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Abstract

The paper iz an empirical investigation of the ocutput effects
of some aspects of HZonetary policy in a low-income setting. It is
argued that the existing political institutions render the fiscal
authority dominant over the monetary authority. Using some
parsimonious representations of output growth, there is evidence
supporting the proposition that unanticipated monetary policy matters.
Holding private credit constant, currency in ciculaticn has negative
output effects. The econometric evidence is rationalized by invoking
choice-theoretic based models of monetary economies that deliver

propositions consistent with the evidence.




Monetary Policy and Ecomomic Activity inm 2 Low-Income
Countyy: An Empirical Investigation

by Dante B. Canlas®

1. Imtroduction

In 198%, the Philippine e::nmm_:,r experienced a general i
contraction in real output 2t 3 negative rate of shout 5.5 percent,

It was the first time during the entire postwar ara that the EConOoEY
experienced & recession, The unprecedentedness of the 1984 experienca,
among Gthﬂ‘ﬁi. semd: to create an atmosphere of crisis, Tn'.ba' sure
though, the recession had some dimensions of a finaneial crisis. Tha
recession was acmﬁpani&d by the failure of some éavings and loan
associations, rural banks, and nombank financial intermediaries,
prompting the Central Bank to cpen its discount window to some

troubled bapks. v !
i

To place the 1984 phenomenon in context, it should be noted
that the econmomy was already experiencing a slowdown inm autpat g-:'nm:h
beginning 1977. In that year, real gross domestic product grew by
about 6.9 percent. In 1381, after the oil price shock of 1979-80,
output prowth decelerated to 3.7 percent. In Octocber 1983, the
government declared a moratorium on the repa:.rm-mﬁ of its external
debts totalling sbout 26 billion 'l.i.ﬂ. dollars and at year-end, the

growth rate of output was estimated at 1.0 percent. By 1934, the

negative downturn in cutput growth could not be arrested,




¥y cbjective in Ithis paper is to empirically determine the
extent to which monetary policy can account for the behavior of
output just described. Fearing a contraction as an aftermath of
the 1974-75 recessiens experienced by the U.5. and Western Europedn
economies , Fhilippine monetary authorities stepped up the growth
rate of msc:-naj,r. Throughout the decade of the seventies, money
supply grew by 17 percent per annum on the average, compared -I:c:
ahout 10 percent in the s:‘.:-rl_:ies. The economy appeared to have
responded positively to the momey E-timulus:l from 2 5.3 percent
in 1974, cutput grew by 6.0 percent in 1975, then by &.7 percent
in 1976, The growth rate of output peaked at 6.9 percent In AT

and decelerated thereafter.

The empirical work opsns up with an econometric investigatiom
af the effects of money surprises on cutput. Using 2 measure of
unanticipated money in the semse of Robert Barro (1977, 1978} to
capture money surprises, I find support for the pmpnsi*imn that
unanticipated money matters. I then bring in an addlt:.aml parspec—
tive to the empirical model by examining if some mmpnn&nts of the
money supply have added explanatory pewers. I find t‘uat g:r‘:cmth
rate of currency in c:'Irculat_nncarr:.ea a nagatj.ve effeut on owtprt
growth. I find iusigm.fl-::ant ]:rnlevar, the effect on output of net
domestic credit, that part of money supply created by commercial

and other dEpDElt-t&klﬂE,’ ba.n]-:s.




The immediate motivation for this paper stems from the recent
slowdoun and recession experienced by the Philippine economy. Though
the timing may differ, these problems, however, appear to be shared
by other low-income countries where the prevailing techmolegy of
goVeITment Tests on a So-called constitutional suthoritarianism, a
curious blend of institutions that are observed in both domestic and
militarist states. It is argued that this governmental set-up gives
rize to an envirooment where the fisecal authority is dominant over
the monetary authority, and monetary policies generate the apgpregate
demand shocks that are later revealed to have nonmeutral effects on
output. It might also be pointed out that the embirical procedure
pursued in this paper seems general enmough for examining the role
of sceme aspects of monetary policy in economies with a similar fiscal

and monetary environment, and lewel of development as the Philippines.

The approach in this paper iz empirical in the fnllnuing
sense: I start with an examination of historical time-series data
using the minimwm of restrictioms on some repression models. Given
these facts, I then proceed to do & selective review of choice-based

1/

models of monetary econcmies that deliver the econometric evidence,=




The paper is, organized as follows: Sectlom 2 lays out a
stylired representation of the fiscal and monetary enviremment in
the Fhilippines. Section 3 presents the stages in the econometric
analysis and the evidence. In Section &, I present a selective
review of scme theoretical models of monetary seonomies that yield

c

propositions consistent with the econometric evidence. Section S

makes concluding remarks.

2, 'The Fiscal and Monetary Environment

Te get an idea of the fiscal and monetary enviromment in the
Philippines, it seems useful to provide a brief sketch of the under-
lying political structure. The country has beens ruled by the Same
president since 1965, when he was elected by popular elections. In
1972, he declared martial law and this act set into motion a political
process which granted legislative powers to the president or the
executive branch, Though a legislative assenbly has since been
sstahlished, the president has retained his powers to promulgate

laws through presidential decrees. |

In this governmental setting, the president isz the figeal
authority. The finance miﬂis-'l:Er* serves as an agent of the president.
Honetary authority is embodied in %the monetary board and the Central
Bank governor who are also in a principal-apgent relation with the
president. It seems safe to assume that the figcal authority is

dominant over the monetary authority. The latter stands ready to




accomzodatae any lewel of sovermoment indebtedneszidsermived by the
former and it is up to the monetary authority to plan the port-
folio composition of the govermment debt. The portfolio cholce has

been a mix of ipterest-bearing 2nd non interest=bearing Jdebt izsues.

Given the domimance of the fiscal authority, it can be
conjectured that the monetary authority iz in mo positiom to
foymulate a policy based om a set of rules, unless the path of
public indebtedness obeys one. If no such rules exist, dizcretionary
actions which tend to generate random aggregate demand shocks can

be expected from the monetary authority.

The dominance of the fiscal authority over the monetary
authority may have been more pronounced during the perdiod 1373-1983
than in the period 1565-1972: in the latter, *he president 4id pot
wield any extra legislative powers. _In this sense, the two periods
may be thought of as distinct regimes even if the same person ruled
during the period 13651382, If the above -:-.%:uﬁjuctur-ﬂ is to make
EOme sence, monetary policy should be more unpredictable inm 1973-1983

thar in 19651972,

Tables 1 and 2 present money growth and output growth for
the pericds 1965-197Z and 1973-1983, respectively. It is observed
that _a"-'e_'l-:'aga ammual grmi-l;h rate of money for 1973-13983 exceeded the
same for 1965-1972, The standard deviation for 1973-1582 was 9.8,

compared-to 6.6 for 1965-15372, This implies that monetary policy




E
Table 1
Momey and Output Growth: 1265-1972

A MLCHE & TS
Year { percent) { percent
1965 T e
1966 8.1 b
1967 12 .5 T
1968 L8 haD
1959 18,3 .8
1970 L_E 4.5
15871 10.3 5.5
2k i) 2849 L8
Hean 11.% Sul
5.0, G .G 0.5

Table 2

Momey and Outpet Growth: 31573-1983

A ML/ML & YFY
Year { percent) { percent)
31973 1.3 B.B
19Ty 25 .0 Sk
3975 13,5 B.b
1976 Y E
3377 25,7 B9
13978 13.L 6,2
A 11.2 TR L
19480 19.6 Fa B
1381 2.5 2.7
1582 0,8 dat
1983 3H.1 1.0
Hean 16,2 5.4l
5.0. 9.8 2.0




for 1073-1982 was more unpredictable and carried more surprises
when compared to that of 1%€£5-1972. In terms of outpur growth,
the average aonual growth rate of real GDF In 1943-1983 was 5.4
percent compared to 5.0 percent in 1965-1972. The Tluctuations
in 1973-1933 had larger magnitudes as shown by the standard devia-

oy,

tion of 2 in 1973-1983 compared to O.% im ISGC5-1572,

3. “Some Econometric Evidence

In this section T report the sconometric evidence from a
model purporting to discover aspects of money growth that influence
real piriput  wmeing 2nnual time—series cbservations for the period
18501953 obtained from the Hational Income and Froduct Accounts .
apd the Central Eank Statistical Bulletins., I consider a longer
period in my analysis in order to awvoid viewing the Tecent economic
slowdown a5 an isoclated phenomenon. The starting period represents
a year after the Central Eank commenced operations. The choice of
1383 az the ending p&rj:n:.:d was made o minimize the Intrusion of
additional osutput shovks occazioned by the decliraticn of a debt

moratorimm ip October 1083,

3.1 Money Growth . /

I begin with ordinary least squares (0LS) estimates of

various specificallions of the equation:




LX) m*.t e ﬂl t + B(B} I}Ht *

where H % is nominal money suppiy in year t comsisting of currency
plus demand deposits (M1}, ]]{-It = In F!t - In Ht-}_’ t is time trend,
8(3) is £ B+8, Br s mGehe B il Hecieard abii coeratin
defined as Bu:-ct = and u, is an error term that is assumed

to resemble a white-noise process.

Following Barro (1377, 1978), the first stage of my analysis
is to decompose actual money-supply changes intoc their anticipated
and wnanticipated cemponents.Z’ The anticipated component iz the
systematic part of eguation (1), while the unanticipated component
refers to the residoal of equation (1). The unanticipated part is
meant 0 capture Surprises in the money-supply procezs. The residusls
generated in egquation (1) are used as regressors with a lap structure
in ap output-growth equation and their coefficients serve to capture

the effects on ouiput of money surprises,

Using annual cbservations from 1550-1983 I settle for the
following money-growth eguation:

{2}' DM, = 0.050 4+ 0,006 t
(2. 55)

i? = D.INT F o= 6,00 g.e. = D070 D-W = 2,18

= . . £ = =
where FE= iz the coefficient of determination adjusted for the

mumher of degrees of freedom and s.e, is the standard error of che

estimate. The F-ztatistic enables me to reject the null hypothesis




that t has no effect on DM. From the Dizbin-Watson statistic,

D-H, I can reject the presence of serial correlation in the data.

I experimented with a 3-pericd lag structure for DM but
I could not reject the null hypothesis that the est’nated coeffi-
r_:its are all equal o zero. FRoger ¥ormendi and Philip G. Meguire
(1284} have reported am estimate of the money-supply equation using
annual cbservations from 1949-1977 that is similar to eguation (2)

shatre,

From equation (2), I generate the residuals Rﬂt where

I!.I“lt = actual Dﬂt = gstimated D}it.if Whether or not EM significantly i

affects real owtput is tested next.

3.2 Output Growth

I comsider next a parsimonious representation of cutput
growth, and estimate specifications with different lag structures

for RH of the following equation:

{3) DYt="rﬂ+"fl‘t+T2 IFYt__l+[ED+ B(E)] RM, + v,

where ¥ i= real gross domestic product, D‘i.’_t = 1n ‘ft - 1n ‘1’__1,
L

and v, is an error term that camnct be distinguished from white

noise, A one-period lag for DY iz added as a regressor to capture

possible autoregressivity of output.—”
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1a

OLS estimation using annual observations from 1%50-1583

yielded the following equation:

(u} DY = 0,071 + 0,0006 £+ 0,072 RHt + s Rﬁf-i
2 (1,39) (2.18) T

£ 0,007 B~ 0505 0%,
i e it o
R = o479 F=5.77 s.e.=0.011 W = 1.63

From ithe F-statlstic of 5.77, I cam reject the null hypothesi=
that all the coefficients ape equal to zero. The Durbin-Watsom
statistic, 1.63, leads me to reject the presence of serizl correla-

tion in the residuals.

I cannot reject the hypothesiz that wnanticipated money
matters. The zum of the coefficients of BE is 0.4, TFf ;here ]
is #n umanticipated growth in the roney supply of 1 percent per
year that parsisté for a.period of 3 years, cutput growth would
tend to rise by about 0.5% percent. I tried a 3-vear lag Em{m

but the coefficient of EM . turned out insignificant.

To check whether anticipated money carries an output effect

or mot, I estimated an cutput-grewth equation where 1 replaced _Eﬂ
A

by T, _'l:':hE: ant:i_.rgipat-ad or the E],r._‘:'l:ema'li-: part of the money-growth

equaticn. The following eguation resulted:




.3

(S) DY =-0.283 - 0,015 t + 14.5% B8+ 18,07 fl

(-0.031) (o.u64) © (2.29) e

- om.se B .+ D.07C DY
(=0.187) ©2 =
= EE = =023 F = O.0%3 E.g&. = 0,018 D-W = 1. 82

Equation (5} iz obviously inferior to equatic. (4): with an
F-value of 0.013 I ean accept the null hypothesi= that all the
coefficients are zero. Among the fii termz, only the one With a
one-year lag turns out significant, The coefficient 1%,07 is about
9.22 standard errors away from rero. At a plance, this sSurgests
dropping the contemporanecus term for ;jf:? as well as the one with

a Z-year lag. Doing that yielded the egquation:

(6) DY, = 0.535 + 0.035 £ - 10.51 i, + 0,074 DY,
& {e.086) (-0.088) ~— (0.138)
R = -0,125 F = 0,037 sle. = 0,007 D-¥ = 1,82

From equation (6), I find that the coefficient of O, , is not

significantly different fram_aera_gf

The econometric evidence just presented tends to support the
proposition that unanticipated money matters. Alternatively, I
cannot reject the null hypothesis that the effects of anticipated

- 6/
money on ouipat 1s Zero,.— S
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3.3 Output and Components of Honey Supply

In this section, I resume the marshalling of econometric
evidence bearing on the impact of the momey-supply process on
output. I investigate if additional explanation of the observed
behavior of output can be derived from extending equation (%) using
some components of money supply as additional regressors. The two
components of mopey supply I work with are currency ifi eirculation .
and net domestic credit crested by commercial and other édeposit-
taking banks. It will be u&eful to f£ind cut empi?ically if curvency

and credit are relevant To output.

Using OLS on annual observations from 1950-1983, I obtained

the following equation:

(7) D = 0,074 + 0,001 ¢ + 0,164 EM_ + 0,189 BN,
(2.54) (3.32) (8.15)
- 0,548 DY . - 0.110 IN,_ - 0.008 DC
(-2.72) {-2.52) {=0,298)

+ 0,133 BM
(2.90) =2

T

. ®® = p.ses F = 5.BB s.e. = 0.010 D-H = 2,33

|.
whepe‘qi is currency in circulation, N, =InN_-1InN _,, C is
domestic éﬂ@;di‘t, and ]:H:_r = In C_L_ - 1n D'J:—l' Comparing equatiod (7)
e
to equation Eﬁi; I find an improvement in terms of ﬁz and the
Ty

F-statigtic, e

Currency !_u,_ﬂﬁrﬁl].,ﬁtinn iz shown to have = significamtly

negative effect on gutput when domestic credit Is held constant.
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The coefficient -0.11 of DHT: is about -2.52 standard errors away
from 0. Io turn, I find the coefficient of domestic credit, IC,
winformative about the distribution of I¥ when currency is held

constant.

3.4 Test of Camsality

Could it be that a change in currency leads to a change in
output, or is it the case that a change in output lead=s the monetary

authority to revize currency?

Using a procedure developed by Clive W.J. Grapnger (1969) and
Christopher A. Sims (1972), I first estimate a regression of current
output growth on past, contemporanecus, and future values of currency
growth to test the null hypothesiz that there is no feedback from
current output to future currency growth rate. For the reverse
hypothesiz that present currency does mot cauee output, I regress
present currency growth rate on past, contemporanecus, and future
values of output growth. I use a two-year lag structure for both

regressions.,

The results of ‘this estimation are reported below with the
constants omitteds:
(8) Ny = 0.037 PO + 0,091 DC + 0050 BE
Eaxtoms "2 e b

_ 0.007 DC. . - 0,023 IO
(-0.12) T (_g.eg) T2

F=1.07 B = o0.01 s.e. = 0,01




1

(a9 IC = 0.79Y Y + 0,673 DY + 0,751 n?t
) (0.62)

5
fosray =2l Sy

+ 1,38 TY
{1.32)

2.155 DY
1)

.?
t+1 (0.1E) =+ 7

F o= 669 B = —o.07 s.m. = G007

In equation (8) there iz mo evidence that cutput causes
currancy. The coefficients of o,y a3nd DC . are Poth mot
different from zero. In equation (9), there is a 1ittle bit of
evidence that cwrrency causes output. The coefficient of ﬁTt:HL
iz about 1,32 standard ervors awsy from zero. From this, we infer
that the procedure whereby cutput is regressed on currency i= not

invalidated,

3.5 EP&H Economy Considerations

The possible output effects of the openmes= of the economy

iz tested by estimating an extension of equation (7), puttidg in

-

a terme—of-trade variable as an added regreszor. The result of

this estimation is reported below:

+ 0,085 BH

¥, = 007 + 0 001 & o1% i
1) P £ =0 0,001 + + 0,140 BM_ + 0.147 BN iin

(%.03) 2.09) © (3.51) T i2.01)

- [.558 D?t_l - 0.070 N, - 0,015 DC_ + 0.032 124
(-3.7%) (=1.71) (=0,5%) (1.51)

=P =
E =517 Boo=n g s.e; = 0,009 DoH. = 2,36
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where TX is the ratic of the price of exports to imports and

DF:{t = In th = 1n FPX I+ i chzerved that the coefficient of

t=1"
D!—".*-:_t iz significantly different from zero only at a 20 percent

7
lﬂral.-"'r Seme explanation iz called for.

Suppose from an initial equilibrium position a favorable
terms of trade leads to an excess supply of money; then under
Tixed exchange rates, the capital account of the balance of pay-

ments can change. The excess supply of money can be disposed of

by private agents through purchase of foreign assets. This is
possible because the local ecomomy iz linked to capital markets
abroad. If the permanent income stream backed by the foreipn
assets is not reimvested in the local economy, the money expansion

induced by the favorable terms of trade will have no ﬂutpu';: effects.

%. Some Theoretical Models of Momey and Output

In this section, I present a very selective review of some
theoretical models with propositions that deliver the econometric
evidence discussed in section 3. Spacifically, I want some theoret-

ical support for the findings that money surprises are m moortral
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and currency has negative output effects when credit is held

constant. In line with the notion that things in the large are
better wnderstoed by analyzing them in the small, I 1imit this

review to models with & choics-theoretic basis, Additionally,

since the monetary setting in the Philippines is such that money

can be regarded as intrinsically useless and inconvertible in the
sense described by Heil Wallace {13980}, % 1 linit further this review

+o models that do not rely on money being iIn the utility or produc-

tion function.

4.1 & ¥arket-Clsaring Model with Imperfect Information

To study the cutput effects of money in sn idealized economy,
Robert E. Lucas (1973} has built a model where producers or supplia-:.:ﬁ
of a aingle homogenous good are loczted lu spaiially sspmf&ﬁ markets,
and where no treding among suppliers takes place, These producers are
rational in the sense that their decisions depend only on relative
prices. However, imperFect information leads them 1o confuse the

general price level for relatize pricas.

The demand for the homogenous gonod is disvributed unevenly
W,
amcng markets, ThTo anshlen orices oo VAT ACDCSS markerts. A random

money shock produces random demand shook .

The relationship between actusl and expected price iz posited

to be hazed on rational m':_uec:ta-l:in-ns rather than op adaptive expects=
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tions. Under rational expectations, private agents" expectation
of future price given current information available to them is

precise but subject o ErTOT.

In equilibrium, all markets clear, The implication for
agFrefate supply arid dggregate demand of the setting described

gbove is sketched below.

" The aggregate supply function drawn frem thase .onsiderations,

plus others, takes the form (see Lucas 1972, 1974):
{11} =

where X, iz real output at time +, Vop 1% the mormal or natural

output component of Yer By iz price, p: iz expected price, and

Et iz & normal error term with mean O and constant vardiance :!2.

Suppliers ave assumed to know the distributicn of g~

The aggregate demand curve iz assumed to be of the Form:
(12) o e

whare e is a gpovermment policy instrument like momey supply which

shifts the aggregate derand schedule,

Under rational expectatioms, ;:g i=s taken to be a forecast

of p_  conditional on available information, This can be written

t

ags
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o, 1 I,y

iz information available 2t time =1,

In eguilibriim, agpregate demand equals aggregate supply.

Equating {11) and {12} and eliminating ¥, Yields:

Tt - = o
(2) o =asix taph oy e

Using equation (13) the following is obtained:
(15} p*=~£'—('Eu +apt-y )
t 1+a t t nt

Subtracting (15) from (1%) and substituting P pi im (11)

yields the equation:

=

(LIE] . T;E E‘l’

. z
i B b E:n.:t} +

R | e

From equation (1B), it is szeen that deviation of output from
its natural trend depends only on the unsystematic part of povernmment

policy. 3

The systematic part of govermmeni policy can be shown to be
irrelevant, Suppose, for instence, that the government ocbeys the

follcwing policy rule:

E1T) i mip

2T P Koy Ty ¥y TR A

whene Et iz 3 random wariable with mean 0.
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Teking Ex, , the following expectation iz obtained:

IS

(38 Ex. =p. = + 0

p oy Ry TRy T L By

Suntracting {18) from (17):

{19) xciEEs=

-

Substituting in (156):

& i
(29) Ve = Yo " 133 ﬁt st

From (22}, it is chown that deviation of output fro. trend is

purely randoim.

E:[ua'rim_; L16) Dl the Lazis of & regression model. By
positing that Fgwe T By + B t where t is time, and adding am
autorsgressive term for ¥ equation (15} delivers the regression
model »eported in eguation {4).

4.2 Money, Credit and Economic Activity

Ta- @ onocoony with privite credit, curvency should mot limit
econonic activity on condition that privete agents can trade off

claims +o future Tescurcss with current resources.
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Robert M, Townsend (1923) has built thecretical examples
of three economies With wvarying deprees of opportunities for trade.
In Townsend's own words: "The key idea isz that the degree of inter-
connectedness of traders da';:ermines both the amount of production

and trade as well a5 the type of assets which are used to fasilitats

exchange."

His simplest example of an economy is a Bobinson-Crusoe or
autarkic type of economy. Households are spatially separated and
do not trade with sach other. They consume what they produce. A
second type of economy allows households to trade. However, some
types of exchange are precluded such as households of type i do
not trade with household of type i+l bhecanse the former has mo
goods which the latter values. This crestes the possibility for
fiat money. This economy is a pure-currency economy, 1n his third
example, TownsSend introduces into the pure-currency regime credit
or private debt. Households can finance current consueption by
current labor—cutput decision. If they have mo currency in the
present, they can resort to a centralized credit system which will

enable them to trade futurse claims on output with current resources,

Comparing the three¢ economies in terms of output, the
economy With trade credits iz shown to dominate the one with pure
fiat momey, which in twm dominates the autarkic regime, The

intuition behind this result iz that in the fiat money regime,
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output-lakor decision cannot be uzed immediately for purchase of
market-produced commoedity; it has to be stored for one period.
This i= pot so in the trade credit regime where credit deriwved
from the sale of the produced commodity is used immediately To buy

the markKet-produced commodity.

The ingights from these examples of idealimed economiez tirm
on pogeible explana¥tions for the insipnificant effect of credit on
output when currency is-held constent. If the credit mardat is
sufficiently limited, the added efficiency in axchange m de possible

oy a trade-credit regime over a pure-currency repime is offset,

In the Fhilippine=s, there is a wariety of evidence and anecdotes
indicative of a very limited credit and financial par.et. Cormercial
banks hold slightly over 50 nercent of the assets of the Financial
system amd government fipancial institutions, among them the Philippine
Hatiomal Bank (FEE) and the Development Bank of the Philippines {TBEP),
held about W percent of total commercial hank aasets.gf It has been
suggested that the larFe concentration of financial resources in PRB
and DEP has led to a form of credit rationing whereby the granting
of loans was made om the basiz of political considerations rather than
on a proper assessront of the default risks of potential borrowers S2
1t is now a fact that both PHE apnd IBP are in serious financial trouble,
with a number of loans given to a few larfe borrowers relegated 1o

L}

nonperforming accounts.
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Inference about the ability of small borrowers to obtaln cradit
from commercizl banks must pervforce be made. Normally, banks are more
assiduous in getting information abeut bip borrowers than small ones.
The latter, about whom there iz less informatiom, will tend to be
pore credit constrained than the former. Dennis Anderson’s (1981)
study on small epterprises in the Fhilippines shows that the proportion
of loans given by banks to home, small, and nedimm scale Indwetries as

of end 1977 amounted to 2, 11, amd 11 percent, respectively.

Finally, one may ask: If there is credit rationing by banks,
iz there mot a nonbank credit market to which borrowers rationed by
banks may tuwrn? There are monbank financial intermediaries but the
market is very thin. The stock market, which is a source of equity

capital, is likewise very Iimited.

5. Concluding Remarks

I have zet out to investipate the output effects of scrm'E
aspects of monetary policy in the Philippines for the period 1350-
1983, The econometric evidence reported here showed suppoert for the
following conclusions: (1) Unanticipated money has nonneutral effects
on output while anticipated momey has newtral effects; (2) when
private credit is held constant, currency exerts a negative effect

on output; (3) credit i=s insignificant.
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The question arises whether or not the output effects of
unanticipated money should be exploited for policy purposes. The
Avnamics stressed in Lucas' models reviewed here offer a pegative
answe®. Actione based on continual money surprises eventually
become antieipated and their oputput effects are scon dissipated,

while yieldjng only a permament inflation rate. I have not touched

on the price effects of monetary policy but I hope to work on it as

a patural extension of this paper.




- Associate Professor, School of Economics, University of the
Fhilippines, Diliman, Quezon City, Philippines 3004. This
refearch was supported by the Friedrich Ebert Foundation.

I am grateful t Jozé Encammacién, Jr. for helpful comments
and to Fe Lisondra for the computation. All remaining errors
are my own.

Footnotes:

HEBE Orley Ashenfelter and David Card (1983) for a similap
strategy. Arnold Zellper (1982, p. 113) has put it aptly: "We want
to have models that fit the data reasonsbly well, describe the major
movements in series, and forecast well. If =uch medels are empiricsl
time series models, the econcmic theorists can attempt to rationalize
their good performance. Thus, instesd of always starting with a full
blown econcmic theory before analyzing date, it may be fruitful to
determine what works well from the data and then raticnalize the
resylts."

Ef?b s=e Barre's technigue in 2 more general eccnomstric context,
the reader is referved to Adrian Pagan (1984). Papan discusses the
properties of the estimators when generated regressors are used.

E;ﬂn empirical conditional that is iwpiicit in the forgoing is
that the time series data display staticnarity and that first-order
differencing yields a white-noise structure.

EfThe inclusion of DY, ; may be justified in that it adds
to the information available in period t-1, %XPowledge relevant to
people’s formation of expectatiom about the future behavior of
outmrt,

EII also estimated equation (5) wsing cniy a contemporanecus
term for DM and the estimated coefficient is mot significantly
different from zero.

2/ Predevicic 5. Wishkin (1982a, 19875} has reservations sbout
Barrc's procedure and proposed a technigue which I have not been able
to implement.

Efr'ﬂ\\is result is consistent with some of the findings of
Sebastian Edwards (1983). Using a variant of Barro's eguation,
The terms of trade variable in hiz ouwtput-growth equation was
insigpificant for Brazil, Colombia, and Peru, and significant for
Chile and Mexics,




5

yI‘t is Intripsically useless because people desire money not
per s¢ but for the copsumption it will buy. The inconvertibility

arises from the idea that the Central Bamk is not ready to convert
notes and coins ipto something real; in other words, money does not

represent real claims on the Central Bank.

- ?—f?-.:-r a lengthy treatment of commercial bamking in the
Philippines, ses Hugh Pairick and Honorata Moremo (forthcoming).

E‘FSEE, for example, Emmanuel de Dips (1984),

iy
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