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2 Pat Devine

vested in ... competing holding companies, whose primary task
would be to manage social capital ... 1 envisage the holding
companies as first and foremost profit-maximizing institutions ...
empowered to create entirely new self-managed firms ... [with] the
capacity to transfer social capital out of low productivity uses, even
against the declared opposition of the workers’ council in the firm
(Estrin 1989b: 187-89).

Given the central role played by holding companies in this model, their
ownership status is crucial. Estrin suggests that the self-managed firms
themselves might be the shareholders, along perhaps with the government.
Miller (1989) proposes that enterprises should be responsible for
investment decisions, obtaining their capital from "a plurality of investment
agencies” which would have a dual remit. On the one hand they would

pay considerable attention to the expected profitability of enterprises ... to
that extent, their function would be to simulate a capital market by
allocating capital among existing enterprises where its marginal returns are
greatest. This aim would, however, be balanced against others ... enterprise
creation, in response either to employment needs or to market opportunities
... investment in each area should be sensitive to local needs - to the need
to provide a balanced range of employment, to environmental needs, and so
forth. These considerations preclude the banks from acting as simple profit-
maximizers" (pp. 310-11).

Miller’s view that the investment agencies or banks should not be simple
profit-maximizers contrasts with that of Estrin and leads him to suggest that
they should probably be publicly owned bodies. In Nove’s original model of
feasible socialism, major investments of structural significance would be the
responsibility of the central planners, but he argues that most investment
would involve only marginal adjustment and would be the responsibility of
enterprise management, financed out of retained profits or bank credit.
Enterprise investment might be guided, however, by subsidies or credit
direction, in order to take account of externalities or other socially desirable
considerations (Nove 1983). This original approach is essentially retained in
the second edition (Nove 1991), with the uneasy addition of "[sjome sort of
capital market" (p. 239), reflecting, perhaps, a similar evolution in Nove’s
thinking to that of Brus and Laski.

Finally, Breitenbach et al. (1990) envisage a range of government
industrial banks that would provide capital equipment for state enterprises
and cooperatives on lease. These banks would operate within clearly defined
guidelines. In relation to state enterprises,

[tlhey would be obliged to ensure that funds requested were for purposes
generally consistent with objectives defined in the National Plan. Requests
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would also have to be in line with the management plan of the particular
enterprise which would already have been agreed with its appropriate
Planning Board (p. 51).

In relation to cooperatives, which would not need to agree to a
management plan with the Planning Boards, the banks would have greater
discretion, but there would be "a general government remit and sometimes
specific guidelines from the Planning Boards to ensure that banks funded
cooperative ventures of an innovative, financially risky nature or in the
public interest for some other reason” (p. 51).

I have set out the position of these four models on investment in ascending
order of the importance they attach to considerations other than profitability.
Thus, Estrin allows no other considerations. Miller seeks a balance between
expected profitability and wider considerations. Nove assigns responsibility
for major investment decisions to the central planning authorities and allows
for investment subsidies and direction of credit in relation to minor
investment in exceptional cases. Breitenbach et al. envisage investment by
state enterprises as having to be consistent with both national and sectoral
planning objectives. The locus of responsibility for investment decisions
moves steadily away from the enterprise toward a more or less negotiated
interdependence between the enterprise and representatives of wider social
considerations. However, the full picture with respect to the balance between
enterprise independence and wider social interdependence in each model will
only be clear when the role envisaged for planning is taken into account.

(3) The role of planning

Estrin and Winter (1989) recommend indicative planning, particularly in
relation to investment, in order to "improve the functioning of markets,
without threatening to displace them as the principal allocation mechanism”
(p. 119).

Their diagnosis of the inadequacies of markets in relation to investment
decisions is compelling:

the market may fail to provide sufficient or correct information to the
investor about the future. It will be remembered that prices are the main
source of information in a market ... The capital market is also a place
where the ‘anarchy of the market’ may be particularly costly ... This
suggests that there could be significant gains from the state using an
indicative plan to co-ordinate investment in particular sectors or products ...
Finally, it is obvious that the repercussions of investment decisions can be
large for people far removed from the decision-making process ...
Investment decisions today shape the structure of production tomorrow,
determining what the economy will be able to produce, what skills will be
needed, and where workers will be required to live ... It is choices of this
sort, -each taken on sensible grounds from the perspective of the decision-
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maker but ignoring the cumulative effects on communities, regions, and the
industrial structure of the economy, that call for public intervention ...
Another serious deficiency of the market system is that price signals may
need to be exaggerated in order to stimulate the desired adjustments ... the
deviation of prices from their long-run levels is an important issue because
it undermines the costless signalling function, which we previously viewed
as one of the principal advantages of the market mechanism ... while
markets may be excellent for fine-tuning responses to changing demand and
technology, they may not be good at stimulating large, non-marginal
changes in the structure of the economy (pp. 109-12).

The indicative planning that Estrin and Winter advocate in order to deal
with this formidable set of problems is

a decentralized, and preferably democratic, process of consultation and
discussion concerned exclusively with plan construction and elaboration.
The process provides a forum in which information can be pooled and in
which diverse interest groups can confront one another concerning spillover
effects. In itself, the plan does not contain an implementation procedure. It
is left to individual agents to strike separate deals with one another, each
deal enforceable like any other voluntary contract. Such a procedure
contains rather more teeth than might at first sight appear, because one of
the major actors in a market socialist economy is the state (p. 116).

The model draws on the French experience of indicative planning and
industrial policy in the two decades after 1945 when the teeth consisted of
"a considerable arsenal of policy interventions, from subsidies and tax
concessions to penalty clauses and credit restrictions” (p. 117).

Miller does not discuss planning at all, while Nove in his second edition
reiterates the position on planning of his first edition, responding to none of
the detailed criticisms raised in the interim (as opposed to Kornai’s general
critique of market socialism, to which he responds in Appendix 2). Thus, as
already noted, in Nove’s model central planners would be responsible for
major structural investment. In addition,

directly or through the banking system, the planners would endeavour to
monitor decentralised investments, conscious of the need to avoid
duplication and the financing of plainly unsound projects initiated locally...
[and] there would be the vital task of setting the ground-rules for the
autonomous and free sectors, with reserve powers of intervention when
things got out of balance, or socially undesirable developments were seen
to occur (Nove 1991: 220-21).

There is no discussion of the process, relationships or institutions through
which the central planners would set about fulfilling these responsibilities.
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Finally, Breitenbach et al. (1990) provide an impressionistic sketch of a
complex planning structure. They appear to envisage a process in which
national, regional and sectoral plans are adopted; enterprises draw up
enterprise plans, which they have to discuss and agree with their sectoral
planning authority; and, in the event of disagreement, there is recourse to an
arbitration tribunal. Thus, "[t]he planning and setting of targets by each
enterprise for itself, with review, guidance and possible modifications agreed
with the planning authorities, is the nub of our concept of socialist planning"
(p. 42). Breitenbach et al. make strong claims for their model, invoking the
language of decentralization yet asserting that the advantages of planning are
maintained.

I have outlined these four models within the British school of market
socialism in some detail, whenever possible in their own words, in order to
highlight the difficulties that arise when seeking to obtain the efficiency
advantages conventionally associated with the market while at the same time
incorporating the social considerations that the market cannot deliver.

Estrin/Estrin and Winter rely unambiguously on profit maximization to
guide not only production but also investment decisions. They claim that
indicative planning can help to overcome market failure with respect to
investment decisions by improving the information available to decision-
makers. However, they do not seriously address the fundamental weakness
of indicative planning -— the fact that, after all the discussion and exchange
of information has taken place, investment decisions remain atomistic. Even
if a consistent set of investment plans could be worked out ex ante, the
absence of any implementation procedure means that each enterprise in the
end acts independently. Indicative planning cannot remove the irreducible
uncertainty about what other enterprises will do that is inherent in a system
based on ultimate enterprise independence. This is what leads Estrin and
Winter to invoke industrial policy in the form of fiscal and monetary
incentives in an attempt to give their indicative planning some teeth.
However, while such incentives may influence enterprise decisions, the
decisions remain atomized, market uncertainty arising from ignorance of the
interdependent actions of rivals persists, and the anarchy of the market is not
overcome.

Nove recognizes the need for some direct central planning and for
extensive regulation, but he does not discuss how planning would be
undertaken, nor does he address the issues raised by Eastern and Western
experience of regulation failure. It is remarkable that such an influential
model as his "feasible socialism” should remain so undeveloped.

Breitenbach et al. seek to combine decentralized enterprise initiative with
wider social considerations and ex ante coordination of interdependent
investment decisions. The interactive and negotiated character of their
decentralized planning process appears to have something in common with
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my own model of participatory democratic planning through negotiated
coordination (Devine 1988). However, their concept of participation is very
limited, confined largely to the workers in an enterprise. There is no
discussion of participation at other levels of decision-making, in particular
of the way in which the sectoral planning authorities would be constituted.
Yet if enterprises are not represented in the sectoral planning authorities,
along with other relevant interests, the interactive process envisaged between
the two levels will be characterized by the familiar pursuit of sectional
interests and information bias.

My overall conclusion is that models of market socialism represent an
attempt to square the circle. Market socialism is advocated because markets
are alleged to be efficient in generating information and motivating
enterprises to act on the basis of that information. The logic of this argument
is Kornai’s espousal of capitalism, or Brus’s and Laski’s market socialism
proper, with product and factor, including capital, markets. Efficiency is
achieved by independent (private) enterprises pursuing profit maximization.
However, the British school of market socialism is understandably reluctant
to accept this logic, for two basic reasons.

First, there is the recognition that atomistic decision-making with respect
to investment necessarily involves market uncertainty, in the sense that
whether or not the expected profitability of an investment is realized depends
among other things on the number of interdependent investments being
undertaken simultaneously. This is what underlies the argument for indicative
planning and industrial policy, as ways of seeking to reduce market
uncertainty without limiting enterprise independence. Yet unless enterprise
independence is limited market uncertainty cannot be overcome.

The second reason for reluctance to accept the logic of efficiency through
the market is the desire to allow wider social considerations than those
determining enterprise profitability to influence enterprise decision-making.
Yet the clear objective of maximizing profit, and benefiting from it, is what
is supposed to provide the enterprise with the incentive to make efficient use
of the resources, including the local information, at its disposal. If wider
social considerations are to be taken into account, either the independence of
the enterprise to pursue profit maximization must be limited, or the
enterprise must be constituted in a way that directly involves representatives
of wider social interests in the decision-making process. In either case,
procedures and/or criteria that enable profitability considerations and wider
social considerations to be combined in the process of reaching a decision
are needed.

In my view, market socialism, interpreted as a system in which efficiency
is sought through decentralization of economic decision-making to more or
less fully independent enterprises, is a blind alley. It ignores the
characteristic feature of the modern world — interdependence. What is
needed, instead, is a model in which those who are affected by decisions are
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involved directly or indirectly in taking them — a model incorporating
participatory political and economic democracy. Rather than retreating back
to the privatization of economic decision-making in independent enterprises,
socialists need to explore ways of socializing decision-making by
internalizing interdependence in the institutions through which the decision-
making process takes place. Elson’s concept of socializing the market is an
attempt to move in this direction and will now be discussed.

Elson’s Model of a Socialized Market

Elson (1988) differs from the market socialists discussed above in that she
recognizes that markets are social institutions whose functioning affects the
behavior of buyers and sellers. Thus, in relation to the fiscal and monetary
policies relied on by market socialists, and others, to influence market
behavior, she writes:

Intervention in markets changes the current parameters (prices, interest
rates, exchange rates, tax rates, level of demand, etc.) that market-makers
and other decision-makers face, but not the characteristics of the market
process itself. In particular, it does not change the social isolation of
decision-makers, so that there remain overwhelming pressures for each to
pursue their own interests in a myopic fashion, and to circumvent or subvert
the changes introduced by central authorities. Intervention in markets tends
to be ineffective or extremely costly if agents in the market respond solely
to piecemeal individual advantage; and yet the social isolation imposed by
markets makes it difficult for individuals to do anything else. Intervention
in markets provides no institutions to facilitate collective reflection before
individual units take decisions (p. 20).

Elson’s answer is to retain markets but to embed them in a set of
institutions that enable such collective reflection to take place. Thus, "the
price formation process must be a public process, not one controlled by
enterprises; and information must be shared, with the nexus of trust,
reciprocity and goodwill setting the limits within which the market operates,
rather than being subordinate to the market” (p. 27). She defines her concept
of socialized markets as follows:

A socialized market is one is which the market is made by public bodies...
It is also one in which the ‘invisible handshakes’, the relations of good will
and reciprocity, which market economies have found it necessary to
construct at least to some degree, are made into public information networks
with open access rather than ‘charmed circles’ or ‘gentlemen’s clubs’ which
exclude ‘outsiders’” (p. 32).

Elson’s model, as it relates to the theme of this paper, may be summarized
as follows. First, worker-managed enterprises would operate in "socialized
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markets" on a self-financing basis. Property rights, other than use rights,
would be vested in a "Regulator of Public Enterprises,” who would be
responsible for allocating public funds to new enterprises and reconstructing
unprofitable existing enterprises. ‘Second, public agencies — "market
makers” or "Price and Wage Commissions” — would generate "price and
wage norms” by recording the actual prices and wages agreed in product and
labour markets. These agencies would sometimes anticipate trends by
changing norms before changes occurred in recorded transactions, but Elson
stresses that "[n]Jorms need to be formed interactively on the basis of
information from buyers and sellers, not imposed centrally” (p. 33). Third,
there would be a system of "buyer-seller networks," with the functions of
facilitating information exchange, enforcing information disclosure, and
promoting interaction. Such networks

would enable some of the interdependencies of decision-making to be
manifested before decisions are taken; so that individual units could make
their decisions in a more public-spirited way, considering the implications
of their decisions for others, as well as for themselves ... Buyer-seller
networks would form the basis for a decentralized social planning process
in which the implications of the investment plans of different units for each
other could be considered before such plans are finalized. The secretariats
of such networks could interact with a national planning agency to generate
an overall agreed strategy for the national economy ... The desirability of
decentralization of decisions on capacity utilization and innovation does not
mean that no form of central planning for the whole economy is required.
Indeed, there must be an overall strategy to identify which sectors are to
expand and which to decline; how much is to be allocated for investment
and how much for consumption (pp. 34-35).

Let us consider Elson’s model in relation to the three issues identified
above in the discussion of attempts to reform administrative command
planning — the ownership status of enterprises, the locus of responsibility
for investment decisions and the role envisaged for planning. Although there
would be a household and cooperative enterprise sector, most enterprises
would be publicly owned and worker managed. They would be self-
financing, operating within a regulated legal environment and a set of
socialized markets. They would be responsible for the use of existing
capacity, assisted by information derived from their participation in the
relevant networks. Some capital market functions, such as reconstruction and
decisions on new entry, together with provision of the necessary finance,
would be performed by the Regulator of Public Enterprises.

In relation to investment, the situation is less clear. The Regulator is
responsible for the formation and financing of new enterprises, but is this
also the case for entry by existing enterprises into new industries? If not,
where does the finance come from? It is also unclear where the ultimate
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locus of decision-making for new investment in an enterprise’s existing
industry lies. One possibility is that finance for such investment would be
internally generated, and hence the enterprise would decide. Thus, the
markup on average unit cost to be included in the price norm established by
the relevant Price Commission "could vary across industries to generate a
higher surplus in industries in which the [national planning] strategy requires
expansion, and a lower surplus in industries in which the strategy requires
contraction” (p. 38). However, price norms are not actual prices.
Furthermore, the total surplus available to an enterprise would depend not
only on the realized markup but also on the degree of capacity utilization.
If the implication of this is that some source of external finance might be
required, it would presumably come from the Regulator, who would have to
take a view on the soundness (expected profitability? social usefulness?
consistency with planning objectives?) of the proposed investment.

Since investment decisions are interdependent, the crucial question in
relation to Elson’s model is whether they are ultimately made separately by
each enterprise, or whether they are coordinated ex ante. In my view the
language and emphasis of Elson’s model is only really consistent with full
enterprise autonomy within the framework set by the Regulator of Public
Enterprises. The complex of Price and Wage Commissions and networks
envisaged seems to amount to a form of indicative planning, with the
exchange of information that takes place influencing the decision that each
enterprise then independently makes. Thus, [e]nterprises would be free to
choose their suppliers and customers, but their inter-relations with each
other... would be mediated by Price and Wage Commissions and network
co-ordinators” (p. 43). This view is, perhaps, supported by the frequent
references to individual unit decision-making and the virtual absence of
references to collective decision-making, at however decentralized a level
(e.g., sector, industry, region). If this is correct, then Elson’s model is as
vulnerable to the fundamental weakness of indicative planning as is Estrin
and Winter’s — investment decisions remain ultimately atomized and market
uncertainty persists.

Market Exchange and Market Forces

All the models discussed so far are based on markets, but the concept of
the market needs to be unpacked. I think that the central issues under
consideration can be clarified by distinguishing between market exchange and
market forces. Market exchange involves transactions between buyers and
sellers, where what is being exchanged consists of either stocks (inventories)
or goods and services produced by enterprises using their existing capacity.
Market forces refer to the process whereby changes are brought about in the
underlying allocation of resources, the relative size of different industries,
the geographical distribution of economic activity, through the interaction of
decisions on investment and disinvestment that are taken independently of
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one another, with coordination occurring ex post. It is this process that was
referred to by Smith as the invisible hand and by Marx as the anarchy of
production.

The models all assign ultimate responsibility for the use of existing
capacity, involving both the purchase of inputs and the sale of outputs, to
enterprises operating in markets — they are all based on market exchange.
Market exchange generates information about the balance between demand
and supply, and, if there are alternative sources of supply competing against
each other to satisfy customers, about the relative performance of different
enterprises. It is in relation to the way in which this information influences
investment and disinvestment that concern about markets, meaning the
operation of market forces, arises. Recognition of both the market
uncertainty arising from the interdependence of atomistic investment
decisions and the social consequences of changes in the industrial or
geographical distribution of economic activity leads to more or less far-
reaching attempts to socialize investment.

Market socialism’s appeal is its claim to combine efficiency with socialist
objectives. However, Brus’s and Laski’s argument is in my view convincing
— the efficiency conventionally associated with the market mechanism
depends not on market exchange but on the operation of market forces. It is
the incentive and disincentive of profit and loss inherent in the operation of
market forces that provide the motivation to make efficient use of the
information generated by market exchange. For this incentive system to
work, enterprises must be fully autonomous and, however widely they may
choose or be obliged to consult, must ultimately be free to make their own
investment decisions. They must, in other words, be the de facto private
property of those who, directly or indirectly, make the decisions. If this is
correct, models of market socialism can only sustain their claim to efficiency
if resources are allocated primarily through the operation of market forces,
in which case investment cannot be socialized.

All the models in the British school of market socialism that I have
discussed, including that of Elson, are based on market exchange, and all
recognize the need at least to modify the operation of market forces.
However, I have argued that there is a limit to the extent to which the
operation of market forces can be modified without the efficiency claims for
market socialism being undermined. This is the contradiction with which all
models of market socialism are confronted. Estrin/Estrin and Winter assign
ultimate responsibility for investment to enterprises, as does Miller. In
Nove’s model, although major investment would be decided on by the state,
most investment would be decided on by enterprises. These models,
therefore, rely primarily on market forces to allocate resources and hence
qualify as market socialism proper, with the corollary that investment is not
socialized. The situation, as we have seen, is less clear with respect to the
models of Breitenbach et al. and Elson, since they seek to develop some sort
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of interactive coordinating process. However, to the extent that their models
do modify the operation of market forces, the efficiency claims made for
them may also need to be modified. Elson’s model is further distinguished
from the others by the central role it gives to participation, albeit often
expressed in a way that makes it rather difficult to see quite what is
intended.

This discussion of market socialism has identified three areas in which
models of a socialist economy might differ: the presence or absence of
market exchange; the role, if any, of market forces; and the extent and form
of participation. In the next section I consider two models of participatory
economic systems. The first, that of Albert and Hahnel, involves neither
market exchange nor market forces; the second, my own model of
democratic planning, is based on market exchange but rejects market forces
in favour of a conscious social process of negotiated coordination.

PART TWO: PARTICIPATORY PLANNING

Models of participatory planning are based on the principle that decisions
should be taken, directly or indirectly, by those affected by them. The fact
that all affected by a decision are involved in taking it enables the all-
pervasive interdependencies of economic life to be taken into account.
Models of participatory planning differ according to how they conceive of:
the different interests affected by a decision; the sort of information needed
for decision-making at different levels, and the way in which the information
is generated; and the process through which decisions are taken.

Albert’s and Hahnel's Iterative Model

Albert’s and Hahnel’s model is presented in two companion volumes
(1991a, 1991b). They take the interests affected by economic decisions to be
people as workers and as consumers; the necessary information about
interdependence to be indicative prices, measures. of work performed, and
qualitative indicators of what is involved in producing goods and services
and what is gained from consuming them; and the process through which
participatory planning takes place to be one of successive iterations
converging on a feasible plan.

Albert and Hahnel (1991b) summarize their model as follows:

Each consumption ‘actor’ proposes a consumption plan. Individuals make
proposals for private goods. Neighborhood councils make proposals that
include approved requests for private goods as well as the neighborhood’s
collective consumption requests. Higher level federations make proposals
that include approved requests from member councils as well as the
federation’s collective consumption requests.
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Similarly, each production ‘actor’ proposes a production plan. Workplaces
enumerate the inputs they want and the outputs they will make available.
Regional and industry federations aggregate proposals and keep track of excess
supply and demand. Every actor at every level proposes its own plan, and,
after receiving information regarding other actors’ proposals and the response
of other actors to its proposal, each actor makes a new proposal. As every
actor ‘bargains’ through successive ‘iterations’, the process converges (p. 63).

Albert’s and Hahnel’s model is similar to Mandel’s model of "articulated
workers’ self-management” (Mandel 1986) in that it rejects market exchange
as well as market forces and seeks to achieve ex ante coordination of all
production and consumption decisions, a general equilibrium in which
planned demand and supply are equal for all products. However, unlike
Mandel’s, their model gives equal status to people as consumers and
producers, is fully decentralized in that it involves successive revisions of
decentralized proposals until a set of mutually acceptable proposals is
reached, envisages a pivotal role in the decision-making process for
indicative prices, and is precise and well developed.

The strength of Albert’s and Hahnel’s model as a theoretical exercise is
that it shows how the necessary information and motivation for efficient
decision-making, taking full account of social costs and benefits, might be
generated in a decentralized economic system based on the principles of
equality, non-hierarchical relationships and participation. However, its focus
is on the ex ante coordination of the use to be made of existing productive
capacity, on providing a nonmarket alternative to market exchange, and this
raises two problems. First, the requirement that all economic decisions be
coordinated ex ante renders the model vulnerable to criticisms of excessive
complexity and ultimate unworkability. Second, it has little to say about the
ex ante coordination of major investment, about a nonmarket alternative to
market forces, although some pointers are given (Albert and Hahnel 1991a).
In addition, the model appears to allow no role in economic decision-making
for the political process and the institutions of representative democracy,
relying instead on varieties of interactive polling procedures (Albert and
Hahnel 1991a).

Participatory Planning Through Negotiated Coordination

My own model (Devine 1988) is based on participatory political and
economic decision-making in which decisions are made and implemented,
directly or indirectly, by those who are affected by them. It incorporates
market exchange, but not market forces. Enterprises decide independently,
in negotiation with customers if appropriate, what use to make of their
existing capacity, e.g., product specifications and quantities, and set their
prices equal to their long run costs. They then engage in market exchange
with their customers. However, changes in capacity through investment or
disinvestment are not decided atomistically by enterprises but are arrived at
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through a process of negotiation among affected interests and are coordinated
ex ante. Thus, resources are reallocated in response to changing demand and
supply conditions not through the operation of market forces but through a
process of negotiated coordination.

In terms of the three respects in which models of participatory planning
differ, the model:

(1) recognizes as having a potential interest in economic decisions not
only workers and consumers, but also the communities in which
production takes place, representativesof regional and society-wide
decision-making bodies, and groups concerned with particular
issues, such as the environment or equal opportunities;

(2) relies on two sources of information, a) quantitative information,
derived from market exchange, about the balance between demands
and supplies, and about the relative performance of enterprises,
and b) qualitative information, supplied by the representatives of
the interests affected, about the consequences for them of different
decisions given their particular circumstances and concerns; and

(3) operates through a process of negotiation involving those affected
by the decision in question.

The model can be outlined by considering the decision-making process at
the levels of society as a whole, the industry and the enterprise. Broad social
priorities and changes in strategic direction are decided through the
democratic political process on the basis of alternative plan variants prepared
by the planning commission to reflect the major options that have emerged
in preparatory public discussion. These priorities and strategic decisions
determine the planned overall allocation of available resources among
different uses and hence the planned distribution of purchasing power in the
economy. They inform the planning commission’s decisions about major
investment and are also the basis for determining primary input prices. A
similar process occurs at regional and local levels.

Enterprises are run by boards consisting of representatives of their workers
and customers, the communities in which they are located, the national or
regional planning commission, depending on the geographical reach of their
activities and groups concerned with particular issues. They set prices equal
to long-run costs and are responsible for meeting demand from individuals,
social agencies concerned with collective provision and other enterprises who
in general have a choice of supplier. The board decides on general policy
issues concerning the use of existing capacity and the framework within
which internal worker self-management takes place. Thus, the model
unambiguously incorporates market exchange.

However, while the pattern of demand, as determined by social decisions
about the overall distribution of society’s productive resources among
alternative uses, and by the detailed decisions of individuals and social
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agencies, reflects the desired structure of productive capacity, this desired
structure is unlikely to correspond fully to the existing structure. In reality,
some industries will need to expand and others to contract. Furthermore,
within a particular industry, the output of some enterprises may be preferred
to that of others, and there may, therefore, be a prima facie case for some
enterprises to expand and others to contract. The market mechanism brings
about such changes through the independent investment decisions of
enterprises responding to price signals and expectations of future
profitability. These atomistic decisions are subsequently coordinated ex post
as the enterprises respond to profits above or below those expected, i.e.,
through the operation of market forces.

In my model there is no role for market forces. Changes in resource
allocation are brought about through a process of negotiation and are
coordinated ex ante. This takes place in what I call negotiated coordination
bodies, made up of representatives of all those affected by the changes: the
enterprises in the industry; major supplying industries; customers —
consumer organizations, social agencies, or major using industries, as the
case may be; the sections of the national planning commission concerned
with major new investment and regional distribution; the relevant regional
planning commissions; and other groups with a particular interest in the
investment decisions at issue.

Negotiated coordination bodies would be responsible for deciding how
changes in the capacity of their industry should be achieved, and how
differential performance among enterprises in the industry should be dealt
with. They would have before them two sorts of quantitative information:
first, on expected changes in demand or costs; second, on the performance
of each enterprise in the industry, generated by the interaction of demand,
reflecting consumer/user choice, and cost of production, reflecting
productivity. They would also have before them two sorts of qualitative
information: first, on the reasons for any differential performance by
enterprises, including consumer/user opinion; second, on the economic and
social situation prevailing in the communities and regions potentially affected
by the geographical distribution of the planned investment or disinvestment,
on democratically agreed priorities for regional redistribution, and on the
concerns of the interest groups represented. This quantitative and qualitative
information would be the basis on which those affected, through their
representatives on the negotiated coordination body, would construct an
investment plan for the industry that constituted their definition of the social
interest in relation to the decisions facing them.

A central principle of the model is openness of information. Since
enterprises would not be privately or sectionally owned atomistic
competitors, although they would compete, the suffocating influence of
commercial secrecy would be absent. All the information relating to the
activities of enterprises would be publicly available — to their negotiated
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coordination body, to other enterprises, to government bodies and social
agencies, to anyone who was interested. Given the cross-cutting
representation of affected interests on enterprise boards and negotiated
coordination bodies, information bias would be minimized. Regular audits
would provide information on the use being made by each enterprise of the
part of society’s productive resources entrusted to it.

If a negotiated coordination body decided that the performance of one of
its constituent enterprises was unsatisfactory, the enterprise would be aware
of the reasons for this and would be given time to take corrective action. If,
in the end, enterprises failed to respond and sanctions were judged to be
necessary, they would take the form of not agreeing to subsidies for current
production or to new investment. However, while sanctions are clearly
possible within the model, and would in fact be extremely effective since
they would be informed by detailed local knowledge, they are not an integral
part of the model. The antisocial impact of narrowly sectional or self-
interested motivation could be contained, but containing narrow self-interest
is not the same thing as seeking to harness it and set it to work by designing
an incentive system that rewards and therefore reinforces it.

“Unlike models of market socialism based on the operation of market
forces, the model of negotiated coordination is prefigurative. It anticipates
a society in which people wish in principle to act in the social interest and
the problem is for them to decide together what that means in practice. The
process of negotiated coordination would be an exercise in self-government
that did not invoke a spurious concept of the social interest by regarding it
as unproblematic. Instead, the social interest at each level of decision-making
would be defined by those whose interest it was. The process of negotiation
involved would face the representatives taking part, and ultimately the groups
they represented, with the challenge of arriving at an agreed, equitable
outcome. It would both recognize present reality and have a transformatory
dynamic.

Three Clarifications

It will be recalled that I discussed the British school of market socialism
in relation to the ownership status of enterprises, the locus of responsibility
for investment and the role of planning. In the model of negotiated
coordination, enterprises are socially owned, investment decisions are made
by planning commissions and negotiated coordination bodies, and planning
takes place through an interactive process involving the determination of
what is to count as the social interest at each level by those who are affected
by decisions at that level. I also identified two reasons why market socialists
are reluctant to accept the full logic of relying on market forces to achieve
efficiency — recognition of the interdependence of investment decisions and
the desire to incorporate wider social considerations into enterprise decision-
making. In the model of negotiated coordination, investment decisions are
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coordinated ex ante and social considerations are internalized in the decision-
making process through the participation of those affected by the decisions.

Since I first presented the model, it has been subject to sympathetic
criticism from socialists influenced by the collapse of administrative
command planning and impressed by the arguments for market socialism,
and to hostile criticism from advocates of the free market. The issues that
have been raised can be discussed under three headings: (1) alleged
complexity and administrative overload; (2) whether the model really
amounts to command planning in disguise rather than a participatory
alternative to the market, with the related question of whether people really
want to participate; and (3) the substantive issue of innovation Blackburn
1991; Breitenbach et al. 1990; Estrin 1989a; and Hare 1989.

(1) Alleged complexity and administrative overload

The concerns that have been expressed under this heading suggest a need
to reemphasize the distinction between market exchange and market forces.
The model does not propose the ex ante coordination of demand and supply
for all products, i.e., the absence of market exchange. If it did, then it would
be vulnerable to the criticisms made above of Albert’s and Hahnel’s and
Mandel’s models on the grounds of excessive complexity and probable
unworkability. On the contrary, however, in my model each enterprise
decides what to produce with its existing capacity and in what quantities on
the basis of the expected demand for its products. Customers in general have
alternative sources of supply and are able to negotiate with suppliers. Thus,
the flexibility and sensitivity to customer demand in the use of existing
capacity that is conventionally associated with the market mechanism is an
integral part of the model. Pressure to respond to changes in the desired
structure of productive capacity, to reallocate resources in response to
changes in demand, is also central to the model’s design. However, such
reallocation is brought about through the negotiated coordination bodies that
constitute the distinctive feature of the model as an economic mechanism, not
through the atomized investment decisions of enterprises.

With respect to enterprise management, there seems no reason to suppose
that it would suffer from administrative overload as a result of the pluralism
of the interests represented. Enterprise boards would decide on general
policy issues and on the guidelines within which internal self-management
would operate. They would, of course, consist of representatives of a much
wider range of interests than just shareholders or workers. However, since
decisions would ultimately be made by majority vote, there is no reason to
suppose they could not be reached efficiently. A more serious problem is
that of deciding which interests have a legitimate interest in an enterprise’s
activities and the proportions in which they should be represented. However,
this is a problem common to participatory democracy in general and would
presumably be settled by a combination of principle and pragmatism.
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(2) Command planning in disguise? Do people want to participate?

A second area requiring clarification concerns the nature of vertical and
horizontal links and their relative importance. Following Nove’s original
argument (Nove 1983), there is a tendency for it to be assumed that
horizontal links between enterprises must involve markets and vertical links
between sectoral or economy-wide institutions and enterprises must involve
commands. In my model, horizontal links between enterprises involve
markets interpreted as market exchange but not markets interpreted as
market forces. Furthermore, the relationship between enterprises and their
negotiated coordination body is not based on commands but involves
negotiation. Of course, if agreement cannot be reached, the negotiated
coordination body may decline to subsidize an enterprise’s loss-making
activities or to agree to new investment in the enterprise. However, this
relationship is no more reminiscent of a command economy than is the
relationship envisaged between holding companies and enterprises in some
of the market socialist models that have been discussed.

The relative importance of horizontal and vertical relationships cannot be
assessed simply in terms of which dominate. My model is based on market
exchange, which means that, in relation to the use of existing capacity,
horizontal relationships prevail, but not on market forces, which means that,
in relation to changes in capacity, vertical relationships prevail. One way of
thinking about this is in terms of property rights. The model is founded on
the concept of social ownership, defined as ownership by the set of interests
affected by the use of the assets involved. Social ownership of the assets
constituting the existing capacity of enterprises is exercised by the interests
represented on enterprise boards. Social ownership of the social capital
involved in investment decisions in a sector is exercised by the wider set of
interests represented on the sector’s negotiated coordination body.

It is, of course, true that major investment in my model is decided on by
the planning commission. However, this is done on the basis of a strategic
plan arrived at democratically through the political process and is given
effect by making purchasing power available to the relevant negotiated
coordination body, which may be newly created if a new industry is
involved. The interests represented in the negotiated coordination body then
decide, if necessary by majority voting, how the required investment is to be
distributed among newly created or existing enterprises, with the latter
participating in the decision-making process.

Since decisions are ultimately taken by majority voting, it is clear that I
make no assumption that participatory democracy means there will always
be agreement. Nevertheless, I do expect that a decision-making process in
which all those affected participate would lead to greater understanding of
the different interests involved and would generate a dynamic toward
compromise and consensus. Of course, whether or not people would want
to participate is a matter on which expectations differ. My view is that the
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extent of desired participation is likely to increase as the degree of equality
of economic and social power and personal development increases. If this
expectation turns out to be wrong, while it would not affect the ability of my
model to function, it would undermine its transformatory and empowering
purpose, and hence its point.

(3) Innovation

Finally, the ability of the model to deal with innovation needs to be
addressed, not least because of Brus’s and Laski’s argument that it is above
all the entrepreneurial function that requires private ownership. In the model,
proposals for innovation are envisaged as arising from research institutes,
negotiated coordination bodies, existing enterprises and individuals.
Proposals for major innovations would be made to planning commissions at
all levels, and for minor innovations to negotiated coordination bodies, with
both types of institution having resources earmarked for the financing of
innovation. However, while the institutional structure through which
decisions on innovation would be made was set out in the original model, the
question of the incentive to innovate was not adequately discussed.

There would be internal and external pressures on enterprises to propose
and adopt innovations. An enterprise’s customers and workers would be
represented on its board, and they would have an incentive to promote
innovations that were in their interests. Enterprises would compete for
customers through product design and cost reduction, with the more
successful and innovative enterprises having a prima facie case for a
disproportionate share of the investment allocated by their negotiated
coordination bodies, albeit in the context of the full range of considerations
advanced by the other interests represented. The absence of commercial
secrecy, the cross-cutting representation of enterprises on one another’s
boards and the participation by enterprises in their negotiated coordination
body would stimulate the rapid diffusion of successful innovations.

It is, however, likely that the rate of innovation and the sort of innovation
undertaken would be influenced by being decided through negotiated
coordination. While the poor innovative performance of the command
planning economies was one of the main reasons for their demise, much
innovation in capitalist economies is at best merely wasteful and at worst
positively socially harmful. Participatory planning through negotiated
coordination would enable innovation to be brought under conscious social
control, creating the conditions for achieving a more sustainable relationship
between the economy and the environment.

CONCLUSION

My conclusion is that the present hegemony exercised by models of market
socialism over discussion of what a socialist economy might look like is
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unwarranted. Market socialism proper involves the operation of market
forces as the principal means of allocating resources, and this is incompatible
with socialist objectives. Attempts to claim efficiency advantages for models
of market socialism that incorporate market exchange but seriously limit the
operation of market forces are contradictory and utopian in the bad sense.
Models of participatory planning exist which, although utopian in the good
sense, are no more complex than some of the market socialist models
discussed and, unlike them, are coherent and well-developed. They are also
prefigurative and transformatory and hence have the potential to contribute
to the renewal of the socialist project.
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