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Objective System Analysis of Macroeconomic Systems

A. G. Ivakhnenko; S. F. KOZUBOVSKI; Yu. V. KOSTENKO

V. M. Glushkov Institute of Cybernetics of the Ukrainian SSR Academy of Sciences,
Kiev, USSR

A non-traditional criterion can be applied to the solution of the problem of the single matrix model
choice by sorting-out many matrix models-candidates (the OSA algorithm - Objective System Ana-
lysis). Using the OSA algorithm on the sliding interval of time, we can evaluate the change of the
diversity of a complex economic macrosystem. As an example, the intervals of more and lessintensiv
development of the DDR economic system are shown.

1. Introduction

Constantly increasing consideration is being given to the modeling of macroeconomic
systems of the regional, national and global scales during the last decades. A great
variety of methods and models are used for this purpose (sometimes very complex and
sophisticated) (LEONTY EFF, [2],DADAYAN,[1]). Main difficulties in constructing such
models are related to the fact that they comprise a great quantity of variables but time
series describing these variables are rather limited.

To solve many modeling and forecasting problems for complex (large-scale) dynamic
systems using short samples, the Group Method of Data Handling (GMDH) developed
inthe V. M. Glushkov Institute of Cybernetics of the Ukrainian SSR Academy of Scien-
ces has been successfully used during two last decades. The method and examples of its
application for identification and forecasting of complex technical and environmental
systems are described in many of books and articles (e.g. IVACHNENKO, A. G. et al. [4],
IVACHNENKO, A. G., [3], IVACHNENKO, A. G, MULLER, J A. [5, IVACHNENKO, A. G,
STEPASHKO, V. S. [6], IVACHNENKO, A. G, YURACHKOYSKI, Yu. P, [7], FARLOW, S. E,
[8], IVACHNENKO, A. G.,, KOZUBOVSKI, S. F, [9], etc.).

The GMDH was also successfully used for modeling some laws governing the United
Kingdom and German Democratic Republic economics. In this case, one of the GMDH
algorithms was used - the Objective System Analysis (OSA) (IVACHNENKO, A. G. et al.
[11], IVACHNENKO, A. G., [12]). As distinct from traditional GMDH algorithms (com-
binatorial, iterative, multiplicative ones) sorting out (sifting) vector models, in which
a model corresponds to one equation, the sorting-out of matrix models is carried out in
the OSA algorithms and the model is searched for in the form of a system of equations.

2. An Example: Analysis of GDR Economic System

The present report describe an application of the OSA algorithm for self-organization
of forecasting models. As an example, the economic system of GDR is used. Models in
the form of polynomials are synthesized - the analogs of differential equations.

The initial data array (Table.1.) comprises 25 variables:
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Table 1. Initial Data for Modeling GDR Economics
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0
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0
0.085
0.254
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0.779
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0.373
0.875
0.931
0.318
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0.847
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0.256
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,X1- private consumption; x, - socia consumption; xs - fixed capital of production
sphere; x, - production sphere investments; xs — non-productive sphere investments;
Xg - fixed capital quota; x; - labor productivity (gross); xg — fixed capital coverage;
x9- genera population; X - total number of workers; xy; - workers of non-productive
sphere; X;» - share of the growth of wage level in material sphere; X33 - gross national
product; xi4 - national production income; x;5 - volume of foreign trade; xy6 - share of
accumulation; X;7 - intensity of accumulation; x;g - share of the growth of pensions;
X19 - real income; Xy - deposits at saving banks (savings); X»; - share of consumption;
X22 - fixed capital quota - new assets; Xp3 - labor force; xo4 - export prises; X5 - import
prises.

For data normalizing, formula was used:

:E;k _ _;vi - xi,min ,
Ti,max — %i,min
where z¥is the normalized value of the +-th variable.

The results of the computing experiments using OSA agorithm are shown in Fig. 1.
It is seen from the figure that the optimal complexity system of difference equations
exists for each noise level. Asin other GMDH algorithms, an increase in the noise level
results in the shift of the minimum of the model selection criterion to the left, i.e.
to the simplification of the system, to a reduction of the number of equations forming
the system.

What is more, an astonishing experimental result resides in the fact that the algorithm
practically never selects a system comprising more than five to six equations. This can
be explained as follows: it is well known from the automatic control theory that time
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Fig. 1. CNg.s - System criterion, S - system complexity (number of equations in the

system), PM - physical model, 2 - noise level
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constants of individual feedback links are so different that the account of three to five
time constants is sufficient ("A. Yu. Ishlinski's Rule"). Only an inexperienced engineer
can describe a control system by the equation of the degree higher than the fifth one.
Similarly, five different equations of the mentioned type take upon themself the whole
error variance. Computer can not play the role of the inexperienced engineer and gene-
rate too complicated system of equations comprising more than five-six difference
equations of the described type.

In other words: the OSA algorithm finds sets of equations only for those variables
whose behavior can be described by difference equations. The noncontradiction (mini-
mum-of-bias) criterion(IVACHNENKO,A. G., [3]) is used in the OSA algorithm:

"\T
> (Ga — qp)?
1
-
X ar
1

where g, and gg are the output variable values calculated from the models of the same
structure whose coefficients are calculated using parts A and B of the initial data sample,
gr are the table values of the output variable.

CN =

— min,

3. The Results of Application of OSA Algorithm

Using the noncontradiction criterion, the algorithm has selected the following systems
of equations: The best systems of the first and the second layer of selection:

Tpagy = 2.078 2y95— gy — 1.091 2919y
Tigy = 2.083 @y — 1168 Xy 9y 1 0.067 25,1y
gy = 0.017 & 1675 wy5—1) — 0.625 T3y
The best system of the third layer:
Ty = 0.032 + 1.067 2445,
Ziagy = 19083 23—y — 1.140 5055y + 0.248 gy,
Zrsy = 1347 Zyg gy — 0.427 @iy -+ 0.224 2 — 0.182 w7y
+ 0.085 @43, y-

The minimum of the system criterion: CNgs = 4.52 ¢ 10-5. After the third layer, the
minimum of the criterion begins increasing, therefore the sorting-out of the sets of equa-
tions terminates.

Step-by-step integration of the sets of equations has given the results presented in
Table 2.

The models for other variables have been synthesized using the GMDH combinatorial
algorithm COMBI with noncontradiction criterion. In this case, previous (delayed)
values of the output variables and essential variables are given as arguments (initial
complete polynomial was given and the COMBI algorithm has chosen only its essential
terms):

Ty = g + C4Tige—1) T UaFice—1) + by
+ by ¥ri—1y T barr—2y + ey T GFg-1)
+ -2 T DTz + Aiza-1 - daisg-2

+ loTisry + LZyspe- 1) + Laig—2)-
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Table 2. Actual Data and Results of Forecasting of "Detailed" Variables by OSA

Years
Variables Forecasting error
1979 1980 1981
actual 0.839 0.920 1.000 2 0.1
%2 forecast 0.837 0.894 0.949 0% = 0.
actual 0.869 0.933 1.000 S — 0.1
T12 forecast 0.866 0.921 0.968 =V
actual 0.885 0.932 1.000 2 _ 049
18 forecast 0.897 0.967 1.038 9= 042
actual 0.826 0.909 1.000 .
18 forecast 0.833 0.933 1.032 9 = 0.108

The forecasting accuracy (with forecasting interval of three years — 1979...1981) is as
follows:

6 = 281.15 63 = 15.64 03 = 0.71 8% = 695.06

0F — 0.44 2 = 0.89 0 =036 02 = 4802.88

0, = 137.17 62, = 432.20 82, = 059 6%, = 42.43

8%y = T1.T 0% = 837471 0% =3.93 83 = 102.90

83, = 40.71 83, = 0.01 02, = 0.36 8%, = 63.45

8%, = 15.30.
It may be concluded that only 10 of 25 variables are forecasted by means of the OSA
algorithm satisfactorily and good (42 << 1.0). As is generally known, with §2 << 0.5 the

forecast can be considered to be good and with 62 << 0.8 - satisfactory. With 52 > 1.0
the forecast bears misinformation.

4. Quialitative (Fuzzy) Forecasting by OSA Algorithm
Obtained with Shift of " Sliding Window" (Observation Interval)

The ordinate of the minimum of the noncontradiction criterion graph is an important
index of the condition of the object being modelled which reflects the generalized level
of its development (the complexity or variety level).

Applying the OSA algorithm for three basic intervals (1962-69, 1970-75, 1976-81),
we can obtain a fuzzy qualitative conclusion on the trend of development of some
economic system. The system perfects itself when S increases from cluster to cluster.
In the present case, we have obtained

Sopt(lg()‘?,.‘()‘g) - 2'
Sopt(lf)'?o_“",-)) ‘: 3’
Sopt( 1976_81) -3

i.e., the GDR economic system has changed to a stable level of development. The value

of S IS equal to the number of equations in the optimal forecasting system found by
means of OSA.
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