Comparative economic systems

 Market systems
— Libertarians
— Monetarists
— Keynesians
— Industrial policy school
— Advocates of income policy (price and incomes control)

* Non-market systems
— Indicative planning
— Directive planning
* Property, capitalism and socialism
— Economic systems based on private property

— Economic systems based on collective property
— Economic systems based on state property



CpaBHI/ITeJ'IbeII7I dHaJIN3 SKOHOMNYECKUX CUNCTEM

PbIHOYHbIE CUCTEMBI

-JInbeptapmnaHubl

-MoHeTapucTbl

-KenHcumaHubl

-LLIkona npomsbILLIEHHON MONUTUKA

-CTOPOHHUKN NONUTUKN 00XOO0B (KOHTPONS LEH N A0X0O0B)

HepblHOYHLIE CUCTEMDI
-HgmnkaTnBHOE NNaHMpoBaHme
-[lnpekTnBHOE NNaHMpoBaHue

CobBCTBEHHOCTb, Kanutannam n counannam

-OKOHOMUYECKNE CUCTEMbI, OCHOBAHHbIE HA YaCTHOW
CODOCTBEHHOCTMU,

-OKOHOMUYECKNE CUCTEMbBI, OCHOBAHHbIE HA KONMEKTUBHOM
CcODOCTBEHHOCTU

-OKOHOMWYECKNE CUCTEMbI, OCHOBaHHbIE Ha rocyaapCTBEHHON
COOCTREHHOCTI



Classifying market economic systems according
to the extent of government intervention

Forms of government Instruments of government Countries
intervention policy
Laisser-faire Providing public goods, XIX century capitalism
(libertarians) eliminating externalities
Monetarist approach Maintaining constant rates of USA
growth of money supply
Keynesian approach Macroeconomic stabilization USA, Western Europe,
(fiscal and monetary) policy Japan, NIC
Industrial policy Selective support of industries, Western Europe, Japan,
regions, and areas of economic NIC
activity trough taxation,
subsidies, credit, trade barriers
Income policy Imposing control on the rates of | A typical wartime
growth of prices and wages measure in most Western
countries; a temporary
peacetime measure in
some Western countries




Knaccndpukaums pbIHOYHbIX 9KOHOMMUYECKUX
CUCTEM B 3aBMCUMOCTW OT CTENEHNU
rocygapCTBEHHOIO BMellaTenbLCcTBa

MOHETapHas!) NonUTrKa

PopMbl MHCTPYMEHTbI Crpanbl
BMeLLaTenbcTBa rocyapcTBeHHOW MOSIMTUKM
rocyaapcrea

JnbepankeHas IIpemocTaBieHne Karmrammm XIX Beka

(NubeprapuaHLb) 0OIIECTBEHHEIX BIIar , KOHTPOJIb
HaJl BHEITHIMA 3 dexramu

MOHEeTapUCTCKMIA MoaaepkaHue NOCTOAHHOW USA

nogxog CKOPOCTU POCTa fEHEKHOM
MacChbl

Keiincnanckmii moxon MakpoakoHOMUYECKas USA, Western Europe,
crabunusauns (puckansHas u Japan, NIC

[IpomelnneHHas
TIONTUTHKA

BeibopouHasa nogaepxka
oTpacneun, permoHoB 1 obnacren
SKOHOMUYECKOWN AEATENBHOCTH,
YPOBHSA HaroroobnoxeHuns,
cybcuanin, KpeguToB, TOProBble
Bapbepbl

Western Europe, Japan,
NIC

[TonurHka J0X0I0B

YCTaHOBMEHWSA KOHTPOMA Mo
TeMnam pocTa LieH 1
3apaboTHOW NnaTbl

TUNUYHBIE BOEHHbIE
Mepbl B BOMNbLUWHCTBE
3anafHblX CTPaH;
BPEMEHHBIE MEPLI B
MWPHOE BpemM4d B
HEKOTOPbLIX 3anafgHbIX
CTpaHax




Libertarians (recently - supplysiders)

* The state should provide public goods and regulate
externalities. What are public goods? Prisons,
post-office, central bank?

 Frederick Hayek (“Road to slavery”),
Ludwig von Mises (debates with O. Lange)
* Privatization of the central bank
 Market economy <=> democracy
private property <=> civil liberties

 Gold standard or common world currency (R.
Mundell)

e Laffer curve (optimal tax rate that maximizes
budgetary revenues)



IlnbepTtapmnaHubl (paHee — supplysiders)

[OCcynapCcTBO AOMKHO NpeaocTaBnaATb 00LWECTBEHHbIE Onara
N perynnposaHue BHeLWHUX adodekToB. Kakue
obLlecTBeHHble bnara? TiopbMbl, MOYTOBOE OTAENEHMUE,
LeHTpanbHbI OaHK?

dpenepuk Xanek ( "Lopora k pabctay"),
IMopsur doH Musec (gebatbl ¢ O. JlaHre)
[MpnBaTnsaumnsa LleHTpanbHoro 6aHka

PbIHOYHaA 3KOHOMUKa <=> geMoKpaTuu
yacTHasi cCO6CTBEHHOCTb <=> rpakgaHCckum cBobogam

30n0Ton ctaHgapT unu odbwasa mmposas Bantota (P.
Mangenn)

Kpueas Jladbdpepa (ontumanbHaga ctaBka Hanora, Kotopas
MaKCUMU3NPYeT BIoaKETHbIE A0XOAbI)



Laffer curve — the relationship between
the revenues and tax rate

Laffer curve

Tax revenues

Tax rate




Kpuas Jlagopepa - cBA3b Mexay
noxogamum 1 HanoroBom CTaBKOWU

Laffer curve

Tax revenues

Tax rate




Why government intervention”?

* |n classical case, all markets are perfect,
self-adjusting

« Elasticity of wages on demand-supply of labor is infinitely
high => supply curve is vertical in AS-AD model

« Elasticity of interest rates on money demand-money supply is
infinitely high => LM curve is vertical in IS-LM model

« Keynesian approach: markets cannot clear
because of rigid prices and wages

LM curve and AS curve are not vertical

* Twin deficits: budget deficit is accompanied by

trade balance deficit
Y=C+I+G+NX, Y=C+S+TA
= NX=(S-1)+(TA-G)
if S=I. then NX=TA-G



,U,J'IFI Yero rocyacrseHHoe BMeLUaTenbCcTBO?

B knaccuyeckom crny4vae, Bce pbIHKU ABMAAKOTCA
COBEPLUEHHbIMN, CAMOPETryNNPYOLLNMUCS
ONacTUYHOCTb 3apaboTHOM NnaTtbl OT cnpoca -
NpeanoXeHus Tpyda sBNseTca 6€CKOHEYHO
bornbLUON => KpuBasi NpeasIokKeHns BepTUKarnbHa
B AS-AD moaenu
ONacTUYHOCTb NPOLEHTHOW CTaBKU Mo
TpeboBaHMAM AEHEXKHOW MacChl ABNSAETCH
beckoHevHo 6ornbluon => LM kpuBasi BepTukanbHa
B IS-LM moaenwu
KenHcnaHckmn nogxon: pbiHKU HE MOTryT ObITb
Npo3paYvHbIMU N3-3a XXECTKUX LIEH 1 3apaboTHOW
nnaThbl

LM n AS KkpuBble He BEpTUKANbHbI
[1BoHOW aeuunT: gedonuunTt droaxeTa
conpoBoxgaeTtcs aedomunTomMm ToproBoro banaHca



,D,J'IFI Yero rocygapCcrBeHHoOeE BMeLLUaTenbCcTBO?

Kaxkgas Touka Ha KprBOW IS COOTBETCTBYET PaBHOBECUIO HA TOBAPHOM PbIHKE, KOTOPOE ONPeaensieTCcsi COOTHOLLIEHNEM
HauunoHanbHoro goxoga (Y) u npoueHTHon ctaeku (i). Kpmeas IS mogenvpyeT ase 3aBUCMMOCTH:

3aBMCcMMOCTL 0ObEMA MHBECTULMI OT NPOLIEHTHOW CTaBKkU. YeMm ebilue npoueHmHasi cmaeka, meM HUXe UHBECMULUU.
CnedcmeeHHO nadaem HauyuUoHaIbHOe Mpou3800Ccme0, U BMecme C HUM HauyuoHaslbHbIlU 00X00.

KenHcuaHckum kpect

B cBoto ovepeab, kaxxaas Todka Ha kpuBon LM cooTBeTCTBYET paBHOBECUIO Ha AeHeXHOM pbiHke. Kpueas LM mogenunpyet
3aBUCMMOCTb MPOLIEHTHOM CTaBKM OT HauuoHarnbHoro goxoaa. Yem esiwe 0oxod, mem ebiuie npoyeHmHasi cmaeka (8bICoKul
00x00 — boree 8bicokUe pacxo0sl, cesi3aHHble ¢ nompebreHuem — 6oree 8bICOKUL CrpoC Ha peasibHyto Kaccy — 6oree
8bICOKas MPoyeHmMHasi cmaeka).

ToNbKO B TOUKE NEPeceYeHns KpUBbIX JOCTUraeTcs paBHoBecHe Mexay 06ouMm pbiHkamu. M

MHTepnpetauusn

Mogenb IS-LM no3sonsieT Bu3yanmanpoBaTtb B3aMMOCBSA3b TakMX MaKPO3KOHOMUYECKNX BEMNYMH KaK NPOLEHTHAad
ctaBkaMogenb IS-LM no3sonsieT BusyanmanpoBaTtb B3aMMOCBSA3b TakMX MaKPO3KOHOMUNYECKNX BEMNNYMH KaK NPOLEHTHas
CTaBKa, AeHeXHasi Macca, YPOBEHb LIEH, CNPOC Ha pearibHYo Kaccy, CNpoc Ha ToBapbl, MPOMU3BOACTBEHHbINA YPOBEHb
3KOHOMWUKN. I3MEHEHNSA OAHOM NN HECKOSBbKUX 3TUX BENMYMH NPUBOOAT K CMELLEHUIO TOYKM nepecedeHnst kpusbix LM u IS,
KoTOpasi B CBOKO o4epenb onpeaenseT ypoBeHb NMPOM3BOACTBA (M 4oX04a) 3KOHOMMKK, a TaK XXe COOTBETCTBYHOLLUIN YPOBEHDb
NPOLEHTHOW CTaBKW.




,D,J'IFI Yero rocyaapcrBeHHOeE BMeLLIaTEeNbCTBO?






The US
never
had such
a large

current
account
deficit




Why government intervention”?

» Prerequisite for industrial policy: not only the market mechanisms can
guarantee macroeconomic equilibrium with full employment, but they also
fail to allocate properly resources by industries, regions and areas of
economic activity

* Prerequisite for income policy: distributions of income (wages - profits) is
too serious a task to be delegated to the market forces

[MpeanocbInku Ansi NPOMbILLIEHHOM NONMUTUKN: HE TONbKO PbIHOYHbIE
MeXaHU3Mbl MOTYT rapaHTMPOBaTb MakKpPO3IKOHOMUYECKOE paBHOBECUKE MpU
MOMHOWN 3aHATOCTUN, HO TaKXe MOrYT BblAENATbCA CPeAcTBa AN rapaHTui
Mo oTpacnsaMm, permoHamMm u BuaamMm 3KOHOMUYECKON AesATEeNbHOCTU
[Mpegnocsbinka Ans NnonuUTUKM B obnacTu AOXOA0B: pacrnpeneneHune
noxon0B (3apaboTHas nnata - Npubbinb) - CIIULIKOM Cepbe3Hble 3aaa4u
BO3MaratoTcs Ha PbIHOYHbIE CUIbI



Why government intervention”?

 [pegnocbinku ANsg NPOMbILLIIEHHOW MONUTUKMK:
HEe TONbKO PbIHOYHbIE MEXaHU3Mbl MOTYT
rapaHTMpoBaTb MaKPOIKOHOMUYECKOE
paBHOBECKE MPU NOJTHOW 3aHATOCTU, HO TaKXKe
MOTYT BblAeNATbCA cpeacTBa AN rapaHTUM no
oTpacnsM, permoHam n Buaam 3KOHOMUYECKOW

AEeATEIIbHOCTU

* [Mpennocbinika ons NonNUTUKN B obnacTu
[I0XOA0B: pacnpeaeneHne Aoxonos (3apaboTHas
nnaTa - NpuobISb) - CIIULLKOM CEPbE3HbIe
3a/ia4n Bo3naratoTcsi Ha pPbIHOYHbIE CUMbI



Classifying non-market economic systems

Forms of government
intervention

Instruments of
government policy

Countries

Directive planning

Setting production quotas
and rationing supply for
producers

Soviet Russia under War
Communism (1918-20);
China under cultural
revolution (1966-70)

Indicative planning

Setting all the prices and
wages from above

Hungary (1968-90),
China (1979-onwards),
USSR (1920s)

Combined central planning

Indicative planning and
directive planning

USSR (1930s-1980s) and
countries with Soviet-type
economic system
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Rationales for central planning

* The term “indicative planning” has two meanings

« a sort of industrial policy (firms are encouraged,
but not forced, to fulfill the plan via tax stimulus,
credits, etc.)

* a variety of central planning (prices, but not
production quotas) are set by the state
 Why planning? The market is not perfect in:

* Maintaining equilibrium at full employment
(recessions)

» Long-term projects
 Income distribution (windfall profits)
» Allowing the society to control its own development



Jlornyeckoe obocHoBaHue Ong
LEeHTparibHoro nnaHMpoBaHUS

TepmuH "uHOukamueHoe rinaHuposaHue" umeem oea
3HaYeHUsI:

* BApUaHT NPOMbILLIIEHHON NOMAUTUKK (Nf1laH PEKOMEHAYETCS
dompmam, HO He NPUHYOUTENLHO, - YEPES3 HANOroBbIE CTUMYIIbI,
KpeouTbl U T.4.)

* pasfinyHble BapuaHTbl LLEHTPann30BaHHOIo NyaHMpPoOBaHUS
(LeHbl, HO HE KBOTbI Ha NMPOM3BOACTBO) YCTaHaBNMBAKOTCS
rocygapcTBoM

[louemy nnaHuposaHue? PbIHOK He sierisemcsi
COBEPUWEHHbIM 8.

 [logaepkaHue paBHOBECUS NPU MOSMHON 3aHATOCTU (cnag)

 [1onrocpoyHble NPOEKTbI

« PacnpegeneHne goxonos (HenpeaBuaeHHble 00X0Obl)

 [lpegocTaBneHnn obLLLECTBY KOHTPONMMPOBATL CBOE
cobCcTBEHHOE pa3BUTUE



Types of planning

Indicative Planning Directive Planning

. Prices of

Prices of> . Volumes Enter- Volumes
output of inputs prise of output>

inputs

Combined Planning

Prices and volume
of output

. Prices and volume
of inputs




Directive versus indicative planning in the USSR

FIGURE 3.2. Rationing of consumer goods and legal restriction
on labor mobility in the USSR, periods

Rationing of Consumer Goods

1918-21,
War Communi sm

1928-35,
Industrialization

1941-47,
Great
Patrictic War
and post-war
recovery

1970s -
onwards,
rationing of
some food
supply 1n
some areas
due to
reluctance to
increase
prices

Restrictions on Changing Jobs

1918-21,
War Communi sm

1932 -
end of 1950s,
restrictions for

passports

peasants not having

1938-1956
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Elements of indicative planning and market
mechanisms in the USSR in the 1980s

Not all types of goods are subject to production quotas
(25 million types of products, only about 1 million
aggregated items planned)

Collective farm market (2-3% of total retail trade
turnover, 5% of food sales)

Consumer goods market (supply and prices were
planned, but demand was mostly not planned, i.e. no
pervasive rationing)

Labor market (demand and prices - wage rates - were
planned, but supply was mostly not planned)

After 1965 reform enterprises got the right to use part of
the profit for paying bonuses, for investment into
production and residential and social construction



ONeMeHTbl MHANKATUBHOIO NiaHUPOBaHUSA U
PbIHOYHbIX MexaHn3moB B CCCP B 1980-¢e

* He BCce BMAabLI TOBApOB, noanexaT npon3BoacTBEHHOMY
KBOTMPOBAHUIO (25 MNH HaUMMeHOBaHUW NPOAYKLMKU, TOSTbKO
OKOMo 1 MITH. arpernpoBaHHbLIX MYHKTOB MNiaHUPYeTCs)
Konxo3HbIn pbIHOK (2-3% OT obuiero obopoTta po3HUYHON
Toproenu, 5% OT nNpoAdak NPOAYKTOB NUTAHUS)
[1TnaHnpoBaHMe Ha pbIHKE NOTPEDOUTESNIBLCKNX TOBAPOB
(MOCTaBKM U LEHbI, HO CNPOC B OCHOBHOM HE MaHunpyeTcs, T.
€. He HOPMUPYIOTCA)

[TnaHnpoBaHMe Ha pblHKe Tpyaa (CnpoC U LEeHbl - CTaBKu
3apaboTHOW nnaThbl -, HO NOCTaBka B OCHOBHOM He
nraHnpyeTcs)

[Tlocne pedopmbl 1965 roga npeanpuUdaTUA NONy4Ynnu npaeo
Ha MCNOMNb30BaHME YacTu NPMObLINK Ha BbINNaTy NMPeMUN,
ONs NHBECTULUN B NPOM3BOACTBO U XUITULLHOE U
coumanbHoe CTpoOUTEeNnbCTBO



Theory of optimal planning

e Given information:
e Limitations on resources

* Expenditure (inputs) of each and every type of
resource needed for production of each
product

* Production targets for some final product
e Structure of final consumption

 Goal: to select the production levels for all
resources and final products such that

* Production of resources is equal to their
intermediate consumption + final consumption

* The final consumption (with the given
structure) is maximized



Theory of optimal planning

 BBogHaa nHcgpopmaums:
OrpaHnyeHmns Ha pecypchl
Y4eT pacxodoB (3aTpar) Kaxaoro Turna pecypcos,
HeoDOXxoauMBbIX NS NPOM3BOACTBA KaXXaoro
npoayKTa
[Tpon3BOACTBEHHLIE 3a4aHNA A5 HEKOTOPOro
KOHEYHOro nNpoaykra
CTpyKTypa KOHEYHOro noTpebneHus

* Llenb: BbIOOP YPOBHA NPpOM3BOACTBA ANA BCEX
pecypcoB ¥ roTOBOU NPOoAYKLUN

[Tpon3BOACTBO CPEOCTB = UX MPOMEXYTOYHOE
noTpebrnieHne + KOHeYHoe NoTpedbneHne
Makcummnanpyertcsa KOHe4YHoe noTpebrieHne (c
3alaHHOWN CTPYKTYPOW)



Planning problem

The simplified basic equation of the mput-output model
describes the distribution of output of each particular
product:

X, :Zay.xj +Y +E, -1 +5,
J=1 ?

where x;, y, E;, I, s; - volumes of production, final

consumption, export, import and change mn stocks of i-

product respectively,

while a; - mnput-output coefficients, 1.e. inputs of i-product
per unit of j-product output.

The utility function is:
F=aY +bY + ... +wY =>max,

where a, b, ... w - parameters, fixing the structure of final
consumption.



Indicative planning: theoretical foundations

* O. Lange - “trial and error method”

L. Kantorovich - “objectively determined
valuations”, or “shadow prices”, from the dual
problem of optimal planning

 Particular set of prices calculated for each
product in the main problem

* If profit-maximizing producer is guided by
these valuations as prices, he will inevitably
arrive at the previously computed optimal
plan from the main problem

* Therefore, society can influence producers
economically (via setting prices) — not
administratively — so that they provide the
maximum benefit for the entire society



What is the difference between directive

and indicative optimal plan?

* In theory — results are the same
* In practice — the results are inevitably different

* Imagine new technology, that did not exist during
the preparation of the plan, emerges during the
planning period:

— Under directive planning this new technology is not going
to be used (no resources)

— Under indicative planning, enterprises will have a chance
to use this technology at the expense of taking resources

away from other enterprises (so the balanced plan will be
ruined)

* Indicative planning is more flexible

e It is impossible to envisage the emergence of all
new technologies

« Unforeseen options, such as new technologies,
cannot materialize under directive planning



Indicative planning vs. market

* |f “shadow prices” are adjusted taken into
account supply/demand deviations (Lange’s trial
and error” method), then indicative planning
works as imitation of the market

« Shadow prices (“objectively determined
valuations™) reflect the priorities of
socioeconomic development set by the planners
- in the conditions of limited resources and
information

» Market prices reflect preferences of all economic
agents



Limitations of central planning

* Enormous scope of the problem: too much
information to be collected, too complex problem

to be solved

* The entire product nomenclature was 25 million items
 All products should be allocated in time and in space

* Hayek’s criticism: The market as a procedure of
discovery - all unforeseen production options
cannot be taken into account before the planning
period

* Huge bureaucracy is needed for setting the
levels of output and/or prices; low stimulus for
managers; adjustment is too slow



Classifying economic systems
according to types of property

Market or Non- Type of Property
Market Private Collective (Cooperative) State
Market Developed capitalist | Market socialism of Market socialism of Nove's
economies countries (OECD) Ward's type type (Poland from 1990;
(Yugoslavia),coops and Hungary, Czechoslovakia,
participatory firms in East Germany from 1991);

Western countries

state owned, companies in
developed and developing
market economies

Non-market
economies

War-time capitalist
economies and Hitler
Germany; some
developing countries

Cooperatives under
central planmng, for

instance, collective farms
in the USSR

USSR from the end of the
1920s and other countries with
Soviet-type economic system




Market socialism

* Market socialism = market economy +
collective or state property

 Elements of market socialism in the world:

» Cooperatives in market economies or in CPE

* Employee participation in management, ownership
and profit

« “Complete” market socialism (Yugoslavia 1965-72)



Cooperative (B. Ward. The Firm in lllyria;
Market syndicalism”, AER, 1958)

. Each worker has a vote, collective property
. Maximizes revenues per worker:

z= Q(LL)_R — max

where Q(L) — output
R — capital rent
L — number of employees

. Perverse reaction of coops to the market signals. Coops
* Hire less workers than private firm
 Reduce employment when price of output goes up



Cooperatives hire less workers
than private firms

Differentiating net revenues per worker with respect to L, we obtain:

Q’(L)=z=w+d

w+Hd 1




Private firm and the increase In
prices of output

Private firm solves the problem:

PAK®IP —wl — max

The first order condition is:

PO'(L)= BPAK* L™ =w

Private firm increases employment and output,
when prices increase



Cooperatives reduce employment when price of output goes up

Assume Cobb-Douglas production function:
Q(L)=AK"L’, 0<a<1, 0<p<1

The cooperative solves the problem:

PARC P _ R
—> Max
L L

The solution 1s:

IF = K
(1— B)PAK®



Private firm increases employment
when price of output goes up

Wage

PoQ'(L)

: >
L(Po) L(P1)




Cooperatives compared to the private firms

* Advantages of cooperatives:

» Higher labor productivity
 Less sick leaves

* Less strikes

* Lower employee turnover

* Lower managerial expenses
« Higher work satisfaction

» Disadvantages of cooperatives:

 Capital scarcity (as the owner of capital is not remunerated
fully; cooperative may not attract capital via selling shares)

» Use of less capital-intensive technologies
 Higher debts to assets ratio



Employee participation

Employee participation in management boards
Profit sharing

Participation in equity
— ESOP: Employee stock ownership plans
— Workplace democracy

“Pure” market socialism
Yugoslavia, 1965-72

e All decisions were made by work collectives, while
enterprises were state-owned

New Economic Policy, 1920s, Russia
China, 1990s

 TVE - township and village enterprises



Justification of workers participation

 Human capital today is roughly equal to
the physical capital

* De-bureaucratization of management in
large companies (to prevent managers
from collusion)

In fact, non-profit-maximizing firms and
organizations constitute a substantial
share in most economies: public sector,
non-profit organizations, cooperatives.



