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VERSDESANALYSESMODELISEES
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RESUME

Une série de modéles, élaborés par différents auteurs et ayant pour objectif I'analysedequelquesaspectsde
larestructuration dansles Pays d'Europe Centrale et Orientale, est présentée dans ce texte. Les modélesretenusici
sont ceux qui rendent compte de la spécificité de I'entreprise dans ces pays depuis la disparition de la planification
centralisée. Le comportement de ces entreprises différe de celui modélisé de fagon usuelle dans la littérature sur
I'économieindustrielle a cause du changement brutal de I'environnement (libéralisation, privatisation, ouverture des
marchés), du changement des objectifs de fonctionnement et de gestion, et acause de |'apparition de nouveaux
produits et de nouvelles formes d'organisation du travail. On examine ici |'approche modélisée en tant qu'outil
d'analyse de laréalité complexe de ces économies de marché imparfait.
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Several models, elaborated by different authors for the analysis of corporate restructuring in Central and
Eastern Europe are surveyed in this paper. The models presented here are those which reflect the specificity of
corporate behaviour in these countries since the collapse of central planning . Given the sudden change of
environment (liberalization, privatization, the opening of markets) the behaviour of the firm differsfrom the behaviour
usually modelized in industrial economics; their objectives of management and production also change, and new
products are introduced. We will discuss appropriateness of modelling as an instrument for the analysis of complex
restructuring problemsin such economies with imperfect markets.

Mots clés: Restructuration de I'entreprise, Moddisation, PECO
Key words. Corporate restructuring, Modelling, CEEC
JE.L. Classfication: D2 - B4 - P2

Paper prepared for ACE Conference " Corporate Adjustment, Market Failures and Industrial Policy inthe Transition”,
Prague, 5-6 May 1995

| am grateful to C.André, C.Gouriéroux, D.Levy, and M.Tegze for comments and useful discussions.



INTRODUCTION

The mgor negative economic consequences of centraly planned economy thet led toitscrisis
and collapse were shortage, weak diversfication of consumption goods and duggish incentive. Froma
gructurd point of view we may aso indicate some principa deficiencies such as an exaggerated
importance given to heavy indudtry, a deformation of management criteria, and an enormous
concentration of capita providing economic power for some firms. Economids are analysng the
possihilities of solving those difficultiesin Centrd and Eastern European Countries (CEEC).

Thistext surveys some recent works on modelling the corporate restructuring in CEEC and in
Russa. Immediately we may indicate that Russian economy presentsthe most problems, and therefore,
their formalizationisrare. An effort to establishthe restructuring problemson thebasisof plurdity, thet is
to assume the existence of severa ways of managing the trandformations, implies taking into account
different theoretica gpproacheswithout endorsing any. The relevance of each approach depends upon
hypotheses on the particularities of firmsin CEEC. Inthisareathe main effortswere devoted to building
datic moddsfor comparative andyssof therulesof early management (through central planning) and of
expected new market behaviour, represented by competitive equilibrium modds. The specificity of such
models congstsin modd ling radicaly new economic conditions of enterprises such astheir adaptation to
priceliberdization, the modification of afirm's objective function, the priveatization or the decentraization
of the decison process. Some clever devices were introduced in the main moddling practice often
without modification of known methodologies. On the other hand, the recent advancement in thetheory
of corporate organisation and finance, whose purpose is not the restructuring in formerly centraly
planned economies, provides some new methodological suggestions for modelling.

Astheredructuring and the transformation of CEEC economies conditute essentidly adynamic
process, efforts were made to introduce explicitly dynamic models. For example, generd equilibrium
non-linear modeling isarecent field in economics; itsutilisation can berecognised, evenif the socid and
economic aspects of trangtions don't appear clearly yet. Thisisprobably due to conceptua problems
rel ated to restructuring because the notion itsdlf isnot yet precise. When the technological restructuring
isconddered, the endogenous growth model can be used for such apurpose. Ownership diversification,
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modifications of the baance sheet of enterprisesor generd inditutiona restructuring could beintroduced
as shocks, but on which structure? Probabilistic models are, for the present, of little use, because
previous data are not available, and even if they were, there would be breskpoints in quditative and
quantitative dynamics of most fundamentas. It is consequently natural to presumethat redl progressin
the area of dynamic modd s will be hard to achieve. Nevertheless, a moddling that would synthesize
some logicd gpproach with inductive econometrics would be a magnificent tool for policy anadydsin
ungtable Stuations. It seems to me that the implications of it for methodology and for forecasting
improvements of economic transformations are vas. This puzzle leads cartanly admitting the
impossihility of exhaustive reading of firm theories. Thetopiciscurrently undergoing rapid devel opment;
the number of publicationsisincreasing. At the sametime, among the worksreported here someare not
concerned with modelling, but are elaborated by their authors for illugtrative purposes.

With regard to the behaviour of enterprises, the modelsded with two redms. Thefirst oneisthe
andlyssof afirm'singders incentives, whereas outsdersare viewed as parts of apassve environment.
Those models are mainly concerned with the consequences of centra planning collgpse. In the second
realm, theinsder develops his positionsin response to outs ders such as consumers (demanders), labour
force (suppliers), lenders (saving suppliers), and other firms (inputs and outputs). Those modedl s attempt
to specify different stages of market devel opment.

In thispaper | begin with the description of severd models and we conclude with an analyss of

the pertinence of these approaches to explain the economic performance in CEE countries.



LITERATURE ON MODELLING OF CORPORATE RESTRUCTURING

. INSTITUTIONS, REFORMSAND MARKETS

1. Planning

Mode sfor planning in centraized economies supposed that the centre specifiesand redizesthe
obyjectives concerning production and consumption for al agents. Conceptually the management of such
an economy, a least in the short run, looks like the management of alargefirm. In both casestheamis
to elaborate a detailed program of behaviour for each participant of the system, so asto achieve the
best result following given objectives and under fixed prices and wages. In along run dynamic
perspective planning was related to working up an optima growth trgjectory. The consderable effort
involved in modelling in CEEC and in Russa in previous period is not gpplicable in restructuring
problematic, because the restructuring in CEE coincideswith decentralisation. The e aborated methods
of operaiond research moddling are ussful in indde firm planning, especidly snce the large
development of computer and information networks alowing determining precise tasks for firm
departments. We will not stop on that agpect of mathematical economy athough it continues its own

improvement in CEEC's science.

2. Repressed inflation

One other problematic only overlooked in thistext ismoddling of repressed inflation. A large
literature is concerned with this very specific problem of centraly planned economies, which is the
generation of an excess demand. Usualy disequilibrium mode s are used to formalize this phenomenon
(Kornai (1984), Sah (1987), Polterovich (1993), Entov (1994), Charemza (1990), Goldfeld- Quandt
(1990), Barro- Grossman (1974), Stahl - Alexeev (1985), Charemza - Quandt (1982)). It continuesto
be interesting to treat this question theoreticaly, but the phenomenon cannot be grasped sharply, the
problem is shifting from inadequiate goods supply to deficient demand and open inflation, traditiona for
economics. Besides, the studies have been oriented on description of consumer behaviour, but our task

isto display corporate restructuring models.



3. Prices liberalization

One of the first government acts to provoke firms restructuring was prices liberdization, and
some models preceded and prescribed this politica act.

Cadvo and Frenkd (1991) choose a modd describing the early stage of transformation,
expecting an imminent liberdization. In their article, a market economy is associated with externa
openness of acountry. A peculiar accent is put on the assets market, but the purposeis to study the
macroeconomic and income distributiona consequences of a price reform. The modd contains four
equations. The first one represents assets market equilibrium whenthe rate of evolution of the nomind
exchange rate s function of theratio of domestic currency assetsto foreign currency assets and of the
rate of interest of domestic currency. The second and the third ones reflect the dependence of demand
for tradable and non-tradable goods on the red exchange rate and on the real wage. Findly therate of
accumulation of foreign exchange (foreign currency denominated assets) is specified asafunction of the
excess supply of tradable goods. The rate of interest, wages, prices and domestic currency assetsare
exogenous variables. For acongtant nominal exchange rate and stock of foreign assetsthey determine
the vaue of the nomind exchangerate giving the equality between the demand and domestic supply for
tradable goods and derive the corresponding steady state. Then the authors andlyzethe priceincrease,
reflecting the "true" production cogt that liberdization make possible. In one of two examples they
assume indexation of wages. The demand for tradable goods and the changesin the holdings of foreign
exchange arefunctionsonly of the modificationintherea exchangerate. Along the path to anew steady
date the exchange rate rises, foreign currency holdings fdl and the domestic currency vaue remains
unchanged. Wageindependenceisassumed in another example. It followstheat therise of priceslowers
post-reform red wages and consequently the demand for tradable goods. The accumulation of foreign
assets can increase. The policy conggtsin finding the possibility to get the red exchange rate fdlingin
order to contend the volume of demand.

The modd is for illugtration purposes, and does not seek to be useful for empirica study. It
depicts some possible post-reform economic situations under some smple hypotheses. An excessive
amplification is to congder the surplus of supply of CEEC domestic goods as marketable on world
markets. The expectation functions are not introduced in the modd; therefore the modifications are



examined as exogenous shocks.

A rontlinear modd of heavy and light indudtries evolution after price liberdization has been
considered by Gourieroux - Gousseva - Peaucelle (1994). It is assumed that unemployment does not
exist and wages are price-linked. The am is to see, usng a Smple equilibrium modd, if in amarket
economy, oriented to satisfy the demand; it is possble to maintain Smultaneoudy an input-producing
sector and "socid advantages' in the long run. The amulation displays that for the long run surviva of
heavy indudtry, itisnot redigtic to maintain full employment and wagesindexation. But it is conceivable
that heavy indudtry, if itsimportanceisbig enough a the beginning, delaysits declineand even continues,
for a reaively long period, to increase (its outputs and prices) in comparison with other (output
producing) sectors. The impacts of wages cost on inflation and on economic fundamentas were not

introduced in this modd.

4. Privatization

Other ideas rdate rgpid and successful restructuring with privatization. The link between
competitiveness and private ownership of enterprisesisan old questioninvolved in economic theory, but
the unanimity isnot yet achieved. Intherecent literaturewe find argumentsin favour of market socidism
that does not necesstate firm privatization. For this school of economists, the problems of socidist
countrieswere not the poorly motivated workers and managers, but the lack of markets. A publicfirm,
likeaprivate one, in amarket economy, operateson output, labour, and inter- enterprise markets. But it
is usudly advanced that a non-privatized firm could not attend capital market and the State, its redl
owner, operates on thismarket (Bénard (1989)). Such system isconceivable, but it may be convenient
for short and middle run equilibrium, when only current decisions about the affectation of goods and
labour can be taken. Enterprises cant manage by themsdves saving, investment, development,
contraction or liquidation of activity, because these decisons need access to the capita market. Thus
was Lange's (1936/37) model, which did not study the set of implementable investments. Lange
consdered that the investments were too important to be left to myopic behaviour of private firm
owners since they are too sengitive to risk.

Ortuno-Ortin - Roemer - Silvester (1990) offer an interesting comparative andyss of private
and public ownership economies. Their model is atwo period modd. In the first period private firms
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producing amultiple output makes investments using the production of oneinput producing firm. Inthe
next period they have someincrease of productivity, and Warasian equilibrium leve of investment can
be estimated for each output producing firm. In public ownership economy, the state chooses the
investment leve for firms, and in general does not reach a Pareto optima dlocation. The authors study
the existence of constrained equilibriums (because theinvestments areimposed) for different Stuations,
corresponding to economic policies through prices or interest rate, control through ingtruments
(quartities) or taxes (parameters). All firms maximize profits, public firms share ther profits in
accordance with palitica principles, i.e. profit shares are exogenous, outputs and labour are alocated
through markets, and state baancesits budget. The evauation of various policiesis performed interms
of investment vectors. Different economic policies are compared:

1) the s0 called Walrasian congtrained mechanism, when the state imposes alower bound on
investment of each firm, but afirm chooses the complementary investment;

2) the exactly Warasan condrained mechanism, when the state decides on the leve of
invesments,

3) theso cdled (by Ortino-Ortin and dlii) Lange mechanism, when the state determinestheleve
of interest rate;

4) the pro-investment L ange mechanism, when theinterest rate proposed by the stateisbelow
the market leve.

The Lange mechanism is more powerful than the exactly congtrained one, and the pro-
investment Lange mechanism is more powerful than the Walrasian congtrained one. Those results are
obtained under the assumption that the State can tax profits at rates higher than 100%. Furthermore,
Lange mechanisms give moreflexibility, and their monetization provides more endogenouslinksbetween
investment, income, or taxes. Direct investment mechanismisaso analyzed in the paper. It the generd

case it is shown that it is more powerful than pro-investment Lange one.

It might be preferable to study restructuring as long run equilibrium of cgpitd dlocation with
interest rate adjustment, as classical economigts did. The capita alocation occursthrough the creetion,
activity and disgppearance of firms. Even if the capital market is more complex than the goods markets,
its cregtion may be rationd (contrary to Lange's point of view) because it alows the rhythm of
restructuring to be less dependent of political successors (Bénard (1990), Cohen - Michel (1991)).
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Liberd economigs are favourable to capitd market emergence, and from their point of view capita
markets can't exist without firm privatization. In this perspective privatization isdiscussed in connection
with long run equilibrium, industrid restructuring and independence of ideologica postions of the

governments.

On the lig of the problems inherited by centraly planned economy one finds the workers
incentive problems and weskness of incentive management mechanisms. Some authors postulate the
greater efficiency of privatefirmsand study directly the speed of privatization (Laban and Wolf (1993),
Aghion and Blanchard (1994)).

Aghion and Blanchard (see dso Chadha - Coricdli (1994)) propose an eegant mode of
privatization as an insrument of labour market transformation. They assume that productivity ishighin
private sector and wages are high aso, so the movement from state firms to private onesis manifest.
The speed of trangtion is estimated as adifferential in state employment decreases. They congtruct a
normative equilibrium modd of government behaviour maximizing the present discounted vaue of
output. It isassumed that unemployment isimportant and that the government searchesto keep it low.
For thistask the government combinesthe taxes and unempl oyment benefits mechanisms. Suchapdicy
implies that higher unemployment decreases job creation into private sector, thus the private firms
revenuesare sharply taxed. The equilibriumisdefined through the equdity betweentheincreasing rate of
unemployment and theincreasing rate of job creetion into private sector. Findly, inthe paper theoptima
leve of unemployment is compared with the unemployment level of equilibrium. It appears thet the
unemployment level of equilibrium is higher than the optima one. And as it istoo high, some policies
have to be taken to lower it.

Despite the origindity of this modd, | suggest some criticisms. They concern the main
assumptions. The restructuring is associated with atransformation of ownership, but it isnot clear why,
without innovations, the productivity will become higher in the privatised sector, or why the incentiveto
work for a capitalist (shareholders) is higher than the incentive to work for the state (Sate control a
joint-stock). If the private sector correspondsto the collective ownership of firms, it isusudly the case,
but it does not explain why the trangtion of labour to the private collective sector implies a phase of
unemployment and the associated increase of state unemployment benefits. The private sector islikely
congdered by the authors as smdl business. It seems unredligtic to suggest that the big date industrid
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complexes exiging in al ex-socidist countries may be transformed into smal privete firms.

1. INSIDERSMOTIVATIONS FOR RESTRUCTURING

1. Modification of the firm's objectives

We now look for another aspect of the transformation process related to the change of
management objective when centrd planning exists no more. Such an andyss may be performed
through an optimization modd of the firm with a mixed objective function, combining theratio of profit
and the ratio of vaue added to engaged capita ( Gourieroux - Gousseva- Peaucelle (1994)). Thefirst
ratio reflects the capitaist management criterion; the second one corresponds to the labour - managed
firmcriterion. (Scholarshave andlyzed firm organizationa formsin whichworkersplay aprominent role
in management: Vanek (1970, 1971), Jones - Svegnar (1982), Bonin - Putterman (1987), Ellerman
(1990), Weisskopf (1992)). During a trangtion period the firms pass from one extreme objective
function to another. The possibility to reved the underlying objectives using data on firms accountsis
a so described in this paper.

In a compardive andyss of behaviour (Gourieroux - Gousseva - Peaucelle (1994)), d
equivaent monopoligtic firms retaining different objectives, it is established that profit maximization
implieslinked evolutions of wages and investments, but that the evolution of investmentsis autonomous
when the value added is maximized. Therefore, in the perspective of a trangtion towards a non
participative economy, it is possible to take progressvely into account the labour cost. The prices
influence viathe evolution of capitd helps to reach asymptoticdly the regime corresponding to profit

maximization.

2. Corporatefinancing

Recently economists have begun developing studies on the role of the financid aspects of the

red sector and especialy on firms vaues. (The state of art is described, for example, in Tirole- Rey -
Jullien (1994) and Demange- Laroque (1994)). Asthefinancid sector isdeveloping currently in CEEC,
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it isinteregting to foresee itsimpact on required economic restructuring of firms, using existing models.
One problem isto know the potentid influence of financid structure for developing profitable activity
(Harrisand Raviv (1991) overlooked the theoreticd literature on optima capital structure), one another
is to congder the investment possbilities for modernization. We consider here the case of new
decentralized economies without direct government invessments. The firm assets are covered by net
worth (shareholders equity) and debt. The debt is seen asaclam beow a particular levd of the firms
incomes. The shareholders receive any profit, if debt is repaid. Managing the debt capacity is more
complex than condtituting anet worth through privatization for instance. Looking only onfinancid ratios,
inthe G7 countries debt represents an average adoubling of firms equity. Thefirm, asaborrower, has
to choose among thelenders: banks, privateingtitutions such aslifeinsurance companies and among the
variousfinancia ingruments: issued bonds, short or long credits. It may issue various combinations of
short and long-term debt; redtrict itspossibility of decisionsby transferring some control rightsto lenders
through covenants. It may use its assets or some specific investments as collaterd, especialy for risky
operations, to diminish the risk associated with default or bankruptcy. The possibility gven to the
lendersto appropriate somefirms assetsin distress (caused for example by mismanagement) increases
the debt capacity and dlowsfor adiminution of the proposed interest rates. So, credit analysisrequires
the estimation of the value of the collaterd.

Two contributions by Shleifer and Vishny (1992) and Kiyotaki and Moore (1993) treet this
interesting point for firms financid and economic restructuring by modelling the links between collaterd
vaue and investments.

Shlefer and Vishny anayze this problem for industries where assets are specidized and
therefore are not redeployable (ail rigs, sted plants have no other uses than their origind ones). What
could be the prices of non-redeployable assets relative to their value in best use? When firms have
troublewith their debt payments, their assetshave vaue only to other firmsof the sector. But thesefirms
can have the trouble too if the causes of sdlers distress is industry-wide and they will try to fetch the
price. Even if buyers can raise funds, sometimes government regulations might prevent them from
purchasing (antitrust policy, for example). It impliesthat forced liquidations can have sgnificant private
coststo the asset sdller, but also socia costs, when the assets would not be owned by the best user. In
depression periods, assetsare often sold to amanager who does not belong to the sector and therefore

this asset will not be used in an optima way.
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Authors prove that an industry might have an optima debt capacity even whenitsindividud
firms do not.

Kiyotaki-Moore article analyzes the case of perfectly redeployable assets. They study the
productive value of assets and their values as collaterd. The latter one depends on the Sate of the
economy. The firms current debt capacity and investment depends postively on the vaue of the
secured assetsin thefuture (because assets are used as collaterd). But new investmentsin the economy
raise the demand for these assets, used in production, and therefore their prices (debt capacity depends
negdively on the assats rentd rate). The authors show that multiple equilibriaand cycles can exist in

those conditions.

Themode by Petrov (1990) differson severd features of themodel s previoudy described. The
magor one is that he does not explicitly modd the rationdity of agents behaviour. The mode
congiruction is based on adirect dynamic specification of the behaviour of relationships. The gpproach
is cdled sysemic andysis of evolutive economy. The modd combines mathematica descriptions of
technologica processes and of control mechanisms, and is written in terms of differentia equations.

A long-run dynamic describes the life cycle of a firm. One part of the mode concerns the
behaviour of economic agents during centra planning period, another one, their behaviour in amarket
economy. Theam isto reproduce the modifications or/and persistency during thetrangtion to amarket
economy. Nine equations are common to two partsand exhibit an ideaof partid similarity of thosetwo
systems of industria management. Twenty-eight equations describe the planned economy and may be
used for smulation. At someinitid date the prices, interest rates and wages take the equilibrium values
of the planning modd. After that the behaviour is consdered to be changed and another system of
thirty-three equations describes amarket economy. Then the author analysesthe dynamics of thisnew
model by means of Smulations.

Only one good is produced, consumed and used for investment. The author isinterested inthe
firms production capacity, capita and debt. It is assumed that the firm is created by borrowing from a
bank. Some periods later the firm is liquidated, either by bankruptcy or may be sdling, releasing
exceeding profits a that moment. In the planned economy the state decides the dates of firms
liquidations, aswdll astheir prices, wages and interest rates. The main planning indicators arethe GNP
and the state consumption rate of growth. Firms creations are spread over timeand invesmentsarea
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function of planned rate of growth. The household planned consumptionisdefined asaresdua between
the production and the whole consumption including the state consumption and the investment.

Employment is a function of cgpacity utilisation and of labour participation. The non redisation of the
plan Sgnifiesthat the real demand is below the planned consumption.

The bank alocates credits in such away, that the firm debt would be less than its profit. The
firms net profits compose the sate budget. All macroeconomic vaues are obtained by aggregation on
the firms, created at different periods.

In the market economy, the firm is autonomous. It may borrow from a bank during itslife at
some level of interest rate, or may decideto reduceits debt. The borrowing level isassumed to beless
than its security. The firm decides dso on the demand for |abour. Expected profit rate is larger than
credit rate. The household expenditure is afunction of employment and of the wage evolution.

The moddswere smulated, but the scenarios of evolution had not theaim (inthe 1990 version)
to be ahdlp for economic policy.

Despite our interest for such modelling, we may indicate some weaknesses of this verson of
Petrov'smodels. (A new version of the modd exigts, but we know only the principles of itscongtruction
(Petrov and dii (1995)). The hypotheses concerning the market economy are often unredlistic ones, for
example, ones describing credit operations, such as the condition of strict inequality, at each moment,
between the rate of profit and the rate of credit. This condition does not take into account the multi-
period aspect of loan refunding, and corresponds to naive credit demand behaviour, when the firm
considers only its next period profit. We note aso that the author considers market economy as
absolutely flexible, which canredisetota break in production for some periods, instantaneoustaking on
and disengaging of labour. These hypotheseswhich have an important impact on the dynamicsinducean
extremedy chaotic evolution during the trangtion.

3. Pricing

Planned systems had its reduced schedule of goods, al sold at fixed prices. Priceliberdisation,
enterprises autonomy and large world market openness induce now the new goods explosion. It is
interesting to know what the consumer demand for new productsis and to andysether priceformation.

Firms have to know aso the productsthat are likely to disgppear after theintroduction of new oneson
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the market and be prepared for restructuring they supply. To answer such interrogetions concerning
enterprises production modificationswe haveto perceive the consumer reactionsthrough their forward
behaviour in Stuations, where the products gill do not exist. To establish thislink between these two
different Stuations Gourieroux - Gousseva - Peauicdlle (1994) considered intheir formulation that eech
good isidentified by some underlying characteristics thet are essentid for determining the demand and
than the prices. The idea consstsin deducing from the observations on previoudy existing goods the
"implicit” prices of the characterigtics, then knowing the characterigtics of new goods in inferring their
prices. This gpproach of firm pricing, epecidly in monopolistic case, has some Smilarity with the
hedonisticindexesliterature. The method by Gourieroux and aii was not yet gpplied for price evaluation

in ared economic Stuation.

CONCLUSION

The papers surveyed here are mainly theoretica ones. They have been chosentoilludrate the
relevance of their premises with known specificities of CEE economies (see table 1 and table 2). The
hypotheses respect generally one or another aspect of smal country corporate restructuring: openness
of markets, direct foreign investment, preponderance of smal businessss,.... . Ther redism is
appreciated apriori without empirical verification, because the econometric testsare difficult to perform.
The modds differ in their atention to suggest government economic policies to sustan the
transformations. expenditure, taxes or monetary instruments. In other words these models give micro-
economic foundationsfor coherent macro-economic policies. In some sensethe recent devel opments of
economic theory seem to provide some suitabletoolsto modd the restructuring of ex-centraly planned
economies, because incomplete, monopolistic, gradudly adjusting markets were analyzed. All those
imperfections introduced in warasian equilibrium method are combined in red CEE economies. The
modelling of market imperfections shows various implications for economic policy. It dlowsandysng
the effects of apolicy evenif itisnot possible to know, especialy with non-linear dynamic, whether the
effects are good or not. Such ambiguity means that modelingisonly one of possible and indispensable
gpproaches of corporate restructuring analysis. It has to be developed jointly with econometric,
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socioeconomic anayss.

Some years after the beginning of transformationsin CEE countriesit is possbleto appreciate
the ability of modeling to explain actua economic Situation. Indeed, the period from 1985 to 1996 may
be considered asatransition of economiesfrom onekind of disequilibrium to another with an additiona
recession. Theinitia economic problems were briefly presented in the introduction of this paper. The
current ones are characterised by a stagnation or a decrease of output in alarge number of sectors,
accompanied by unemployment; stagnation of find and especidly intermediate consumptions, credit
rationing, investment reduction, inflation and firms debts of low qudity. Different types of reasons for
such arecession could be advanced:

1) mistakes in economic policies of libera governments,

2) the weight of economic history;

3) the turbulence due to adaptation to a new regime, that every dynamic smulations reved;
4) finally, some causes specific to these new economies.

Thefirg reasons can't be recognised by modelling; the second one should eventually be stressed
by evolutionary moddling, but we have not found any example. As for models presented in previous
sections they advise on some origins of recession and they forecasted some features of fourth type.

Themodd s comparing competitive and monopolistic behaviour foreseen that after the collapse
of centraly planning, that assessed the volume of production for each firm, the monopolies will reduce
their production. For example, in Gourieroux-Gousseva- Peaucelle (1994) modeds on inventory
management and modification of objective function such stuationsareandyzed. Themode, by thesame
authors, describing dynamics of output, employment, prices and investment in heavy and light sectors
after price liberdisation shows (under some conditions) the rdative vivecity a the beginning, but the
inevitable decline of the heavy industry, preceding the fluctuations in light industry.

The employment is very often linked to output through a production function, so the results of
amulations indicate their corrdated drop. In redity the oollective ownership of firmsin CEE yidds
employment evolution largdly independent on output (Weisskopf (1992)). This aspect, dampening the
effect on unemployment, is not taken into account in the surveyed literature.

Theinvestment weaknessis predictablein labour controlled firms. This statement isreflected in
themode of objective function modification (Gouriéroux- Gousseva- Peaucelle (1994)). Indeed, inthe
case of vaue added maximisation, thet is often the objective of labour owned firms, an evolution of
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investment independent of economic results can be observed. The Ortuno-Roemer- Silvestre (1990)

modd demondirates the advantage of public forms of capita ownership for investment in a market

economy. The Shleifer and Vishny (1992) paper sheds adifferent light on the problem, rdating thefirms

investment and credit problemsto the distressin their sectors or inthe whole economy. The research of

optima leve of taxes (Laban and Wolf (1993)) may carry the important foreign investments.

Fndly, we may acknowledge that modelling of trangtional economiesis an arduous task, and

therefore any model could not eucidate the complexity of the last ten years development.

Tablel

ANALYSES OF CORPORATE TRANSFORMATIONS
RELATED TO INSTITUTIONAL REFORMS

Authors Principd Theoretica Eventua
assumptions foundationsand | consequences or
moddling recommenda-
specificity tions
States market Kornai (1984), Two markets: Disequilibrium Persgtent
control Charemza (1990) | state-controlled modd, Empirica | shortages
and free moddling
Price liberdization | Calvo and Two markets: Equilibrium model | Demand
Frenkd (1991) foreign assets and dependson

goods

wages indexation
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Privatization

Laban and Wolf | Private sector Equilibrium Taxation
(1993) provides higher modd, dtractive for
productivity and | comparative satic | foreign capita
wages, private
sector = foreign
capital
Aghion and Private sector Equilibrium Moderate taxesin
Blanchard provides higher modd, order to control
(1994), Chadna | productivity and | comparative gatic | unemployment
and Coricdli wages, two
(1994) sectors: state and
private
Polterovich Redtrictionson Compardive Redtrictionson
(1995) the volume of detic rich peopleis
individual unfavourable to
property poors




Table2
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OBJECTIVESAND METHODS OF CORPORATE RESTRUCTURING MODELLING

Analyzed aspect | Authors Principd Theoretica Eventud policy
of restructuring assumptions foundationsand | recommendat-
moddling ions
specificity
Diversficationof | Gourieroux - Two sectors: Generd Existence of
indugtrial goods, | Gousseva - heavy and light equilibrium, non- | heavy industry
Technologica Peaucdlle (1994) | indudtries, prices | linear, Imuldions | dependson
modernisation areliberdized wages policy
Forms of - - - -
incentive, Labour
flexibility
Demonopolizat- Stahl - Alexeay Different kindsof | Consumer State chooses
ion, (1985), Sah goods-market behaviour, market structure
Vertica control (1987), competition comparaive Satic | depending on
Polterovich socid preferences
(1993)
Gourieroux - Monopoligic and | Non-linesr, Tax policy to
Gousseva - competitive generd reduce
Peaucelle (1994) | management of equilibrium, monopoligtic
inventories dynamic, behaviour
smulaions
Managemernt Goldfeld - Panned Comparative Inventories
innovations Quandt (1990) economy, output | Static, management by
istarget, thereis | dissquilibrium firm
rationing on inputs
Gourieroux - Monopoaligic firm | Comparative Wagepalicy in
Gousseva - changesits andyssof trangtion
Peaucelle (1994) | objective function | dynamics
Firm price policy | Gourieroux - Choiceby Hedonic prices Price policy for
Gousseva - consumer of new new goods
Peaucelle (1994) | goods development
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Frm finanang

Ortuno - Roemer | Firm operateson | Condrantsin Sate investment
- Silvestre (1990) | goods and labour | equilibrium, policy a micro
markets, the state | comparative Satic | leve
chooses the firm's
investment policy
Slefer - Vishny | Bankruptcy of Adverse sdlection | Firm's debt
(1992) one nor: and mord hazard | creetion for
redeployable investment
asstsfirm, two
dates of aworld:
prosperity,
depression
Aghion - Bank finances Adverse sdection | Conditions for
Blanchard - two enterprisesof | and mord hazard | financing one or
Carlin (1995) different efficiency two enterprises
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