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UNDER THE IRON HEEL OF WESTERN FINANCIAL 
INSTITUTIONS: THE COLLAPSE OF COMMUNIST 

YUGOSLAVIA  

 The modern-world system always functioned on hegemonic free-market 
economic institutions and ideology. The Cold War represented one era in the 
history of the modern-world system where both superpowers, the United States 
(US) and the Union of Soviet Socialist Republics (USSR) or Soviet Union, pursued 
parallel international foreign policies confirming their hegemonic positions in the 
world during the Cold War. The superpowers mirrored each other’s foreign policy 
because their policies represented actions of subversion and intervention in their 
respective spheres of influence.1 
 The Soviet Union intervened in East Berlin, Hungary, Czechoslovakia, 
and Poland, while the United States intervened in Greece, Iran, Guatemala, and 
Japan. The Soviet Union imposed its dominance on its satellites, and the US 
imposed its hegemony on “developing” areas of the world, resulting in the 
domination of newly forming industrial societies. These superpower interventionist 
tactics created a worldwide expansion of military and economic might with far-
reaching negative economic and political consequences for smaller countries.2 
 The collapse of communist Yugoslavia in the early 1990s produced many 
scholarly works investigating the reasons for its failure and the ethnic war that 
paralleled its demise. These works argue about communist Yugoslavia’s internal 
economic problems, different ethnic groups’ desire for political independence, and 
ancient ethnic hatreds. While bits and pieces of these works may or may not carry 
some validity, a global analysis that explains the collapse of Yugoslavia from an 
alternative perspective has not previously been explored. This alternative approach 
links Yugoslavia’s collapse to its peripheral position in a global system. 
Yugoslavia’s dependence on Western financial institution monetary loans after the 
Tito-Stalin break in 1948 contributed to both the collapse of communist Yugoslavia 
and the war that followed.  
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Yugoslavia Expelled from the Soviet Union’s Sphere of Influence 

 Yugoslavia hoped the Soviet Union would support its change in 
international status as an independent communist nation during the early Cold 
War, but it soon saw that hope destroyed when the Soviet Union broke 
diplomatic relations in 1948. On June 28, 1948, the Communist Information 
Bureau (Cominform) met in Bucharest passing a resolution expelling Yugoslavia 
from the communist sphere of influence. The Soviet representative Andrei 
Zhdanov accused the Yugoslav leader Josip Broz “Tito” of being an imperialist 
spy. Yugoslavia’s expulsion from the international communist community 
signified the culmination of tension between the two nations dating back to 
World War II.3 Communist Yugoslavia found itself in a hostile international 
system fighting for its very survival.  
 The Cominform Resolution expulsion of Yugoslavia mirrored the 
Soviet Communist Party’s criticism of the Yugoslavs as outlined in accusations 
leveled by the USSR in earlier communiqués. The resolution pointed out that the 
Communist Party of Yugoslavia (CPY) deviated from the international workers’ 
movement because nationalist elements within the party had attained dominant 
positions with the leadership of the CPY, and that these nationalist elements had 
broken international traditions and embarked on a road of nationalism. This 
attitude of nationalism, the Cominform Resolution suggested, had been seen in 
the CPY leadership’s deficient Marxist theoretical training when they argued that 
they could attain independence and build socialism without the help of the Soviet 
Union or the people’s democracies. This poor training, the Soviets argued, was 
evident in the Yugoslav foreign policy that curried favor with the imperialists in 
hopes of gaining independence and advancing the state toward capitalism. The 
Kremlin accused the CPY of advancing the idea of bourgeois-nationalism to 
build a capitalist state on the basis that the Soviet Union was more dangerous to 
the independence of Yugoslavia than the capitalist states.4  

 The Soviet Union expressed its dominant position as a core country in 
its sphere of influence by its announcement of expelling Yugoslavia from the 
communist world. The resolution warned the Yugoslav leadership that such a 
nationalistic policy would lead to colonization by the imperialist powers. It then 
called on all “healthy elements” within the CPY to admit to their mistakes, 
rectify their deviation, and adhere to the international traditions of the CPY. In 
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conclusion, the resolution audaciously requested that the healthy elements within 
the CPY fulfill an honorable task by rebelling and replacing the CPY’s leadership if 
the leadership did not change its ways. The threat to replace the CPY leadership 
represents the imperialist Soviet policy toward Yugoslavia. In the modern-world 
system, only core countries can carry out imperialist policies.5   
 The Cominform Resolution probably shocked and demoralized the 
Yugoslav leadership. In all likelihood, the CPY leadership would have accepted any 
compromise not involving its submission and loss of power to Moscow. On the 
other hand, Stalin would have accepted only complete submission of Belgrade to 
Moscow and he believed he could oust the CPY leadership by appealing to the loyal 
Yugoslav Communists and to the international communist community. Stalin’s 
belief that he could control Yugoslavia was erroneous; this incorrect estimate 
created momentous political and economic consequences that did not unfold 
immediately, but would in the future.6  
 Jakub Berman, Undersecretary of State of the Presidium of the Council of 
Foreign Ministries and a member of the Politburo of the Polish Communist Party, 
provided insight to the Soviet Union’s hegemonic attitude toward Yugoslavia. The 
Soviet Union realized that, during this time of relative peace internationally, it 
needed to clean up its own house and the houses of its satellite countries. Berman 
stated that the Soviet Union was well aware of its unpopularity in certain satellites. 
Moscow’s understanding of the strong nationalism that prevailed in certain satellite 
countries, whether under Turks, Teutons, or Russians, made nationalism a cardinal 
sin in Communist policy vis-à-vis the satellite countries. Nationalism had always 
been seen as one of the most dangerous threats to Soviet hegemony in Eastern 
Europe; thus, it “must be extirpated at all costs since, in the last analysis, it might, 
in time of crisis, be synonymous with disloyalty or wavering loyalty, and the USSR, 
from its own point of view, must have complete fidelity to the Cause.”7 The Polish 
undersecretary believed that Moscow did not want war at that time, but that “the 
possibilities of peaceful settlement were diminishing”8 in the international arena.9  
 The Kremlin wanted complete devotion from the countries in its sphere of 
influence. It became clear that the CPY wanted to pursue an independent path from 
Moscow. The Yugoslavs pursued a disloyal foreign policy by following their own 
course of action on the Greek question; they persisted in surrounding themselves 
with a large powerful army and an effective secret police force and did not put 
themselves on the frontline at the United Nations. Tito and the CPY seemed to 
know what they were doing under the difficult conditions, and Stalin more than 
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likely was astounded that he could not remove Tito at his will. The Western 
nations were profoundly perplexed as to the importance of the Yugoslav 
excommunication from the Cominform. The main question to be answered after 
the excommunication was how the CPY would survive politically, economically, 
and militarily. Yugoslavia survived by becoming dependent on Western financial 
institutions. This dependency provided the means for Yugoslavia to survive for 
decades but it also created one of the conditions that played a role in its demise.10 
Yugoslavia’s Road toward Western Dependency 
 Traditionally, scholars have argued that United States (US) economic aid 
to Yugoslavia after the Cominform Resolution “kept Tito afloat.” No one would 
seriously argue that US aid did not help Yugoslavia survive after its exile from the 
Communist world in 1948. The US wanted Tito to survive as a wedge or with a 
competing ideology in the Communist movement hoping to weaken Moscow’s 
international power. This policy of “keeping Tito afloat” meant preventing the 
Yugoslav economy from collapse. One should not, however, overlook the fact that 
US aid made Yugoslavia dependent on the West and integrated Yugoslavia into 
the Western free-market economy playing a crucial role in Yugoslavia’s future 
economic development and foreign policy decisions.11  
 The western powers thought about keeping Tito afloat since the 
Cominform Resolution. The term “keeping Tito afloat” stems from a 1948 speech 
given by the British Foreign Secretary, Ernest Bevin. The British had hoped to use 
the Yugoslav case for propaganda reasons to argue that a Communist state could 
survive without interference from Moscow. Furthermore, the British hoped that 
somehow their economy would benefit from economic relations with Yugoslavia. 
On the other hand, the US National Security Council (NSC) adopted George F. 
Kennan’s recommendation suggesting Tito should receive aid if he asked for it. 
The US wanted to use the Yugoslav economy as a model to show other countries 
how prosperous they could become if they entered trade agreement with the West. 
For example, a US State Department policy about Yugoslavia concluded, 
“[Yugoslavia can] provide an example to those dissatisfied elements in the 
Communist Parties of the Cominform countries of what they too might have if they 
embark on Tito’s course.”12 The first sign of US assistance began soon after the 
Cominform Resolution when the US released Yugoslav gold reserves. Another 
earlier sign was the sale by the US and England of fifty to sixty thousand tons of 
crude oil to Yugoslavia in July 1948. The United States’ motives and goals for 
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assisting Yugoslavia were clear. The motive was to integrate Yugoslavia into the 
Western market economy and hope other Soviet satellite countries would see the 
benefit of being part of the same market economy. National Security Council 
Report 18 represented the US as a core country, trying to integrate the Soviet 
Union’s periphery satellite countries into a Western dominated periphery region.13  
 The United States, England, and France were giving top priority to 
Yugoslav needs. President Truman allocated $60 million in the Mutual Security Act 
of 1951 for Yugoslavia with provisions for an economic mission. At a meeting of 
the International Security Committee on July 17, 1951, it was agreed that it was of 
great importance to the security of the United States to furnish additional economic 
aid immediately to Yugoslavia. Truman recommended $60 million be made 
available to Yugoslavia for fiscal year 1952. Washington’s objective consisted of 
keeping Yugoslavia outside of the Soviet sphere of influence.14 
 The Western powers agreed in principle to cover the foreign exchange 
requirements for Yugoslavia for the next fiscal year up to the equivalent of $150 
million. This agreement was principally supposed to have facilitated a World Bank 
loan to Yugoslavia, but the President of the World Bank, Eugene R. Black, 
withheld his final judgment until he saw the Western powers agreement finalized in 
legal form. Mr. Black, no doubt, played a substantial role in the negotiations both as 
banker and as political adviser.15 
 On October 17, 1951, the World Bank extended a $28 million loan to 
Yugoslavia for specific development projects in conjunction with the Yugoslav 
Five-Year Plan. These specific projects included electric power, mining, 
transportation, and forestry. This loan was less than either Yugoslavia or the 
Western powers would have liked. The loan was far more in line with the 
preliminary Western trade agreement of about $50 million, not the $150 million, 
announced in August 1951. Moreover, the British representative to the World Bank 
voted for the $28 million loan but took the strong position that the bank should see 
some progress toward the utilization of these funds before any more loans to 
Yugoslavia be granted. It seemed likely Yugoslavia would request an additional 
$100 million in 1952 to sustain its economy and the Five-Year Plan, and the US 
seemed to be the prime source for such financing.16 
 By November, Yugoslavia began investigating the possibility of the 
Western powers underwriting the balance required to complete the Five-Year Plan. 
Knowing that the West was completely committed to Yugoslavia, economically, 
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politically and militarily, Tito began to put pressure on the US for more money. In 
December, the Yugoslavs publicly stated that the richer countries should aid the 
poorer ones. Next, the chairman of the Yugoslav Economic Council, Boris 
Kidrich, stated that he foresaw a budget deficit of about $185.5 million for the 
1952 calendar year. He also commented that Yugoslavia had the moral right to 
expect economic aid and urged the Western powers and the World Bank to cover 
the projected deficit.17 
 The Western powers gave in to Yugoslavia’s pressure and revised the 
original agreement to cover the Yugoslav foreign exchange deficit up to $120 
million for the fiscal year 1952. The US covered $78 million, England $27.6 
million, and France $14.4 million. President Truman obtained the authorization for 
the first grant as part of his message to Congress on November 7, 1951, notifying 
Congress of the use of funds under the Mutual Security Act of 1951.18 
 The Western powers’ coordinated actions lasted until 1953. During 1953, 
the West provided $99 million to assist Yugoslavia. The US once again 
contributed the majority of the funds by providing $78 million. Western power 
coordination played an important role in lessening the US financial burden to 
Yugoslavia and discouraged the Yugoslavs from requesting small loans at a 
moment’s notice. The Western power coordination influenced the International 
Bank for Reconstruction and Development (IBRD) to look at the Yugoslav 
situation more favorably. For example, Martin Rosen, an IBRD representative, 
attended the Western powers’ negotiations in London in 1951. He expressed the 
bank’s interest in providing a loan so Yugoslavia could pay back their deficits on 
existing accounts. United States policy makers used the British and French 
economic commitment to Yugoslavia as an instrument to convince the US 
Congress that the US needed to keep providing its share. The Yugoslav 
government believed Western financial help sent Moscow a signal that the West 
supported Yugoslavia’s independence. Yugoslavia leaders failed to understand 
they had switched from Soviet hegemony to Western economic dependence.19 
  Yugoslavia’s rising deficit after receiving Western financial assistance 
represents its status as a periphery country. Yugoslavia’s deficit skyrocketed two 
and one half times more than export earnings in 1953 setting a postwar disparity 
record. Through the Mutual Security Act, the US provided 31 percent ($122 
million) of Yugoslav import value for 1953. Yugoslavia imported $234 million 
worth of US goods while exporting only $26 million to the US. The Western 
powers met in April of 1952 agreeing that Yugoslavia should not request any more 
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international credits without consulting the West. The Yugoslav government 
grudgingly accepted the Western recommendation to incorporate seven guidelines 
to reduce investment in key Yugoslav economic development projects; however, by 
1953 Western powers made Yugoslavia dependent on the western financial 
institutions for its survival.20    
 Yugoslavia faced another financial issue when its currency (dinar) 
experienced its first post-war devaluation from 50 to 300 dinars on the US dollar 
creating a more realistic exchange rate. The dinar’s devaluation followed the 
International Monetary Fund’s (IMF) guidelines guaranteeing Yugoslavia a $9 
million credit to soften the adjustment. Agriculture collectivization and compulsory 
produce deliveries stopped and a coupon system of exchange was terminated by 
1952. Foreign trade enterprises allowed Yugoslavia to keep forty-five percent of 
their export earnings in the form of foreign exchange. Due to cutbacks in a 
centralized bureaucracy, some five thousand officials transferred to lower 
administrative levels.21  
 Richard Allen, the head of the US Economic mission in Yugoslavia told 
his officials that large-scale foreign aid would still be needed by Yugoslavia for a 
long time to come unless it scaled back on investment and military expenditures. In 
response to this suggestion by Allen, Yugoslav investment came down gradually 
from a high 34 percent of net national produce in 1952-1953 to just above 30 
percent for the rest of the decade. The Yugoslavs committed four-fifths of these 
investments in 1952 to key projects. These key projects consisted of developing 
heavy industry, which the IBRD was against. From the Yugoslav perspective, these 
key project investments provided the only opportunity for them to cover military 
needs while accelerating the slow growth of new material production by 2.3 percent 
a year between 1947-1952. These same years experienced the growth of industrial 
investment by 16 percent annually and foreign aid accounted for 73.5 percent of 
that figure. Foreign aid covered 88 percent of Yugoslavia’s current deficit, which 
resulted from the industrial related imports. The fact that foreign aid only covered 
12 percent of the current account deficits made it clear that Yugoslavia still had 
major reforms to implement if it wanted to stop foreign aid dependency on the 
West.22 
 Non-ferrous metals represented the major source of sale to the US. The US 
expressed interest in those strategic minerals because the West was in short supply. 
As early as March 1949, Yugoslavia requested a loan of $20 million from Bank of 
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America and a $40 million loan from Chase Manhattan Bank. The Yugoslavs 
wanted to use the loans to buy mining equipment. They offered gold reserves to 
secure the loans but Western banks refused on the grounds that they would only 
accept gold reserves for security that were held outside of Yugoslavia. Chase 
Manhattan Bank eventually provided $5 million worth of credit for ninety days at 
four percent interest in return for exclusive rights to sell Yugoslav exports in the US 
in 1952. The Yugoslavs did not draw on this credit until 1952. Yugoslavia’s 
problem in entering the Western market stemmed not only from lack of US 
commercial credit but also from other obstacles as well.23 

 Yugoslavia linking its economy to the West forced it to downsize its 
bureaucratic structure. This downsizing negatively impacted Yugoslavia’s 
opportunity for economic development. For example, Shell Oil’s plan to establish 
operations in Yugoslavia in 1952-1953 failed because Shell had to negotiate 
different contracts with each of the separate republics in Yugoslavia. The US firm 
Socony-Vacuum reported the same difficulty when dealing with Yugoslav 
decentralization. Exporting Yugoslav goods to the West was just as problematic. 
The famous Josef Kras chocolate factory earned a contract to produce chocolate 
figurines for the US holiday season in 1952. The contract was not fulfilled because 
Kras management made smaller profits from exports compared to profit from its 
domestic market. Exports to the Western markets suffered.24  
 Yugoslavia informed the US that if Yugoslavia had to pay back its 
Western European short-term debt, its interest and principal payment would rise to 
twenty percent in 1954 from 7 percent in 1953. The only way the Yugoslavs could 
afford this bill was to drastically reduce imports for the next two years. The 
consequences for the Yugoslav state in reducing its trade imports would have meant 
that its heavy industry and standard of living would have declined. As a result of 
this dire situation, the US wanted to organize a conference to discuss restricting 
Yugoslavia’s ability to enter into bilateral agreements with Western Europe. The 
US wanted this restriction because it felt that bilateral agreements ran counter to the 
general western movement toward free trade in convertible currencies. The US 
Embassy in Belgrade argued that a healthy Yugoslav economy provided Western 
security and security should outweigh any other narrow commercial interest. In 
addition, the US wanted the Yugoslav government to reduce investment in heavy 
industry. Previous US influence limited the number of industrial projects in 
Yugoslavia, but perversely affected the economy by concentrating scarce capital 
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resources in heavy industry rather than in the development of domestic consumer 
goods or potential production exports. In the end, the US hoped that the Yugoslav 
government would embark on a more credit-worthy investment benefiting Western 
financial institutions.25  
 Yugoslavia’s road to dependency began with the intention of “keeping Tito 
afloat” after the Cominform Resolution and Yugoslavia’s integration into the 
Western market economy. However, it was not possible for Yugoslavia to enter the 
Western market on an equal basis. Even if Yugoslavia wanted to enter on an equal 
basis, the Western powers would not have allowed that to happen. This unequal 
partnership was exemplified in 1954 when the US embassy argued that western 
security outweighed any Yugoslav economic interests. The Cominform Resolution 
forced Yugoslavia to enter into economic relations with Western powers. This 
relationship evolved into a classic case of establishing Yugoslavia as a periphery 
country dependent on the core Western powers for survival.  
 Stalin died in March of 1953 and relations between the Soviet Union and 
Yugoslavia started to normalize. In 1956, the Belgrade Declaration reestablished 
normal trade relations between the Soviet Union and Yugoslavia. Yugoslavia linked 
its economy to the West by the time of the Belgrade Declaration making it an 
integral part of its economic strategy. The two decades before the 1980s looked 
promising for Yugoslavia. 
 The post-Stalin years saw Yugoslavia’s economy regain some of its 
strength. From the Belgrade Declaration to Tito’s death in 1980, Yugoslavia slowly 
regained its economic stability. Its yearly gross domestic product (GDP) growth 
averaged 6.1 percent, health care was free, the literacy rate was 91 percent, and life 
expectancy was seventy-two years. Slowly, however, the Western powers under the 
leadership of the United States started to dismantle Yugoslavia’s economic 
stability.26  
 The US National Security Decision Directive 133 dated March 1984 
reiterated the same attitude toward Yugoslavia expressed in 1954 about 
Yugoslavia’s importance in providing security for Western powers. It stated, “an 
independent, economically viable, stable and militarily capable Yugoslavia serves 
Western and U.S. interests.”27 The Directive went further and showed US intentions 
of keeping Yugoslavia dependent on the West by stating, “We [US] will also 
continue to encourage Yugoslavia’s long-term internal liberalization . . . [and] 
promote the trend toward an effective, market-oriented Yugoslav economic 
structure.”28 The idea of liberalization represented a diplomatic way to promote the 
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free-market and dismantle communism in Yugoslavia.  
 The implementation of National Security Decision Directive 133 came at 
a time when Yugoslavia was in the progress of its economic decline. Before 1980, 
Western powers demanded a financial reform in Yugoslavia so it could pay back 
its Western creditors. The implementation of the economic reforms started to 
dismantle Yugoslavia. For example, following these reforms, industrial growth 
dropped to a negative 10 percent by 1990. The IMF ordered wages to be frozen and 
real wages collapsed by 41 percent for the first six months of 1990. The IMF 
forced the Yugoslav central bank to pay its Western creditors instead of 
transferring state funds to the Yugoslav republics to finance economic and social 
programs. The lack of sending state revenue to the Yugoslav republics signaled the 
Western powers’ successful dismantling of the Yugoslav federal communist 
system.29  
  Western financial institutions controlled Yugoslav banking institutions 
and forced massive bankruptcy for Yugoslavia’s industries. From 1989 to 1990, 
the IMF directed 1,137 total firms toward bankruptcy. These bankruptcies 
devastated the Yugoslav work force. As many as 614,100 workers out of a total 
industrial work force of 2.7 million were laid off. Serbia, Bosnia-Herzegovina, 
Macedonia, and Kosovo felt the brunt of the layoffs. The World Bank outlook for 
the remaining Yugoslav industries was dismal. After the initial bankruptcies, the 
World Bank estimated that there were still over two thousand enterprises that could 
be closed. The total number of layoffs for both rounds of bankruptcy would exceed 
48 percent of the workforce. The economic hardships experienced by Yugoslavs 
started to become evident in multi-party elections scheduled for 1990.30 
 The multi-party elections in 1990 dismantled Yugoslavia’s political 
structure. It provided the platform for nationalist leadership to advance their cause. 
Representatives from different republics started to blame other ethnic groups for 
the economic downward spiral. Politicians started to advance the idea of secession 
to create new nation-states from Yugoslav republics. Outside nationalist militia 
groups, with Western finances, began to show up in Yugoslavia creating even more 
instability in the area. Yugoslav President Borisav Jovic pointed to the dire 
political situation stating, “Citizens have lost faith in its institutions . . . The further 
deepening of the economic crisis and the growth of social tensions has had a vital 
impact on the deterioration of the political-security situation.”31 President Jovic 
made this statement in April of 1991, and by June of 1991, Slovenia and then 
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Croatia declared independence from Yugoslavia. The federal Yugoslav Army 
rolled tanks into Slovenia to stop the independence movement but to no avail. The 
war that ensued after 1991 lasted until the American-brokered Dayton Accord in 
1995.32 
 There are multiple interpretations as to why Yugoslavia collapsed. Some 
argue from a nationalistic perspective that suppressed ethnic groups rose up to 
create new nation-states. Others view it as the inherent weakness of a communist 
system. Others view it as the re-emergence of ancient ethnic hatred seeking 
revenge for past atrocities committed. All of the above interpretations have some 
merit. One interpretation that needs further analysis is the incorporation of the 
modern-world system theory to explain the collapse of Yugoslavia. Susan L. 
Woodward, a former Senior Fellow in the Foreign Policy Studies Program at the 
Brookings Institute, suggested that Yugoslavia’s position in the world from 1948 to 
1981 led to its unexpected collapse. She stated: 
 

In the Yugoslav Case, the balance-of payment deficits and 
dangerously depleted foreign-exchange reserves were the 
consequences of an external shock—the economic blockade by 
the Cominform countries in 1948-49—not of domestic 
prodigality. The decision to seek foreign aid within four years of 
the socialist revolution was not made easily, but once taken it led 
to a systematic decentralization of the Yugoslav economy, 
abandonment of development planning in favor of market, and 
integration into the world economy in response to the policies 
dictated by the IMF in exchange for credits over the next 20 
years (1951, 1960 and 1965 are particularly important). This 
dismantling of socialism had been accompanied by persistent 
balance-of payment deficits, high unemployment, high inflation, 
and increasing inequality.33  

The value of this interpretation is that it incorporates a longer view of Yugoslavia’s 
history and diplomatic relations. This longer view highlights the fact that 
Yugoslavia’s dependency on the West after the Tito-Stalin break in 1948 
contributed to both its collapse and the war that followed.  
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