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Ahstract

A macrgeconomic, instead of a microeconomic,
analysis of the role of rent carried aut in this study.
In the sphere of production, a Rieardian process of rent
Zeneration, as formalized hy FPasinetti, is utilized.
Rent extraction induces supply-side declines. Attempts
to ovércome economic slowdown through Keynesian-type
demand induecement brings the economy closer to its

foreign exchange constraint.



ing has bBacome a current. explanation for the

of the Philippine seconomy . The actual channels of

'“an the evalution of the Philippine sconamy have
: esized exiensively. but the extent aof positive

d¥=is on fhe proposed eéxplanation is at an infant stage,

Within the mainstream sconomics dizcus=sion in the

11ppines. the polizy suggestions toward 1iberalization

mporis, &f the ftinancial sector, of exchange—-rate

Setting, for exampie! are premised on two things. Pirst

At these liberalizations will permit 2 domestic price

-ﬁittﬁr more closely aligned with world oricesz and promote

®fficiency. Second. that these liberalizations will premote

b Eompetition by destreving special priveleges granted bwv the

goVernment

Central Bank of the Fhilippines Diamond Juhilee Azmociata

Profeszor of Money and Banking. Schoni of Economics,
University of the Philippines. Diliman. Oue=on City. The
Fhilippines=.  This paper is the author's solicited
contribution to the planned Festschrift voelume on Professor
shiinichi Ichimurg's retirement from the Center for Southeast
Azian Studies of Hyota University. The author grateful ly
acknowledges the comments of Arsenio Balisacan, Emmanuel de

Dios. Raul Fabella. Ricards Ferrer and Orville Solon but is
Fesponaible for all errors.
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These propositions beqg for empirical and analytical
study. Bmpirically. excepiing for Z20th centul®y
reainsarnations of Venlice and Florence in Hongkeng and
Singapore. the moszt successzful sexport—oriented developing
countriag have been the most protectionist and laden with

diztorted internal prices.

Analytically. there iz, first of ‘all. the controversy
that if rents represent nothing but pure income Transfers.
then rent-seeking does not inflict distortions in the
economy . Secondly, there iz the is=sve that. 1l andeed
economic agents are genuinzly profit-maximizindg.
diztortionary rents should provide entrepreneurs with the
resources they need to improve their efficlency and expand

their output (including the motivation to sell overseas) .

Frustrated developing countries,. such as Lhe
Fhilippines. also provide & fertile ground for political
economy discussions about the nature of underdevelopment.
There iz a current discussion on whether the Philippine
econotry can be characterized as "capitalist" or Spre=
capitalist." The importance of the di=cussion originates
from the affort to specify development rstrategies #

alternative to the onez that have been implemented,. so-far,

itksbhe. Phi lippines.

Eﬁee Bodrilk [JQEE] for a discus=zion of this izsue.

M.F. Montes Ricardian Rent Extracting & February. 1989




These who take the first pogdition take their
inspiration frem the dependency school and often describe
the economy as capitalist hur medified by adiectives such as
"peripheral.!" “backward "™ “dependent " This economy has
béﬁﬁ established fhrough the "peanetration" of & "world
capitalist system." Thus. the suggestion that a "socialist*
EConomy as the zolutisn o Philippine undsrdevelopment is

L

frade

An example of =such an analysis ia the following:

"

We have consistently characterized the

Philippine= as an underdeveloped and dependent

capltalist =mociety with remnants of feudalism. The

vapitalist rather than the feudal sactor i= the

most dynamic aspect of this social system. It is

expanding while the feudal sectar is shrinding,

and the growth of the rcapitalist =sector sets the

Pace and direction gf the development of the

country a=z a whole,”

The empirical riddle with this view i= the problem that
it indeed the capitalist =mectar iz deminant there should
have been vigorous reinvestment and exXpansion in vesponse to
the highly protectionist microeconomic environment in the
Fhilippines. That U.3. firms. presumably quite modern and
profit-motivated. vigorously participated in an import-
substitution experiment which did not evolve into successful
sXport performance both confirms the intensity of the

inward-loocking policy environment and deepens the empirical

riddle.

M. F. Montes Ricardian Bent Extracting
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The analytical issue that the dependency View appears
t beg is the guestion of how the capitalist sector
articulates with (and. presumably. causes the shrinkage of}
the "feudal" sector, Why is there. for example: limited
wativation for agrarian reform or for the promotien of
manufacktured exports, if indeed the capitalist sector is

dominant ?

The discussion in this article takes the position khat
the inadequacies 3n both views stem from an tnsufficient
understanding of the relaticonship between profit-making and

rent=seeking.

Thiz paper explores & model in which capitalists
zetually maximize profit, they actually decide how much
employment occurs in the economy, but because of the rentier
nature of the economy their room for expansion is
constricted. We demonstrate that the rate of employment
Jould be less than that level which would prevail if rentier

1ncome were not 2 structural characteristic of the economy.

The analysis in the paper takes the wview that, indeed.
-
there exists "dynamism” in the capitalist class Put this
dynamism is circumscribed by the rentier nature of
Fhilippine economy. a proposition explored in the Philippine
context by Ferrer [1987]. According to the poinl of view
adopted in this paper. both the dependency and the

neoclassical (in its normal, ahistorical mode) suffer from

the insistence that there are only twe classes i1n gociety:

f.F. Montes Ricardian Rent Extracting & February., 1989




capitalists and worker=., and ignore the role of the third

class {(of rentiers) .

The discussion utilizes a rent—generating model first
stggested by Ricardo [1817]. and formalized by Passinetti
f1877]. The actual manner by which rent is generated in the
Philippine context should he a subject of more empirical

rasearcn,4 Ricardo's model is adequate for the presant

Purpose to the extent that rent arises frem gpecial acceas

To more productive economic assets.

-

The losses imposed by rent in this model stem from the

macraeconomic role rent plays in the model. Thi= is as
cpposed to its microeconomic fallocative efficiency) effect

commonly used in neoclassical economics.

The model will be explained first from the supply side
(Section 2), and then from the demand side (Section 3).
Jection 4 discusses the dilemma= in the growth process
generated by the type of economy descrihed here. Section 5§

presents the concluding comments,

4Thﬂ problem is that "rent" a=s dafined here is not normal 1y
eStimated in the national account=. Thi= sheuld become
clear from the model. Part af the interest in this line of
research iz to motivate the estimaticon of this type of rent.
The concept of “"rent" here also doas not correspond to the
normal Marxist conception where rent is usually estimated
from income of financial enterprises only.

M.F. Montes Ricardian Bent Extracting & February. 1989




2. 'The supply =ide

The supply side of the model 18 & moditicat ion ot
Py

Pazinetti's model of a RHirardian economy

The model iz =tated in the: fallowing way:
{1y ¥ = f(M; K = £(N)
[iml A o B 0 far all N
(23, R = E(N) =& " {H)
{2y W = (w/p) N
{4y 8 = ¥ - R =- W
Where
Y ig real output. "corn." in physical units.
M ig the number of workers smployved,

K i= the existing stock of physical ﬂag1ta1
w iz the nominal wage rate

p is the overall price level

B is real rental incoms. in physical units
W is the rveal wage bill. in phy=ical>units

S is resal profit Income.

Equation (1) i3 a standard ore=input . one=output
production function Here we assume that the macroscondmic
problem takes place in the context of @n 'evisgting dapital
stock. Capitalists decide how much labor to hire in-each

time period.

M. F. Montes Ricardian Rent Extracting & Februsry, 1989




Condition (la) embodies the assumption of diminishing
marginal returns and. as in other optimization exercises.
Will ensure that a finite solution exists., It will be
senvenient to analyze only leveis af employment in which the

marginal product of labar is pogitive:

(1b] £20HY >0 for all M.

When preduction takes place. rentz are paid through
ﬂguatinnhﬁzl. This equation embodies the Ricardian view
that as the less productive activities are put into
operation, owners of the more productive assets are able to
capture the "differential" rvent. Rental income here is
quite different from that assumed in Marxian models, in
which it iz often estimated from interest earnings on
financial lending. It is quite different from rental income
in the national account statistics. which counts all income

from property,

Equation (3} determines the wage hill. Equation (4)
embodies the structural characteristic that profits are made

only after rents and wages are paid.

There are four equations and seven unknowns. Y. N. R,
W, w. p, and 8. We assume that the overall price lewvel in
the macro economy iz determined in conjunction with the
aggragate demand achedule. Thus we are left with six

unknowns to determine in the supply side.

M.F. Montes Ricardian Rent Extracting & February. 1989
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Cna way to cleoss the model i= to assume ful il emplkoyment
b oawisbing rasouraes:
) B =t
l'&l W = iy
rre Mg is the full employmens leaval of Laboi We 1o the
ull asmpioyment level of working ceépital whigh is egual to
:he wage bill. in thi=s model. Under this closure, given W

and p. the nominal wage rate is endogenously determined.

In Pasinetti's interpretation. Ricards Cclosss the moded

in the following way:

L7

W Wplp

(8) W= Wy
Under this closure, the real wage rate is at the eguilibrium

ievel al the "natural rate, " v /p..at which ibe population

iz constant and working fapital i= fully employsd. ,.In thie
case, it iz the rate of employment. W, That will be
andoanoss

For our purposzez, we propose the follewing fosure. Ve

g
=

ume the noeminal wage rate fixed at scme prevailing level:

&

[l

=

L.

Ficardian. Fent Extracting

F.o Mon

B

tes & Bebruary,

iy




and then azsume that the leval of protit is the outcome of
the following maximization process:

(10 max s
{ H }

Lapitalizts determine that leve'! of amplavipent that
maximjiés their profit fram operatisns. In Kevnesian
fzshion, this level of emplovment could mean that part of
itheir existing working capital could be unenmployved {faside
from the fact that it could alsze mean that part of their

atanding physical capital steck could bhe unemployed} .

The first order condition of the maximization program

requires that

45 df £AN) = [£(N) -~ N £(N} | — (w,/pIN }
(11) == niEe = 0

dlN dN

ar that the solution Nr must be =uch that

(12) £1{NQ) = wy/p - N £ (Ng)

where N, is the level of employment which mavimizes profits

when rent has te paid.

Given M... the level of output, Ap. i3 determined from
equation (1). rental income. R. from equation (2), the wage
Bill from equation (3) assuming p is determined elsewhere.

and the resultant leve! of profits from (4). Under this

M. F. Montes Ricardian Rent Extracting o repruary, 178w
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model. there is npoogquarantee that the outcome wild - invelve
the tull employment of working capital o of labor. This 15

discussed brisfly in the next subssction.
Z.1 Unemployment

an implication of the model 3s that the level of
emp loyment | N, is lower than that an-a non—-rentier S8CONCIY .
if the fixed prevailing wage rate is set showe that - which
would make labor markets “clear,” He would be below full
emplovment . - But, in this model,there iz another source . of
unemployment — the rental exiraction in the production
orocess. Even when the prevailing wage rate iz set below
the supply price of workerz, the level of employment would

Le iwgss than in a competitive eCcondmEy .

In a “capitalist” economy. the level of empl ovieent will

be determined as the solutisn to thiz problem:

s Y - W
{ M =¥

=1
1
—

whese first order condition requires the marginal
b}
srodquctivity of labor condition:

(14) TNl = Wy P

where N. is the rate of employment determined by profit

maximizing capitalists who do not hawve to pay rent.

M. F. Mentes Ricardian Rent Extracting 6 February. I198%
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Yor any given real wage (W, Y. diminizhing warginal
productivity (la) and conditions f12} and (16) imply that
{15} i PR ST

lhé level of employment in the rent—seeking economy is below
thet of the “capitalist-contrel jed” economy. In the gature
of the model, (15) also implies that werking capital
uti]izeﬁ in the production process would he less in the

rentier economy.

e

We can presume that unemployed laber can be “storsad"
somewhere,. Tha Jquesticn is: where doss unemployed capital
go? It might be disposed of, like labor, as idle balances

lying arcund,

In a small but relatively open. underdeveloped country,
Such unemploved capital, as would rental Income, could find
their way as (1) investment overseas, {Z) consumption., often
modified by the adjective “conspicuous. " ar (3) political
axpenditures for protection af property and retention of
rental privileges. Some, but not all of these possihilities

are rerlected in the demand side af the model .
2.2 Zlope of the supply schedule

We now determine the =lope of the aggregate supply

function of the B SOOI .

M.F. Montes Ricardisrn Rent Extracting & Fabruary. 1989
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The szufficient conditions for a maximus at Nofreguire

that;

(kb)) 20" "N

LA o+ N £NINNGETERT 0

A cendition that invelves the third derivative. If
£ (NL) _€ 0 the sufficient condition will astomatically be

gatizfied. However, esguation (1B would sti¥l be ftroe

£''""{N.) > 0 as long as:
2 |f"fﬂr] |
(i7) > £ AN
NT

What happenz when the real wage rate increasas?
cufficiency permiis us tTo determine the =ign oI The supplw
CUrve :

1

(18] e - . X )
d (w,/p) BELAGNG) A NaoRl 68 GBS

In this case, capitalist demand for labor in:the
rentier economy exhibits the "normal" =ign. An increase in

the real wage rate reduces demand for labor.

Eguation (18) permits us to conclude that an increase
in the price level alone increases employment and cutput.

The aggregate supply curve is upward sloping.

M F. Montes Ricardian Rent Extracting & -Februaryy 1984
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At any given level of capital stack, there i=s an upper
Iimit to employvment and output in this type of economy if
profits are constrained to be strictly positive. Write out

eguetion (4):

(1) S = ¥ —'p - W
= BN NG NP (v, py N
= fr{N) - (W, 4p)

A econdition that 5 > 0 regquires that f£' (N} > (w,;/P). the

marginal product of labor must always exceed the real wage.
Because of diminishing marginal productivity, there will be
some level of employment . ”k- beyond which capitalists wilil

Mot hire additional labor, regardleza of demand.

If N exceeds total amount of laber avallable, Ng. then
B¢ is corresponds to the maximum employment peossible. (In a
capitalist economy. the constrast is that profits are
positive as long as real output exceeds the wage hilil. ) If
Hi i= less than Ng. which is likely in a labor surplus
economy. then Ny, would correspond te 2 leve! of cutput when
the aggregate supply curve turns upward even before full

employment is reached.

What iz the relationship between the leval aof
employment (and output) and rental income? Differentiating

(2} with respect to N:

N.F. Montes Ricardian Rent Extracting 6 February, 1989
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dE
{200 = o= NE'' TN X1
: dan

In the supply side of the economy. rental income increases

as long as employment and output increase.

Graphs 1 and 2 depict these properties of the aggregate

supply curwve,
2.3 Effect of rental extraction through monopalization

What happens when the rate of rental extraction

increases?

We can augment the model by-adding a parameter to
represzent this factor. This rate will depend on the degree
of monopaly power and pelitical ¢oncentration in sSociety.
Let m > Q0 reprasent an index of rental extracilon:sand

redefine eguation (2) thus:

(2"} BE= m [ f(H} - W £"(W1].
The profit function (4] hecomes -~
(21) 8y = (1 —ml f(N} + m N £ N} — (w/p} N

M. F. Montes Ricardian Rent Extracting & Felruary,. 1983
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if m >.1 the first term in eguation (21) is negative and the

only term contributing to positive profits is the second

term.

Profit maximization requires that:
[22) I (Nl = wy/D = m N £''(N).

L =

Hased on §22). it is clear that By, < H.. Eguation (20) also

implies that for a given (v, 7Dt s

=

Hm - Hr ftor m=1
(237 Nm ¥ Nr for 0. m¥ 1
Nm O for m > 1

For the extended problem., the sufficient condition for

& maximum reguires that:

(24) (1 +m) £ (N +mMN, £°°(N) < 0.

From this condition. we can determine the effect on the

employment rate of an increase in the rate of rantal

extraction:

an - Ny £ ()
- —— < 0
g {104 m) £t # S g 7

M.F. Montes Ricardian Rent Extracting & February. 19259
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since by (lal the numerator is positive and by [22) the

denominator is negative

Equation (25} demonstrates that increasing

menepolization reduces employment and supply. Ceteris

peribus, the aggregate supply curve shifts to the left

o
A

concentration increases

2. 'The demand side

The aggregate demand schedule of the economy is derived
from a modification of the IS-IM model that takes intn
dccount the income distribution. This approach has its
Pracedents in structurali=at macroeeconomic=. such a= in

Taylor [1983].

We can rewrite (4) in term= of the =um of incomes in
the economy :

(40 'S = W + R + =

There are three sources of demand in the economy,
b
consumption, investment and exports. part of which is served

from imports. OQutput in the economy i therefare equal to
=

(261} ¥ o= C + I + X =M

where C 15 consumption (possibly including the government ) .

[ 1s investment. X is exports. and M iz imperts,

M.F. Montes Ricardian Rent Extractine . Fabruarys. 1080
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Total consumption spending iz the zum of expanditures
on domestic products and imported products-
(27} 07 i Ny o
Lat us make the exlrame sssumptlon that wade income ia spent
s0iely on domestic products while the demand for imported

Tonsumption goods is a certain propertion k of rental

1 IvC O -

(287 % = W

(29 Cl = ki 0 < % -1
s

sume that current spending in investment in capital
Sfduipment is a certain proportion, a ("animal spirits"), of

profit income S in the current period:

{300 I = a5

In this economy, only capitalists save and invest (and they
do not consume). Workers consume all of their income.

hentiers spend part of their inceme on imported consumption

goods while the rest expresses itself as investment

werseas.

~ us define the import function in this WAy ;

{31) M =hE e ol

M.F. Montes Ricardian Rent Extractine & February, 1989
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whare b is the proportion of domestic activity. including
trading and exporting but mestly eguipment investment in an

nnderdeveloped econcmy . that must be imported and C® the

nported component of consumption.

The IS schedule of the rentier economy is derived by

sypbst ituting the behavioral! demand eaguations into (Z24),
assuming exports areé excgenous. and solving for Y.

The
result is:

1 - a
[32) b i

Sipce a ¢ 1, (327 implie=s that in-the goods merket

increasing real wages or exports iz consistent with a higher
level of income, while higher real rental income is

consistent with a lower lewvel of npatinnal income,

For convenience wa willb alsa write {(32) a=:

{33} b

where the coefficients of (33), all presumably of positive

=2ign, correspond to the respective but mors complicated
T
expressions in (327,

M. F. Montes HRicardian Rent Extracting g8 Fehruary. 1
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We must now specify the financial market underlying the
aggregate demand curve, Eguilibrium in the money market

reguires that:

(24) HHZpE=uwd s p = 'Y - % (1% P

where HS/p i= the real supply of high powered money and H9
the demand for nominal money balances. According to the
=econd equality in equation (32), the real demand for money
i# an increasing function of real income Y. via parameter 1,
and a decreasing function of rental ipcome not devoted to

imported consumption, (1-k)R, wia parameter h.

In a more elaborated model. capital flight., {(1-k) R.
will have a corresponding effect on the supply of money .
The parameter f embodies a view that on a net basis,
ro=s3ibly because of illegal transactions, capital fiight has
& net dampening effect an demand for real local Currency

balances independent of its effect an the supply gide.

The aggregate demand equation is derived by solving out
the R from (33) and (34) and solving for the price level. p.

a8 & function of the level of aggregate output ¥. With a

M. F. Montes FRicardian Rent Extracting 6 February, 1989
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linear LM curwve of (341 the resulting anoredgate demand curve

can ke written as:

e (G W+ EXDY & —m——mme -

where

g = b 1=K

None of the signs of parameters within the aggregate demand
schedule are ambiguous. The aggregate demand for cubtput is
an inverse function of the overall price level. ag is

expected,

Sceme of the special features of the model are reflected
in the aggregate demand curve. HRaising the real wage bill,
W. or increasing exporits. ¥. or increasing the money 2upply
increases aggregate demand at sach price level. At every
(Y.p) combinaticn on the =chedule with & lower Y and a

higher p. the level of rentier income. H, is higher.

4. Dilemmas in growth

The kind of economy that we have ouiflined comtinually

faces dilemmas in the procass of growth. Here we di=sguss a

faw of them.

1 M F. Montes Ricardian Rent Exitractindg & February, 18809
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4.1 Bupply induced =lowdown

The Eirat is the supply induced slowdown. If growth in
total output is propelled throush monopoly-ineraasing
sntervention,. the supply curve in the ¥Y—p plane shifts to
the left. Rental incomes go up. hut as we have set it up
there is no corresponding increase in domestic demand. The

result gz incipient inflatiom.

The effects of the supply reduction can be alleviated.
paradoxical ly. through increases in the demand =ide as long
as the economy 1s not yet in the portisn of the supply curwve
where profits are zero. What can be done is to induce
investors to inereaze their rate of investment ar tnr attempt
to increase the wage bill. W. through increases in the
nominal wage. If the economy is already in the portion -of
the supply curve where profits are (almost) egual to zero,
further increases in demand will only ex¥scerhate the

inflation triggered by the supply reduction. See Graph 3.
4.2 Foreign exchange limits

The foreign exchange constraints provide the limit to
demand induced maintenance of output or growth. These
constraints are made more difficult by the role rental

incomes play in the sconomy.

M.F. Montes Ricardian Rent Extracting & February. 1989




22

Write the current account deficit as:

(A8} CA deficit = M - X -

i

where the new symbol is JF, net unrequited transiers Irom
asbroad. Taking net aid J, and exports. X, as exogenous (and
without any direct import—-inducing effects). substitute for
M the import eqguation (31} and for Y from goods market
equilibrium esquation (33). The resulting eguaiion for the

current account deficit is:

(37) Ck deficit = (k — bR o b= (=€} X =

In equation (27}, increases in the wage dill. W,
unambiguously worsen the current account deficit. Since
e ¢ 1. exports reduce the current account deficit: so does
net aidlqsAny reduction in the currsnt account defigit

reduces the foreign financing requirements of the economy.

The affect of rental incomse, R, on the current account
] -y

deficit is ambiguous. If the coefficient of R 18 pogsitive.
rental income worsens the current account deficit: if
naegative. that is k < bI'. increasing rental i1ncoms reducas
the deficit. The reaszon rental income has a potentially
positive effect in the current account s that an increase
in rental ineceme dampens agaoregate demand. and hence some wof

the demand for imports via the term bI'.

M F. Montes Ricardian Rent ExtractIing & Felwuary. 15989
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When the whole balance of payments is taken into
Accounl, we muet alse consider the capital flight that

iental income induces. Write the balance of pPayYments as:

(48] BOP balance = dZ = C& surplus + dF - (1-k} R

where dZ, the net change in international ressrves
(identical o overal BOP balancei. i= e#qual to the current
account balance plus the net financing from abroad, aF,
which, for the present Purpose inciudes net foreian
borrowing and mnet foreign investment. minus rental income-—

induced capital filight., (k' B

We can take 47 exogencus and in practice based on a
farget of number of months of next vear's imports. We can
=olve (38) for 4F and substitute for current aocount

expregsion from (37} teo getk.

(38} dAF = 47 &+ {1 - BI'Y) B+ Dy W =1 = &} e |

Increases in the reaj wage Bi11l will increase the foreign
financing requirements,. as exports and net aid. J. reduce

T hem .

According to (39). increases 1n rental income could
potentially increase foreign Tinancing requirements one—for-
one except for the fact that such incomes also have a

dampening effect an agaregate demand. A fractional value

M. F. Montes Ricardian Rent Extracting & February, 1389
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for bT" is mest appropriate. since D« 1 and T" < 1. This
means that an increase in rental income by itselfl increases

the pressure to raise foreign financing

%. Cencluding remarks

In this paper. we have proposed a rather non-standard
conception of rental income. Rental income i= that part of
the surplus in production that 1= either spent on imported
consumption or invested outside of the couniry. In the
normal accounting sense, what is being propoged 1S that
observed profits can be divided inTo two parts: that part
that i= meant riot to be re—expressed in demand for domestic
~onsumption or investment ism called “rent”. the rest are

genuine profits in the ECONOMIc Sense

It will be straightferward to devise the microeconomic
{individual optimization) story underlying the utilization
nf rentier incomes. One can have households whose basic
consumption reguirements are small compared to thelr incomes

sa that they have significant demand for imported ggods.

Individual optimization behavior within a country with
a “repressed" financial sector, exchange rates that are
consistently overvalued until the next balance of payments
crisis — coupled with multilateral agency encouragement for

export promotion and diversification — will provide the

M. F. Montes Ricardian Rent Extracting & February. 198%




result that the part of these incomes will be invested

ahrciad .

A certain minimum amount of success in exports is
rﬁﬁuired Lo provide the rescurces for capital flight. When
ihe balance of pavments crunch (periodically) occur,
erastic devaluations validate individual portfolio decisions
tn inuégt rentier income in foreign currency denominated

azsets.

That.individual aptimization—oriented economists in tha
Fhilippines hawve tirelessly worked to reform these
institutions appear to provide adequate justification to
a3sume their durability hetween balance of payments crises.
Even if such durabilitv can be blamed only on a censistent
zeries of technical arrors by Philippine policy makers, it
woilld 2till provide the hasis for the assumption utilized in

the analy=is.

A more elaborate extensian walld bhe to conmider ail
profit income spent for conspicusns consumption or pelitical

c¥xpenses to be part of "rent"” 22 defined hers.

in modern economies, rents are earned from access to
government subsidies and protection. Such microeconomic
distortions appear not to have had a deleterious affect on
deveiopment efforts in South Korsea. Japan. and Taiwan. PBEven

when these countriss decided ta go anto export orientation.

M. F. Montes Ricardian Rent Extracting & February, 1989
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these were done throogh further distoriionary medsuras Soch

as subgsidies,

The moadel that is prapozed hers puts ouch smphasis on
how the Incomes sarned through thexes interventions are
utilized or racycled. If. for example, subgidy income from
export operations were not reinvested but instead spent on
imporks or capital flight. then the model here would apply
just as equally as it would to an "ipward-erientsd" economy.
In fact, colonial trade has alwavs been export-oriented from

the point of view of former caloniss.

The model identifies a possihle source of slowdown of
an economy that iz different from that of inadequate
external financing. Increases in rental extraction. that do
not express themselwves in domestic demand. lead to
reductions in domestic demand for labor. Attempis to
maintain output through demand inducement brings the economy

closer to ite foreign financing limit.

To e useful, there iz need for empirical
S

implementation of the ideas proposed in this paper. Thi=z is

vegerved for future work.

M. F. Montes Ricardian Rent Extracting & February, 196%¢
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