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1. Introduction

The line of research I began several years ago into the

macroeconomics of the centrally planned economies (CPEs) relies

heavily on several important predecessors. Among these the work

of Franklyn Holzman (especially 1956, 1960, 1968) played a major

role. This derived not only from the conceptual framework, but

also from the open and undogmatic spirit of inquiry underlying

it. Though not an econometrician, Holzman knew that theory had

to admit confrontation with the data; though not a mathematician,

he knew that his understanding of Soviet economic institutions

hadtobe representable in theoretical terms. His own work

This paper was written for the conference on the Soviet Union and

Eastern Europe in the World Economy held at the Kennan Institute

in Washington, D.C. on 18—19 October 1984 and will appear in a

Festschrift for Franklyn Holzman. The present version has been

significantly revised.
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quickly became part of the conventional wisdom, but more wise

than conventional, and certainly not inhibiting to younger

scholars seeking challenging problems. If he thought he had been

there before you, he would not hesitate to refer you to the

appropriate passage; but this was always good sense rather than

exaggerated sensitivity, professional rather than personal. His

arguments were vigorous and provocative but not intolerant.

This essay is offered in the same spirit.
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criticism requires demonstrating rigorously either the

assumptions or (with evidence) that they

conclus ions.

by testing well—defined hypotheses.

All this does not deny but rather supports the validity of alter-

native approaches. One is a variety of institutionalism, seeking

distinctive general lessons in the specificities of socialist

planning, finding those generalities in a formalism which is not

primarily directed towards proving theorems or generating

testable hypotheses. The symbols used in this formalism are

often difficult to translate into measurable variables, and the

research strategy comes close to rejecting the standard model—
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Simply put, forced saving is that part of their flow of disposa—
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vacancies tradeoff. Aggregate employment will always lie to the

left of the wedge formed by the aggregate demand and supply

curves

2.3. Macroeconomic Models

I do no

models

of mac

in Por

has on

only h

market

ud

lete

ment

own

It

ur;

ce)

and

A diagra

aggregate

m in Portes

consumption

and

goods

Winter

market

(1980)

in CPEs.

applies this

Note that the

to the

larger

the elastic

forced subst

approximate

which would

cons equently

condition e

approach has

itution, the closer will observed aggre

the underlying aggregate demand and

be observed in full Walrasian equi

the more suitable is the discrete—sw

mpirical model. The "smoothing by

been developed further by Malinva (

stronger is

gate behaviour

supply curves

librium, and

itching, mm—

aggreg ion"

1981), Kooiman

(19

app

dat

and

84), Gouri

ears espec

a indicatin

in excess

eroux and

ially prom

g the propo

supply.

Laroq

is i ng

rtions

ue (

for
of

1985) and Mar

applications

micro markets

tin (19

where t

in exces

86). It

here are

s demand

t have space to discuss in detail the alternative comp

within which one might consider the theory and measure

roeconomic disequilibrium in CPEs. I have set out my

tes (1979, 1981); Wolf (1985) discusses it and others.

ly two aggregate markets, for consumption goods and labo

ouseholds hold money; there is no "parallel" (flex—pri

there are only two categories of agents, households

16



and foreign

households'

there is no

based on t

a coherent

ibrium and a

goods market

plan construc

1983, 1984a),

between this mo

ian general equi

(1980,

of plan

trade are

quantity

incorporated, but to

expectations are not

planners, inventories

only a limited extent;

treated explicitly; and

macroeconometric model

nevertheless provides

macroeconomic disequil

it in the consumption

specification of the

in Fortes et al. (

major similarities

both are non—Walras

the "real" and the

mechanisms for adj

that Kornai

his theoreti

theoretical

n adequate ba

as we have

tion process

Dlouhy (1984

del and that

librium model

and both

equilibri

Secs. 19.4 19.6) gi

construction, especially

ex ante

attempt to specify a complete

cal framework. It

representation of

sis for measuring

done. Adding the

developed further

) suggests three

of Kornai (1982)

s; both deal with

have endogenous

um. I would add

yes a similar

in assuming that

to avoid excess

con t r o

ustment

1" spheres

towards an

representation

the planners are rational and do try

demand, ceteris paribus. Stupnicki (1985)

model with Kornai.

Several alternative models have been prop

assumptions. Fickersgill(1980a), Duchene

and Nuti (1985) explore the implications o

Hare (1982) incorporates some of Korna

framework of Malinvaud (1977), which is

Brada (1982) assumes that enterprises also

(1983) specifies a larger macroeconom

consumption block resembles our treatment.
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2.4. Behaviour of Households and Planners
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not relevant to the consumption goods market,
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substantially above the natural rate continuously.

Moreover, just as the rate of unemployment is useful though crude

as an index of excess supply in the labour markets of capitalist

countries and is usable in cross—country comparisons despite data

comparability problems, so we can construct a similar index for

excess demand on the consumption goods markets of CPEs. We take

the demand and supply functions obtained by disequilibrium

estimation (see below), calculate "fitted" demand and supply for

each year, and take their difference as a percentage of observed
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while the last concerns the adjustment of buyers' behaviour to

shortage, discussed above. I therefore maintain that this

analogy is indeed instructive, and our intuition is not

misleading.

Although Kor ween Keynesian

unemployment ist economy, he

rejects any symmetry between the former in a capitalist economy

and the latter in a socialist economy (p. 478). He maintains

that suction in a socialist economy is sui generis because its

"mode of operation, its management system, and the behavior of

the agents within it have adjusted o chronic shortage which is

continuously maintained by the ins itutional relationships (p.

478)." Again, we suggest above that similar adaptation occurs in

long—run mass unemployment, and one might think that Marxists

would go even further to say that the institutional relationships

of a capitalist economy are such as to maintain unemployment

t
t
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ssibility of an ex ante "unbalanced" p1

ights but has no effect on the empirical

does

diseq

the precise source of consumption goods market

uilibrium.

21



19 57—7 5

second

e 24 yea

957—7 5,

ly, Kor

osely (

Poland.

by which the plan was exceed

Poland is

control.

until the Gierek

half of the 1970s.

rs 1957—80, and in

then once more in

nai's general view
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systemic features and institutional regularities in a shortage
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we find

policies
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Hungary,

the follo

that wage

borne out

C > C' for 10 of the 19 years

ensured C < C throughout the

hoslovakia. C > C in 15 of th

C > C in 11 of the 19 years 1

wing quinquennium. Similar

plans are fulfilled very cl

by Farrell's (1975) study of

average

2.6%, al

lax in m

amount

though

onetary

Kornai's views, however, on the roles of relativeI cannot accept

prices and of price rigidity in creating and maintaining

shortages. He cites for example. groups of products for which

the relationship between price and average cost goes in the

opposite sense of the intensity of shortage as "a new empirical

argument against the view that 'shortage exists when relative

prices are too low' (1980, p. 500)." That argument ignores the

demand side and is hence a glaring non—sequitur. Equally, as

Gomulka (1985) points out, Kornaits assertion that "there is no

behavioral regularity ensuring that a rise in the price level of

consumption goods eliminates the shortage (p. 497)" simply does
not follow from the a priori arguments given (no evidence is
cited); and it is inconsistent with his view that the household

faces a "hard" budget constraint. Yet these are key elements in

his downgrading of the role of prices and because of



economy. I regard them as unsupported assertions.

3. Measurement

Only empirical testing can ultimately resolve the basic issues to

which this analysis is directed. Assertion and casual empiricism

will not do. To arrive (ideally) at an agreed interpretation of

the results of such tests, however, the theoretical framework

within which they are carried out must be broadly agreed as well.

The discussion above is intended to extend the area of agreement.

3.1. Econometric Results

Our own examination of the data, tests, results and conclusions

are set out in a series of papers (Portes, 1974, 1977a; with

Winter, 1977, 1978, 1980; et al.1 1983, 1984a, 1984b, 1985).

shall not attempt to summarize them, although I shall reply below

to the relatively few specific criticisms which they have

attracted. There seems to be an irresistible temptation,

however, for those who reject our methods or our conclusions to

misrepresent both by setting up straw men which can easily be

tumbled without taking the effort to address specific issues of

theory, econometrics or data. It may therefore be useful simply

to quote for the record a few summary statements from these

papers:
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3.2. Validity of Nacroeconometrics for CPEs

How do we and others obtain well—behaved functions, significant

and plausible parameter estimates, reasonable out—of—sample

performance, etc.? Are all these results merely statistical

artifacts? If one does admit they might have some validity,

however, even some of the most cherished "stylized facts" must be

queried. Podkaminer (1982), for example, using a model totally
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different from our own.. gets results which suggest aggregate

labour]...(Dlouhy, 1984)."

3.3. lation and Forced Savings

excess supply of consumption goods in Poland up to the early

1970s (revised estimates in Podkaminer 1984, still allow

equality of aggregate demand and supply in the late 1960s). The

conclusion may look rather less "absurd" if reached by various

routes with different data Sets. Klaus and Rudlovcek (1982)

summarize their results unambiguously: "We strongly believe that

global equilibrium at the consumption goods market was the

prevalent characteristic of the Czechoslovak economy in the last

quarter of the century." Others are simply not willing to accept

what Kornai regards as obvious: "...we do not find useful (and

even realistic) to accept the assumption of permanent (or

'normal') shortage on these markets [consumption goods and
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higher, or about the same as in their market—economy
counterparts. It should be stressed that none of these studies

pretends to test for excess demand, nor should they be so

interpreted. They and the work cited in Sec. 3.2 are simply

consistent with taking equilibrium as a working hypothesis.

Kornai (1980) asserts that the "Clower—Barro—crossman train of

thought" provides "theoretical background for the argument" that

the "time path of savings in the household sector [can indicate]

whether the consumer goods market on the macro—level is in a

state of aggregate excess demand or aggregate excess supply (pp.

477—8)." This is puzzling. He is presumably referring to our

work, yet the precise object of our analysis in Portes and Winter

(1978, 1980) is to use the quantity—rationing macro model to show

why and how in disequilibrium, this sort of argument may give

quite the wrong answer. Even more inexplicable, therefore, is

his own use of departures from trend of household savings as one

of his indicators of shortage (1982, p. 139) — an aggregate

indicator, at that!

3.4. Disequilibrturn Econometrics

Now we turn to disequilibrium econometrics (see Quandt, 1982, for

a survey). Part of the maintained hypothesis is that one

observes only the quantity transacted, and that supply and demand

are latent variables to be estimated, along with the functions

which generate them. Kornai, too, believes that it is impossible
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to separate consumption supply and demand in the observed data,

and seeks himself to measure it.

Proper hypothesis testing in this area requires a clear statement
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switching macro model. We had argued previously however, on

"smoothing by aggregation" grounds, that one could expect a well—

defined correspondence of just this kind (P—W 1980), so we were

not surprised. Burkett's (1985) results are further, perhaps

definitive confirmation that our approach using aggregate excess

demand produces results which, so far from being "invalid" or

"absurd", are in fact consistent with and complementary to more
disaggregated methods.
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4. Conclusion

The line of research surveyed here was originally motivated by

scepticism towards the conventional wisdom that the household

sector of CPEs has been subject to sustained repressed inflation

since central planning began. This conventional wisdom has since

been elaborated and defended by Kornai indeed elevated with

considerable flourish into a general characterisation of CPEs as

35

s reassuring point of agreement. The theoretical

oblems of measuring macroeconomic disequilibrium

be somewhat clearer, the areas of agreement and
ter defined. The main practical question, with
ons, is still to distinguish between the effects

gate demand and distorted relative prices (or

ike the inadequacies of the distributive network

7, Skurski, 1972, and Turcan, 1977). We may be



is much which is stimulating in this

ned currency from the worsening
ia in some CPEs (especially Poland)

it distorts the facts over the whole

Os and thereby reinforces confused.

rate forecasts and unjustified policy

conventional wisdom, the underlying

ation and become immune to challenge

buttressed by the evident political

These are not just academic

macroeconomi

developments h

microeconomic

external balan

borrowing was

external debt

Marer, 1985)

consumption

macroeconomic

that investm

disequilibria

misleading in

Stupnicki (1985

Portes presents clues how

e countries

itioned the

Proper unde

acroeconomic

in foresee

the Polish

ho took th

er" would

of the earl

are the primary

old sector would

right. Macroeconomic

ho r t a g e

analysis,

macroecon

since the

period si

incorrect

conclusio

truths are

from the

appeal in

economies". There
which has gai

omic disequilibr

early 1970s. But

nce the early 195
theorizing, maccu

ns. As with most

belied by exagger

data. This is

such a critique of central planning.

disputes. It is important to get the

cs of thes

eavily cond

reforms.
ce and the m

essential

problems and

Those w

as a "buff

adjustment

ent cycles
in the househ

interpreting

) concludes in

evolution of the Hungarian

rstanding of internal and

bases of trade and foreign

ing and interpreting CPE

crisis (Portes, 1977b and

e conventional view of

have misunderstood CPE

y l980s. The proposition

cause of macro

have been equally

the

his

past several years. And as

Kornai—portes comparison, "only

to improve the situation".

36



I have set out the theoretical innovations in Fortes (1981.

1983). There are, however, equally significant practical lessons

to be learned from eschewing the simple certainties of the

"shortage economy" in favour of a more complex, more nuanced and

better balanced view of the realities of CPE macroeconomics.
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