East European Economies:
Forced Adjustment Forever? *

Pundits and realities

When Eastern Eutope began to encounter debt repayment diffi-
culties at the threshold of the 1980s some experts, overestimating the
impact of short term factors, painted in black colours the economic
future of Eastern Europe. Shortly afterwards, when these countries
achieved often substantial export surpluses in convertible currencies
and began reducing their debt (the latter except Poland), some
experts, including the earlier doomsayers, disregarding the impact of
other factors, including system-specific ones, admitted that they had
underestimated the ability of centrally planned economies! to in-
stitute structural adjustment.

The 1980s have not been, however, merciful for the pundits.
They barely established their new opinion on CPEs’ prowess in this
respect when the pattern shifted again. Since 1985 export surpluses
declined or turned into deficits, most EE countties reappeared as
borrowers on the Furocurrency markets, and their debt (both gross
and net} increased again. The need for yet another explanation

* This article was written before the sharp (although not totally unexpected)
acceleration of change in Eastern Europe. However, political change occurting there,
although indispensable for economic change, is not sufficient to overcome the ever
deepening decline. Without the decisive shift to the matket system Fast European
economies will be unable to continuous shifting of resources to most profitable uses,
characteristic for market type economies. They will be deomed to continue forced
adjustment measures forever, accelerating the decline, Original seminar paper was
written while this author was a guest researcher at the Stockholm’s Institute for
International Economic Studies.

! This author uses here the terms East Eutopean countries and centrally-planned
economies (CPEs) interchangeably. For substantive reasons he prefers the term
Soviet-type economies (STEs) to CPEs since it justifiably implies a linkage between the
political and economic systems that affect economic petformance. Here, however, he
chose CPEs for expository convenience, given the extensive use of the term in structural
adjustment literature.
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i i i i rceived with the
became increasingly strong, especially as it was pe
passage of time that most if not all of the adjustment was done on thle
import side. Except in one country (East Germany), exports barely
increased in the 1980s in dollar terms (see Table 1).

TanLe 1

CPES IMPORTS FROM AND EXPORTS TO
THE WEST IN THE 19805
{in billions of current US dollars)

Imports from the West Eaports to theWest

1980 a year 1986*| 1980 & year 1986°

. of lowest Of) rl:;g}}?sltmt

o5 o 1986 79680 or 1986)
Bulgaria 1,77 1.86 (1983} 2.66| 192 1.70 (1981) 1.07
Czechoslovakia 421 3.14 (1984) 3.84) 3.82 - 3.84
East Germany 627 5.96 {1982) 7.96| 4.58 - 8.17
Hungary 3.88 3.11 (1984) 400| 3.27 3.33 (1984) 3.35
Poland 6,92 3.29 (1983) 3.98] 621 4.54 (1984) 4,50
Romania 435 1.48 {1983) 217 439 - 4.3%9
Eastetn Eurepe 27.43 19.93 (1983} 24,61 24.19 - 2532

(exc. USSR} _

USSR 24,58 23.64 (1982} 27.43| 28.13 30.20 (1983) 21,87

i - ber data,
¢ Extrapolations based on January-Septem!
Source: Economic Survey of Enrope in 1986-1987, pp. 353-354,

The present writer posits that it is system-specific facto]f:s thac';
have been of ptimary importance for both short term force
adiustment in the eatly 1980s and the lack of fundamental ?d]ustm.en‘;
afterwards, Also he suggests that the timing of certain cycfhca
phenomena under central planning (investment cycles) and o e;i
ternal disturbances (oil shocks™ effects) increased trade' sutpluses we
above the level that could be achieved by forced,ad]ustme'n.t alone
and hid the effects of continued decline in CPEs competitiveness.
The latter effects, as well as a new expansion phase of the 11'1vestnl;1ent
cycle, made maintaining the external balance (to say nothing about
surpluses) increasingly difficult.
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Forced adjustment in semi-monetized economies

The restoration of external balance is usually realized, according
to policy prescriptions of the undetlying theories, through:

1) Expenditure-reducing policies which work through lower
domestic absorption of internationally traded goods and

2) expenditure-switching policies which change relative prices
between tradeables and non-tradeables and, consequently, shift re-
sources from the latter to exports and impott substitutes,

Under central planning, as it will be shown below, there exists
little possibility to realize a change in the production pattern through
price signals. Also, some expenditure switching policies bring about
results that are conttary to the expected ones. Thus, the burden of
adjustment falls mostly upon expenditure reducing measures.
Moreover, it is commands rather than incentives that affect more
strongly the level of activity and production pattern, Interestingly, the
above is true for all CPEs regardless of the extent of economic re-
forms,

In the literature on the subject it became almost customary to
distinguish between traditional CPEs relying mostly on quantity-
oriented commands and modified CPEs that reformed the traditional
system by including some market type value-oriented measures. Ac-
cordingly, they are called TCPEs and MCPFEs respectively in this
article.? The latter, by virtue of possessing a larger array of policy
instruments are assumed to be in a better position to cope with both
internal and external imbalances. ‘

However, the 1980s made a dent in this assumption as well,
since MTPEs (notably Hungary, to say nothing about Poland) did not
petform any better in adjusting their external balance than their more

traditional “brothers” (and both relied heavily on command-type
measutes).

? See, e.g, M. BornsTEIN, “Systematic Aspects of the Responses of East Eurapean
Economies to Disturbances in the International Economy”, in: The Impact of Inter-
national Disturbances on the Sovier Union and Easters Europe, Pergamon Press, New York
{1980) and T.A. WoLF, “External Inflation, the Balance of Trade and Resources
Allocation in Small Centrally Planned Economies”, #bid., same author: “Exchange Rate
Adjustments in Small Matket and Centrally Planned Economies”, Journal of Comparative
Economics, Vol. 2, No. 3 (1977).
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“Do it my way” adjustment in traditional CPEs

Imbalance under central planning is primarily an endogenous
phenomenon arising from the distorted structure of incentives that is
correlated positively with the volume of value of output but not
correlated negatively with the cost of inputs. Entefprise managets are
reasonably sure that in the case of excessive production costs or other
financial difficulties they will be bailed out through grants, tax relicfs
or other forms of the subsidy. Under such circumstances budget
constraint of TCPE entetprises remains soft in the sense that the
cvaluation and subsequent rewards are divorced from their financial
performance. The state become the general insurance agency.’

The outcome of such a situation is the state of permanent excess
demand on the producer goods market (PGM for short). For all
practical purposes the demand cutve is vertical (actually in TCPEs the
supply cutve is vertical, too, since under central planning supply is
rigid, independent of cither price or demand). However, even if
demand is permanently in excess, the level of excess demand varies
over time and these variations stem mainly from investment cycles,
also endogenously generated within the system. The imbalance may
be aggravated by planners’ mistakes.

TInvestment cycles, a well researched phenomenon,* stem also
from excess demand. They atise from the interaction between central
planners and enterprises, with the latter overstating benefits and
undetstating costs of various projects in order to “hook into a plan”
and the former being unable to cut demand on project-by-project
basis and ordering the reduction in planned investment expenditure
on percentage basis, Five-year investment plan stares with built-in
distortions of underestimated costs (twice — by enterprises
themeselves and later by the command of central planners) and
overestimated capacities, Usually by the end of the second year
internal imbalance begins to increase sharply. Since prices do not

3 On the structure of incentives, see, e, . Wieckt, “Tnvestment Cycles and
Excess Demand Inflation in Planned Economies: Sources and Processes”, Acia
Oeconomica, Vob. 28, Nos. 1-2, (1982), while on soft budget constraint see J. Kornar,
“Resource-Constraihed versus Demand Constrained Systems”, Econometrica, No. 4,
(1979}, Economics of Shortage, North Holland, Amsterdam, (1980) and “The Soft Budget
Constraint”, Kyklos, Vol. 39, Fasc. 1 {1989).

4 See in particular T. Bavrg, “Invesiment Cycles in Planned Economies”, Acta
Oeconomica, Vol. 21, No. 3, (1978), and J. WINIECKT, “Inyestment Cycles...” cif. and
“Distorted Mactoeconomics of Central Planning”, in this Review, No. 157 (1986).
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signal anything in TCPEs and shortages are an everyday occurrence

;)ther indicators point to an Increase in the level of excess demand. It
s: .

eone rfg increasing il‘jtio ofl the yearly value of unfinished in-
projects to the yearly value of fixed i
St ed assets -
pestimen put into com
. ;lv.) increasing inventoties (not decreasing as in market econ-
omies, since soft budget constraint facilitates inordinate hoarding that
aggravates shortage even further); and to a smaller or greater extent

¢) inctreasing trade deficit with the West, because it is mostl.
fro‘m Fhe West that producer goods in short supply can be obtain 2{’
(this is wh‘at Tamas Bauer called “trade symmetrical cycle™ in tie
sense that it is not necessary current consumption that suffers und
the impact of exploding investments). | e

‘ Enters structural adjustment. Cuts in investments are included
into the next year’s plan with additional shifts in the composition of
investments, more often than not increasing the share of resources
allocated to completing projects increasing supply of consumer goods
As a result excess demand on the PGM if anything increasesg(with.
demanq of enterprises being practically unlimited under soft budget
constraint and supply being reduced) while that on the consungl
goods l.narket (CGM for short) decreases. .
Hlst:orically, CPEs were able to turn trade deficits into surpluses
over the investment cycle.® First, investment cuis reduced demand for
1mp9rted machinery and capital goods displaying higher impozt in-
tenslty than consumer goods. Second, investment cuts released extra
supplies of raw materials and intermediate products, a part of which
could be sold on the world market. Additional consumer goods were
also shifted to exports; in the lattet case imbalance on the CGM
decr'_e.ased only when increased output from new capacities exceeded
addltlona:l exports of consumer goods. Imbalances on the CGM have
been easier to handle economically (although not politically) since
households, contrary to enterprises, do not have soft budgit con-

strzﬁnt and imbalances could be reduced there by price increases as
well.

? 1bid.

6 See, e.g. J. STankovsky, “Determinant F: " ;
Europens e T o oS (alr; 73'stlctors of East-West Trade”, Soviet and East




242 Banca Nazionale del Lavore

According to the received theory adjustment is fundamental if
achieved by altering factors that determine supply and demand. But
expenditure reducing and expenditure switching measures, i.¢. plan
adjustment, alter current allocation of resoutces only, since central
planners and enterprises start the same game again at the beginning of
the next five year plan — with the same consequences. As a system-
specific curiosity it may be added that forced adjustment works
mainly on the supply side on the PGM since demand of enterprises
cannot be much affected under soft budget constraint.

Unremediable obstacles to fundamental adjustment built into the
system of central planning are manifold. First of all policy prescrip-
tions and undetlying theoty expect that resources are shifted to more
productive uses. But are there any reasons to expect, as ¢.£ Mark
Allen from IMF does, that “in adjusting production structure, the
planners would be guided by such indicators as the relative efficiency
of different uses of resources”?” In a closed economy with the severe
price distortions higher rate of return is by and large useless for
central planners in their attempts to reallocate resources more ef-
ficiently through plan adjustment.

From the theoretical standpoint, “do it my way’, i.. command-
based, adjustment in TCPEs may decrease the external imbalance but
is unable to increase efficiency. If it does, it happens by accident and
remains unknown to central planners, In reality, however, one may
expect that shifts of resources toward the production of consumer
goods, such as those realized often in the second phase of investment
cycles, somewhat increase efficiency. European CPEs (both TCPEs
and MCPEs) are mostly middle-developed economies and are pre-
sumably more efficient in producing consamer goods than sophisti-

cated machinety. Thus, the adjustment of that sort is on the average
efficiency increasing. It need not be added, however, that such
efficiency gain is only temporary, since next investment cycle shifts
resources again toward the producer goods resulting in turn in
efficiency decrease.

Second, to improve external balance a shift of resoutces is
expected from the non-traded to the traded goods sector in order to
increase output in most efficient internationally traded branches (both

7 M. AureN, “Adjustment in Planned Fconomies”, IMF Staff Papers, Vol 2%, No, 3
(1982), p. 411 (the same expectation that resources will be reallocated to mote pro-
ductive uses is expressed also on p. 400).
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import substituting and exporting ones). The author has already dealt
with thfe efficiency as a non-existent determinant of rezource
reallocation. But the very prescription of the received theory is highl
problematif: in the case of CPEs (again both TCPEs and MCP%:S)Y
' A.typlcal, even if little known feature of these countries is th;a
industrial hypertrophy. As this author showed elsewhere, CPEs have
by now a share of industry that is by 1/4 to 1/3 higher thf:m that share
in market economies at a similar level of economic development.?
Also, t.hroughout the CPHs’ history industry has been a privile e'd
:sector in terms of resources allocation; it received the lion’s shareg of
investments and higher relative wages in industry attracted labor from
other sectors., It is now stressed sometimes in Eastern Europe that the
undersized and undercapitalized service sector becomes a constraint
on general economic and specific industrial performance.®
Thus, in CPEs the internationally traded goods sector, or its

largest part, ie. extractive and manufacturing industries, is ’alread
above the size of that sector elsewhere. Logically its’ output 03;
tradeables'should be large enough to expand exports, and subI;titute
for some imports without further shifts of resources to the alread
oversized industrial sector. If oversized tradeable goods sector iz
unable to do both to the needed extent, there must be some other
Pbstacles that obviously make the policy recommendation in question
ugeleva}l;lt fcg: structural adjustment. In fact, in view of what was said
about the adverse impact of i ices i

b Counterproductivel,) lagging setvices its pursuance may even

A question could be raised whether at least a partial shift of

resources toward agriculture could not improve the supply of
tr'adeables. The answer is that the supply could increase but ati 3\Irer
h}gh cost, since collectivized agricultute in TCPEs displays highly
dl’sadvantageous input/output ratios, Costs of increasing output are sg
hlgl_l that according to some comparative estimates in 1965-1982
period -expenditures in Bulgaria increased by 295.3% while value
added increased by 2.8%. The same indicators for Czechoslovakia
were 1%1.6% and 11.3%, for East Germany 115.2% and 7.7% and for
Romania 218.5% and 32.6% respectively {no comparable estimates

ee ). INIECKTI “ he Vergfowll I usttia ecto i 1 St)V'e - I
SE ¢ ‘X,l + () I 1 ] S .

X 13 i * : 1et. 9Pe ECOHOIIL[@S:
(1987). ’ ' . ' '

? See, eg. A, Rima, “ i . »
Vol. 36, Nos 3-4 { o8, e Development - with Bottlenccks”, Actz Occonomica,
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were made for the Soviet Union).1® A shift of resources to agriculture
would probably increase output of agricultural tradeables but at a
very high marginal cost; it would be, then, a shift to a sector of
tradeables with a very low rate of return.

Mission impossible: fundamental adjustment in modified CPEs

The term MCPEs has been used with respect to post-1968
Hungary and post-1982 Poland (much more hesitantly to post-1936
ot post-1973 Poland). These countries extended the range of policy
instruments by supplementing — not superseding! — quantity-oriented
commands with value-oriented measures of the type known from
demand management in the market economy. Tt is implied in many
modelling efforts and a few structural adjustment-otiented studies
that the extended array of policy measures put MCPEs in a better
position in coping with arising internal and external imbalances.
Although least imbalanced Hungarian copsumer goods market may
be regarded as giving a qualified support to such implication, equally
convincing arguments may be put forward in support of the
alternative thesis about the cautiousness of governmental policy,
much more sensitive (for historical reasons)'* to consumer satisfaction
than in other communist countries as a reason for relatively better
balanced CGM.

Whatever the explanation with respect to CGM, excess demand
on the PGM remains not much lower than in old days of the stalinist
TCPE model. And neither Hungary nor - especially! — Poland have
been better able to cope with external imbalance. Hungary, this
model reformer in the eyes of many Western experts, was neither able
to reduce excess demand on the PGM nor to shift much demand from
imports to import substitution notr to increase exports over the

© Such compatisons based upon FAO price relatives of agricultural inputs and
outpuss and GNP pet capita estimates tor EE countties by Alton ef 4l. were made by G.
LazaRCIk in: East European Assessment, Part 2, Joint Ecenomic Committee, U.8. Con-
gress, Washington, D.C. (198 1) and the same: Fast European Econonties: Slow Growth in
the 1980s, ibid.

11 O the 1956 experience of Hungatian communists setting them apart from other
ruling communist partics in Fastern Furope, see J. WINIECKI, “Soviet-Type Economies:
Considerations for the Futures”, Soviet Studies, No. 4 (1986).
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1980-1986.12 Situation deteriorated somewhat on the CGM as well.
Years 1987 and 1988 were wortse still,

Commands in MCPEs continue to function alongside the profit
and other market indicators. Formal or informal rationing is rife
which made the abolishment of output targets problematic. Surely, if
you allocate resources that are perennially in short supply, y(;ur
suggestions and recommendations as to what to produce are worth
almost as much as commands! Whatever flexibility with respect to
goods’ markets was introduced, it has been accompanied by much
stricter command-type control of factor markets. Wage rate growth
has been conirolled by mandatory norms, while enterprise invest-
ments have been restricted not by interest rate — in spite of the fact
that e.g. in Hungary it rose sharply in the carly 1980s to some 8% to
14% range - but by the informal credit rationing as well as by various
command-type measures. Most of the prices have been controlled
direcily, while changes in the so-called free prices have had to be
informally justified as well {usually by cost increases).

In Hungaiy where modifications of the traditional CPE model
went the furthest, output targets were superseded by the concept of
the “responsibility for supplies”. Tts vagueness created infinite possi-
bilities for ad hoc: interventions by bureaucratic bodies. As a result
bargaining between enterprises and their superiors both intensiﬁeci
and changed its timing and scope: instead of bargaining about output
growth rates, input norms, etc. enterprises in a reformed economy
bargain about taxes; subsidies, wage growth rates, price changes, etc.
Also, more often than in the past bargaining took place before
accepting plan targets with tespect to output, The above prompted
Tamas Bauer, a Hungarian economist, to say that his country’s
economy left the station called “central planning” but did not arrive
at the one called “market economy”.”

‘1.2 Qn these poinis see Hungarian economists, e.g. A, Kdves, “Foreign Economic
Equilibtium, Economic Development and Economic Policy in the CMEA (COMECON -
IAYA) gountries”, Acta Oeconomica, Vol. 36, Nos. 1-2 (1986); M. Tarpos, “Question
Marks in Hungatian Fiscal and Monetaty Policy {1979-1984)", Acta Oeconom;ca Vol. 35
g\llos(.lé-827§1985), and “The Role of Money in Hungary”, Exropean Econontic Rez;iew, 'VO}:

BT, Baver, “The Second Economi i ions”
Exvapeas oo oA, ¢ Reform and Ownership Relations”, Eastern



Banca Nazionale del Lavoro

These strange hybrids resulted from continuous efforts of thoge
segments of the ruling stratum that exercised co‘ntrt.)l over the
economy, .e. party apparatus and bureaucracy, to.mamtam 11'1;;‘;@ 'Ei e
basically pre-Phoenician features of the economic system. lnis de-
votion to direct command-type controls over macroeconomic instru-
ments and the use of the latter to continue to exercise .d1re.ct c'ontroj
through individualized enterprise-by—entf:rprlse bargammg is 'dlctat_eh
by the self-interest of the ruling stratum in communist countries, wit
a strong dose of economic illiteracy .thrown into the bargam._ '

The self-interest in maintaining an apparently inefficient
econotnic system stems from the fact that present arrangeme’nfts},1 or
the present property rights’ structure ‘(to use Douglass North’s e}f-
retical perspective), allows the parasitic ruling stratum to extr;ct t g
rent, which would be impossible to extract, had the system c ange
to fully monetized market-type economy. The rent appropnlatlfon
takes place in the officially authorized way (through ‘the monopo yf ot
nomenklatura appointments to well paid n}a‘nagenal positions, for-
malized privileges, etc.), as well as the. officially unauthor'lzed f;vay
(through the flow of unpaid or underpnced.goods gnd services 1\(1)m
enterprises to the ruling stratum, outright bribes, eﬁc.])a. (f)it
surprisingly, since it is party apparatch}ks and bureaucrats who cclene t
mainly from both nomenklatura appointments and unauthogze renilz
appropriation,dit ifs thez1 who are most strongly opposed to fea

-oriented reform. o
mark%th?lzl,elilt is vital for those who benefi.t most from.the ETISFmg
propetty rights’ structure of central planmng that Yertmal relation-
ships, 7.e. dependence of enterprises upon the1?f superiots (bureaucrats
and, indirectly, party apparatchiks), are more important for managfﬂﬁ
than horizontal relationships {market-type ‘contfractual hnkages:.:1 wit
suppliers and buyers).’” To ensure this kind of dependence
nomenklatura has been maintained in MCPES ‘regardless of the extent
of systemic modifications. Quite logically, since the propensity to
obey (or least pretend to obey) commands, recommendations, or

1 On the subject of the rent extraction by' the ru’ling stratum undexr clommun\lsm, SSlZ
J. Wnisckt, “Pourquoi les réformes économiques échouent-elles dans 25 sgrls;cgar%eson
type soviétique?”, Revue d'études comparative Est-Ouest, Vol. 18, N;.D, (s o
nomenklatura see in particular M. VOSLENSKY, Nomeﬂ@latam, New Ylotd 0(1.; > §6;;1y,
K.D. Whws, Les privilégiés de la nomenklature, Parlls, Presses de a alice;i d. .

15 There s vety extensive literature on the dominant role of vertical dependence o
enterptises published in both Poland and Hungary in the 1980s.
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even suggestions is much greater if those who issue them hold the
power to hire and fire those to whom they are made. Individualized
“bargainable” quasi-parameters (wages, credits, taxes, prices, etc.)
setve the same putpose of reinforcing the dominance of vertical
relationships. Managers and would-be managers are taught the
relative unimportance of the bottom line results for the manager’s
position vis-g-vis the satisfaction of his superiors,!6

The foregoing relationship is additionally strengthened by the
economic illiteracy of the ruling stratum in all CPEs which is, in turn,
rooted in Marxian phantasy of the moneyless economy and direct
satisfaction of needs. Since every CPE continually generates various
imbalances and creates new uncertainties, central planners react to
them by issuing ad hoc guidelines aimed at solving (or at least
weakening the impact of) the problems of the moment. Party
apparatchiks organize “mobilization” campaigns to ensure the man-
agement acts in the desired way. However, these guidelines are
mostly issued in non-monetized terms, eg to increase exports in
convertible currencies, to dectease likewise imports, to save energy, to
save labour, etc. By their very nature of being partial, they adversely
affect the bottom line results of the enterprise, Moreover, they are
often incompatible with each other, because eg products for the
Western market are more labour intensive than the same products for
much less demanding domestic matket. Exports requite also higher
share of imported inputs, etc.

In trying to satisfy these partial, conflicting aims enterprise
managers inevitably reduce efficiency and incur financial losses.
Given the dependence upon their supetiors they most of the time
follow the guidelines first and ask for a bail-out afterwards. They are
encouraged to do so by their superiors’ tactic or open assurance that
they will not be left in the lurch.!

Under the circumstances soft budget constraint reigns supreme.
All external (here: IMF) requitements and internal economic policy
pronouncements in MCPEs regarding strict financial discipline run
counter to the fundamentals of the Soviet-type economy based on the

16 Sources of these uncertaintics were pointed out, ie., by this author, see J.
Winieckt, “The Distorted Macroeconomics...” cit.
" This author wrote more extensively about the subject in J. Winigcky, “So-

viet-Type Economies and Reform Failures. A Touch of the Socialist Midas”, Infereco-
nonies, No, 4 (1987), :
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tical and economic systems at the

micro, e, entetprise, level. Only the break-up of these linkages may
climinate soft budget constraint and move MCPEs toward fully
utilizing that old Phoenician invention, that is money. But the
break-up is possible only through the far reaching political change
that would remove the hold of the present ruling stratum, particulatly
the party apparatus and burcaucracy, over the economy.

Without fundamental political change no imitation of market
institutions is going to be of much assistance in strengthening soft
budget constraint of MCPEs. A case in point may be a bankruptcy
law passed recently in Hungary and Poland. Already after its passage
Hungarian authorities wrote off the outstanding debt of metallurgical
enterprises to the tune of 22 milliard forints, a sum equal to more
than two yeat’s output of that industry!

Even mote striking — and more general — case in favour of the
political change as a necessaty condition of the economic change is
that of Yugoslavia. The multilevel buteaucratic hierarchy of central
planning has been abolished there but communist political monopoly
and nomenklatura were not. Consequently, they found alternative
(matket-type!) channels of influence, that is banks whose presidents —
nominated through the nomenklatura — invariably turned out to be
unsble or unwilling to resist pressure for credits. The outcome of this
soft credit constraint has been unviable “political” factories unable to

sustain themselves and unfinished (often unfinishable!) investment
projects scattered all over the country.

Not surprisingly, MCPEs in periods of growing imbalances are
unable to use market-type policy instruments efficiently. Unwilling to
move decisively forwards in the direction of the market economy, the

ruling stratum, conditioned by its parasitic interests, moves back-

wards, leaning heavily upon traditional command-type instruments,®
They have the disadvantage of being able to suppress excess demand
in the shott term without any possibility whatsoever to permanently

imptove efficiency but at least they ensure the continuity of rent-

inseparable linkages between poli

18 Tnterestingly, this is also a conclusion reached by T. WoLF (cit.) on the basis of his
formal model devoid of political vatiables. A move forward from MCPE to matket-type
economy turns out to be always the first-best solution but falling back upon
command-type measutes turns out be better than relying upon inefficient market-type
measures. Howevet, he is not able to explain, why this is the case, since determinants of
failure of matket-type measures in the fundamentally unchanged political-cconomic

envitonment remain outside Wolf's model.
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seel;mg ?ctivities W}{ich is of decisive importance. Herein les the
explanation of the inability of MCPEs to go beyond the forced
adjustment characteristic for TCPEs, -

How to increase su
pply of exportables with unk :
advantages nown comparative

I‘n the preceding part of the paper the author stressed a rarel
perceived fact: that the tradeables sector in CPEs is already m 1? clely
larger relative to non-tradeable sector than in market Zcox?:;n?’ .
Thus, any resources shift to the former sector aimed at incr leii
supply (')f tradeables, as suggested by relevant theories neeg arslet
ne'cessarlly‘ be successful (and may actually make matters \’vorse) Bot
;hls (Srersmed sector has been historically unable to compet.e ;?-
tii:lllzn 0}ff ?11]1: tiletfvorld z{narket and its abﬂ.ity to increase exports at the
e smil 11.1 y needed structural adjustment turned out to be
\ A col.np?rlson vtrlth another, even more indebted area, i.e. Latin

merica, is instructive here. As the Hungarian economist Andr
Kéves stresse_d already in 1986, smaller Fast Furopean CPEs diacsi
Ilnuch worse in the early 1980s than Latin American countries. B
a]‘ifjtaggsre}gjtﬁe'z exp;rltls to th}i: West of six smaller CPEs decreaseél bi
: .2 billion dollars while those of Lati i i
increased by almost 10 billion. The trade sgli?uf fclliiiﬁl (};OugtPﬂEes
resulted only from import cuts. Adding subsequent years (see 'lgabl 2;
makes the picture even worse. With the possibilities of further im N
cuts all but exhausted, imports creeping up, and expotts sta nagz?rt
the.: surplus began to shrink rapidly. Koves rightly sees all thgis “
evidence that CPEs are unable to go beyond forced adj ment
through restrictive policy measures.'® eement

¥ “Foreign Fconomic Equilibri .
. quilibrium, Economic Devel . )
in the CMEA (CO " > ROIL evelopment and Economic Pol

(1986). (COMECON - J.W.) Countries”, Acta Oeconomica, Vol. 36, NO,O ic;
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TRADE OF $MALLER EASY EUROPEAN CPEs (EXCEPT THE TUSSR)
AND LATIN AMERICAN COUNTRIFS WITH THE WEST
IN THE 1980-1987 PERIOD

(in billions of current US dollars)

Smaller CPEs Tatin America

Tmports | Surplus (+) Exports Imports | Surplus (+)

bxporss Deficit (- to from Deficit (-}

to from

1
1980 21.2 23.7 -2.5 76.3 764 + 0

- 36
1981 18.1 19.6 -13 785 82.1 3
74.7 66.1 + 8.6

1982 16.7 15.8 +0.9
1983 16.9 15.0 419 77.8
1984 187 14.3 144 86.1 573
18.7 16.0 +27 777 498 4278
19.1 +1.5 70.7 54,0 +16.7

50.9 +26.9
+28.8

1985

1986 20.6 o
1987+ 20.5 20.6 -0.1 79.6 54.6 .

® Fit: rters (expected annual values).
b I\‘;:?}istth;z? ti‘:;e %erw?ei the Federal Republic of Germany and GDR.

OHUICE. r 1980-1984 o Ct ¢ Egut ibriun. it,; fo he res t years own calcu aticns on the
3 g1 B 124 qutlt o ElEy § [‘E recent ye l.? [s)
Sources: for 1980-198 A.KbV'ES,F egn Dﬂ(ilM : i : leul
basis of the same sources, ECD, mﬁél)' Statistics of Foreign Trade, Series A, ovemp *

Statistisches Jabrbuch 1987 fhr die Bundesrepublik Deuischiand.

How to find “saleables” among tradeables (without really trying)

Tt is system-specific features, reasonably well researched ln'co(rirll;
parable economic systems’ literature that make :che (oversize h
cradeables sector permanently incapable.of tlﬁnnﬁlg out vevnec;lj;gm

i t the same time saleable on
tradeables, which would be a : on Western
i hnological obsolescence, inadeq

markets. Low quality, tec logica u

afier-sale servicing and other deficiencies have for def:ac_les‘adverse]iy

affected CPEs’ exports. It need not be added that.this 1t.1d1ctme_nt 1cs1

particulatly valid in the case of manufactures, espec&allglz' dlzferentlafte
modities and standardized manurac-

ones. More homogeneous com

tures have been by their very nature less affected by f:hese features, "

Consequently, recommendations of the received .th;,orybw1 .
respect to fundamental adjustment could be formulated in less broa
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terms in the case of CPEs. The shift of resources should take place
within tradeables’ sector towards “saleables”, that is tradeables ex-
portable to Western markets. As it will be shown below, such rec-
ommendation, however sensible in theory, is impossible to follow in the
real world of central planning, That is, it is possible to produce some
more “saleables” but this shift again would have little if anything in
common with the fundamental adjustment of these economies.

First, and most important, hopelessly distorted domestic relative

prices and severed — or distorted — links with world prices prevent

these countries from finding their comparative advantages on the
world market. It is possible of course to find “saleables” through the
analysis of revealed comparative advantages but then another re-
quirement of the fundamental adjustment, ie. shift of resources to
more profitable uses, is going to remain unrealized. Most of price
distortions in CPEs - two-tiered ptice system, investment grants and
low interest credits (often turned into grants by easy write-offs),
underpriced raw materials and heavy industry semi-manufactures, etc,
— make heavy industry goods seem less costly than in reality is the
case,” Thus, there is high probability that such products as steel, bulk
chemicals, cement, as well as other raw-material and energy-intensive

products, are at best less profitable than official Fast European -

calculations may indicate and at worst yield losses rather than gains
from trade. This probability is made even higher by the fact that in
the case of e.g. steel all smaller CPEs import iron ore and some of
them coke as well. Comparative advantages (if any) would have to
result from greater efficiency of transformation.

This is not the case, though. Analyses of transformation ef-
ficiency for Poland and Hungary show both countries to be markedly
behind industrialized market economies in this respect.?! Neithet are
CPEs producing higher value added steel products; on the contrary,
kilogram prices of steel products imported from the West

* This point was eatlier made by the present author in J. Winieckr, “Central
Planning and Export Orientation in Manufactures”, Ecomomsic Notes, Vol. 14, No.2, Tt is
noi new, since the heavy industry product bias in exports was stressed already by Chatles
Kindleberger as far back as 1962,

2t See A. SzPrLEWICE, Resonrces for the Future, Committee “Poland 20007, Warsaw,
1979 (in Polish).
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were between 1976 and 1980 about two times higher than prices of
those exported to the West (calculations based on EEC customs
statistics). For Czechoslovakia, one of the most efficient steel pro-
ducets at the turn of the XX century, the ratio was even less
favourable (3:1).22 .

It may be hypothesized that the fall in profitability accelerated
since the first and especially since the second oil shock due to much
higher oil prices paid by smaller CPEs to the Soviet Union. Gains
from exporting many energy-intensive products to the West may have
turned to losses at about the same time. Interestingly, empirical
studies of Heckscher-Ohlin (H-O) rationality of East European CPEs
not always find support for the above hypothesis.?’ This is due to the
fact that in the distorted world of central planning distortions of one
type may hide effects of distortions of another.

Studies of industrialization and trade in countries that chose
import substitution strategy, associated with the name of Bela Balassa,
Ann Krueger, and Ian Little, point to excessively capital-intensive
expott structure of these countries. This structure is itrational from
the viewpoint of H-O theory. Smaller CPEs do the same thing.
However, they not only export (increasingly at a loss) too capital
intensive goods but at the same time they export too labour-intensive

goods.
Thus, by departing on both sides from H-O rationality, the

export structure of smaller CPEs may look “about right” in terms of
its labour/capital ratio. And this in spite of the increasing probability
that both too capital-intensive and too labour-intensive goods may be
traded at a loss! Do it is worth noting that smaller CPEs import also
— mostly from the West — raw materials for their labour-intensive
goods {(hides, wool, cotton). At the same time their ability to add
much value is also low at the other end of the H-O spectrum of

goods.”

22 (ywn calculations for COMECON as a whale, Zabranicni obchod (Foreign Trade),

1982, No. 12 for Czechoslovalda.
2 The review of these studies is made in J. WINIECKL, The Distorted World of

Soviet-Type Econonties, Routledge, London, 1988.
24 ¥ Paznanskr found markedly lower prices of smaller CPEs for light industries’

products (man-made fabrics, textile and leather materfal, footwear) on the OECD market
relative not only to Western Europe but also to NICs (see East European Economies: Slotw
Growth in the 1980s, Vol. 2, U.S. Congress, Washington: 1986).
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\?Vn:hout change in the economic system and result
establishing of real comparative advantages, any expansion of m .
factureld “saleables” according to the revealed comparative adanu-
tages, i.e. past pattern of exports, becomes an ever heavier burdeia'? _
natm.nal economies of these countries. Recalculations made by Pet )
Havlik that imply very much higher costs of Czechoslovak ex orts to
conver'tible cutrency countries wis-d-vis those to the COI\EESE);)T
countrics are an example here, More realistic exchange rates based on
domestic costs increased the share of non-COMECON countries fr (;n
30% according to official statistics to 53% in 1983. The same fi 0
for 1970 were 35% and 49% respectively, which means that cogturez
exports to the West increased in the 1970-1983 period rel ive
those of COMECON countries.®® s
Hi.wlik’s estimates refer to total exports. But the increasi
domestic costs of total exports turn attention to the fact that manuf -
tures have rarely if ever become “saleables” to such extent s o
increase their share in expotts during any forced export ex anas' .
Export surpluses are generated by relatively greater increasi iSlon.
ported commf)dities. Thus at the threshold of the 1980s when sn?alixr_
Cj?ﬁs began its forced export expansion to reduce the debt burdei
%)n OT;lglteSt;lCture changed again in favour of commodities, as shown’
East' Germany, once part of an industrial power, or Romani
poor agricultural countty now as then, that is the ;:ichest and iila
poorest East Huropean CPE, both accelerated commodity ex te
Cont.rary to appearances Poland does not constitute an Zxcepgr y
The {ncreased share of manufactures in 1981 was an outcom g fon.
ass?clateddpolitical crisis that resulted #nter aliz in the sharpef;)ﬂ i)r;
output ive 1
cop;; er’alsld ;gzif:cg:t;tly exports of exfractlve industry products (coal,
' .The shift from manufactures to commodities would not in itself
signify the shift from lower to higher domestic costs of expoj:s

# “The Scope and Structure
o of Czechoslovak Foreign Trade: Eff i
zn?fathhs;c \t;ixihan%e rag:es » Compatative Economic Studies, V%I. 27f2 1\?5. 1 61C55850£E1€i1;11y1: .
enna-based author are supported by various estimates pub]ish,ed in ‘Czecl'loz,‘kzf

vakia in the last 20 years pointi i :
olnting to ; .
potts, D g to increasing domestic costs convertible currency ex-
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THE SHARE OF MANUFACTURES IN SMALLER EAST EURO(P;EQN
CPES EXPORTS TO AND IMPORTS FROM WESTERN EUR

IN THE 1965-1981 PERIOD IN %
{calenlated in current Us dollar)

EE exports

EE imports

Bulgaria
1964
1977
1981

Czechoslovakia
1965

1977
1981

East Germany*
1965

1977
1981

Hungary
1963
1977
1981

Poland
1965

1977
1981

Romania
1965

1977
1981

36.7
66.0
34.3

69.4
65.3
59.7

77.0
747
44.9

43.1
59.2
56.1

26.3
43.6
54,60

15.3.
56.6
44.4

84.2
92.%
93.2

64.7
79.6
82.7

347
81.8
73.4

68.4
86.2
88.6

48.1
86.4
68.0

88.0
90.2
64.2

s Excluding Intre-German ttade.
added semi-manufactures (steel products,
higher, either. ]
b The tise in the share of manufactures in
exports of coal and other mining products.

i ion would nat improve the results, ;
o mdu;z:;leum products, etc.) w FRG and the shate of manufactures is not

Sources: Bconomic Builetin jor Europe, Vol 37, 1985, p. 333.

Manufactured expor

vantages are costly enough, as stresse

Resource-rich countries speci

though, GDR exports low valse

1981 was mainly the result of the sharp fall in the production and

ts without knowing ones’ own comparative ad-
d in the preceding paragraph.s.
alize to often a vety large extent in
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production and exports of raw materials and products manufactured
from raw materials they arc endowed with. This is what happened in
the past with Sweden, the U.S., Canada or Australia and has been
happening with Brazil, Venezuela and some other resource-tich de-
veloping countries. But smaller CPEs have long been net importers of
enetgy and raw materials, and even Poland joined the rest becoming
net energy impotter in 1979.

Consequently, their commodity export expansion is based upon
forced cuts in domestic use and exports of their own and/or reexports
of raw materials and fuels imported mainly from the Soviet Union,
East Germany, the only small CPE that markedly increased its
exports between 1980 and 1986 (see Table 1) is a case in point. The
increase in machinery and equipment exports in 1980-1984, ac-
cording to Economic Commission for Europe’s estimates, was 0.5
milliard dollars (in constant 1975 prices) but the increase in energy
exports was 0.75 milliard dollars in the same period. The former
increased by 1/3 while the latter quadrupled! By 1983 energy poor
GDR became energy exporter to the West almost equal to Poland
and surpassed Romania. The largest increase (about 1.5 milliard
dollars) was in the “other production inputs” category comprising
both industtial raw materials and semi-manufactures, the latter being
already recognized as a (costly) mainstay of CPEs’ manufactured
exports to the West,?® Such a pattern of specialization in commodities
and in their primary processing cannot be profitable in the longer
run. Also, it is worth noting, as a Hungarian expett does, that in the
case of East Germany factors other than lenient attitude of the Soviet
Union to GDR reexports of little processed or unprocessed Soviet oil,
play a role in export expansion. Many manufactures from East
Germany would not have entered Western markets at all if it had not
been for the special advantages East Germany goods enjoy on the
EEC market.?” :

A costly pattern of specialisation is not only typical for little
processed exports of imported commodities but quite often also for
expotts of domestically extracted commoditics and little processed
manufactures. E.g. Poland and Romania have their own fuel reserves
but are increasingly high cost producers. According to some energy

2 Heonomic Bulletin for Europe, 1985, Vol 37.

27 A. Inota1, “Economic Relations between the CMEA and the EEC: Facts, trends,
prospects”, Acta Qecononzica, Vol. 33, Nos. 3-4, 1986. Inotai regards the 300-500 million
dollars” range of benefits estimated by some Western expetts as too low.
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experts, real coal extraction costs are in Poland three times higher
than in the U.S., Australia and South Africa, its main competitots on
the West Furopean market. What is worse, extraction costs in a
newly opened mining area are again three times higher than average
domestic costs.?® And it ought to be added that as far as hard coal is
concerned reserves of other smaller CPEs are even less easily mined
than costly Polish ones.

Finally, evaluating possible shift of resoutces to “saleable” com-
modities we already stressed (above, par. 1.2) the high cost/low
profitability feature of agriculture under central planning. A shift of
resources would more often than not mean marginal costs much
higher than marginal revenues with respect to agricultural output.

High costs, however, do not deter East European countries from
exporting food. Romania whose oil and oil product exports make
some 50-75% of total convertible currency earnings, exports as much
food as possible — half-starving its population in the process ~ to
compensate for the low and declining “saleability” of its industrial
products. Other countries, such as Bulgaria or Poland, strip their
domestic food market bare of better food products by exporting them
for convertible currency, Even in Hungary, regarded as an agricul-
tural success story among CPEs, exports of agricultural and processed
food products are barely profitable (according to the official calcu-
lations). And, since domestic costs have been rising steadily, some

profitability-minded Hungarian experts began writing about the “su-
perfluous agricultural pgrowth” %

The foregoing longish empirical tour de force leads to the con-
clusion that given the system-specific features of CPEs no export
expansion, be it manufactures- ot commodities-based, is the result of
the shift of resources to motre profitable uses. To achieve trade
surplus, domestic demand must be suppressed in CPEs in a typical
forced adjustment fashion. Nothing has changed since the 1960s,
where changes in domestic output were variable most strongly

28 See, first of all ALEXANDER SzprLEWICZ'S estimates published in numerous joutnals
and papets’ collection, e.g in Prreglad Techniczny (Technical Review), 1983, No. 33 and
Zycie Gospodarcze (Business Life), 1987, No. 48, as well as Energy Intensity of [mportant
Products, Engineering Industey’s Tnsdiute of Management, Watsaw, 1985 {mimeo, in
Polish).

2* See, e.g. K. Lanyi, “Consiraints on Profitable Growth in Hungarian Agriculture”,
Acta Oeconontica, Vol. 33, Nos, 3-4 (1984), and “Hungatian Agricultural Surplus or

Superfluous Growth®, ibid., Vol. 34, Nos. 3-4 {1985).
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affec'tmg export supply’® (that is, nothing except much higher costs of
earning one c?gvertible currency unit). A recent study of Hungar 0—
the most modified CPE! - found again that the lower output g%ovith
rate, the greater export supply. Significantly, changes in the
Exchanges rate had no effect whatsoever on the supply of
iaézabltes At Inc'reased supply of “saleables” is by and largey de-
End/ :;1 cs;ls ;:;t;égncilomestlc demand through decreased investment

Expenditure-switching recommended by the received theories
stresses the expansion of output of both exportables and importables
\x{hﬂe the foregoing analysis ran solely in terms of exportables, B I,:
gwﬁ:n tl:le_ %;ltjreme version of import substitution pursued in econlomlilc
E; n‘iyt énbe Iisg et‘he scope for further impott substitution does not

This general assessment does not exclude the possibility of
mastering th_e production of new goods, remaining within the an e
of comparative advantages CPEs possess. However, there are n%t
commapd— or market type measures that could conceivabl force
enterprises to produce new goods under the circumstances wh};re old
Ig-;r(;di ;10 viil en}c:ughdon a protected sellet’s market. And in those

ses that they do i

rate cascs variousysort& not, enterprises can usually count upon

‘ Also, even if certain goods are available domestically, enterprises
will not _shlft their orders to domestic suppliers as long’ as there i
even a distant possibility of obtaining these goods from the'WestS
The}f know only too well that such a shift amounts to lowerin the
guahty of output due to lower quality of domestic (or other Cg]PE)
inputs and{or domestic (or othet CPE) machinery.

More importantly, it means a lot of problems (such as stoppages
due to irregular supplies, breakdowns due to the variable qualit gof
inputs and substandard machinery) adversely affectin ylzm
fulfl_llment, _Which continues to be the most important variagbli:3 af-
fecting earnlngs_(and position) of managers. If it had not been for the
threat of unfulfilled output targets, associated fall in output qualit
would not have bothered them vety much! R

Thus, enterptises even in most reformed CPEs are unwilling to
undertake the effort of mastering new production technology an(ig/or

30 See J. Stankovsky, “Determinant F
. s actors of East-West Trade”, Sozi
Europeaﬂ Foreign ‘dee,‘ Vol. 9, No. 2 (1973), for the 1955-1969 Se;iogwff)ia;f ]?.'dsf
uro?]e%n I(;PES, including the USSR, e
- Tararas, ] SzaBo, “Hungary’s Exchange Rate Policy i *
Qeconomica, Vol. 35, Nos. 1.2 (1983), for the 19%1-192‘8; pe(;i(;:g. fn the 19805, Acta
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turning out new products. Hungary in the 1980s is a good example
here. As Marton Tardos points out, neither years of macroeconomic
restraint were able to balance supply and demand domestically nor
associated import restrictions enticed enterprises to substitute dom-
estic goods for less the easily available imports.”? Of course, disastrous
fall in imports from the West to the tune of 30% to 70% may force
some ad hoc import substitution but at the very heavy quality cost.
And although central planners shed only crocodile tears about low
quality of consumer goods, they are definitely more concerned about
producer goods and nowadays even more about expotts. _

Data for Poland and Hungary in the 1970s and the anecdotal
evidence for all CPEs in the 1980s all convincingly show that, first,
imported manufactured inputs to expotted goods grew at a higher
tate than manufactured exports and, second, where import stream
shrank to a mere trickle, exports fell, because their “saleability” on
the Western markets has been strongly dependent upon the avail-
ability of sophisticated value-adding Western inputs. An alternative to
Western inputs — if it exists at all — forces heavier than usual price
discounts. It is for these reasons that CPEs both lost market shares
and obtained relatively lower prices per unit; these processes have
been more marked since mid-1970s.” _

Thus, conventional policy recommendations based upen the
received theories of structural adjustment, are not of much help to
countries afflicted by ceniral planning. Both TCPEs and MCPEs have
to rely on command-type measures to suppress demand to achieve
(temporatily) the desited trade surplus. In the latter group reforms
created mostly appearances of macroeconomic policy framework,
since policy instruments have little impact - if any — upon domestic
and external balance.

Whatever bappened to CPEs in the 1980s?

The much applauded turnaround in trade balance realized by
smaller Fast Buropean CPEs peaked in 1984. Since then convertible

32 “Question Marks in Hungarian Fiscal and Monetary Policy (1979-1984)", Acta
Oeconomica, Vol. 35, Nos: 1.2 (1983).

3 See, e.g. J. Wineckl, The Distorted World... cit., Chapter VI, and an earfier article
upon which that chapter was based “Soviet-Type Econotnies’ Strategy for Catching-up
through Technology Import - An Anatomy of Failure”, Technovation, Vol. 6 (1987). See

also A. KOVES, op. cit.
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currency trade surpluses became ever smaller. In some countries they
disappeared altogether. Debt started to rise again by 1985 (it never
ceased to rise in Poland). Only Ceausescu government continued its
debt-reduction-at-any-cost strategy through Further tightening the belt
{on the throat of Romanian population) and ruining the long term
prospects of the Romanian economy in the process.

_ To better undetstand the rise and fall in CPEs’ structural ad-
justment performance — and associated turnaround in opinions - it is
necessaty to superimpose the perturbances in the world economy
upon the typical CPE investment cycles briefly outlined in the first
part of this paper. And, since the pattern of both disturbances and
investment cycles repeated itself to a large extent in the 1970s and
1980s, it is worth looking into both periods.

Thus, the first oil shock and the overall rise in relative prices of
Fommodities relative to manufactures in the early 1970s positively
influenced Eastern westbound expotts consisting mainly of com-
modities. At about the same time most CPEs discovered the lure of
foreign credits and decided to continue with investment expansion
throughout the 1971-1975 plan and beyond rather than make the
usu_al mid-term switch to investment restraint. Inevitably, trade
deficits increased instead of being turned into surpluses as,in the
restraint phase of previous investment cycles.

Now, in the 1972-1974 period the size of trade deficits was
mostly ameliorated by the improved terms-of-trade of commodities
(and basic semi-manufactures) versus finished goods (and more value-
adding semi-manufactures). Beginning 1975, terms-of-trade reversal
accentuated the size of trade deficits. “East European debt problem”
made i:cs visible entry upon international scene, although develop-
ments in question could have been relatively easily predicted.

One country after another started to cut economic growth in

~order to cut imports. Forced adjustment began in earnest. Economic

growth fell in all smaller CPEs in late 1970s (except, according to
official figures, in Bulgaria).** Trade balance effects We’re less visible.
Although exports increased, impotts turned out to be too difficult to
reduce in the face of continuing deterioration in the commodities’
terms-of-trade and long-term decline in CPEs’ competitiveness,

3 Private experts’ estimates show not on}
; y generally lower growth but also mor
marked fall in .the late 1970s, see T. ALToN and Associates in: East European Ecanam(z?e;
Slow Growth in the 1980, Vol. I, U.S. Congress, Washington 1985, ‘
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The latter phenomenon is rarely men}tioned and lower. prices
recently obtained by CPEs are sometimes interpreted as a price-for-
volume sacrifice concomitant to necessaty export expansion. True,
CPEs do a lot of price-cutting, Much of it is imposed upon them by
their Western partners, given the low quality of even simple stan-
dardised manufactures.’® But evidence on increasing costs and de-
creasing relative prices of CPE manufactured expotts, e}lthough fra.g-
mented, does exist. A good example are the 59-ca11ed kllograi_n (unit)
prices. The data on such prices of engineering goods obtained by
countries and groups of countries on the EEC market for 1965-1890

period are shown in Table 4.

TasLE 4

AVERAGE KILOGRAM PRICES FOR ENGINEERING PRODUCTS
OBTAINED ON THE EEC MARKET RELATIVE TO PRICES
OF WESTERN MARKET ECONOMIES IN THE 1965-198¢ PERIOD

1965 1970 1975 1977 1980

World 0.99 0.99 0.98 0.98 1.00
Western MES 1,00 1,00 1.00 1.00 1.00
United States 2.30 3.42 251 277 2.76

Japan - 1.45 1.45 1.05 1,08 0.95
Switzerland 1.83 1.95 2,01 2.06 2.09

CPEs 0.50 0.45 0.36 0.37 0.35
Bulgaria 0.32 0.39 0.35 0.33 0.30
Czecoslovakia 0.47 0.45 0.37 0.35 0.32
Hungary 0.76 071 0.51 052 0.47

GDR® 037 0.47 0.47 0,43 0.37
Poland 036 - 0.36 0.35 0.43 0.34
Romania 0.37 0.39 0.37 0.44 0.38

Seviet Union (.46 0,43 0.29 0.27 0.29

2 VWithout the inira-German irade. i
Source: see J, WINECKL Soviet-Type Eeonomies'... cit.

Although differences in kilogram prices may be regarded as an
evidence of differences in the level of sophistication of exports of the
same goods or difference in the structure of exporte.d goods (larger or
smaller share of more sophisticated, value-adding g_oods across
countries) or differences in both, the meaning of figures in :I’al?le 4 is
clear. All CPEs, including the Soviet Union, registered continuing fall

w See, e.g. the OECD study, East-West Trade in Chemicals, Paris 1980 with respect
te basic chemicals.
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in relative prices. Various partial calculations with respect to products
and countties for the 1980s point in the same direction, ie. con-
tinuing decline,

Interestingly for this author’s considerations in the preceding
section about imported inputs and export perfomance, relative
kilogram prices briefly improved for a few CPEs in mid-1970s. Since
demand conditions in the West did not justify price surge for mat-
ginal suppliers that CPFs are, it is probably a greater availability of
sophisticated Western inputs for westbound East Furopean exports
that raised the relative prices of the latter. This rise was, however,
temporary and - with import cuts — prices obtained by CPEs fell
again by 1980.

With credits drying up after the Polish request for rescheduling
in 1981 and continuing problems with export expansion, something
had to give. As it is well known, it was impotts that were cut severely
and economic growth decelerated further or fell even according to
official figures. With sizeable import cuts and stagnant or slightly
falling exports, trade surpluses were bound to appear. However, the
expected surpluses became bigger due to the coincidental influence of
two separate developments,

To begin with, it should be remembered that CPEs, whether
modified or not, were usually able to balance their trade with the
West over the investment cycle, The availability of credits disrupted
the traditional pattern of investment cycles in the 1970s. With the
expansion phase extended due to the credit factor practically up to
the late 1970s, ie. some 6-7 years rather than 2-3 years as usual in
CPEjs, the restrictive phase had to last much longer as well. Therefore
it was carried over into the 1980s, Since macroeconomic restraint is
about the only supply increasing measure available to CPEs, avail-
ability of “saleables” was greater than earlier, Also, periods of macro-
economic restraint are those of lower import needs. Simultaneously
import cuts in the restrictive phase were easier to make than during
an earlier attempt when investment expansion was still going on.

Moreover, not only the timing made surpluses larger than they
otherwise could have been, but also world economic developments
positively affected the size of these already larger surpluses. The second
oil shock again improved terms-of-trade of CPEs, that is exporters of
tuel, energy and highly energy-intensive products to the West.

This effort-free bonanza, which improved smaller CPEs’ terms-of-
trade by almost 20% in the aggregate between 1978 and 1982, lasted
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about four years, and by 1985 these countries’ terms-of-trade began to
deteriorate again. Tt is no coincidence that convertible currency trade
surpluses peaked in 1984.

. Slow decline in terms-of-trade turned into a sharp fall in 1986
due to the tumbling oil prices. New oil price developments were in
some quarters interpreted as beneficial to smaller East Furopean
countries. But the above interpretation is one-sided. It certainly
improved CPEs’ terms-of-trade vis-d-vis the Soviet Union, but at the
‘<ame time theit dual nature — being importers of commodities from
the USSR and exporters of commodities to the West - affected
adversely terms-of-trade with the latter. By the third quarter of 1986
these terms deteriorated by about 10%. Combined effects of declining
competitiveness and tumbling oil prices reduced 1986 aggregate trade
surplus of smaller CPEs to less than 1 billion dollars, and 1987 turned
out to be even worse.

Yet another factor influenced adversely convertible currency
exports. Almost all smaller CPEs expanded in 1980s their trade with
left-leaning oil exporters, selling everything from foods to arms. For
some CPEs surpluses with these countries were higher than surpluses
with the West. But the fall in oil prices reduced the import capacity
of the latter, In consequence, not only declining terms-of-trade with
the West cut by about half CPEs’ windfall gains from the second oil
shock, but also CPEs’ other markets shrunk considerably.

In conclusion, there was no spectacular failure in the late 1970s
in the case of smaller East European CPEs if endogenous
phenomena, i.e. investment cycles, and exogenous phenomena, ie. oil
shocks, are taken into account. The failure to catch-up with the West
through technology and related capital imports*® might have resulted
in smaller trade deficits if it had not been for the coincidence of rising
investments and deteriorating terms-of-trade. (On the other hand they
might have resulted in earlier larger deficits if it had not been for the
first oil shock and other price developments in the wotld economy in
the early 1970s.)

Thus, there was no spectacular success in turning around the
trade balance into surplus in the 1980s, when both investment cycles

and ol price gyrations are considered. Without the impact of these
factots surpluses would have been much smaller. What is more, these

36 On these issues, see this author’s works quoted in footnote 33.
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;::;tgl were not acco}npanied by the shift of resources to more prof-
- e; exptorts or fIfmport substitutes. When effects of this forced
ustment wote off, imports began to cr i
eep up while export h
whole stagnated; surplus i prednoss in.
es ile i i
whole ; sutp shrunk rapidly while indebtedness in-
jusmiicih?g rci:]forrr;ls he}llped MCPEs in achieving structural ad-
ugh other than command-type me i
. asures suppressin
Sjmgé}d, zoth gr}c;ups of countties — TCPEs and MCPEs — srl)llz)uld bE
nsidered together. When all is said a i
nd done, countries afflicted
central planning seem to be d , ey
] oomed to resort to forced adj
! ustment
i:;l; time tra.de;{ If:naillance deteriorates. Without no new oil sho]ck in the
s, no windfall gains are expected i
: i to relieve them from th
constraint, either. And since lon i ool
. g term decline of these economi
4 . . es
ﬁ:ﬁfselyl afﬁ:cts- also their competitiveness, continuing forced ad-
justment looks Iike the only foreseeable future for CPEs. That is. if
. 3

systemic change is regarded as i .
a )
not share.3? 8 s improbable, a view this author does
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37 SEE J. ; 7 ;
J. Wiecks, Soviet-Type Economies... cit. and Ecosomic Prospects... cit,






