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DETERMINANTS OF INFLATION IN THE PHILIPFINES

Romeo . Boutisba

This paper examines the various influences on general price
movements in the Pnilippines since 1565. A model of inflation for
smail, open economies 1s developed to serve as the framework of
analysis. Based on the regression resilts, the najor determinants
of past CFI increases are identified and some implications of the
findings briefly discussed.




DETERMINANTS OF INFLATION IN THE PHILIPPINES

Fomao M. Boutista®

1. Introduction

e

From 1949, the first year of the Central Bank time series on the
consumer price index,> to 1961 the inflation problem was virtually
Mistent in the Philippines. During that peried the CPI rose at an
average annual Tate of less the 1%. In the 1960s CPI increases assumed
generally larger values, aversging 5.1% amnually during 1962Z-69, which
was still moderate by developing coumtry standards. Indeed, abstracting
from the inflationary effects of currency fleating during 1962-64, the

annual inflation rete averaged only 4.0% for 1965-63.

By contrast the decade of the seventies was characterized by a
much higher average amnual inflation rate and also by a marked vari-
gbility of ammual CPT increases from one subperiod te the next.
Tomble-digit inflaticn rates marked the first four years of the 1370s,
foliowed by a Teturr to single-digit rates in the mext four years

(1975-78) and then 2 reversion to double-digit rates during 1879-82.

*professor of Bconomics, University of the Fhilippines.
Valusble assistemce in data collection and computer work was pTovi
by Ellen Payongayong.

Y eor Manila and suburbs. This is the lengest and most widely
used consumer price index series availshle, and is the one utilized
in the present study. For & comparisch of alternative (PIs, see
Bautista (1976).
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This paper examines the various influences on genersl price
movenents in the Philippines since 1965. 1Im Section 2 a model of
Inflation for small, open economies is developed to serve as the
framework of analysis, Section 3 gives r guantitative descripticn of
the Philippine inflation experience, including an assessment of the
major determinants of CPI increases based on the results of regression
aralysis. In Section 4 some implications of the findings are briefly

discussed.

2. Basic Model of Inflation

The domestic price level (P} is a weighted sverage of the prices
of home-produced goods {Pﬁ-} and of forcign produced goods (P )}; In terms
of proporticnate changes (demoted by a dot over the variable),

{1} pP= sf’m + {1—5}!51_.

where s is the share in final conswmption of imports and the price

variables are expressed in domestic currency. P embodies changgs in
foreign currency prices of imported final goods (P}, exogenous m:‘;.':r
the small country assumption, and exchange rate changes (R) which can

be considered policy-determined iunder an adjustable par value regime or

even under present currency srTangements (Bautista, 1980).

The bulk of recent empirical work on the determinants of domestic -
inflation is based on the standard mark-up pricing model which, on the
basis of the fim's cost fmction, hypothesizes that

S
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(2) B = k(ril + 1,P)

dhere k is a constant mark-up factor, W and P; are the proporticnate
changes in nominal wage and material lnput prices, respectively, and Iy
and ¥, are reduced form coefficients of the production functicn. For
present purposes, it is convenient to assume that W roflects the change
in labor cost not only at the final stage of production but also in the
domestic production of material inputs [intemmediate goeds). Eguation

L
{2) may then be rewritten
") Ph = k{riﬂ + rl',f" 2

where P now measures also the change in the cost of imported inter-
mediate goods. Here we are ignoring changes in the relative prices of
intermediate and final goods in the world market {but which will be
addressed in the empirical analysis below).

Substituting (2'] into (1) yields

@ B = aghy, v gl
where

{3a) ay = s+ (1-s)kr;
and

{(3b) 2, = {l-ﬁ}kr{ ;

In (3a) the total effect of foreign price changes on domestic inflation
is seen-to consist of the direct effect on the prices of final goods
and the indirect effect due to the change In the cost of imported
intermediate goods.




Thus far, the potential role of excess demand has not boen taken
intg consideration. Based cn the guantity theory, a reasonable proxy
for excess demand wouid be the defference botwesn the rates of changes
in the nominul mopey supphy and resi wwcome (M - 1), This varisble
md have an ipdependent inflationary effect if money swpply were
expanded at a rate greater than what is warranted by real growth or
required to accommodate cost increases. Equaténn (3) might than be

simply modified as

(4) b= al(bE s ) + Eiﬁr’ + .'_1_!,;[_}:! -1

A more general specification of the price equation would allow
for asymeetrical effects of i}m and _ﬁ. as well as of M and Y, as
has been done in some previous studies, e.g., by Cooper (1971) aru:l
Glytsos (1977} .

(5) o A

More recently, Aghevii and Rodriguez (1979) have Eé:rmal 1y derived a
price equation similar to (5) using a two-sector open economy model in
which home goods prices adjust in part to the excess supply of ECNEY
while the price in the import-competing sector is determined directly

by the world price and current exchange rate,

3. The Philippine Experience

Average anmual rates of change in the varisbles appearing in

equation (5] aye shown in Table 1 during the four subperiods dis-




Table 1: Average Mnnual Fates of Change in Selected Variables,

1965=-82 {in per ocent)

Variable 1965=569 196974 1274=T78 19TE~-82

Conawner price index (F) 4.03 17.32 7.46 14.88
{1372 = 100}

Immart price index {Pm} 371 20.72 2.91 13,85
{1972 = 100}

Effective exchange rate (K] .19 14,19 &40 5. 70
(1972 = 100}

Wage rate index fox
mekilled workers (W) T.04 b.BS - LR A.63%
(1972 = 100}

Gross nationsl produckt (Y] 4. 96 B5.20 £.43 4.38
fat 1972 prices)

Money supply (M) 10.96 15.21 17.18 8.79

*For 1978-80 only.

Souree: See Table 2
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tinguished sbove. Based on a cursery examinationeof the table, the
inflaticn.rate-appears-to-correlate-weli-with chanpes i the import
pride-andex-and-the-effective-exchanpe-Tate, not as well with the
growth 1n money supply and real Q, and least of all with wage rate
movements. The inflationary subperiods 1969-74 znd 1978-82 are seen
to coincide with the highest rates of increase in the import price
index and the effective exchange rate. The subperiod averages for the
changes in money supply, real GNP and the wage rate index are much
less variable and do rot match-the altemate ups-and-downs of the
inflation rate; the pattern for the wage rate index is one of continucus
decline, while those for the other two are inverted lis.

Foreign currency prices of imported goods are represented,

rather inadequately, in an apgregate import price index. This index
has been affected significantly by the massive oil price incéreases in
1974  and 1579-30, which raised the share of oil in the countrv's
import bill from 13% In 1973 to 22% in 1974 and to 30% in 1980.

Another effect of the hipher cost of imported crude oil was the :harp
rises in the local prices of refined petroleum products, the comarative
data indicating that the import price increases were fully passed =~
through within a few months and indeed supplemented by upward adjust-

ments in indirect taxes on oil products (Bautista, 197&-}.5‘! Given

y'ﬂmﬁ, the local price of regular gasaline, for example, had
risen from P,.30pesos per liter in 1972 to P5.05 in 198].




existing price controls, it.is.the. increase in. domestic prices of-oil
products,-not-the increased cost of importing crude oil as such, that
x initiates the adjustment of the general price lewel. Of course, in
addition to such a direct effect, there would be repercussions on the
prices of products of oil-using sectors, and further repercussions on
other product prices in view of intersectoral linkages. It is
remarkable that the three years for which the Philippine inflation
rate was highest (1574, 1975 and 1580), as shown in Table 2, were

alsc years of sharply rising eil import prices.

The foreign exchange rate, by which is normally meant the
peso-il.5. dollar exchange rate, increased from 3.9 to 6.4 in 1970 with
the floating of the domestic currency, which was a policy Tesponse to
the severe balance of payments problem at the time. It went up
gradually to 7.50 by yearend 1975, declined slightly to 3.37 in 1377

and resumed its upward trend to .17 in 1982. While the exchange rate
depended on the results of interbank trading, commercial banks taking
“the initiative in influencing or responding to demand and supply
conditions in foreign exchange” {Central Bank, Annual Report 1870;

Pp. 67), the Central Bank or an agent hank acting on its behalf, stood
ready to buy or sell foreign exchange at the current rate "to prevent
disorderly fluctuations in the exchange rate," in effect maintaining
some control over the peso-dollar exchange rate {Bautista, 1977) -

= Exchange rates of the peso with other foreign currencies were
determined on the basis of the spot buying and selling rates in New York
of these currencies vis-a-vis the U.5. dollar at the end of the day
preceding the actual purchase or sale.




Table 27 MAmual Rates of Change in Sslscted Variables, 1965-g3
{in per cent!

Year P P "R w ¥ M
1965=15 .41 1.66 s T.57 4,35 8,14
1966-67 6.41 2.27 .77 4.59 4.81 12.64
1967-68 2.41 9.11 .00 11.26 5.36 4.77
196 8-59 1.91 1,81 ok 4.73 5.33 18,21
1969=T0 14, 00 .66 5,32 lg.92 4. 31 4.56
127071 15.06 2.14 -0 f. 79 - %y 10,27
1871-72 “10.01 4.7TL 5« 3B 5.593 &, 92 24,92
1972-73 14.00 28,80 -.20 2,60 5.64 12.33
1673~74 33.51 64.29 2,46 7.99 6.34 23.95
1974-75 8.15 1,78 6.47 8.39 5. 86 14,51
197875 &,.20 =1,49 -8 5.08 6.1} 17,06
1976~77 7.89 1i.00 2.21 5,31 5.97 23.72
1979-T8 T.58 1.9% B. 35 4.14 6. 79 13.44
197879 18.83 17.74 Al e gt 6.09 11.20
1975-80 17.83 23,91 8.99 3,01 5.08 19,60
1980-81 11,83 11,15 4,68 > 3.73 3.52
1981-82 11.02 2.61 .94 » 2.61_ .83

| ‘Hﬁt aval lable,

' Sources of basic data: Central Bank of the Philippines,

| i Statistical Bulletin, 1%60; Internstional Monetary Fund,
l Intemational Financial Statistics, 1981; wmpublished

3 Central Bank data for 1981 and 1982; Mational Economic

i and Development Auathority, 'PhiliEEint Etnti.sti.t:al__‘.ﬁtﬁr—

l;udtllggﬂh and wmpublished natisnal income estimates
oL "
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The entries along the effective exhiange tate (EER) Tow in Table 1
reprcsent the movements of a welghted average of peso exchange rates

= with trade parther UUI‘I'EEEiﬂS,i’I’ which take into accoumt the exchange
‘Tate realignments of mejor currencies since the early 1970s. It would
‘@ppear that the authorities have allowed the peso to be devalued even
#fter the substantial exchange Tate adjustment 'in 1970, The annual
rate of depreciaticn has varied from vesr to year, the highest at

‘about 9% occurring in 1980 and 1982.

The subperiod averages for money supply growth contained in

Tahle I; also mask the wide variability of annual values; especially
during the first half of the cbservation period. Excessive govermment
_.;-_..=.- ng. and domestic credit creation-in-the naticnal elﬂ:um Years
18967 and 1969 resulted in double-digit rates of increase in money

supply, the latter case contributing to the balance of payments crisis.
- This was followsd by a drastic reductim in 1970 as part of the stabili-
Zation policy package that accompanied the February de facto devaluation.

restraint was abandoned in the second half of 1972 "when

i

;::':_.-I,fm es of the July-August natural calamities and of the subsequent
mation of martial law called for a directional shift toward

msion" (Central Bank, Anmual Report 19723 p. 1), In 1974 private

4/ The trade weights represent the proportions of Fhilippine
mft}r which prices are set in the currencies of 12 developed
ountries on the assumprion that world prices of primary agricultural

ks and fuels are set in U.5. dollars, metals and minerals in

h mdathurtradedgmdsmﬁmmrmﬂuﬂnfdemlnpad
in of imports or destination marked for exports (ci Bautista
’E:tbi 1932}
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domestic credits grew by 31%, the highest in I5 years, In support of a

massive food production program initiated imrediately after the food

crisis of 1972-73: accordingly, monetary stock expanded significantly,

despite a surplus in the government's cash ceprations. "Mainly respon-

sible for the [accelersted growth of money supply (23.74) in 1977] was
—

the rise in money of external origin by F1,305 million as a rosult of

the overall surplus in the country's balance of paypents" (Central

jast

Bank, Annual Beport 1977; p. 7). On the other hand, the very limited

money supply growth (3.5%) in 1981 was due to “the contractionary
jmpact of external transactions as the country's balance payments
position remained to be in deficit” (NELA, 1982; p. 155}, reaching a
record-setting $560 million. Apparently, the conduct of monetary
policy had been made difficult by the wpredictability of the external

sector's effect on the overall balance of payments.
Py

Real (NP movements over the observation period have been
influenced significantly by exogencus developments. In the early
19705 2 series of natural disasters (strong typhoons, floods and plant
disease) wrought severe damage to agricultural cTop m;;puh To the
reduction in the growth rate of agricultural production from ISTQ to
1972 (averaging only Z.8% annually as conpared to 4.2% dering 1500-09)
can be largely attributed the cbserved downtumn in GP growth, given
the large share of the agricultural sector (about 30%) in national
output. The political umrest leading to the declaration of martial
law in September 1972 might alsc have had a detrimental effect on the
comtry's macroeconomic performance. With much improve weather condi-

tions, the export commodity boom and the start of the massive food
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Fmértim drive in 1973, agricultural activity picked up, exhibiting

& ’5 -2% increase in that year and contributing tc the observed zccelera-

A

Ltﬂm of GNP growth to 9.6%. Agricultural. growth further improved
y

m the end of the seventies, in part due to continued favorable
1 'l:lﬁwr The.manufacturing sector, in the meantime, was expanding
increasingly - rapidly, {from 4.4% in 1970 to 14.8% in 1973) in the
.rr.h of the devaluation and the adoption of other policy measures
BRivg nev indnstrial exports (cf. Bautista, Power and Associates,
979). This was interrupted by the adverse external conditions in
3‘5 but recovery was underway in the following years until
ming foreign demand again forced a sharp slowdown beginning 1980.
e latter period also witnessed a drastic reduction in commodity
"‘ in export eamings from primary products, contributing to
‘Steep fzl] in domestic demand and general ecopomic activity which
®n the expansionary fiscal policy in 1980 could not prevent.

_ Increases in the nominal wage rate appear, from Tables 1 and 2,
3 kave lagged behind the inflation rate, except in the subperiod of
Bties. This cbservation of Falling real wages nesds to be
s however, in view of the payment of variouws supplementary
ings to workers since 1974 which have not been incorporated in
Bsic) wage series:> - This includes mamdatory cost.of living

. ces, revised eight times since February 1974, and the 13th

: Jﬁr this reason the publication of this and mlated wage
ndices has been discontinued as of 1981.
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month pay since December 1575. Walle lepislated minimum wOTKer edrn-
jngs sre known, the extent of compliance among employers 15 not; hence
there is no relisble time series on total earnings actually recelved
by workers. It is widely acknowledped that the wage supplements have
been used, as a pelicy Tesponse to the erosion of real income of low
wage eamners, more often than basic wage rate adjustments and that

this has resulted in a lower increase in labor cost {cf, Tidalge, 1983).

No discussion of the potential influences on Fhilippine inflation
would be complete without an examination of the role &.'E government
price controls. The Price Control Law was enacted in April 1970 in
reaction the sharp price rises after the devaluation, and was extended
by Congress in 1971 and by presidential decrees in 1973 and 1975. It
established the Price Control Coumcil which was empowered to fix maxaimum
selling prices of wide range of basic n:|:|::a:-u:1~u:]:-':i:ines,E"lr representing in
principle the cost of production (or landed cost, if the commodity is
jmported) plus specified markups for the producer (or importer), whole-
saler and retaller. Fricé control was also sustained by government
subsidies for certain commdities Like rice and fertilizer, and rationing

had been resorted to in periods of severe shortage.

It is dovbtful that the long-term price tends of these combo-

dities were affected by the price comtrol system, considering that

%/ The comodit; list has included, among others, rice, corn, .
fresh meat, cammed fish, suger, flour, milk, cooking oil, plywood,
common drugs, galvanized iren sheets, laumdry soap, writing
notebooks, antibiotics, fertilizer and refined petroleum products.
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the ceiling prices tended to be Tevised over time om petitions by

ucers and importers. There is reason to believe, however,

@& influenced price changes in the shorter . Tt will

:.'- example, that the oil price increases in 1974, 1979 amd

the occasion for discrete price adjustments of many products
B for reasons unrelated to higher emergy cost, including past
inflationary pressures which had been Tepressed by price cantrols.

.%f. ould appear to account for a large part nf_ the inordinately

i gh ‘inflation rates in those three years,

': ble 3 contains the first set of estimated price equations,
1565-80 dats, with the wage rate included as an explanatory
sble in the altemnative regression specifications invelving other
luences on the inflation rate as discussed above. The coefficient
mtes for W are seen to be consistently negative and insignificant.
en the addition of a dummy variable D, (= 1 for 1974 to 1980, 0
1 years) to take into account, rather imperfectly, the wage

ents beginning 1974 and their subsequent adjustments could
‘perverse sign of the wage coefficient. This would seem to
"Support to the statement made earlier about the likely role

€ w rate as @ reactor, rather than-an initiator, of changes in
eral price level. Indeed, in-labor-surplus economies such as
e Philippines where inflation is observed to co-exist with low labor

= wtilization, it does not seem approprizte to explain general




Table 3:

Fagression Fesults A

(Dependent variable:' B; 1965-80)
Bguation Pt 4 R Ph i M-t B ¥ H D e DV,
Intexcept m . m 1
Hov,
i § T 86 205 - - 197 - - =602 - 541 2,24
{éllﬁ} ‘#!m} [."L-Iig\u:l
II T:.01 283 - - « 123 - - = 51ig 2. 738 « 325 .17
(3.87) (0, d6) (=0, Ta) (0, 86)
III .1.5‘|54 - -!qll-"‘bz 1124 - -lﬂ4g '"1|D3'5 -IETE . lEET l|51
{5.08) (.42} {=0,20) (=0, 84) {=0,82)
iv 16.48 - « B4 aldd = =, 119 =1.166 =-.583 2,239 S 1.44
(4.87) (1. 36) (~a,48) {(=0,93) {=0.817) (0.82)
v 10,84 « A04 = - - - - =,.813 = « 554 2.24
{4, 41) (=1, 35)
VI B84 « 285 - - - - - =, 19 3.2758 <563 2,17
{4.08) {=0.99) f1.11)
VTI ?;Eﬁ ! "11':" I--133 - - . '-525 = -!723 115?
(6,22} (1.64) (~0,.53)
UIII EI-I-E = -"m 1133 - Ly s F ""ql'}? l- T8 '.;1],. 1*5?
(5. 54) (1.62) [~0.37) (0. 73)
Hote: Numbers Ln parventhesas are t-values, =
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price increases on the basis of rising wages due to relative tightmess

in the labor market.

Dropping the wage rate variable and using 1965-82 data, the
estimated eguations presented in Table 4 yield some interesting results,
First of all, the statistically insignificant-coefficient estimates for
M —:!‘;' and, sllowing for asymetrical effects, ™ and Y seperately,
indicate that excess demand had not been s major factor in Philippine
inflation. The inference would be that mometary policy had accommodated
cost and gputput changes during the observation period. This finding
is consistent with those of many other empirical studies that failed
to yield a significant effect of demand on the general price level,
€.8., Gordem (1975}, Brumo (1978}, and Blejer and Halevi (1980).

It also appears from Table 4, on the basis of relative goodness-
of-fit, that the specification with B and R entered seperately
is superior to having their sum as one explanatory variable., fAbout 73%
of the variance of the inflation rate is explained by changes in the
- import price index and the effective exchange rate, according to
equation 111 of the tible.

Equation -1V introduces intercept and slope dummies (Dz and
D,P*, respectively) to allow the fimction to shift in the three years
of drastic price increases of oil imports ({1974, 1979 and 1%30). As
pointed cut above, the oil price rises in those years might have had a
significant effectom: (1) the operation of the price control system,
as producers seemed abie to obtain adjustments in ceiling prices beyond
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Table 4: Fagression Rasults B
(Dependant variable: £; 1965-83)
Equation Br+ ik P . ; . o D, B P R w2
G o W S ATV 1 0 VORI SR R
I 5.55 iizﬁg - - |1Hg - - b L - - .52’] J.Bﬂ
(4.26) (0.99)
I 9.42 - «430 « 099 - 016 =, 682 - - - - « 707 1.43
(G.09) {(1.37) (0. 10) (=0.88)
III 1-1! m I-_ l"lﬂ - 11-3 - e e - - - - |-13-2 115‘]
(G.70) {1.73)
I‘l’ Eiﬁg ™ 1.233 |1ﬂ5 - - i ‘|2D1 |.122 - - .?Eﬁ 1. 3:'
[l.64) (1.77 (0. 96) (0. 72)
v ﬁt]-'u Lo im ‘113 - - = ﬁ-.:m - i g l??-ﬁ li‘t-
(1,78)  (1.88) (1.91)
Vi d,.44 - + 399 « 125 - - - o - « 1aB - « 124 1.Eﬁ
(6.22) (1.80) {1.08)
vII ‘jm - 1.25'4 .uS - - o EI n14 - 113‘5 - t?ﬁ? 1!: I': !
{3.54) (1,93) (1.78) (1.07})
VIII 4.47 = « 437 5142 - - = - = - » 164 « 826 1.6
(B.47) (2.59) [2.98)
IX "ll 59 - - 3:9‘ - 142 = i - E-I 12 - - . 163 « BEZ 1| 51
{5.51) (3.13) {2.58) (3.61}

!

Hote: MNuwbers in parentheses are t=valuag,
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that mﬂﬁt&d by the increased cost of ¢il and, In so doing,
effectively compensated for the repression of inflationary pressures
in earlier vears; and {2) the response of the inflation rate to the
induced changes in the impert price variable, considering that oil
represented only one component (although a significant cme) in the
::mmtr;"s import basket. The former should lead to an upward-parallel
shift of the regression equation, implying a higher intercept value.
The latter should result in a different value of the P* coefficient
Itu the extent that the sensitivity of the general price level To
changes in the oil import price is less or greater relative to changes

in non-oil import prices.

Neither of these two effects appears significant, based on the
estimated coefficients for the two dummy variables in emmation IV,
which display t-values of less than one. However, exclusion of the
slope dummy resulted in a higher t-value not anly for the coefficient
estimate for the intercept dummy but also for the exchange Tate vari-
abte,? as shown in equation V. It also reised the value of R and

Ll

greatly reduced the F‘;l coefficient from .41 (in eguation III) to .30,
which appears more credible. It is puzzling, however, that the esti-

mated coefficient of R is so low (only .11}, implying 2 much greater
responsiveness of the CPI to changes in foreign currency import prices

compared to exchange rate changes.

i Retaining the slope dummy and dropping RZDE produced statis-

tically inferior results, in terms of a lower as well as lower
t-values for the estimated coefficients of 1:’; and




Equations VI and VII of Table 4 examine the possibility of
lagged adjustment of the general price level to changes in costs,
imposing & Koyck-Nerlove lag structure on the specifications with and
without the dummy variable ﬂ_,,, respectively. Not much improvement
is evident in either eguation, suggesting a rejection of the hypo-

thesized lag pattern,

The last two equations, VIII and IX, test for the significance
of R lagged ome year. As has been argued by Blejer and Halevi (1980),
lags for R are consistent with no lag for 1'7;;: "Import prices are
recorded at the time of entry of the goods, which is usually at least
several months after the decision to importwas made at the prices then
known to importers; on the other hand, the relevant effective rate of
exchange is that prevailing at the time of payment” (p. 120).

This seems to be bome out by the regression results, which show
significant estimates for the R, coefficient as well as substantial
improvements, over previocus specifications, in R° and t-values of the
coefficient estimates for 13;, R. and D.. In what may be mns;darud
as the "best" estimated equation (IX), 88% of the variance of the
dependent variable is explained; this seems remarkably high considering
ﬂm’l; the varisbles are expressed in percentage changes. Also, the
estimated coefficients of R and R, are scen to sum up to .305.
While this appears to be smaller than the coefficient estimate of .329
for f’;‘n, they are not statistically different at the 5% level. This

result would suggest that the inflationary effects of increases in




foreign prices an the effective exchange: rate are of the same magni-
tude, taking imto sccownt the melatively substantial lagged compoment

of the latter effect.

4. Concluding Reesrks

A large part of the Philippine inflation since 1965 has been
found to be mainly attributable to foreign price increases.and.the
Mﬁ;m of ‘the peso. Both sources have had a dismptive effect
on general price movements on specific occasiens assu;.i..ut.gd with. the
two 0il price shocks of 1973-74 and 1979-50 and the de facto devaluatien

at the beginning of the decade.

The inflaticnary effects of the OPEC-administered oil price
increases were quickly transmitted to the domestic economy, with
apparent accommdation of macroeconomic policy. This was compoumded
by ‘the upward adjustment of ceilling prices of a wide rauge of basic
comnodities subject to govermment regulation, mot enly covering the
higher cost of oil but also giving in to the inflationary pressures
that were repressed in previous years, The wisdom of maintaining the
system of price controls for basic commodities, which has increasingly
takenon @ largely income redistributive fumction, can be questicned.
Apart from the likely adverse effect-on long-Tun supply of price-
controlled commodities, efficiency losses due to resource misallocation
and ineffectiveness of the price contrel system (relative to other

pelicy instruments) to protect the real purchasing power of low-income
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