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ABSTRACT

All economic systems are analyzed from the point of view of (a)
whether or not they offer individuals opportunities to earn capital
income; (b) whether the allocation of output between current consumption
and investment is determined by the "invisible hand" of the market
mechanism or "visible hand" of central planner. For the purpose of this
study four economic systems are defined: Capitalist market, capitalist
central planning, socialist market, and socialist central planning.

Ample evidence is provided to show that the economies of the East
European Bloc represented almost a model cases of the socialist central-
ly planned system. In this sense these economies had the following three
characteristics:

1. The state controlled almost all returns to capital in the
economy, including the returns to human capital.

2. The state controlled the allocation of resources between in-
vestment and current consumption.

3. Households supplied labor to the state sector in exchange for
compensation in the form of consumption, i.e., the state maintained only
an indirect relationship with the labor factor of production. Labor
effort could have been increased only by offering consumption-type
incentives.

In part two of this dissertation the dynamic macroeconomic equili-

bria possible under socialist central planning, socialist market, and



capitalist systems are analyzed. It is shown that under both socialist
systems (where individual households are banned from earning capital
income from their personal savings) the supply of labor is suboptimal
compared to the first-best solution feasible under capitalist system.
The socialist market system fails to invest optimally. This failure can
be improved by the introduction of a central planner. In a socialist
centrally planned economy, however, the issue of the time consistency of
optimal plans arises when the planner avoids commitment to the level of
real wages. In the rational expectations framework households can pre-
dict the planner’s behavior and respond to it by supplying even less
labor than under socialist market system.

In part three an alternative program of economic reform of East

European socialist centrally planned economies is outlined.
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Part I
Institutional Analysis of the Centrally Planned Economies

I. Introduction: Institutional Framework

This study attempts to bridge the existing gap between the tradi-
tionally divided schools of economics: the free-market economists and
the proponents of various forms of central planning. The political and
economic changes currently taking place in Eastern European nations made
research on the issues of centrally planned economies popular in the
context of the transition from central planning to a market economy.
Most of the research concentrates around two main topics: stabilization
and privatization. 1In order to stabilize an economic system, however,
one must know its internal logic and functioning. To privatize meaning-
fully and irreversibly the past ownership arrangements must be taken
into account. There remains a lot of misunderstanding over both aspects
of centrally planned economies. Economists educated in the West have
some understanding of the technical workings and failures of central
planning, but they lack the full knowledge of the underlying social and
economic structure created to facilitate central planning. Eastern
European researchers, on the other hand, currently demoralized by the
collapse of central planning, are accepting without reservations any

economic reform as long as it carries a magic word "market," or "market



orientation."1 Both, Western and East European schools, fail to consid-
er the reasons leading to the emergence of central planning in the first
place, i.e. the failure of the real market system to generate growth and
prosperity in most of the developing regions of the world. It is gener-
ally forgotten that central planning as a form of economic management
was put to test as an antidote to the economic collapse caused by the
market system. The market system that led to the emergence of central
planning on the economic front, and fascism or communism on the politi-
cal front, could hardly be labeled as an efficient system.

The economic and social results of the reforms undertaken in East
European countries are far from the initial optimistic expectations.
The removal from power of the communist parties across Eastern Europe
failed to produce economically sound and positive results in the econom-
ic domain. The experience so far suggests that to protect various
particular interests a new form of central planning emerges. Polish
farmers demanded and got protection from foreign competition. The
government reintroduced subsidies and with little resistance increases
purchases of surplus produce. The Polish car industry is well en-
trenched behind tariffs and taxes levied on imports. Many other groups
are already in the line to state ministries to request protection from
both foreign and domestic competition as their economic well-being is
crippled by the often ill conceived economic programs. Some parts of

these programs, like wage freeze, have already been tried on a number of

1. In the not so distance past Eastern European parliaments to appease the Soviet Union’s leadership
would declare that the transformation to Communism was completed. Today, to appease Western observ-
ers and domestic populations the new governments announce deadlines for the completion of the tran-
sition to a market economy. In neither case the announcements had any meaning. As in the past, such
declarations may improve the morale among the governing bodies in the countries involved, but will
eventually have a detrimental effect on economic reforms.



occasions and failed in both market and centrally planned economies.

The new political, social, and economic forces, united around their
common interests, have fortified themselves in new "establishments."
They are calling for measures directly resembling central planning, but
named after Western "market style" instruments. These measures are
referred to in public as "corrections" or "adjustments." In reality they
border on central planning and economically destructive domestic and
international protectionism. They will not only prolong the current
suffering associated with the transition to a new economic system, but
will ultimately threaten the long-term prospects for economic growth.

As a result the fragile social and political stability achieved in East

European countries may eventually be undermined.l

* k %

For the purpose of this dissertation I look at each economic
system from the following three prospectives:

1. Who are the recipients of the returns to capital, including the
returns to human capital

2. Who determines the supply of capital, i.e., who controls the
allocation of output between consumption and investment.

3. Who determines the supply of labor.

The decisions in each of the three areas can theoretically be made
either in a decentralized fashion, i.e. by independent participants with
no power to influence the market equilibrium, or by a central authority,
usually the government, represented by some form of central planner.

For the purpose of this study I assume that it is irrelevant whether the

1. For more on the new generation of central pianners in Eastern Europe see in Part IIl of this
dissertation Chapter 1.3.



central planner’s impact on any of the markets is achieved through
direct quantitative controls, or indirectly, through the use of finan-
cial indicators, taxes, tariffs, etc. An economic system where all
returns to capital (interest and profits) are appropriated by the center
and redistributed back to the economy according to the preferences of
the central government will be called here socialism or communism. The
opposite to socialism is an economic organization where the returns to
capital are paid directly to households according to each households
participation in the capital pool producing the returns. Such a system
is called here capitalism.1

The allocation of resources can be coordinated either by a visible
hand of central planner or an "invisible hand" of a free market mecha-
nism. In this sense the existence of a free-market system is not tanta-
mount to the theoretical concept of perfect competition. The free-
market system is just free of government intervention. Its workings in
allocating goods and services may still by obstructed and distorted by
the market players such as private monopolies.

The situation in the labor market is somewhat different. I will
argue here that labor markets cannot be eliminated or even restricted.
The special nature of the labor factor makes its allocation and use
impossible without the voluntary consent of the human individuals who
supply it. The supply of productive labor effort can be obtained only
by offering to compensate workers in exchange for their involvement in
production. However centralized the command system, labor must still be

1. A more adequate names for the two systems would be state capitalism and private capitalism. In
the system of state capitalism the state controls all the returns to capital. In a private capital-
ism individual households are fully own capital assets. The distinction between communism and capi-
talism was applied in the text to keep it in line with the general literature on comparative econom-
ic systems.



hired and its behavior, productive effort at work, can be influenced
only with incentives convertible into real consumption.1

With this in mind I distinguish the following four theoretical
economic systems:

a/ Socialist (communist) centrally planned economy

b/ Socialis%..(communist) market economy

c/ Capitalist market economy

d/ Capitalist centrally planned economy

The socialist centrally planned economy is a system where the
center, usually the government, collects all returns to capital and
directs the commodity flows in the economy.2 Figure 1 represents the

circular flows in such system.

1. 1 assume here that households are always free to choose the amount of labor they intend to sup-
ply. Households maximize utility subject to a budget constraint. They derive utility by consuming
goods and services and suffer disutility from work.

2. The returns to capital may also include returns to human capital in addition to the traditional
returns to tangible capital.
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In the socialist market system the state continues to collect the
returns to capital. The allocation of the factors of production, and
the distribution of goods and services is carried out in a decentralized
fashion, outside the center’s control. The price system, not the plan-
ner, is responsible for directing the resources to their best uses. The
circular flows in a socialist market economy are shown in figure 2.

In the capitalist market economy all returns to capital are col-
lected by households directly from the users of capital.1 The amount of
interest and dividends paid to each household is proportional to the
household’s capital stock invested in the income producing entity,
enterprise, bank or similar institution operating for profit. Figure 3
provides the representation of the flows in the capitalist market sys-
tem.

The fourth type of economic organization listed here, a capitalist
centrally planned system is characterized by the following two proper-
ties: the returns to capital are distributed directly to households, but
the allocation of inputs and output is governed by a central planning
institution.

As is usually the case with all theoretical models also here none
of the four types of economic organizations has ever existed in reality
in its pure form. However, the real-life organizations resemble at
least to some extent these cases. The real Eastern European economies
until very recently fitted the model of the communist centrally planned

economy. The capitalist market system is represented by the majority of

1. The capitalist system just excludes government intermediation in the collection and redistribu-
tion of the returns to capital. This does not rule out other forms of financial intermediation,
provided it originates in the private sector an the participation in such an intermediation is
voluntary.



industrialized countries. Some features of the capitalist centrally
planned system can be noticed in a number of Western industrialized
countries where governments engage in indicative planning and pursue
some forms of economic or industrial policies. The capitalist centrally
planned system is present in most of the developing Third World coun-
tries. The early advocates of economic planning led by Oskar Lange
might have had such a system in mind. Lange’s planner would have accom-
plished the allocation of inputs and output through a mechanism known as
artificial markets.1 The communist market economy may be in the making
in Eastern Europe and the Soviet Union. Some elements of it are present
in all so called capitalist economies where the tax system discriminates
against various forms of capital income, and specifically against in-
vestment, i.e., non-entrepreneurial, capital income.

In part one of this dissertation I will provide ample evidence
that Eastern European economies and the Soviet Union represented almost
a model cases of socialist centrally planned system as defined above. I
will argue that all East European economies could be described by the
following three properties:

1. The state controlled almost all returns to capital in the
economy, including the returns to human capital.

2. The state controlled the allocation of resources, including the
determination of investment and current consumption.

3. The state failed to enforce quantitative labor supply plans.

1. See: Lange, Oskar (1936) On the Economic Theory of Socialism, Review of Economic Studies, Oct.
1936, 4, pp. 53-71, Feb. 1937, 4, pp. 123 - 142; reprinted in Benjamin Lippincott, ed., On the
Economic Theory of Socialism, Minneapolis 1938. Also, for a discussion of market socialism see:
Bergson, Abram (1948) Socialist Economics, in Howard S. Ellis, ed., A Survey of Contemporary Econom-

ics. Philadelphia: Blakiston. Hayek, Frederich A. (1940) Socialist Calculation: The ‘Competitive
Solution,’ Economica 7, (May), pp. 125-49.
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It maintained only an indirect relationship with the labor factor of
production. Labor effort could have been increased only by offering
consumption-type incentives.

In part two of this dissertation I analyze the dynamic macroeco-
nomic equilibria possible under socialist central planning, socialist
market system, and capitalist market and centrally planned systems. I
compare the results and point to the dynamic inefficiencies of both of
the socialist systems. I address the issue of the dynamic consistency
of optimal plans in a socialist command economy.

In part three I outline an alternative program of economic reform
that could be implemented in East European socialist centrally planned
economies. The underlying assumption behind this program is that the
success of the transition can succeed only if the current socialist
system can be transformed into a capitalist system instead of into a

socialist market structure.l

II. The Classical Theory of Economic Growth of a Centrally Planned

Economy: Kalecki and Kornai

Summary of findings:

1. Kalecki developed a consistent theory of economic growth of a
supply constraint economy. He repeatedly stressed that growth achieved
through increased capital accumulation has its limits. These limits

come as a result of the social displeasure from lowered consumption

1. For an interesting discussion on the compatibility of central planning with socialism on the one
hand, and market mechanism with capitalism on the other hand see: Kornai, Janos (1990) The Affinity
Between Ownership Forms and Coordination Mechanism: The Common Experience of Reform in Socialist
Countries, Journal of Economic Perspectives, vol. 4, No. 3, pp. 131-147.

11



during the period of stepped up capital accumulation.

2. Kalecki, as most other authors, failed to model the interac-
tions between households, labor suppliers, and the planner who has to
purchase labor services in exchange for promised consumption. He warned
central planners not to push consumption too low in an attempt to in-
crease investment but his caution was more based on fear for political
repercussions of suppressed consumption than the on the real costs of
lost output and falling capital efficiency of investment due to lower
labor supply.

3. Kornai introduced the concept of "normal shortage.” Centrally
planned economies suffer from permanent shortages that oscillate around
some normal, socially acceptable, level.

4. Kornai failed to show that shortages and their variability may
result from a never ending game between the planners and households.
The planners in this game may attempt to extract more labor effort from
households by systematically first promising to reward labor effort with
higher consumption and then reneging on this promises in order to in-
crease capital accumulation.

5. Neither Kalecki nor Kornai have raised the question of how the
centralization of all capital income in the hands of state might have
influenced labor supply, savings, and macroeconomic equilibrium in a

centrally planned socialist economy or a socialist market economy.

IT.1. Kalecki’s Theory of Growth of a Supply Constrained Economy

Kalecki’s final model of growth acceleration in a supply con-

strained economy was presented in the Introduction to the Theory of
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Growth in a Socialist Economy in 1963. It influenced a whole generation
of economists. 1Its recommendations were applied in both East European
and in a number of developing countries. Without exaggeration, Ka-
lecki’s impact on economic policy making in the underdeveloped world
paralleled that of the impact Keynes’ General Theory had on Western
market economies. His theory became the leading topic in the classes of
Political Economy of Socialism thought in East European Universities.1
The Keynesian theory addressed the issue of unemployment of re-
sources in an economy suffering from inadequate effective demand. It
recommended that economic policy makers wuse the instruments of fiscal
policy to counter declining aggregate demand. According to this theory
markets could not be relied on and left to themselves when employment
and social welfare were at stake. Kalecki, like Keynes, advocated a
strong role for the government but for entirely different reasons.
Kalecki was a classicist as far as the demand side of the economy was
concerned. He saw little problems with insufficient demand. His focus
was on the supply side. Kalecki’s theory dealt with underdeveloped
economies that suffered from insufficient productive capacity. It pre-
scribed strong government involvement in capital accumulation. Kalecki
was very skeptical of the ability of the private sector to generate
adequate capital investment. 1In Essays on Developing Countries he pre-
sented the dilemma faced by developing countries in their effort to

accelerate economic growth by increasing capital accumulation:

"There will be, however, three important obstacles to stepping up investment.
Firstly, it is possible that private investment will not be forthcoming at a de-

1. Kalecki’s model was the core of the Political Economy of Socialism class thought in Poland
throughout the 1970s and 1980s. In the department of Foreign Trade at the Central School of Planning
and Statistics, where 1 completed my M.A. in Economics, Kalecki’s article, quite technical for an
undergraduate sophomore, was allocated twelve hours of class time.
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sirable rate. Secondly, there may be no physical resources to produce more invest-
ment goods. Thirdly, even if the first two difficulties were overcome, there is
still the problem of adequate supply of necessities to cover the demand resulting
from the increase in employment."

In Kalecki’s model of economic growth, the acceleration in the
rate of economic growth is achieved by acceleration in investment. As
opposed to the Keynesian theory of insufficient effective demand, addi-
tional income in a supply constrained economy came not from investment
expenditures (these by themselves are inflationary) but from increased
productive capabilities of the economy as investment projects are com-
pleted and put into operation. An underdeveloped economy, accordingly,
would always operate at its potential, on its production possibilities
frontier. Kalecki advocated government involvement in changing the
output mix in favor of capital goods. Accordingly, higher current in-
vestment (i in Kalecki’s classical paper) compared to the normal level -
io = although costly in terms of forgone current consumption, shifts
outside the production possibilities frontier, and therefore allows for
faster increase in consumption in subsequent periods.

In his analysis of the acceleration process Kalecki argues that an
increase in capital accumulation equal to di that reduces current con-
sumption by the fraction of di/(1] - i) of the current income, YO' must
be compared with the gains in income and consumption due to increase in

the rate of growth of income by dr. The net advantage is defined as

dr - wdi/(1-1i)

where the coefficient w is higher the stronger are the objections

1. Kalecki, M.(1976) Essays on Developing Countries, Harvester Press, Humanities Press, p. 23.
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against reducing consumption in the short-run. Kalecki adds that if:

“the rate of growth is to be raised above the level r, = a + b [where a - rate of
increase in labour productivity in the new plants brought into operation, b - rate
of growth of employment], we may postulate that w will be higher, the greater
becomes the difference between i and io."

Therefore, w is in fact a function of i, w(i), and w(i) is an
increasing function in i.
Kalecki concludes by solving for the optimal investment rate (i)

and the rate of growth of output (r) obtaining:

dr/di = w(i)/(1-i)

The expression w(i)/(1-i) represents an upward sloping planner’s
decision curve. The planner should keep increasing capital accumulation
as long as dr/di is greater than w(i)/(1-i). According to this condi-
tion the planner would increase investment up to a point where decrease
in labor productivity due to social dissatisfaction from falling current
consumption would outweigh output gains from additional investment.

In Kalecki’s model of growth with limited reserve of labor:

“the relative share of productive accumulation in the national income i and the
rate of growth r tends to be fixed at a lower level than in the case of unlimited
supplies of labor. This may be interpreted as the effect of the labor-supply
barrier on the rate of growth; a limited reserve of labor only makes it possible to
shift this barrier, not to eliminate it altogether.“2

Even more relevant to the economic development of Centrally
Planned Economies (CPEs) in the later years were Kalecki’s theories of

growth under conditions of full employment. Under full employment,
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economic growth can be accelerated either by shortening the life-span of
equipment or by raising the capital-output ratio. Both methods attempt
to raise productivity per employee and both methods involve increasing,
at least temporarily, capital accumulation in the distribution of cur-
rent output.

Again, Kalecki was aware that increased accumulation would be
costly in terms of labor productivity lost if capital accumulation went
too far. With this respect he criticized the classical golden rule
concept as it did not take into account these potential losses. Kalecki

stated that

“the golden rule solution is purely theoretical in character because the key prob-
lem in the choice of capital intensity is the standard of living in the course of
'recasting,’... The ascending ‘decision curve’ which allows for this factor
leads... to the adoption of a much lower capital intensity and a lower average rate
of growth of consumption during the period of ‘recasting.’™

Summarizing, Kalecki saw the limits to growth acceleration pursued
by means of increasing capital accumulation. He was aware that if the
policies of stepped up investments extended too far at the expense of
current consumption, the final outcome may be opposite to the planner’s
intentions. Namely, labor unrest and falling labor productivity would
produce dramatic and increasing at an increasing rate losses to output.
Kalecki foresaw the possibility for growing inflation or shortages and
their potential negative impact on labor productivity. The solution to
alleviate this problem offered by Kalecki was far from satisfactory. He
suggested that:

“"Inflationary pressures may be avoided by planning an increase in the supply of
necessities matching the demand for them, which will be generated by the planned

1. Introduction to the Theory of Growth in a Socialist Economy (1963) in: Selected Essays on th
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. . . . 1
increase in national income."

There are two major problems with this approach. First, the defi-
nition of "necessities" has always been very subjective. 1In the prac-
tice of the centrally planned economies the "necessities" were limited
to basic food (staples), unimaginative clothing and an elementary shel-
ter. Housing was in general neglected since apartment construction was
in direct competition for resources with the accumulation of productive
capital. Second, the provision of the required "necessities" was a
function of the total value of the compensation, wages and salaries,
received by households. The issue was hardly one of balancing the con-
sumer goods market ex post, but one of obtaining the optimal mix of
labor and capital inputs needed to fulfill the plan. The amount of
"necessities"” could depend more on the amount of residue left after the
investment plans were implemented than on the actual demand of the
society. The weakness of Kalecki’s model is in its very vague treatment
of the labor market. Though he foresaw the negative response of the
labor factor to accelerated capital accumulation, he failed to clearly
define this neéative response. The w(i) function is just an unspecified
factor in the planner‘s decision-making process. The planner could
learn the relationship between i and w(i) only by trial and error. It
might be that the history of central planning was exactly the history of
learning this functional relationship. It may also be the case, possi-
bility never truly investigated, that the East European economies were
already at the best point in a free-market equilibrium and any govern-
ment sponsored acceleration led to an inferior solution.

Kalecki’s analysis is unquestionably very valuable to all students

1. Kalecki, M.(1976) Essays on Developing Countries, Harvester Press, Humanities Press, p. 29.
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of centrally planned systems. It is free of political dogma so abundant
in most studies of these systems carried out both in the West and the
East. Kalecki did not inquire into the behavior of the labor market
probably because in his days East Europe suffered from severe unemploy-
ment inherited from the Great Depression and the monopolistic structure
of the economy in existence before the World War II. It was capital
that was in short supply, not labor. Interestingly, Kalecki’s followers
committed the same error. Their error, however, was the result of the
commitment to certain political convictions. The reader may be sur-
prised to learn that economics students in East European countries until
very recently spent almost no class-time studying labor markets. The
problem of household utility maximization and the resulting labor supply
decisions was generally avoided. The textbook labor supply was offi-
cially fixed and independent of household decisions.1 Ideoclogically,
work was declared a duty and honor of the citizens, not a means of

increasing consumption.

ITI.2. Kornai'’'s Economy of Shortage and Postulates for Harmonic

Growth

Kornai, probably the best known modern scholar and writer on the

theory and practice of centrally planned economies, tried to identify

1. Most growth models suffer from the same deficiency. Their authors assume labor supply and labor
productivity to be proportional to the size of the population. Models developed by Kantorovich in
the late 1950s and early 1960s although mathematically sound commit the same error. They treat labor
supply decisions very mechanically. The planner’s real problem is how to allocate capital efficient-
ly between different sectors of the economy. Labor behavior in response to different capital accumu-
lation policies it totally ignored. See: Kantorovich, L.V. (1976) Essays in Optimal Planning, Inter-
national Arts and Sciences Press, Inc., White Plains, N.Y.
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the most important characteristics of a centrally planned system and
create a comprehensive theory of growth and development of a socialist
economy. In his early research Kornai described the inner conflicts and
inconsistencies of a centrally planned economic system that lead to the
state of chronic shortages. Kornai, as Kalecki, modeled East European
countries as supply constrained systems. He focused on the social and

economic costs of growth acceleration under central planning. Although,

"the growth rate is a fetish of our times.“1

Kornai wrote in 1972,

"It would be an unhistoric approach to explain rush as the overambitious efforts of
some statesmen. But it would also be even more superficial to qualify rush simply
as irrational economic policy..... To catch up with the developed countries is not
only a slogan of megalomaniac politicians, it is the true wish of millions."

Kornai continued by putting forward what he called the "twelve

3 Among them were:

requirements" of harmonic growth.
1. The requirement of raising of consumption. Increasing consumption
had to be regular, even over time and "tangible" for every stratum of
society.4
2. The call for proportionate satisfaction of consumers’ needs.

3. Incentive and equitable distribution of income. Kornai accepted

that:

“a certain degree of income inequality is not only unavoidable but socially useful
and also equitable,"

1. Kornai, Janos (1972) Rush versus Harmonic Growth, Professor Dr. F. DeVries Lectures, North Hol-
land Publishing Company, Amsterdam, p. 5.

2. Ibid., p. 90.
3. Ibid., p. 29.

4. Ibid., p. 30.

19



inequality as:

“there is certainly no kind of stimulation that would necessitate a proportion of
1:100 or 1:1000 between earnings.“1

4. Security in the form of full employment.

5. Opportunity for free unfolding of talents under which he postulated
the need for free education and increasing leisure time.

He further analyzed the potential costs of accelerated growth in Hungary
in the early 1970s. Should Bungary choose acceleration:

“there are three intertemporal methods of acceleration, available ... (1) sacri-
fice, (2) postponement, and (3) neglect."2

Later he adds that:

n... the growth rate of the near future can be increased not only at the expense of
present consumption (sacrifice), but also at the expense of the future (postpone-
ment, neglect)."

This, since:

"Rush demands great sacrifices from those participating in it, from the present

generations. But not only of them: it also puts burden on the future. It post-

pones investment tasks of consumption capital formation which are overdue."

Kornai was aware that the central planner’s efforts of accelerat-
ing growth through increased investment could backfire. He comments
that:

"In historically exceptional cases (though occurring) the forced high rate of

growth slows down suddenly. It is, however, much more characteristic that the rate
is slowing down gradually, perhaps against the intentions and rate-pushing efforts

1. Ibid., p. 36.
2. 1bid., p. 68.
3. Ibid., p. 74.

4. 1bid., p. 92.
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of economic p«::licy."1

Modeling the behavior of a centrally planned economy, Kornai is
very realistic when making simplifying assumptions. The economy is
examined at the national macro-level. No breakdown by industries is
introduced. It contains only two sectors: the state- and cooperative-
owned firms’ sector, and the household sector. There is no money as its
role in centrally planned economies was passive, or secondary in impor-
tance. In the Marxist tradition he assumes labor to be the only primary
resource. 2

Kornai presented centrally planned economies the way they were,
economies of shortage. He introduced the concept of a normal shortage
level, which is similar to normal unemployment level in a market, demand
constrained, economy. According to Kornai all Eastern European econo-
mies were in a state of permanent shortages; what differed in time was
the extent and severity of shortages, deviations from the normal state.
Replying to the findings made by Portes on the consumer goods market in
four East European countries Kornai stated that:

ALl four countries should be considered chronic-shortage economies all through the
period under examination. ... The only judgment that could be made of each of them
is that, in comparison with their own normal shortage, actual shortage was some-
times stronger, sometimes weaker."

Kornai’s analysis of centrally planned economies is extremely
valuable mostly for its comprehensive and exhaustive presentation of the

everyday functioning of these systems. The introduction of the concept

1. Ibid., p. 97.

Macroeconomic Model of the Socialist

2. Kornai, Janos (1982) Growth, Shortage and Efficiency. A
Economy. (1982), The Camelot Press Ltd., Southampton, pp. 7-8.

3. Ibid., p. 35.
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