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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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within the state productive sector have been th
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Simply put, forced saving is that part of their flow of disposa—
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The existence of forced substitution with excess demand is not a

major theoretical problem. After all, at the aggregate level,

both forced saving and the response of labour supply to a

the goods market are examples of forced substitu—
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tion. Spillover effects of this kind have been modelled exten—

sively, and

taking plac

forced subst
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from doing applied
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We all need to use macroeconomic aggregates, even Janos Kornai

discussing CPEs (1980, Secs. 16.2—16.5, 17.6, 18.5, 21.1—21.2,

14

all quantity—rationing macro deals with transactions

e at "false" (disequilibrium) prices. In practice,

itution is a cause for worry only if elasticities of

In seeking to measure aggregate excess demand, we cannot avoid

"netting out" shortages and slacks. This does indeed present a

problem in theory, as suggested by the Barro—Grossman definition

of repressed inflation quoted above. In a two—market model, they

require that both be in excess demand. This stipulation that the

vector of excess demands be semipositive (so no "netting out" at

false prices is necessary) goes back at least as far as Hansen

(1951), and it is reflected in the consistent usage of the

quantity—rationing macro literature: excess demand for goods

with excess supply of labour is "classical unemployment", a quite

different regime (the converse is "underconsumption"). In

practice, however, the early period of central planning, when

most goods were in excess demand and labour in excess supply, is

better characterised as "repressed inflation on the goods market"

(Kornai, 1980, Sec. 11.7; 1982, pp. 102—108).



and Chap. 19 and the explicit macro modelling of 1982, passim).

cond It

minimi

excess

econom

imposs

the ag

Sec.

caref

ion" (

mum of

suppl

ies not

ible to

gregati

12.1).

ully. a

I n problem as

uantity—ratio

agents on th

transact io

e quantity

and "discret

nd regimes.

shortages,

oeconomics with

Deaton and Mue

must simply

open to empiri

results are con

o disequilibria.

ng Kornai's conc

sufficient reason to

ning macroeconomics:

e short side of the

ns) , the "minimum

transacted is the
e switching" between

Even for market

however, it is quite

a purist approach to

llbauer, Chap. 6 and

do macroeconomics

cal evidence (not a

tradicted when one

Yet he

reject

the "5

ma rke

would take th

the central c

hort—side rul

t achieve th

e aggregat o

oncepts of q

e" (that all

eir desired

he aggregat

and demand),

excess dema

chronic

that t

supply

y and

subject to

do applied

on problem

Instead,

lways remai

macr

(see

one

ning

its
icr

usi

priori

allows

Burkett

assertion)

explicitly

's (1985) s

that

for m

tudy

perfectly

In fact,

epts gives

consistent with our own; see Sec. 3.4 below.

however,

results

One internally consistent way of approaching

context is "smoothing by aggre

sketched by Muellbauer (1978).

labour markets, for example, s

excess demand, we find that tota

and vacancies, total supply

unemployment, so total excess

unemployment; as the real wage

falls in a continuous manner,

15

gation", whose 1

If we aggregat

ome in excess s

1 demand is the

is the sum of

demand equals

rises, aggrega

the problem in our

engthy pedigree is

e over many micro

upply and some in

sum of employment

employm ent and

vacancies minus

te excess demand

with a smooth unemployment—



vacancies tradeoff. Aggregate employment will always lie to the

left of the wedge formed by the aggregate demand and supply

curves
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2.4. Behaviour of Households and Planners
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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

20
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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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systemic features and institutional regularities in a shortage
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we find

policies

For Czec

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
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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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27

These



are unlikely to be underesti

with unsupported remarks like

inflation in Poland in 1975 at

of nominal incomes and the CPI

actually fell in that year!).

mates.

that in

8% (whic

would

They should be contrasted

Nove (1979) putting hidden

h, with official estimates

suggest that real incomes

unjustifia

ange in i

low), long

learly dem

Asselain shows

a long period

e ratio, if in

economies with

income but dif

ating faster w

view of Wiles

Soviet—type

it were the

secure grou

authors (e.g.,

arising from
atlo of savings

retail sales

a) and Asselain

ye meaningless

onstant savings

ncrease in the

low; and that

rate and rate of

tes, the economy

r wealth—income

[Portes] rightly

Savings

extensiv

Wi ni e ck

beh

ely

1

avi our

with c

1985)

of CPE households has been investigated

onventional me

continue the

thods.

confus

ble me

ncome

after

ons t ra

asu

0

Port

ted

res

r

es

th

Some

ions

the r

h to

1977

y gi

tac

le i

are

ng 5

like

ealt

1974,

t the

y tha

derab

o cks

savi

w

(

a

impeccabl

of consi

itlal st

the same

theoret ically

(flow) to ch

(consumption f

(1981) have c

answers. Thus

rate implies

wealth— incom

comparing two

growth of real

which is infl

ratio. In the

ridicules the

income) as if

may even be on

Soviet—type bankers,

nt inflation ra

exhibit a lowe

Rostowski, "He

fere

ill

and

habit

Keynes

nd in 5

of

ian

et t

quoting

marginal

ing up hi

savings! (ch

propensity.

s judgment

ange in

..Port es

against

by the ratio

trade (1979,

who are alarmed

liquid savings to the flow of retail

28

of the stock of

pp. 64—65).'



Serious work on household assets and savings in CPEs seems

in not showing much e

on this

dicate t

HPS in

rced sa

r

in

he

fo

no

te

d

could show

Ofer (1980)

olds save in

consumer go

lar views in her

study evidence

and empirical analysis

hat "The full set of

of forced saving.

hould not be surprise

the hypothesis of a

in Western market e

) get good results

lovakia, 1965—81 the

aving ratio was not

d not seem to depend

ho constructs estima

SR, finds an overall

t ratio (as elsewhere

dity is not excessive

There is no agreement

we should expect savings rates

vidence of forced

for the USSR, but

hat there may have

the late 1960s and

ving. Her cross—

t the proposition

amounts of their

to purchase," and

vey of both time

Asselain's (1981)

ds him to conclude

racteristics of a

thus never found

t econometric work

gs—income relation

es (p. 43)." Klaus

standard savings

asting perf ormance

by international

pply—side events.

f household cash

of decline in the

tern Europe), and

5)" by comparison

authors, however,

in CPEs to be lower,

ill

ies

up

(1976)

results

ward shi

is clea

(1980)

ft in t

remarkably unanimous

Pickersg

er time—ser

substantial

1970s which

n work with

oviet househ

for lack of

presses simi

some

"does

ordina

ods an

t suppor

ly large

services

later sur

(1983).

saving.

her lat

been a

early

sectio

that S

income

she ex

sen

care

for

typ

tog

see

of

and

fun

was

com

Pee

hol

cur

tha

wit

es

ful

sev

i cal

ether

ks fi

the 5

Rudl

ct ion

good

paris

bles

ding

renc

t "S

h ot

and budget

theoretical

eral CPEs t

situation
and one s

rst to test

ame type as

ovcek (1982

for Czechos

and the s

on and di

(1981), w

s in the US

y to deposi

oviet liqui

her

lea

cha

..are

d tha

savin

conomi

for a

f o rec

high

on su

tes 0
trend

in Eas

(p. 7

amongCPE 5.

on whether

29



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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of the maintained hypothesis, the null, and the alternative. The

maintained hypothesis must explicitly admit an alternative to

excess demand — otherwise, it is logically impossible to test for

its presence. This fundamental point leads us to reject Howard's

(1976) results and to find unhelpful the model of Brada (1982),

which in this respect begs the basic question. Our own main-

tained hypothesis does allow excess demand, equilibrium (on a set

of measure zero), and excess supply in the consumption goods

market.
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alternative. Our results clearly reject the restriction

ions, if they in principle

John Burkett (1985) has made Kornai operational by ingeniously
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(Portes, Quandt and Yeo, 1985). Kornai would doubtless reject

the test, because he believes that the aggregation problem

invalidates any discrete—switching, mm—condition model. As

suggested above, taken too seriously, the aggregation problem

invalidates all empirical macroeconomics. On his hypothesis,

however, we could never obtain information about the latent

consumption demand variable. But it is then inexplicable how we
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demand funct do not exist or are

unobservable.

developing methods fo

effect" and with the

r dealing with

coexistence

directly estimates po

consumer effect)

rately, allowing

His results, co

ntirely consistent

the "discouraged consumer

of shortage and slack. His

tential demand (allowing for

total shortage, and total

for spillovers like forced

vering five East European

with those we obtained using

demand. He finds that total

1957—78 in the GDR and Hungary

oland, while shortage exceeds

5—78 in Czechoslovakia. His

of slack, correlate remarkably

regate excess demand. Even

demand does not changeallowing for potential (but discouraged)

33



this picture.

Thus Burkett c

hypothesis.

Czechos lovaki

consumer dema

subs tant ially

supply. Thus

theory .... c

evidence of p

claims that "t

almost tautolo

cavalier ap

oncludes "One cannot reject the di

Shortages exist but except i

a are usually overshadowed by sl

nd, purged of the discouraged cons

greater than actual demand but sel

application of techniques sugges

an yield conclusions consistent

revalent aggregate excess supply

he spurious precision of advanced

gically defines imbalance out of

proach to rigorous empiric

switching

case of

Potential

effect, is

as great as

by Kornai's

th Portes's

". Nuti (1985)

econometrics

existence." This

al testing is

egate discrete

by Burkett's

the micro as

's indicators of shortage.

saggregated level, in orde

acterize shortage. Yet he

be highly correlated (19

cro" (synthetic) index of

series of estimated exc

The simple correlation

oints are quite similar.

says we

roperly

ects the

p. 15).

tage for

demands

in fact

regards

a discrete—

screte

n the

ack.

um er

don

ted

Wi

uns

swi

res

wel

ubs tantiated

tching mode

ults from a

1 as the mac

by

1,

no

ro

any dire

and it

del which

level.

ct

is

in

criticism of

a fortiori

cludes mba

the aggr

rejected

lances at

Finally, we turn to

need many of them,

and comprehensively

individual indicat

Moreover, he finds

Hungary close to o

(Portes and Winter,

r = .604, and the tu

Ko

at

to

ors

his

ur

198

mi

rnai

a di

char

to

"ma

own

0).

ng p

He

rp

exp

82,

shor

ess

is

He

ours as "invalid", because they are derived from

34



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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and empirical pr
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other problems 1
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getting closer.

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
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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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