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o The \Iatlmal Pfema*lc (‘omcxl has ref:entlv pmvmer’ surmor'r to a res
m:moct to construct mcroecmomc mr’alcx of the Phllmplm econmw th“at would'
| 'oneratlonallv useful Fm» planmny anc’ mhcv—malcng mmmses. 'F‘he mrtout of R
‘profect vould be a.serdies or cn3 lectmn of cuantitative models cmta;m:.nv empiy
'»estmted naraxm’teﬂs and coeff’zczentt: o‘ econarnic telart:mcns‘vns - same models

| be rore S‘DeCJ.f"lc in regard to nartlculaw areas of economic pn]_lcy and would in
knosslble ontlmzmp features. The model to use opemnonallv at anv p:.van tlm
would deoenﬂ on what would se;zzr awmwmate at the tmp‘ for mstanoe, me ocmld
| mterested in mvestrrent allocatlm, and one should have a model that trpats “tha.s
'pmblem specxfmallv. If one is mter%:s*ted in using the instrurents of meta:cv

j  policv, another- model that trea‘ts the mcmtarv sector' in sore rbta.ll would be ap~
miate; ' Tn ef pct, we would ha\m narh al or S\{b—mdels srafted to a basic a
fratiw model, fo.v' it w:mld seem more economical to approach our research olﬂectf!
ﬁﬁs mv‘mt}er t‘han'tr,v to 'havs:. e, arand rodel -i:hatr would answer all questions
mav be mut, e following notes. am verv nmllmnanr

» , &
.

2. Ve can start wrth a srmle aamgatlve model. that mav suggest more det

treatrnentq at later stages oF the qfudv (‘ms:.der the following equations:
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m Y= A(l-'-m)t @yt o
@ C=a +a1Y+a2H‘ v

@ M>’=b8+b}Y+‘b'2X
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vmldbemﬂ:ectedby m, t stands foruma .myvears.,, Theetherma&’
in real terms are cmsmptx.cn C, J.mpor-ts M expcrts X, gwemnent
6, and, gwanmxrt revenues. Tz stands for the money supply, p for
’pmoe level and w forthe !!meywage mte. Peptﬂa‘ticn is mpzesented
reol" we mean "at emst&rt prices”. ‘Throughout , all varlables are datedat
unless crthemse stated. f , | | \ |
3. ‘I‘he mtn.male fax\eq. (1) is sinply tha't it is often-used. COns

in (2) 1s ﬂxe sum of pmvate consmpt:.on and goverrment ccmmpum ‘ ‘
borth cf whlch dspend on poptﬂanm H. Presmably, basa,c constmpnm needs
and pmms:.m af pubhq semoes (smh as edwatlm and }ealth services) de

| pcpulatlm size. In (3), is used as an expl&atory variable for mpor't ;
- mnd that ‘the leve} of fomlg) exchange earnings can oons*tram M This m
‘have been eapemally 50 d\m.ng the pemod of exchmge omtrols 'I'he pmce nleve
J.n (u) is made to depend (pos:.nvely, we expect) on the mtlo of fhe mmey
o to mal output, and also on *l:‘ne govermnent defa.c:,t. The mucnale hm 1s‘t1‘af
‘would be }'ﬁgber if_there Were m meney rélati_ve to the goods thatmvcm
Conversely, the hlgher is output»Y, the lower p would be. ' In thls regard
. tha role of govermerrt expmdrl:ures G is senewhat dlfferent, as most of "G
be. J,n the fom of wages of govenment workers whose services are nat pumhase
the market., To take acocmt of '&us f‘act, even if partlally, we use the.

msn‘c deflcz.t as amther explanatory variable,




- marginal pmduct:.vzty éi lahw 1§ (1-a) Y/ﬂ, 80 that if thls 1s equated to the
~real wage wip, e get (5)». It could then be oms::dezed a denand-—for—labor

‘ fmc'tlm. . We do not- need a 1abozbsupply function, as thls has not been effecnﬂe

in the aggregate.

5. We have the following tm relationship which are identities ex post: ; ;
®  I=Y-C-X+M (dmestic investrent)

(7 K(t) = K(t-1) # I(t-1) . . Ii_e»_:"vC;-i U-"Nf

‘and also, possa.bly, |
(8 X = d+dM - .

' -where M'is world mtports. Incluslon of (8) makes X endogencms but adds M as
an exogenous variable. 'I'hpre would not seem to be any parucular* advaqtage in. ;
unless we could get be‘tter pmgnosmiof M thap °ﬁ;X'

6. Af any rate, in the system (1) - (8) we h‘ave the following set-up: .5» :
exogerms\vaiiaﬁleé H, r* Z, 6 and T, of whlch the last 3 are also wsm bl
instrurent vamables, and 9 other vanables Y, XK, Ny Cy M, X, Ps w, .
We thus need one more equation to determine, in partlcular, the mney wage w,
altematlvely, we could take w as exogenous, 1n whlch ¢ase the renm.nmg 8
(endogenous) variables can be determined by the system of 8 eq\.\at;ons. One
possible justification for taking the Jatter course is that we have had two pie@*
of minimum-wage iegislation since 1964, However, the question of a wage-detem

relationship calls for same examinaticn later. (See para. 21 below.)

7. Ve expect thatall the regression coefficients in the model will tum

positive, and mé'oanuuacgieffepts of the exogenous variables, say H for. ex
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beocms effect’we. 'I‘he pohcy instnmrts Z, G, T shvldttenassxme
appmpmate \élues._ Thewayeq. (l&) is pttt, theze are substlwt:l.m G
: he:bween nmemy and flSCﬂl po...lC:leS. The model .1s clearly very m.\de, /hov&b
| fa‘ it does not shcw the dlffemm: effects'of hlgfher G thrc@x preater T 'ar
'thmugh eneater mﬂ:shc bomwlng' Thls defect sl':ould be con:ected ‘bv a \
cbtalled tmatmm‘ of the pubhc sector. :

9°; Unh.ke the vml.ms relatlmshlp, the ‘T 1 says that N and 3 ;

: topet}er (fcr any ;nven year). It maht be asked, therefore, why ane- shauld
to :mpose a cmstmmt cn B3 cmsidemg the menblcynent s:.tuartlona. ene

iﬂarployed are capable nf om:pla:unnfr more about hlgher' umees. Prem:atﬂyﬂié
also. hema more pnhtmal pmer. . (Reaent events smmdmg the Fe!mmy 197
| da fwto&vabmtxmofﬁuepesosuggestthatextemalbalame 1sa‘n19hez‘ 1
”‘cbjeeta.ve mlatwe tb pmce "stahlllty" L o IR
m Needless to say, cther speclfz.ca*ta.ms of the eomomlc mlatlonsf
, poss:.ble, and. these
frm a ﬂ:eoret:.cal v:.ewpomt.

For -instance in eq. ’('4), we coul&




mfe Cp is: pmva:ue oonsmpﬁcin and Cg is govemnent consuxpum. ' Ifthe

| »_:-'pemﬁ.t_,.we‘.sl'bu};d' also itry o d;saggxiegaté c-,m?o.mpjér omponents hkefoods

camodlt:.es, nanufac:tm:es, etc.

Outpnt Y could be d:.sagg:esm:ed mto agmc!ult\ne, mufactmm
: aet'v.l.ces, etc. At some 1ater stage of the reseamh, the 1965 'irput-outpuft dat
could be used for fur'ther dlsaggregﬂ&. -

¢

\

| : 12 Wa ‘would wan’c to repor-t (m an appendlx) all these ofhen estmated
equata.ms, whemer cr not 'they tum csut n:r.ce’ly fmm a ctmze-ﬁtt:mg v1ewgom=t

as a serv.tce to other pmspectlve aneS’Eigatcrs - .,

1.3-,; AS the' main Objecznve of the msearch pmject is  to pmduee ope

useful nwoecmomlc models for the ’F’!uhppmes, we are constrmned to 1ncl
;»est:mated equértlms (in- our models) t‘hat appear nme rellable stat;sncally,

tmugh fmm a tl-aeteucal ue@omt other equatlms mght be more. attractlve.
" The reasm 1s that we nead relatlmshn.ps whleh are such that we can place mom



‘more amacme But perhaps t}usm-ter coula be decided on

1u. Tt will be observed that the model (1) - (3) 1s a supgly m‘t‘tel i;z
sense that 11: contains a. prcductlon fmt:non for output, which is not dete Vf
- as it would be in a derranﬁ model - as the sum of cmsurpnon and’ :.n,
deman:i. We cannot add an independent mvestren‘t function that detemms
ment exigg for thls would overdetenmne the sy:stem,

15. &n alfernative model would c‘roo the production function and imlﬁ:
1nvestmant functlon, but this may not be too appmpmate to the Plul.‘mpme :

s:.tuatlm unless oertaln restrictions are mposed on the model. Feor it would

pear sufficient to :mcrease demand in order to 1mrease output, and this woul, 3
be true only W.lthln relatively narrow lJ.mlts. The 1mpl1cat1ms of such a mode'
_are thus likely to be mlsleadlng, if we- aocept the (broadly correct) v:v.ewpomt
that the main constraint on output growth stems from the supply side rather t
the demand side. This viewpoint is at least eonsistent with our experience o :
a secuiar rise in tﬁe'price‘ level, |

16, Since I = Ip + I where. /Ip'is priv&te domestic investment and}f
is gmﬁemnt-*:nt,'it is possible to consider a model where I is residual. Wes
refer to this model as Model B a vaman't of the system (1) - ® wh:.ch we “shail
call Model A. mﬁcallv, Model B consists of egs. (1), (2.1) - (2.3), @)
and ;(‘9)’ I‘Ipb Ig | |
with _I,g exogencus. One ratlonale for making Iv residual is that to a large
‘extent, ex ante private investment dces not seem constrained by investment |

poss'iiﬂlities ‘but rather by foreign ekcmnge and credit availability. | Fateé
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retum cn mves’tuen‘t aopear relatlvely' ’ gh, and 1t seems hkely tha't in

‘!

e w has fallen shcrb of ex am:e uammdes Accordlngly, the'dat o

mvesu:ent would noft d:irectly glve us mfomatlm that would help estln‘ate
mvestment demand fuwtlms. (One view that ex ante mvestnent tyolcally
ex Dost is obvmusly not mmnpatlble mtﬁ‘ the fact that the gove‘rment h&‘
exmmg:.ng mvesﬁmnt along partlmﬁar 11nes cf ac'tlva.ty.

1’7. mle lbdel B belmgs to the same genre as Model A, a qulte dlfferem

one nesults fmm deletmg eq. (2.2) and’ 1nc.1w]1ng an equatlon for Ip m Made

Smh an equatlm for Ip would not have 1o be neaessmly a denand fmct:. B0

‘may smply be a xelatlmshlp between Ip (ex E , which is 'the only data we
, and other aggregauve vamables. One mmmale for suppressmg a pmvate _eon-
smptlcn c’emand ﬁmctlon would be that, in a sxzpply mdel, quantities omsuaed
would be oonstra:med by current supply omdltlons (abstmctmg from mplame' :
mven'bwy duanges). I't: mght also be mentlmed ‘chough this would be’ 1n~e
to the pomt thaft consmptlon has been estlnated as a resicdual mem in the
- matimal income aooomts. In a\y evem:, we ocmsz.der that the equation far
can be cmltted w:v.thout much loss if we msh to ‘take expllc::.t account of the
'deﬁemmatz.cn of Ip '-Ihe la"t'ter would be of greater 1n-hez'es~t from a poh_

v:\.ewpom‘t.
18, Consider '
(10) ,1P= ot e Y + e, MX) '

c‘mest;c Sava_ng andtha _Q’!-X) term reflegtmg fore:.g;n ‘s\_av:mg. We s‘muld"
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Thls Qan --be wmtten

e el

(10.1) 1= S0 0+ 21 ez %2
' l- el ’ 'l - el

- and :m thJ.s form, it 15 not clear why e2 should be posrtlve.

would cnly mean that the dependence of IP on the trade surplus is greater _

its dependence on.C + Ig . There would seem t6 be rather little ‘thecmetl '
motivation for (10.1), however. |

w

*Cf. M. Mangahas, "Foreign Assistance in Models of the Philippine
Ptnllpgme Eeommc Jotmﬁal (forthorxmng) who reviews the work of Y. Shl

and S. Yanaslnta, "Fomgn Ald and Ecxmcmc Growth of Developlng Asian
Omn‘rtmes," Occasichal Paper No. 2, The Institute  of Asian chomc Affa.ws

Tokire rf_l,gsg_; ‘These papers have estimated (10) with I as the dependent

~




also :\aduoed Accwdmgly, .as a f:.rst attempt we could try
10.3) 'Ip £, + f,y + f2B

-

- _ (10.&) ' - B- |
.where - B 1smwbaxﬂ<cm&t, deflnedasthemt add:.tlontotctalbank

i

'il '

g0+gY+g01~X)

dur'J.ng the year We shall mfer- to t}us as Medel D, uslng (10 3) - (10.

place of (10.2) in Model C.. 'I‘he Y term :m (10 4) plays the mle of a

vam,able, and B is endogenow. Bxphcrt emslderauon of the mcmy s@p
o Z is:gm‘edhere,asweamtakmgz asexogenous Vbe@ec‘t f2>o"“
g2< o, Whld'l would nxply e2< o in eq. (10) since o, 3) - (10 4)-




following equatlm to nake W ndogenws rather than exogenous:

"(ll) | S m = 'ho"‘ h1 BP v "‘ ‘hz BY - | o

w o ,_ P Y ‘

' where Mu(t)) = u(th) - u(t) If statlstlcally s:tgmflcant, thls muld be a
frankly eirpzmcal rela:tnmshxp but supported by mcuroeconomc cmslderatiazs‘

¥

wage . :mcreases (this also works 'the other way of course), and faster output.
gxmth may require eﬂployers to pay hlgher wages because of fmctlons in the
jabor market, despite a labor surplus in the economy as a whole. Writing
eq, (11) for time (t-i) :mstead of 1:, we see tha’c eqs. (1), (u), (5) md
{11) w111 determine Y, N, p and w simultanecusly, given the values of
the predeterﬁﬁrléd variables. | . |
: 22. The next stage of the wcrk, after estmat:mg the various models
(and erther versmns), mu]d be to fonm.xlate less aggregative sub-models whmh,

can he gmfted to some baslc model and which muld elwldate the quantltanve

ot

If, far example, the policy
(1) will have to be replaced by







