw
materials in the south, manufacturing in the
“north -- disunity had been deeply embedded by *:
foreign rule, sharp ethnic contrasts, and even
geographic barriers. These factors had discour-
aged labor mobility and had stifled any signif-
icant movement of capital from north to south.

As a result, the gap between the incomra levels

of the have and have-not regions was indeed wide.
In 1947 the national income per capita of the less
developed regions was 65% of the level in the more
developed areas, and the per capita national in-
‘come. of Kosovo =-- the poorest region -- was only
one-half the Yugoslav average and less than 30% of
per capita income in Slovenia -- the richest re-
public. ‘

6. Boris Kidric, the chairman of the Federal
Economic Counecil, set up an economic plan in 1947
to deal with these disparities, specifying average
per capita growth rates of 11%-14% for the less
developed regioas and 6%-10% for the more advanced
areas. To achieve these rates would eliminate the
difference in per capita national income by about
1964. Kidric's plan posed a major political chal-
lenge. Not only would more new factories be built
in the less developed areas than in Slovenia and
Croa.ia, but Slovenia and Croatia would also have

P ' -4 -
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 to foot a large share of the investment in other
republlcs.v The regime ran the risk of allenata.ng

' the advanced republics, and possibly stirring up

’Jealou31es among the less developed republics which
“might not be satlsfled with their respective shares
of federal support once their appetite for growth
had been activated. Nevertheless, Kidric's model
was put into effect 1n the first flve-year plan in
1947 o ‘ S v

‘ 7.” The regime actlvely pursued the pol;cy of
rapld growth during the 1950s, pushing new capital-
intensive investment in the backward areas. The
resgults, however, were just the opposite from
Kidric's projectlon, the gap in per capita national
income widened substantially. Moreover, the policy
. of extensive growth produced severe inflationary
pressures and balance-of-payments difficulties.
Thus, in the mid-1960s the regime abandoned the
forced growth policy and turned to a program which
stressed monetary restraint and more efficient
allocations of investment resources. . Under this
‘new policy, the gap between north and south widened
even further, as shown in the accompanying chart.

Yugosluvm. Index of Growth
of Per Capita National Income (in constant prices)
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" The Widening Gap o

" .'g. Between 1947 and 1968, the average per
capita income of the backward. regions dropped from
: | " two-thirds to one+half the average in the more de~ . .
S ~ veloped areas. Only Montenegro was able to gain ' :
L ~  any ground on the average national income of the
' more developed areas, and none of the backward -
regions was able to gain on the most advanced
regions -- Slovenia and Croatia. - Kosovo, in fact,
fell from 30% to a mere 17% of the par capita -
national income of Slovenia., The average annual - o
' rate of growth of per capita national income during
' 1948-68 was 4.6% for the less developed regions, ‘
-compared with 5.7% for the more developed areas,
. "as shown below. I a B -

“ferdent

 Average Annual Percent of
“Rate' of Growth Yugoslav

. of Per Capita . Average
National Income T

- 1948-68 1947 1968
“ Less developed A 4.6 72 62
Bosnia-Hercegdvina | 4.3 "83 67
Montenegro 6.0 71 79
Macedonia 5.6 62 65

.. Kosovo 3.2 53 34
More developed 5.7 112 - 121
Slovenia 6.1 175 201
Croatia 6.2 107 127
Serbia Proper 5.5 -~ 96 98
Vojvodina 4.8 109 97

9, The lag of the less developed areas also
shows up in a slower growth of personal income.
Per capita personal incomes in the backward regions. ‘
grew by 8.6% a year in the 1950s, compared with 12.5% ‘
in the more developed areas, and the lag continued
in the 1960s, as shown in the tabulation below.

-6 -
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Pefoent

- Average Annual Rate
-~ of Growth of Per Capita .
. __Personal Income & ‘

B  1953-60 - 1961-69
| Less‘déveloped o _‘ 8.6 6.4n :
_ vBosnia-Hercegovinae lbl4 : 5.5
Montenegro . 13.1 7.8
Macedonia - IR 6.2 8.8
- Kosovo - : . 8.5 7.5
More‘deVeloped' . 12.5 “ . 8.5
'Slovenia' . "A . 13.9 | 7.3;
Croatia = - 12.2 , 8.6
Serbia Proper = 11.9 - 10.0
~Vojvodina _ ,12 3 : 5.9

a. Based on data for the soczalzzed sector.f!

Only Montenegro in the 19505 and Macedonla in the
'1960s were able to achieve a faster increase .than
the average for the more developed areas.. Similarly,
there aéppears to have been little if any relative
improvement in the standard of living of the less
developed regions. The average living area of
‘housing per capita in 1968 was less than two-thirds
of that in more developed regions; it was the same
share in 1950. According to rural. surveys, per
‘capita consumptlon of meat in less developed regions
was roughly two-fifths of that in more developed
areas in 1958 it is now roughly one-third.

10. Per capita differences have been compounded
by the much hlgher rate of population increase in
the backward reglons than in the more advanced areas.
Population in the poorer reglons has increased at an
average annual rate of 1.9% since World War II, com~
pared with only 0.9% in the richer areas, as shown
in the- accompanylng tabulation. The rate of popu-
lation increase has not declined in most of the
poorer areas as it has in the richer republlcs.
Kosovo, in fact, has experienced a sharp rise in
populatlon growth, mainly because of the influx of
immigrants from Albania during the 1960s.

-7 -
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»Pdpulation   2 AveragejAnnual
o ‘ . ... .. . (rhousand Rate of Growth
S £ T R __Persons) _____ (Pexcent)

1948 1968 1049-68 = 1949-60 1961-68

Less developed 4,827 7,091 1.9 1.9 2.0
 Bania-Hércé§Qvina 2,564 3,799 . 2.0 2.0 2.0
* 'Montenegro -~ 377 535 1.8 1.8 1.7
 Macedonia - - 1,153 1,574 1.6 1.6 1.5
- Kosovo . o733 - 1,183 2.4 2.1 - 2.8
 More developed 11,015 13,063 0.9 1.0 0.7
" Slovenia 1,440 1,691 0.8 0.8 0.8
Croatia @« : 3,780 4,364 0.7 . R ¢ DAY ‘0.6 -
Serbia Proper . 4,154 5,079 1.0 1.2 0.7
| 0.8 0.9 0.6

- Vojvodina : - 1,641 1,929

11. Migration has not been sufficient to ease .
the problem of population pressure in the backward .
areds.  There has been considerable migration within - =
regions to new centers of industrial activity, but .
this has aggravated the problems of cramped living
‘space and housing shortages. Intrarepublic migra-
~ ‘tion has been too small to provide much relief,
“'particularly in the ‘case of Montenegro, Macedonia,
. ‘and Kosovo, which are most separated, culturally
‘and physically, from the richest republics ==
CIQatia“andUSlovenia.“' o : RN P

- 12, ‘Most migration from south to north has been
~ from Bosnia-Hercegovina to Croatia, Vojvodina, and
" 'serbia Proper. This is not surprising; Croats and
Serbs make up two-thirds' of Bosnia-Hercegovina's .
population, and there is no language barrier between
' Bosnia-Hercegovina and these areas. There has also.
'been a sizable migration from Kosovo to Serbia,
,although'many'of'these'emigrants simply crossed the
border to the poorer parts of Serbia Proper.: The
 smaller number of emigrants from Macedonia and -
Montenegro have gone mainly to Serbia, Indeed; ' .
many of these migrants were Serbs, judging from the
'slow growth of the Serb population in Macedonia and
its declineé in Montenegro between 1948 and. 196l.
~ vVery few emigrants have gone to Slovenia. A rough. ,
' indication of migration between the census years of

-8 -
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e T P 1953 and 1961 is. prOV1ded by the followmng tabula-’
Lot o tiong whlch shows the' increase 'in‘'the number of =
St persons who llved ln the north but were born 1n
L.gyjil'fﬁlfzthe south ' ST L

L .

Slo—‘ “lfl"}‘ Serbla Vogvo--“v‘rj:
v»venla Croatla, Proper dlna “Total

Share of populatlon _ S R ~‘“x.,‘.glw,~ L
born in the south . iae i .. percent -

1953 3 2.9 84 3

Se e
to vl

Increase durlng 1954 61 S
Q din number of" people J,u,,‘:lff T T R
born in ifi‘@ R S Thousand Persons

\‘”fﬁQVthBosnla—HercegOVLna 7408 54,9 '@;19¢7._“38 3 117.7
*-Uw}Montenegro ;;;jwmﬂ ,;p”Negl;ffjgl;sv ,v{5,1;v, _o 8. - .5,8

© . Macedonia il o 2.8 - 5.1 1-3}«5vc10;3'f'ﬁf
jj.Kosovo EPJ‘¢§w§~¢uwff.u90551535"3;1fﬁ),15,ojq” 2.924;.121,5,;

TotaZ south | 59 6'2 3 adi9 . 42,20 155.3

ffEffects of Forced Growth

S l3 For less developed reglons - ln contrast
Hfhto the more advanced ‘regions :=- lnvestment in'the . )
‘ }g'postwar period usually’ equaled or ‘exceeded’ their R
. contribution' to national income.." Only in Kosovo, ' = - . ...
-+~ which did not 1ncrease its share of: investment smg-;l.awﬁnTV
_ﬁ";nlflcantly until the’ 19605, can.any case. be made PR
- for economi¢ neglect. 'On. ‘the- other hand, 'the" out—:k '
v;,¢ﬁlays actually requlred under Kidric's plan to’ nar-"g_, AR
.. ’row the income gap were well beyond: Yugoslav1a S il
,gcapablllty, unless income: parlty was to be ach1eveéfq IR
by stifling. 1nvestment and- growth in the more: ad---”ﬁ;qu
vanced republlcs.l The ‘'sectors of - act1v1ty chosen
T for: development ‘inithe backward: areas == electrlc BT R
‘.. power, mining, and metallurgy.-- were. those ‘with' .. =
~ " ‘among the: 1owest ylelds in growth' of output per s
" unit of investment.  Because:such’ developnent could,
not be undertaken 51mu1taneously in. all backward:
Vﬁareas, the’ government trled to alternate‘lnvest--
"{ments in: these reglon :

"Declassified in Part - Sanitized Copy Approved for Release 2011/10/31 : CIA-RDP85T00875R001600030061-1 -
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'”nearly 30% of ali,Yugdslavfinveétmentiwhile gener- 

ating.only about 14% of Yugoslavia's national in-
come. By the.mid-1950s, however, the investment -
‘boom ‘in Bosnia-Hercegovina was over, and-its share
of investment fell to 12% at the end of the 1950s,
as shown in Table l. In the mid-1950s, it was |
Montenegrd's. turn for a steel mill. This project,
. together with increased spending in electric powexr
.and nonferrous metallurgy, boosted Montenegro's

. share of investment to 5% in 1956, compared with
" only a 1% share of Yugoslav national income. The

same pattern was repeated for Macedonia in. the

first half of the 1960s. A new steel milli at Titov_

Veles, coupled with reconstruction funds to compen-
‘sate for the disastrous earthquake that leveled -
Skopje in 1963, raised investment from 6% of Yugo-
‘slav investment in 1959 to nearly 13% in. 1963-64,
‘when Macedonia . accounted for only about 5% of the

-national income. ..

' 715y The' mnain benefit of capital-intensive de- -
" yelopment in ‘the backward arsas was a fairly large
‘%" intrease in labor productivity, often exceeding -
‘that ‘in the more developed areas.  Except in Bosnia-

Hercegovina,:industrial output per employee did.not
‘begin to rise in'the less developed areas until the

‘last half of. the.1950s -- in Kosovo, not until the

1960s. Only in Kosovo was.the early stagnation of
‘productivity the result of lagging output. In

- "Monteénegro and Macedonia substantial increases in
“output -in the early 1950s were swamped by new em-
'pIOYmentf;;“in‘Montenegro,uthis,occurred:;n.coa;;

: " ‘honferrous metals, wood processing, .and, of. all
.. i things, refrigerator production;, in Macedonia, in

‘refractories,. ceramics, textiles, food processing,

" 'and ‘tobacco.. Productivity did not increase greatly

“"‘in'these ‘republics until after substantial invest-
o > ‘be made in electric power and ferrous
‘V;fﬁétallurgy;_\In3Bosnia—HerCegovina,_mncreases in

‘productivity were the highest in Yugoslavia in the.

E early '1950s, .but were the lowest in the 1960s, re-

‘;flécting“thefshift‘in;priority‘tofother backward. ..

‘areas . prdductivityhgrthh‘in;the mopé developed

.Eareas@hasfbeen‘far'mqre-consispent;~aggshpyn]in}the

‘accompanying tabulation. ..
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Percent

o SR AR
Average Annual Increases -
_in Industrial Output.

per Employee

1952 60 l96l.-68 1952 68 L

Bosnia-Hercegovina
Montenegro
Macedonia

Kosovo

Slovenia

Croatia

Serbia a/

BOW ©ONW

BWAORFO
#mmugﬁm
- . * - a-e ®

a. Inaluding Kosovo and Vogjvodina. .

,‘.v:_‘lj' o

16. High rates of product1v1ty, however, could
not outweigh the high costs of investmant in the.
less developed areas. These costs beghn to show
up in the mid-1950s, when Bosnia-Hercegovina' S'f
initially high growth rates qulckly evaporated,
falling even below Kosovo's in the. 12408, The:
game thing might have happened to Moritenegro . and

Macedonia when it was time to invest . heav11y in rw.,';;._ R
Kosovo and rejuvenate Bosn1a—Hercegov1na s economy. SRR

Moreover, the stress on heavy industry in the south

resulted in considerable: dupllcatlon of northern‘chjr

facilities, particularly in ferrous metallurgy,h, &
where capacity often exceeded demand during the - '
1950s. Cn the other hand, minimal’ 1nvestment5lf

were put into some 1ndustr1es having good growth -

potential, such as nonferrous metals in Bosnla-',i”
Hercegovina, and textiles, ‘leather goods, and -
food processing in all of the backward areas.,_

17. Cectors other than 1ndustry and transporta-;jpf

tion were neglected. In fact, the largest part of;
the lag of the less developed areas was. accounted
for by the slow growth of agrlculture and retail

trade relative to the developed areas. .- As shownvg,‘;r;»;r
in Table 2, the rate of growth of per caplta na=: .- -
tional product in agriculture averaged 2.8% a'year |
during 1953-67 in the less developed dreas, com—i-“'ﬂ"

pared with 4.5% in the advanced areas.. The. slow
growth of agrlculture was a major factor in the
‘lag of personal incomes ‘and retail trade in. the

year compared W1th 8% 1n the more. developed areas.

-CONF IDEN TIAL
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Table 2
7 Yugoslavia: Average Annual Rate of Growth
e of Per Capita National Product, by Sactor a/
Coe s . 1953-67

Pexrcant

. Agriculture Trans- Trade and
Industry and Forestry port Catering

Less developed 9.5 2.8 7.8 6.4

' Bosnia-Hercegovina 8.7 1.8 6.7 6.4
Montenegro 16.1 2.9 15.4 5.8

Macedonia 11.6 4.6 8.3 7.2

Kosovo 6.1 3.5 6.2 6.1

ey More developed 9.7 4.5 8.1 8.0
% slovenia 8.5 2.6 9.5 9.2
L Serbia Proper. . 10.9 4.5 7.4 7.0
: Vojvodina 11.1 6.2 10.2 8.9
; Yugoslavia total 9.5 4.0 7.9 7.6

a. The percentage rates of growth are based on constant 1360
prices.

“18. Similar misallocatlons of resourcesz had
occurred throughout the economy, contributing to
chronic inflation and to an excessive nced for im-
ports to feed the industrialization drive. More=-
over, the creation of less competitive industries =--
» particularly in the south -- was tending to make
Yugoslavia overly dependent on the less demanding
export markets of the Communist countries. Trade
with these countries had been cut off in 1949, when
) Yugoslavia was ousted from the Cominforri, and did
T not resume until the mid-1950s. By 1965, however,
the countries of the Council for Mutual Economic
Assistance (CEMA) accounted for over 40% of Yugo-
- | | slav exports. This was dangerously close to the
N 50% share taken by these countries in 1948, and
too high for a country that was trying to achieve
an independent position between East and West.

19. If the regime had been willing to continue
to incur these costs, it is pcasible that the gap
.in per capita national incore eventually would
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have been narrowed., bDuring the brief period of
1962=64, under conditiong of rapid inflation, the
gouth seemed to be gaining on the north., 1In 1964,
paer capita national income in the poovrer reglons
iricreased by 14.5%, ecompared with 10.,9% for the
north. Even if this sizable advantage had been
maintained, hewever, the gap betweeh north and
south would not have been cloged for nearly 20
years.

Reform and Recesslon, 19665=67

20, Inflation and trade difficulties finally
forced the leadership to give up its obsedgion with
rapid growth and concentrate instead on improving
the structure and quality of output. Beginning in
1964, the government put tight controls on invest-
ment and consumer c¢redit., The next gteps, which
came in 1965-67, were to revatp the price sgtruc~
ture, cutting unwarranted profits in inefficlient
manufacturing enterprises, and to liberalize im=
ports of many raw taterials, metal products, and
consumer goods, admitting foreign competition on
a larger scale, The immediate result of these
moasures was a sharp drop in the rate of growih of
industrial output, which finally fell to zero in
1967.

21. ‘The poorer regions had suffered most during
the slowdowns of 1965=56, 1957-58, and 1%6l-62. The
rocespion in 1565=07 Was RO exceplici. NS BEHNGWH 4G
the tabulation below, the tight mohetary policy had
its greatest effect on iRvestment, cohsurer ¢rsdiy,
and real personal income in the less developed areas.
The hardest hit were Bosnia~Hercegovina and Monte=
negro, which at the pit of the recesgion in 1367,
experienced declines in industrial output of 4t and
3%, respectively. Industry fared better in Mace~-
donla and Kosovo, so that on balance, the growth
of industry during 1965=67 was about the game in
the less developed as in the more developed areas,
of which only Vojvedinsg hall an shaclute drep in
output. Industrial employment grew fasler in the
less doveloped regions, but still at a slow enoush
pace relative to population growth to produce a
sharp increase in unemployment. Unesploydent in
1968 was about 8% in Hosnia-Hercegovina and Monte-
nogro and about 20t in Kosovo and Macedonia. Un=-
employment in the north -= particularly in Slovenia
and Croatia -~ was vascd somewhat by a migration of
workers to Western Europe. Only about one=fourth
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of the 360,000 Yugoslavs in Western Lutope in 1968
came [rom the south, and fearly all of these were
from Boshia=Hefcedgovitia.

Poreent

Average Anfival
Rates of Growth
1965=67

Lessy Hore
bevelopsd Developed

tndustrial output 3.8 3.9
Industrial erployrent 1.8 0.5
Investsent (cutrrenht prices) 6.7 i1.9
Heal personal income 3.9 6.3
Cohsurer ¢redit «13.0 =11.6

22, The siructutes of ihdustrial ouiput in
Boshia=Hercedgovitia and Nohtehedto ¥ete the tkost
vilherable to the tew economic policy. The seciors
most affected by Lhe tecessioh == <¢oal and [etfsous
melals,; molalworking, swoodworking, ifertiles,
feathet goods, ahd tobacds == addounted for 70%
of industtial productiion in Bosnia=Hercegovina and
60% of that in Motitehegto. The sieel and fetal=
wotking indusitice wete hurt fifet by lhe dutbagk
in investnent and later in 1267 by iepdri Compelis
tionh following the inpoft liberalization, The de=
cline of steeci output, by 11% in Bosnia=Hercegovina
and 8% i Mohlehegts iR 1967, furiher wofsehed the
position of ceal producers, patiicularly in boshia=
Hetcedgovitha, which had alteady suffered fromw Lthe
growing use of oil a8 a fuel, Textile and leather
goods producets also were affected by indreased
coftpetitionh frfom inpotis as well as by a sivwdoun

ih cohsubet épending. Oulpuwt feil fotr much Lthe same

feagonhs ih woodvwotking ahd tobacco, ailthtuth these
inGUSIFies AiED eERpefiented & JIYPp in SXPHTIE iR
17267,

23. 1h Macedohis, whete ihe ladaife indusities
pade up a lafge shate, Sulpul was aided by Lthe
statiup ef hew capatities for sieel and cheicals,
and in FosoYo, overall indusirial outpu’ wasg bene=
fited by the dominance of nonferfous tetaly -~ an
induatlry favored by the gefomms becauvse of its good

- 1% -
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export position. The layging industties repregahted
a much lower share (40%=50%) of output in the more
developed regions, except in Slovenia, whose gef=
erally more efficient enterprises were better able
to cope with Lhe recesgsien,

Effects of Decantraligation

24. One of the tost important features of the
iew etonomie policy was the subistantial decentrali=
2ation of investment. The "sogial investfment funds™
of the federal, republie, and local governments
were abolished and transferred to a revitalized
banking system, more independent of political cons
trol, This step gave entarprises, which were now
allowed to found banks, a much greater gay in the
digtribution of investmenl recoburces,

: 25. Federal investment fell greatly in the more
developed ateas, but it still remained a larde shatre
of the investinent in backward regions. 1n order to
pravide for the pooret regions == which would ob=
viocusly fare badly without oculside support == a
federal investwmeont fund was set up, fihanced by

tax contributions from the tofe advanded regions
and administeted lardely through the Yugoslav in-
vedttient Rank (fotretly ohe of the thfee special
federsl banks but now ostensibly more independent),
In 1969, federal investisent still accounted for
aboul 20% of invesimeht in Bosnhia=Hercegovina, 40%
in Magedonis and Mentsnegis, ahd 58% in £6sovo, cone
paved with ah average ¢f only 2% in the wore de=
¥eloped cresz.  in contirast, dedenitalizesd iavesis
tent by banke, though a rmuch larger shate of invests=
tent thanh befote the reforsms, accounted for only

372 of the iotal in less develnped ateas, cospared
with 54% in the mote developed, as shown in the
folloving tabulation,
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Percent

Legs More
beveloped  beveleoped

1963 1969 1593 1969

Federal govVernment 33 28 17 2
Republie¢ and local
dovVernments 30 9 3l 6
Enterprisges 22 19 35 32
Banks 8 37 9 54
Othey institutions 7 7 8 6
Total 109 100 100 100

26. The reforms also tesulted in more decentrali=
gation of authority to enterprises and banks to en=
gage in foreign trade operations. Exporting enter=
prises were allowed to retain a larger share of
foreign exchange earnings, although the bulk of
{oteigh exchange (except in enterprises exporting
most of their output) 8till went to the Hational
flank. These measures, combined with a devaluation
of the dinar in 1965, were intended pris arily to
proimote greater hard currency exports. 1In addition,
large investizents Were now ehcoutrayged in tourism:
free custome ports were established along the
Adriatie, which permitted foreigh enterprises to
get up shop onh Yugbslav soil: and, in 1967, a law

wag pasded allowihg foreign ianstﬁant throughout
the country, providing it wag in parthnsrship with
Yuguslsy firps.?

27. Again, the more developed areas stood o
gain the #most. Thege regions account for over 80%
v total Yugoslav exports and possibly even a larger
ghate uf hatd currency exports. A larger share of
expotrls if the pore advancsd tzgions goes 1o Western
couhlrias than is the case in lthe podrer reglons.,
n;:ngux;n iacedenia app«ears 10 De an exception, a
gignificant shate of itas trade with the West has
bean on cleatring account with ity neighbor Greece ==
vsually cvouhted smohyg legs developed countries. As
would be expected, CEMA and legs developed countries
account for a larger share of the exports in leas

* The iluw en [oreilgn inuvegiment limite foreipn In-
YeaIMent 10 zggg thyn L0% of any parinerghip arrange-
men .
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developed regiong than in more developed republics,
as shown in the follewing tabulation, for 1969,

i /
Pereent

Bhare of Ghare of Lxaports, by Republie

Total

Yugoslav oLrch Less

Exports  Countries 2/ CEMA Developed
Bosnia=
Hercegovina 11 41 35 24
Montanegro 2 41 35 24
Macedonia 4 59 36 5
Blovenia 19 69 22 9
Croatia 28 52 k3 17
Berblia b/ k1 57 kK] 10

d. Countrice of the Orgdninalivon Jor Ecdonomie Coop=
eration and Development whioh includeg WeeZorn Europe,
Turkey, Greeve, Japan, Ioeland, and Nopth ZAmerioca,

b, Ineluding Resosvo and Vejvedina.

28, Moreover, nedarly 20% of foreign tourists in
1968 went to the developed areas: Croatia alone,
with ity near monopoly on Adriatic resorts, in-
cluding Dubrovnik, accounted for 56% of the number.
Almost all the free ports such az Split and Rijeka
are also in Croatia. Finally, most of the trickle

of doint fereign inveatisnt that haz besen atiracted

7w = &Ysl! X 1T WET £ werTas TTER DY =
. thug far has been in parthership with fizms in the
more developed aress. One moior céeepticn, Lf 4%

ceases about, will be a proposed Ralger-Chergoinvest
joint investiment in an aluminuns cotbine near Mostar
in Bosnia=Hercegovina,

29, As indicated earlier, the liberalization of
imports of raw moterials and metal and wood products
also generally favored the Hore deVeloped atebss,
which not only could better withastand foreign com=
petition but now could, if thoy wished, rely on
alternative sources of the raw and semifinished
goods produced in the podrer regions. The govern-
ment did not go nearly so [ar as the more developed
regions would have liked in liberating f{ozreign exe
change controlsa, 80 that lozs developed reglons
still were able to acquire substantial supplesents
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to thalr own foreign exchange earnings, Neverthe-
less, the more developed areas, alded by earnings
from tourism and tranaport, obtain more of thelr
imports from the West and less from the Communist
] countries than do the less developed arvas. Monte=
negro is the exeeption here, but lts trade in any
g cage L8 extremely small -« less than 2% of total
' ' Yugoslav turnover. The reglonal distribution of
imports in 1969 is shewn in the accompanying tabu=
N lation.

Peréant
Share of Imports
thare of by Republic
Total
Yugoslav 0ECD Less
Imports  Countries CEMA Developed
Bosnia=
Hercegovina 7 52 39 9
Montensgro 1 73 26 1
Macedonia 5 61 34 5
v Glovenia 2 77 18 5
Croatia 26 69 21 10
Serbia a/ 31 64 29 7
Multiple
destination b/ 10 39 12 49
. dncluding AUsDVYo dnd voJjVodifid.
. L. Imporie aesveialed with firme in more than one

resubiic.

30. ‘Thus, decentralization has drawn an ever
sharper line between the richer and the poorer re-
yions. The more developed areas, particularly
Slovenia and Croatia, would like less governsent
sontrol, while the poorer regions still need what
they ¢an get in the form of price and import pro-
toetiss and fadoral forafan sxchangs allocations.
Moreovar, it is now far easler for the pore de-
veloped areas to guantify their role in the support
given to the poorer regicns than it was in the
19508, when the federal government financed a siz-
able part of investment in all republics. The
richeyr republics complain that much of the support

" given to backward areas has heen wasted on ineffi-
cient prestige projects. Thoy have acme grounds
for questioning the effectiveness of major projects

- 19 =
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and are increasingly disposed to ask such questions
in the service of thelr own economie interests. On
the other side, the backward regions often grumble
about the inadequacy of federal support. Bosnia-
Hercegovina particularly feels slighted -- not one
major new project has been started there since 1964,

Recent Confliets

3l. Decentralization brought with it an atmos-
phere of more open political and economic discussion.
It has also opened up new regional confliets, in
which 8lovenia and Croatia usually have been pitted
agalnst the federal government and the less developed
regions. In the most publicized flareup, the Slovene
government in 1969 lambasted the federal government
for unexpectedly reversing an earlier promise and
cutting Slovenia out of funds ecarmarked for road
congtruction under a proposed loan from the Inter-
national Bank for Reconstruction and Development
(IBRD) . The Slovene officials in turn were geverely
reprimanded for engaging in “"republican nationalism.”
Ag it turned out, the Slevene roads had not been
eliminated but rescheduled under another loan to
be negotiated with the IBRD in 1970. Slovene offi~
claleg in due course made the proper public apologies
for the outburst, and repeatedly denied the existence
of significant separatist sentiment within Slovenia,
but they remain extremely sensitive to such issues,

32, Another ianue har been aimmering in the
more advanced regions since the reform of the for-
eign exchange system in 1967. The Croats, in par-
ticular, have complained that, although import lib-
eralization has made it far caslier for importing
enterprises to obtain hard currency, the amount of
foreigyn exchange that can be retained by exporters
is still too 8mall to encourage them to seek new
markets. 1In fact, a large share of the avalilable
forelgn exchange goes for hard currency imports of
equipment for firms {n less developed regions,
usually with little hope of return in the form of
hard currency exports. As a result, while Croatia
accounted for about 28% of all commodity exports
(and 38% == the largest share -- of all foreign
exchange earnings including tourism and other ser-
vices), it aceounted for only about 13% of invest-
ment in machinory imports &n 1967,
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33. Dbuplication of plants also rosults froem ro-
glonal melf-interest. One oxample is tho ambitious
plan of local interests in Split, Croatia, to build
a glant steel mill on the Adriatic, a plan that Tito
has criticized strongly as costly and unnocessary.
Apparently, work on blueprints for the proiact is
continuing in spite of Tito'a protest and in spite
of the probability that it will be diffiocult to
amass the necossary funds anyway,

34. Another instance of regional duplication is
reflected in a dispute, under consideration by the
federal government since late 1968, botween potro-
chemical and plastics combines in Croatia, Soriia,
and Macedonia, which have formulated conflicting
lotig~-range plans for dovelopment. “The Croatian
firms == OKI and INA (the large Croatian petroleum
consortium) , of Zagreb, and Jugovinil, of Split ==
plan to build a large polyester fibers factory,
which would be in direct competition with a similar
plant proposed by the OHIS firm in Skopje. More-
over, Jugovinil wants to quadruple its present
production of polyvinylchloride, in conflict with
Serbian plans to bulld a new polyvinyl plant in
Pancevo.

35. The list of recent conflicts seems ondless,
Croatia and Slovenia cvomplain that the federal
government's longstanding rofusal to raise rail
freight rates has put the railways in financial
difficulty and has only servod to subasidize mar-
ginal enterprises, particularly in the less do-
veloped arcas, Also working against Croatia and
Slovenia 48 a now federal law limiting the carrying
capacity of private trucks to five tons. Private
truckers {n %hese republics, with the sympathy of
republican officials, have demonstrated against the
law, and one public official -- the Mayor of Mari-
bor, Slovenia -- has privately stated that the law
ig "stupid” and will not be strictly enforced in
Slovenia and Croastia.

36. ouch conflic¢ts and oid cothnic rivairies,
roevived now and again, as in the "nationalist” dome
onstrations of the large Albanian minority in Kosouvo
in 1968, have prompted Belgrade to launch a naw
attack on rogionalism. Beginning in 1969, tha
leadership pressed for revisions in the structure
of government, increaring the suthority of the
Chamboer of Nationalities and bringing gsome of the
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more influontial republican leaders to Belgrade to
soxve in the Federal Executive Council and in high-
level economic councils. In addition, a new 15-
membar Communist Party Executive Bureau was created,
staffed by high=lovel raprosentatives from all re-
glons. The leadorship hoped that many potentially
explosive ragional conflicts could be thrashed out
before they surfaced and that kay republican leaders,
romoved from the source of their political power,
might develop more of a "Yugoslav" outlook. Indeed,
it was Mitja Ribicic, the new head of the Federal
Exacutive Council, and a Slovene, whe took the lead
in condemning his own republic's stand on the road
controversy .

37. An important element in the government's
new ragional. economic policy is the push to inte-
gratae enterprises, and especially across republican
" boundaries. But most intrarepublican mergers thus
far have been among firms or banks in the more de-
valoped arcas. Two important mergers have occurred
in Macedonia, where the FIAT-sponsored Crvena
Zastava automobile factory of Serbia has estab-
lished a component parts subsidiary and Rade Koncar
of Croatia has absorbed both a refrigerator plant
and an electrical equipment factory.

Prosgects

38. Tito -- and his successors -- will try {0
stoer a middle course between the competing demands
of the north and south, in the attempt to further
the national Yugoslav interest. The north will be
favored by continued efforts to increase hard cur-
rency exports, including the provision of added
incentives to enterprises through gredual decen-
tralization. The south will be favored by con-
tinued large federal investments and continued
afforts to promote mergers with the more estab-
lished northern firms. Kosovo recently has been
singled out for special federal attention, in-
cluding help in obtaining credits to bail out
firms in debt. Thdére will be setbacks to these
policies in the short run. The Yugeslav economy.’
still is highly vulnerable t¢ inflation and balance-
of-payments crises, which periodically will force
the government to step in with deflationary controls
on imports, prices, investment, and consumer spending.
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39,  As in the past, the rich probably will get .
richer in snite of federal support to the backward
areas. Yugoslavia's backward regions are in much

: the same position relative to Slovenia and Croatia

J as these republics are in relation to Western Europe.
The sourh, in effect, is a microcosm of most less
developed countries, having the same dim prospects

. of catching up. The north will be favored to the
extent to which the government maintains its cur-
rent stress on decentralization and efficiency.
Moreover, the south is particularly vulnerable to
recession and stands to be hurt more than the north
during periods of retrenchment brought on by infla-
tion and balance~of-payments problems. v

40. On the other hand, the incomes of the back-
ward areas will not stagnate. Given the current '
emphasis on efficiency, investments even in the
poorer areas will be allocated to more profitable -
uses -- agriculture, food processing, and nonferrous
metals -- as well as to transportation and housing.
A particularly bright spot is Montenegro, where
large funds will be spent in developing tourism,
supported by large expenditures in agriculture, all
as part of the United Nations South Adriatic Project.
Moreover, integration and business dealings in gen-
eral between more and less developed areas really
seen to be on the rise,

41. Regional disputes are unavoidable. The
north will continue to press for greater liberali-
zation in the struggle to become more competitive.
The south, as revealed in recent statements by
leaders there, will try to uso local resources to
create new manufacturing industries, which will
continue to encourage demands for federal price
and import protection. The government that suc-
ceeds Tito, struggling to gain acceptance, probably
will have more difficulty in juggling regional con-
flicts. Moreover, these conflicts are a natural
target for any attempt by the USSR to increase its
influence in Yugoslavia. |

. 25X1
251
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~+ .42. Yugoslaviez has come a lony way as a state

~ ‘and may have developed the cohesiveness to withstand.
" regional disputes. As the President of the Chamber
of Nationalities, Mika Spiljak, puts it, "less than
25 years ago Yugoslavs were killing each other.

. There are Serbs and Croats in public life today

' whose relatives were murdered by. each other., We 4
can stand these inefficiencies of mixing together .

for a few years more."

Conclusions

43, In two decades, Tito's Communist regime has

tried and failed to narrow the economic gap between

. the more developed northern part of Yugoslavia and
'the less developed south. . Indeed, differences in
output and income per capita have increased, and
‘what is more, the economic objectives of the north
and south have diverged. The north is pressing for
‘more decentralization of federal economic control;
the south still relies heavily on direct federal
suppoxrt and federal protective controls. Regional
~economic conflicts, together with the historical -
rivalry among the several nationalities -- Serb-
Croat rivalry is not dead -- pose a challenge to
the leadership unique for a country of Yugoslavia's
size. With the gquestion of succession becoming
increasingly important, regionalism now has become
the most pubiicized issue in Yugoslavia.

44, The attempt made in the 1950s to narrow re-
gional econcmic differences was just a beginning,
"and an expensive one, since most investment in the
south was in capital-intensive sectors -- road-
building, electric power, mining, and metallurgy.
A continuation of the forced growth policies of the
1950s, with continued preferential treatment of the
south, probably would have eventually reduced the
-~ gap, though very slowly, especially in view of the.
" cultural barriers to south-north migration. But
. this policy had to be given up in the mid-1960s
. because it had resulted in chronic inflation,
" severe deficits in the hard currency balance of '
_‘_payments,*and‘exceSSivevdependence;on'the export
" 'markets of the USSR and Eastern Europe. The new ' ‘
~ deflationary policy adopted in the mid-1960s tended '
. to discourage development in the south. The less =
- ‘efficient, protected industries of the south, such
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ag stoel, could only lose from the steps taken to
curtall new irvestments and encourage hard currency
exports, which largely come from the north.

' 45. Even though the current national policy
continues to favor the north, the government will -
maintain its commitment to help the backward regions.

. This dual poiicy -- a political necessity '=- will
mean slower progress in raising efficiency through-
out the economy as a whole, and continued direct -
federal economic influence and control in the econ-
omy. Although fed::al investment in the south prob-
ably will be put tu better use, local resources are
likely to go into new manufacturing industries which
duplicate those in the north and create demands for
federal price and import control. The south, in
effect, will be an obstacle to northern demands for
more decentralization -- particularly a reduction
in federal foreign exchange controls which would
prod enterprises to export.

46. Tito's unifying influence has so far been:
sufficient to dampen conflicts that could break up
the federation. To provide for the day when he is
gone, Tito has set up a strong Party Presidium made
up of key republican leaders, hoping tha% at least
some regional disputes can be settled betore they.
inflame public opinion. Nevertheless, the leaders
who follow Tito will have far more dificulty in
satisfying competing regional demands while moving
ahead on national policy objectives. The middle
course between efficiency and equalization -- _
between decentralization and control -- will likely
be a winding one, e S S
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