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Entire series of systems of -odolsl of the seven European mem-
bers of CMEA (Bulgaria, Czechoslovakia, GOR, Hungary, Poland, Roma-
nia and Soviet Union) was based on the assumption that the similari-
ties in ‘the economic systems, trends in historic developments,
peographic Yocation, etc. allow for similar specification of equa-
tions of the country models, while spoclal individual features of
‘somg economies induce modifications of thl prototype model equa-
tions (6 a jda [s]).

The ayston consists of two subsystems. The !trst one contains
models of national economies, the second one - submodel of foreign
trade understood as the main link between the national models.In
the prototype vers!on, links between national models are of v.ry
limited scope, as the main stress is put on the 1ntlrconn¢otlonl ,
between the main economic variables of a country and the inplct of
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**An earlier version has been presented to the V World Congress
of Econometric Society; see G a jda, Tomczyk [6 The
first author'’s contribution - covers predominantly model spoclf!c.-
tion while the second author’s - the forecasts.
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ing members of the research team made their increments: A. B. Czy~-
zewski, J. B. Gljdo E. Gérska-Haltadaj, 6. Juszczak, W. Juszczak,
D. Miszczyﬂska éotlrgoulci J. J. Sztaudynger, P. Tomczyk aa
well as studen{a D. Ka!ulerczlk Z. Lgczycka, M. Porczyrska, The
general supervision of prof. W. Welfe is otatetully acknowledged.

(5]



~

e - <L

e _ ~

! 'r'-- -Dj----------!—-b-—------—------DV{PCSP:IF
L——liér - --D----—u-lPlPl'.--b--.\

\ -
e meprrmccmec e =P - -
> > l-DSPtEF-I" > SSP=SP+55P(

1
P DM = = = D= = e PHPEM PN = = P o = -4'
[

-1,

{? A i

] m ]
: L—- :---‘---..—".’-"-.. - -Q-—I~--\
ﬁ---l--.o‘------’---\ ) 1

1
b-..’---\_-----~*-o'.---L---\

mH!n-/n .ﬂr-' /7 i g '-x 3 nco'
- bpnnf m : ( -m; : D’-n:/n PP 2
v T Y T 4 g o |
T H g -8 1 1 e | ook g !
v » -3 ] 4 i
I/ x=a? --»&---br--?-- - 3 --:—b Ubax-:od----xl;- G‘: - :c { o
- L
: i | SR o 8
' ¢ 1 L ! g% 1
| | H i 1 ol '
: : ———DYi X : ' : i
: m"------“. :.m , ] : : ; :
Y v y v i a g9
* ] [l ] [] 1 1
- : bRty AT
Lops oo e £ P e = b e -
'-o- »Jn:p— 1 : > 2 ﬁ-zp‘c;m'x- -&’ Tq-l :
l ] ——————— R ————— —" . :
‘L—----—-..--—----—----'—_.--’—-- ........ ..—----v'
- ~.--.-‘.'.’-.----------..—-.‘-..-..O‘---—
Fig. 1. Schematic representation of basic relationships in prototype model of CMEA economy ———-»
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’ CMEA Economies - Modgls and Forecasts _'1‘
foreign trade and especially debt burden on ihe domestic activity.
Only then the submodel of foreign trade enters, with its separa-
tion of the intra-CMEA trade from the trade with the rest of the -
world.

The largest systems - IES2 and IES4 are the most distgnreguted‘
ones with foreign trade divided into four groups of commodities:
fuels and mineral raw materials (roughly equivalent to groups 2
and 3), machinery and transport equipment (investment goods, clono
to SITC7), food and organic raw materials (close to SITCO + 1 +
+ 4 and some of 2 (oils, fats), and other (mostly consumer)goods.
The foreign trade flows are further disaggregated into two direc-
tions - the intra-CMEA trade and the trade with the rest of the
world, and expressed in both - current as well as constant prices,
in US dollars. The national economy is disaggregated into five
production sectors: manufacturing and mining, construction, tran-
sportation, agriculture, domestic trade and the rest; with the
following endogenous variables: gross investment, capital stock,
net material product (roughly equivalent to the net domestic pro-
duct of SNA statistics with services excluded). _In some variants
submodel of employment is incorporated.

The system is closed by the equations explaining consumption,
net material product (national income) distributed, net and inven-
tory inveatnent and national income deflator.

The general structure of relationships of the ptototypo model
‘is demonstrated on the Figure 1 (symbols have been described in
~ Appendix), :

2. Theses
LS o st e

(i) We assume that the main|target of the centrally plannld
economy is to obtaind possibly highest output, as to tultll maxi-
mally the needs of society. Usualy the welfare increase is under-
stood as the proper target of CP society. The measurement problems
forced the substitution of welfare by outpyt ~as the operative
target. This brings, however, some delicate change having powerful
potential impact. One may be tempted to maximize output of invest-
ment goods as it would lead to further expansion of capacities anh;_
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faster further growth, temptation quite natural for: ':countries
severely destroyed in the last war. There are risks associated
with this approsch. First is the risk of stagnation or even de-
crease of the nation wealth as measured by, say, consumption per
capita, In longer run one can expect the self-corrective mecha-
nisms to revert the situation, as lack of increase of consumption

.tends to decrease -labour motivetion-and increases social tensions.
The other is the risk of “overheating" - the economy may not be
able to assimilate properly the new capacities, or - sometimes -
even to finish the investment projects already started. Thus we
have net waste of some of the goods produced and {frozen |in 'ghc
untinished projects. Thus, part of the output does not increment
to the growth of wealth, rather the reverse 'is true since the im-
ported input as well as the labour input must be payed increasing
the tensions at domestic market and forelgn debt burden. Never-
theless the output'ot the economy grows at high rate, formally.

(11) Another basic assumption says that the central planner
has only a limited influence at the course of economic processes
of his own country. We shall stress the *difference betwean the
central planner and the adninistration - the first one sets tar-
gets in the form of blnn to be fulfllled, the second one is res-
bonslblo for operative decislons leading to the realizatlon of the
plan; in prectice of CMEAs the‘two functions used to be mixed
together., The Influence of the planner is obviously more limited
~at the short distance (when the supply restcictions are tight)
than at the long run; even in the last case,

. (111) The elements best controllable by the planners seem to
be associated with decisions about investment, wages and prices,
Houevet, some investment decisions are forced over the planner by
the roquirenent due to tho necessity to continue unfinished in-

'yeatment projects in the past; wage control is llnltcd to wage in-
crease and/or wage structure decisions - as it is extremely unpo-
pular to decrease wages. The increase of prices is quopullr too,
but can be ,realized easier. y

The cantral balancing and distribution of cruclal raw ma-
terials and manufactured goods seems to be the 1last of tha most
powerful tools of the planner’'s influenpce. To be made properly -
this distribution requires perfect knowledge of the uitstlnq needs
and possible gains, what restricts seriously the efficiency of
such a tool.
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tion of efficiency of the foreign exchange obscuring the gains
from the international division of labour. ‘

(vii) Thus, basically, import brings fuels, raw materials and
investment goods. The import of consumer goods has mostly com-
plementary character and is likely to be activated when a spegial
intervention on the market is necessary. THose are the reasons for
ilmports of consumer goods to be included into the consumption
function, while imports of investment goods enters investment func-
tion, imports of raw materlials and fuels - production function.

(viii) In the models of the CP economies, export equations are
frequently demand determined with, say, world'axports serving as
a proxy for world demand. This reflects the hypothesis that‘ due
unsufficient quality, the CMEA products are present on the world.
marked in relative abundance. However, it is clear that as the
economy: grows, the amount of high quality hoods offered for export
increases even if the share of such goods in total production does
not increase. Our export equations are supply driven ones, with
world exports serving as a shift variable, a modificator of supply
realization function. Another modification of supply is achieved
by the pressure of administration - we assume that the higher
debt/export ratio, the higher the pressire of administration is,
to force production of goods for exports and, simultaneously, to
reduce the imports of goods. Hence in both - export and import
equations we put a measure of the debt pressuraz.

(ix) For the intra-CMEA #rade we assume that each country
trades with all the rest, of the CMEA as a whole (Figure 2). This
"common-pool" concept obscures somewhat the dominating role of the
Soviet Union and in more detailed models of foreign exchange -is
sometimes modified as tq account for the latter (see discussion in
Tomeczyk [8]). ;

(x) When disagpgregating the foreign trade we assume that the
CMEA market for raw meterials and fuels is supply driven, as these

————— e

2 In 1977/1978 no data of foreign debt of the CMEA was availa
ble, thus we introduced the accumulated foreign trade balance as
a proxy for the debt (observe that it has negative sign whenever
the debt is positive). When debt estimates 'became available the
accumulated foreign trade balance was found to have explanatory
power (as measured by the determination coefficlient, significance
of estimates or correctness of their signs) higher than the debt
estimates.
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+ +

+ +
X = f(KM, nm, MF, T), where MF = M x mf/m
or as productivity function

X/N = i(x?u. (MF/N + MF/N(-1);2, n

where K/N = KM : nm, MF/N = MF : nm, and we use two period moving
average of the last Nariaple to cancel out some of the short-
-term fluctuations buffered by stocks‘.. ;

INVESTMENT JM (in production sphere, gross) is explsined
basically by factors determining supply: growing possibilities of
the economy to invest (X represents the possibilities as well as
the increasing supply of investment goods), MM - supply of im-
ported investment goods (this variable represents import restric-
tions having form of the technology-import-bottleneck; changes of
exogenously set share mm/m of imported investment goods in total
imports make the bottleneck wider or narrower; on the other hand,
reduction of total imports due to debt burden may bring another
bottleneck-type impact), j/x is the planner influence proxy, de-
fined as investment intensity rate (see G a j d a [2] tor dis-
cussion)

+ + + v
IM = f£(X, MM, j/x, IM(-1), where MM = M x mm/m,

The presence of lagged JM obscures somewhat the supply orienta-
tion of the equation, this is, however, understood as a variable
shifting the supply realization function, the shift being due to
the investment project started in the past.

FIXED ASSETS KM (in production sphere) follow the standard
identity : . ‘

KM = KM(-1) + IM - d

% This supply-driven description is in accordance with our
assumptiorr about the target of the centrally glannad economy, in
which there is no need to bother about demand being too small; as
the profit maximization is not the driving force of the economy
there always exists a possibility to expand demand by simple re-
" duction of prices. Sixties and seventies gave examples of such
reductions.
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(sometimes the debt proxy - the accumulated -balance - was assumed)
per unit of domestic net output (EP - MP) : X, the ratio of income
to net output Y:X, situation in agriculture (measured by the
weather index I0WA, assuming 100 for normal years, exceeding it
in years with good crops, and the reverse when crops are bad):

+

+ - v
PX = f(EP - MP):X, Y : X, IOWA, PX (-1)).

The equation suggests price decrease when the balance is positive
‘hence some modification of (EP - MP) : X seems necessary to cover
the problem; as all CMEAs have negative accumulated foreign trade
balance the variant with this variable works (locally) better.’

Thus the main forces bringing inflation into the CMEAs are
identified as the world inflation, the foreign - trade debt (and
resulting need for import reduction) and disproportion between
domestic output and incomes. 3 g

The main problem arises from the fact that inflation in CMEAs
has different character than ln‘market-typa economies with nonre-
gulated prices. As the prices are basically controlled and changed
by & central decision - the CMEA equivalent of non-step-wise price
increase typical for the market economy, has the form of supply
shortage and hidden tensions. This cannot be easily reflected in
the equation like the one quoted above. This part of the prototype
model especially needs further olaborations.

CO“SUMPTION C (real) has, similarily to the production func-
tion, classical form with lagged consumption and income as ex-
planatory variables, modified by the imports of consumer goods MC:

!

+ i A
C = 1(C(-1), Y, MC), where MC = M x mc/m

or in more supply oriented version - .wlth Y substituted by X.
However, we do not assume that supply of consumer goods is unlimi-
ted and thus the personal income determines the consumptlon; In
our specification real income is supposed to be adjusted appro-

6 A very interesting concept based on the velocity of money
circulation was suggested in a private conversation b{ prof. Wil-
helm Krelle, director Bonn-ITASA Research Group. Further results
may be expected from this group research.
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 (as SSP is negative when debt is possitive, the sign of S/EP is
negative). -

IMPORTS M (in constant prices) are explained by the production
process requirements represented by a gross variable - net output
X (in disaggregated versions the gross investment enters,respecti-
‘vely) the same as in export equation shift wvariable representing
the pressure of administration to reduce imports as debt grows,
and the gross imbalance variable UD (it is assumed that the ini-
tial difference between X and XD was larger, it was, however,
partialy filled up with increased imports; since the authorities
as well as the foreign trade companies that have the foreign trade
monopoly react with delay and "resistance", only a part of the
dxfterencé‘wus filled up, the ratio of the two  parts assumed
stable).

+ + -
M=t (X, S/EP(-1), UD)

(as SSP is negative when the debt 1is positive, the sign of SSP/EP
is positive).
IMPORTS MP (in current prices) are defined by the identity:

MP = M x PM,

OEFLATORS PE and PM  of foreign trade are linked -to the world
- prices with some inertia:

. + + +
PE = £ (PEHS, PE(~1) and PM = ¢ (PEHS, PM(-1)).

As the deflators reflect the price generating process of the
intra-CMEA exchange, too, where prices are formed on the basis of
moving average of the last 3-5 years, the inerila element in-
troduced by lagged endogenous variable is related to the Koyck
distributec lag. More advanced Qpecltlcation takes indices of
world prices for the four commodity groups (PF, PM, PR and PC)
instead of the single index PEHS’ .

! It is interesting to find in the estimation that the in-
troduction of these four indices make the lagged endogenous varia-
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CMEA Economies - Models and Forecasts -m;Zf
4. Disaggregated Model

As we mentioned in the paragraph 3 the equations of the
country models preserved basically their specification_ in di-
léaggregateu model. The main difference is in the functions des-
cribing the output of transportation,domestic trade and the other,
where the explained variables are linked to the net output of
manufacturing and mining, building and agriculture rather than
described directly by production .tunctlon, the import of invest-
ment equations for agriculture and the above mentioned sectors,
also investment intensity disappeared from some investment equa-
tions,. ) ;

The most important changes were introduced in foreign trade
sector, since the trade was described in disaggregation into two
directions - CMEA and the rest of the world, and into four groups.

Describing the functioning of the CMEA market one has to take
into account the crucial factor mentioned above: the levels as
well as structure of prices on the intra-CMEA market differ signi-
flicantly from those of the world market. The most striking example
is oil. Until midseventies its price (set by the Soviet Union as
the main supplier of oil to Poland, and almost exclusive supplier
to Czechoslovakia, GOR and Bulgaria) was kept at the level of last
five-years world average, later moving average was taken instead.
As a result, in late seventies the price was approximately some
30% below the world price, while in 1984 it was a bo v e it ,as
the latter decreased significantly in the aldhtiaa.

—

ble absolute (as judged by determination coefficient or signifi-
cance test). Does it mean that the prices charged in intra-CMEA
trade, although different in level from the world ones, tend to
reflect the most current changes in the world prices and thus
imitate the dynamics of the latter? Another interesting observa-
tion made on aggregate level (i.e. when PEHS was used) was that
the autoregression coefficient of export equation was for all
seven CMEAs smaller than the same coefficient in import equation
of the same country. The institutions excercising monopoly  of
foreign trade seem not to be able to make full advantages of an
increase of world prices (and respectively increuse prices . for
their exports), while supgl!are of CMEA imports demand the new .
grices much more succesfully. One has to keep in mind that at
east half of the exchange is made inside CMEA market, where
prices are much more stable,
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Another factor strongly influencing the intra-CMEA exchange
results trom‘unchangeablllty of CMEAs currencies and their isola-
tion from the world prices. The structure of prices was different
in different countries, system of direct or indirect subsidies
were different as well. Hence, direct comparison of costs of ex-
changed goods was extremely difficult, with resulting tendence to
balance . bilatersl axchaenge within each
of the four about mentioned groups <(i.e. raw materials and fuels
for raw materials and fuels, etc,) the strongest was this tenden-
cy in exchange within the six smaller CMEAs and for the two
deficit grodps - agricultural and fuels and raw materials, As multi-
lateral accounting was never 1mplemented on full scale - the
excess of exports in some bilateral trade actually meant giving
credit with unusually low interest rate (in the seventies 2% was
not an usual rate).

Finally, the debt accumulated in the seventies, started to in-
fluence the exchange in early eighties. In the seventies, when the
post-oil-shock recession stagnated ° the western economies, the
credits were readily given to CMEAs. As they were realized in the
form of imports from the West - they expanded the demand at other-
wise strinking international market considerably softening the re-
cession effects. The debt repayment schedule Jao strongly in-
fluenced by the hardening conditions of exports to the West, re-
sulting from the recession, and unusually high interest rate in
the USA, spieadlng over the whole international credit market.

According to our theses exports of raw materials and fuels
(ESF) and food (ESR) to the other CMEAs are determined by supply,
while the two other groups of exported commodities (ESM - machine-
ry, ENC - other, mostly consumer goods of industrial origin) are
treated in quantites determined by the demand.

Country’s export to the CMEA of raw materials and fuels is ex-
plained as follows:' :

+ + e 4
ESF = F (XQ, MSF(-1), SSNP/ENP - SSNP/ENP (-1))

where X0 - net output of manufacturing and mining,assumed to repre-
sent the supply (the last one was assumed being proportional to
the ocutput X0) the tendency towards bilateral balancing of ex-
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CMEAs when it has to increase import of the same conmodity group
from the West),

The related import equations allocate total available supply
among customers:

MSF = f(ESFW - ESF, ESF(-1))
MSR = f(ESRW - ESR, ESR(-1))

where ESFW and ESRW are total intra-CMEA exports of the given com-
modity group. Obviously we exclude the country’s own export from
it; on the other hand, the lagged value of this export is ‘as-
sociated with the tendency mentioned above to balance "bilaterally"
exchange inside each commodity group. |

The situation in the other commodity groups: M - machinery and
C - consumer goods is modelled in the reverse order: first, the
demand of the countries is determined, and then some allocation
equations "allocate" this demand between potential suppliers.

The demand equations are thus as follows:

+ - + +
MSM £(IM, MNM, ES(-1), MSM(-1))

» - + +
MSC = £(C, MNC, ES(-1), MSC(-1))

Import of machinery is determined by the investment activity of the
importer JM, while consumption C (in more disaggregated version
this is the consumption of non-food goods) is the determinant of
imports., The ES variable reflects the "bilateral" balancing
tendency in much the same way as in the previously discussed equa-
tions; the imports from outside the CMEA (MNM and MNC) are assumed
as the competitors for MSM and MSC, respectively and thus have
negative signs of coefficients expected. Trade adreenents signed
inside the CMEA for muitiyears periods add inertion to the exchange,
reflected by introduction of lagged endogenous variable,The alloca-
fion of demand is realized by simple allocation equations, similar
to the allocation equations for the previous two groups:

+ +
ESM = f(MSMW - MSM, ESM(-1))
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Export to countries outside the CMEA determined by the world
-demand represented by the world exports (minus the CMEA exports)
of comnoditles of the given group. The export equnt!ons contain as
well shift variable in the form of ratio of price offered by CMEA
on the world market to the world prices, the higher®the ratio, the
smaller the world demand for the CMEA products. Finally supply
limitations, present in some of the last years, are introduced in
the form similar to the combined variable shown in the equation
ESF above:

+
ENi = ¢ (ENIN PHSi : PNSHi MNF/XQ - MNF/XQ ( 1), ENi(-1)),

where 1 stands for symbols of raw materials and fuels F, 'ma-
cainery M, food R and non-food consumer goods C, ENiIW is the
world (outside CMEA) exports of commodities of the related group,
PHSi and PNSWi - deflators of prices charged in the CMEA exports
to the non-CMEA region and at the non-CMEA world market, respecti-

vely. Finally, MNF/XQ is the ratio of imports of raw materials and

fuels from outside the CMEA to the net output of manufacturing and
mining - which - if one assume too low value, indicates actual
supply restrictions for the given group.

, The import is considered as being generated in two steps.
First, the initial (unconstrained) import value is determined, as
depending on the country demand (tepresented by net output of the
aconony, axcept for agricultural output X - XR, in equqtlon for
imports of raw materials and fuels MNF; investment expenditures JIM
in equation for imports of machinery MNM, consumption CNR - og
non-food goods in equation for MNC, and consumption of food CR in
‘equation for MNR). Significant modification is brought to the

demand for imports from outside of the CMEA by the price relhtion-.

ship (like in the export equations ENi); import of raw materials
and_ agriculture products depends also on the import of the same
goods from the CMEA, the weather index IOWA is present in the
import equation for agricultural goods (shortly food, although it
sontains raw materials of agricultural origin as well;.IOWA varia-
ble is not present in the below formula):
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> 3% Forecas;

Consecutive version of IES system were used " .fof:forecasting
experiments since the beginning of eighties. The period was espe-
cially challenging and unfavourable as well. 0On one hand, the
world economy as well as the CMEA economies undetwent quite rapid
changes of trends of growth and structure of performance, on the
other hand, in such moments one is especially interested in the
possibility of foreseeing the tuturelo

" Below we present a consecutive variant of forecast up to the
year 1990. The economic situation in the starting moment of our.
forecast was not bad. The rate of growth of the world trade in-
creased from 1.6% in 1983 to B.9% in 1984, mostly due to the in-
crease in the activity of the American and Japaneese economies.
As a result, the raw material and fuel trade increased at a
similar rate, the other commodities were also trade in increased
quantities, while the prices of the world trade revealed further
decline (Figure 4).

Hence the world economy seems to overcome the stagnation or
even decline of the early eighties, although it is not obvious for
how long, the negative trends have been reverted. Generally we
assume that the world trade outside the CMEA will show further
increase: v

i) exports of raw materials and fuels will grow by 5% in 1985,
and by 2-3% yearly, atterwar&s,

ii) the machinery exports as well as the non-food consumer
goods will grow by 4% in 1985, and by 3-1.5% yearly, afterwards,

iii) exports of agricultural products will grow yearly by 3-4%,
until 1988, and by 2X afterwards.

World prices area expected to:

i) drop by 2% in 1985, and then"grow by 1-2% yaarly in the

case of raw materials and fuels,l

\
\

10 gop for example G a j d a [3] Gajda, Sztaudy
er [7] The current forecast an  improved version ot
G ajda, Tomczyk [6]. The subnodel of torelgn trade was
first outiined in: Czy 2 e w s k i, Tomczyk (1], & more
detailed version can be found in T o mczyk [8].
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ground, ‘the net output of the pother CMEAs experienced decline in
the rates of growth but not the absolute level. consUmption. héwe-,
ver, decreased not only in Poland. '

Among the main sources of the CMEAs troubles one may name the

following: >
i) the exhaustion of extensive sources of economic growth,like
free labour force or (relatively easily) available investment

poods; actually the last source disappeared in some cases because
investment projects started required too large expenditures and im-
ports to be finished;

ii) debt burden and changes in the international credit market,

iii) stagnation of the western economy with resulting restric-
tions of the export possibilities of CMEAs;

iv) increase of tensions between East and West with further,
politically based restrictions imposed on both exports and imports
of the CMEA.

‘Since 1983 we observe signs of recovery in the CMEA economy.
To be correct one must stress that the real recovery refers to Po-
- land and Romania, while in the case of the other CMEAs we shall
speak rather of the slow-down of the rates of growth being over.
Table 1 illustrates the performance of these countries in 1982-
-19684. The difficult situation of Poland and Romania can be easily
seen, on-th@-other hand Bulgaria and GDR sustain quite readonable
growth. While Bulgaria lucklly avoided the debt-trap and never ac-
cumulated too large debt to the West, the spectacular advances of
the GDR economy may be partially attributed to the robust, well
organized economy, partially to the special terms of intra-Germany
trade, with West Germany, giving easier access to potential im-
porters of goods produced in the GDR. The Soviet Union seems quite
robust, especially in the field of foreign trade.

One should not be misled by the Hungarian rates of orouth'
oscillating slightly asbove zero. Jhis economy is succesfully
struggling for the preservation of fragile Dbalance on domestic
market, being probably in the best position with the respect among
the all east Furopean CMEAs. Its low growth rates may be: at-
tributed to very cautious foreign trade and investment policies
directed on the preservation of balanced market. s
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/

T b1 e 2

Trade balance with countries outside CMEA
and debt to the West assumed in forecast, mln US §

Specification [ 1985 1986 1987 1988 1989 1990

Trade balance: .
Bulgaria 600 500 400 400 400 T 400

Czechoslo- . -

vakia 600 550 500 500 500 500
GOR 700 500 [ - 500 400 400 400
Hungary 400 500 400 400 400. 400
Poland 1500 | 1500( 1500]| 1500]| 1500 1500
USSR .| 3300 | 2800 2800| 2500]| 2500]| 2500

Debt (gross):
Czechoslo- . '
vakia 3200 | 3200| 3000| 3000| 3000]| 3 o000
GOR 10 600 | 10 600 | 10 600 | 10 600 | 10 600 | 10 600
Hungary 6900 | 6900| 6900| 6 900| & 908 | & 900
Poland 30 200 | 31 so0o0 | 33 000 | 33 0oo | 33 000 | 33 000
Romania 8100 | 7700|.7700)| 6600 6300/ 6000

14

Table 2 shows the values of exogenous variables associated
with indebtness to the West. Generally, there was assumed positive
foreign trade balance and reduction of the size of debt. One must
admit that the assumptions about the debt of Poland and Romania
are the most doubtful ones, as aimultaneously with reduction of it
there exists positive and quite significant growth of output. The
assumed figures mean in fact that the actual debt will be reduced
slightly, but the debt service payments are to be fulfilled. As it
was told by prof. Pajestka, member of the Polish delegation for
talks in Viena - countries that have largest debt cannot repay
it even if they starve themselves to death to generate the neces-
sary expori excess; Poland, however, will dutifully pay its debt
service payments, since in other case it would have been punished
as an example for the others. We may stress that the two-three
year moratorium on debt payments would pay more to the creditors
as the economy, stténgthened by the years with less restricted raw
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, Table 3 (contd.)
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material and fuel imports would be able to pay more and faster;
these are, however, political rather than econometric forecasts. .

The other exogenous variables of the model were assumed almost
stable. The most important of them is employment, aspumed to
stabilize in Poland, Hungary, GDR and Czechoslovakia, or to grow
by 0.5% to 1.5% in the USSR, Bulgaria and Romania. The resulting
forecast is presented in Table 3. C

Looking at the more detailed versions of the forecast than the
one presented here (6 a jda, Tomec zyk [6]) one can clearly
see that the growth of CMEA,economy is strongly based on the
growth of t?e intra-CMEA trade, the last one incrementing daminat-
ing portion of the ‘total forexgn trade growth. Stabilization of
prices growth, present especially in the second half of the fore-
casting period smooths growth, while the echo of the world price
changes, of early eighties, due to the moving average price genera-
tion process of the intra-CMEA‘ trade, can be. seen in the first
years of the forecasted period.

Generally the forecast is quite an optimistic one, although we
have an inclination to attribute higher probability of realization °
to the less optimistic fragments of it (i.e. to cases of the USSR,
Hungary or somewhat lesser extent to Czechoslovakia and GOR).
Bulgaria may have good reasons for such a high growth, the data
available are, however, expressed in current prices, thus asess-
ment of impact of prlbés (considerably changed in early elghtlps)
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E - exports, EP - current prices, E - constant prices, US § EHS-
~world exports, constant prices, US §
- investment (expenditures), JM - productive sphere
- fixed assets, KM - in productive sphere
imports, MP - current prices, M - constant prices, US §
- employment, NM - in productive sphere, in thgusand persons
- price deflator, PX, PE, PM, PEHS - of X,E, M, EHS respectively
P as the last letter indicates measurement in current prices
S - SP-balance of foreign.trade, SP = EP - MP
 SSP-accumulated balance of foreign trade, a proxy for foreign
debt S/EP=SSP:EP - a measure of foreign debt pressure on the
ecoﬁomy
U - UD - discrepancy between X and XD
X - national income produced, X/N = X : NM (net) output-labour
" ratio XD-national income distributed 1
Symbols are further extended with letters indicating commodity
group (F - fuels, minerals and metals,M - machinery and equipment,
C - other, mostly consumer goods) in foreign trade, direction of
this trédq (ESP - .exports to socialist countries, current prices,
total, MNF - import from nonsocialist .countries, constant prices,
- fuels), or a sector (B - building, H - domestic trade,d - manufac-
turing and ninlng.:R - agriculture, T - transportation, 0 - other
sectorg) etc,

TCZX R
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