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.tries with 1ower capltal output rat1os and contracted:i ﬁu$

with hlgher'capltal~output ratdos,

‘With respect to forelgn trade, the composition of tr&&

‘1ndustr1es would have been differents In general, the dlff

would ‘have been in the form of fewer met 1mport1ng and mor”

neutral industries; Capital intensity was not a factor 1n~the
determznatlon of the industries’ tradlng status. There ig‘n
'stralghtforward evidence that the s0- -called import substltuti
industries had comparative d1sadvantage. More 5mportant in 1

d
etermlnation of comparative advantage were factors that af

the)mobility of resources in ‘the economy as a whole

-H##H-




'Eéfwéent,ta‘b 75‘per'cent natlonal 1ncome, an& larger than
est1mates c1ted in Lelbenstezn [21} arrlved at through partlal
equ111br1um ana1y51$. HoweVer, they are much smaller than the
general equllibrlum estlmates of Pedro Cabezon {31 on the wel
fare 1mpact of the Chzlean tariff, which range from 0,4 per ceh
to 5, J per cent, or Johnson's [8]  and McK1nnon s [14] geneTa
equ111br1um parametrlc 51mu1at10n estimates which range from ‘a

high 25 per cent to a low 3 per cent, resnectlvely.

(Senszt1v1ty

Characteristic of linear models, the 11near programnlng
" model employed in this study proved to be sen51t1ve to both
changes in the input-output structure as well as the boundary
conditions 1mposed on the actlvity levels. This sensitivity
should not bg forgotten in the course of appreciating the est%é

mates just cited.

6. .Conclusions

On the.assumptibn that idle or underutilized cépacity raﬂg
from zero to 20 per cent of the aggregate capital stockvin the
Philippines in 1961, the production coSt of exéhange cOntr01 if
ihe country at that time ranged from 0.18 per cent fd 1.65 per
cent of gross national product, This cost cah be viewed as thé“
percentage of national output foregone because the peso was cvéi
~valued, Moreo#er, the structure of domestic production would\
—have been different-if there had been no exchangekrestriction:t

The structure would have been characterized by expanded indust



hand side, 1t is- necessary to answer “the question as to Wthh
matr1x and rlght hand-s1de are relevant. It is recalled that
matrlces Aq and A, reflect a moderately adjusted and a lxbe'
ad;usted exchange rate, respect1ve1y. ‘That being the case, i
'is no problem to assume that between them they encompass "th@
equi;}brium‘exchange rate. It follows then that both mafrickg

are relevant. B , L

With regard to the right-hand-side, it is true that thér

more reasonable than another. It is equally true, howeveri;t
'1n‘the short-run, on/the basis of empiricél considerationc}‘
is not feasonable to assume that anyieconoﬁy is capable of~#af
ing output and capital stock by 50 per cent. In the Philipp
the rate of var1ation on the basis of rates of capacity under¢
utilxzation and,ldleness w1l have to be in the neighborhoodfq

10

20 per cent. If that is the case then the relevant right-ha

side is right-hand-side 4, This w111 1nd1cate that the econom
cost of exchange control in the Ph111pp1ne economy of 1961 mus
be anywhere between 0.18 per cent and 1.65 per cent of nqti?na

income of that year,

The foregoing approximations-are larger'fhan Gerald Lage!'

’[11] estimates of the cost of the Japanese tariff, i.e., 6.33

10Even for the 1ndustr1allzed Japanese econony, Lage's{
implicit est1mate of capacity underutlllzatlon is only 20 per
cent,



SXporters or neutral.,‘UndefMliEer 1

, kdncts, became nat
.hand~51des, enly Ferrous Metal Non- Ferrous Metal,&and ‘B

L cal Equzpment had unamblguous comparat;Ve dlsadvantage.

' On the Easis of thesejchanges, it>is difficult*to se§<
the so- called 1mport substltutlng 1ndustr1es, except 1n,iG'
as they refer to Ferrous Metals, Non- Ferrous Metals,
Electr1ca1 Equlpment, had comparatlve dlsadvantage. The mes
that can be said seems to be that the advangage or. dlsadvante'

‘of the various 1ndustr1es cr1t10a11y depended less on the ex

exchange rate than on the policies affecting conditlonsfe :

bility and;mobility in theueconomy«es e'whqie,,}T

#

The Produrtlon Cost of Exchaage Control

Estimates of productlon costs under varying assumptlens
summarized in Table 6. It can ‘be seen that production cost
‘uniformly higher under Matrix A, than under matrix-Al.‘_Thi
‘ranges from 0.18 per cent to 5.00 per cent on the basis of:
matrix A, and from 0.27 per cent and 3.5% per cent on the bas

of matrix A,, as the right-hand-side is iiberalized.

Here we are 1eft Wlth a range of estlmates, not with a

fixed 51ngle value that can be p01nted to as the estimate 0:

the productlon cost of exchange restrlctlon. What needs t;*“
done 1s to determ1ne vhich of the several estimates can be ru
garded as satlsfylng our purpose.: Since the percentages are

,sensztlve to both changes in the matrix and changes 1n the



the domestlc productlen sector.‘ As was seen earl:er,

product:on levels went up as the right-hand-side was 11bera'é
As a result of these 1ncreaaes in domestlg product1dn leveIs*
more 1ndustr1es could afford to make net exports and fewerj
tr1es needed to make net imports, althourh the VOluﬁes of n
exports and net 1mports were equal, as requlred by the balanc

of payments constraint.

‘The location of comparative advantage can‘be,inferred'fto
the foreg01ng changes in the 1ndustr1es‘ trading status. Coﬂ;
ratlve advantage and comparatlve dxsadvantage can be sa1d tof
in those industries which became net exporters and net 1mporter
respectlvely, in the opt1ma1 solutlons. These 1ndustr1es var.
with respect both to the technology matrlces and the rlght hand
sides. On the basis of the matrices, the industries which had
‘advantage would include Mlnlng, Food Manufacturing, Tobacco,,
Footwear, Chemlcals, and Services. Those which had disadvan-
tage would 1nc1ude Paper Products, Prlnted Materials, Non-MetL
Products, Ferrous Metal Non Ferrous Metal, Non- E1ectr1ca1
Machinery, Electrical Machinery, Transport Equipment, and M:s

laneous‘Manufaotures.

Comparat1ve advantage and d1sadvantage is serlously mddlf
f1ed however, as the right-hand- side is llberallzed Under
11bera1 right- hand-sides, Textlles, Wood, Furniture and letu'

Paper, Prlnted Materlals; Leather, Rubber, and even Non-Metal'



a nei importer in«theiopiimal‘sélutibns}~\
It w111 also be noted that the 15 industries that become
net importers 1nc1uded industries with fairly low cap1ta1 inte

’

‘sities, &.e., Food Manufacturing (14}, Chemlcals (15?, Leather
(17} Non- Ferrous Metal (18{, as well as faarly.capltal -intens
ones, i.e., Non-Metallic Products (1), Transport Equlpment (4),
Paper Products (5), Rubber {6), Electrical (7), Printed Materials
(8), Non Electrical Machlnery (9), Furniture and Fixtures (11),
and Ferrous metal (12). o Cap1ta1 intensity, in gther words,J

was not an important factor in determining whether an industry '

was to become net exporter, or neutral, or net importer.

The responseé of the trading in@ustriés to‘changgs in‘the 
right-hand-sides can also be obéerved _When the right-hand-Sié
‘was restrictive as under rlght -hand- 51de 1, only five 1ndustr1es
were net exporters., These are Mining, Food‘Manufacturlng, Tobac~
co, Bankihg,‘and Sérvices. The rest were net importers or neuir
tral, However, as the right-hand-side was llberallzed the nmzb } o
of net exporters grew, Under right-hand-side 4, net exportgrs’
‘ipclude Agriculture, Food Manufacfuring, Tobacco, Textiles, qudw
Leather, and Chemiéals, -Upder'right-hand?side 5, many previods
1y net importing industries became~neutrai, including Furniture,
‘Paper, Printed Materiéls, Rubber, Petibleum, Non-Metallic Prod
,ddcts, No?-Electrical Machinery, and Transport Equipment. 'In,}
general, the number of_nét exporters and neutral industries

increased as the Tigthhand-side was liberalized.

s
- -



T For 1gn»Trade

A summary of the changes occurrlng in the trad1ng sta u
1ndustr1es as both technology matrices and right- hadd s:des a

.varled is given in- Table 5.

i

It is p0551b1e to see how the trad1ng 1ndustr1es resPO
'to alterat1ons in the matrix.  Not counting- the home 1ndust'
(namely, Constructlon, Wholesale and Retail, Transport Services
Commun1cat10ns, and Electrlc 4nd Gas), ;5 1ndustr1es were sen
tlve in varying degrees to changes in the matr1x. These are:
~ Agriculture, Mining, Footwear, Furniture and letures, Paper\
Products, Printed Materlals, Leather, Rubber, Chemlcals, NG’”
‘Metallic Produc»s, Ferrous Metal, Noanerros Metal Non Elect
cal Machinery, Electr1ca1 Mach1nery, and Transport Equipment
Most sensitive were: AFerrous'Metal, Non-Ferrous Mefal,yﬁlecﬁ
cal Machinery, and~Transport Equipment. In general these 15

1ndustr1es changed from either net exporters or neutral to net

1mporters as the matrix was adJusted

It is of 1nterest to explaln the change in the status of
Agriculture from net exporter ‘to net emporter. In the 1nput-ﬂ
. output c1a551f1catlon on whlch the present study is based Agr
culture ;ucludes only basic agricultural production, It does
noi include processing and milling activities, which are'em-‘ﬂ
‘braced in the Food Manufacturihg'industpy. Given that the .

country is in fact a consistent importer of basic.farm'producgs



,The only exceptzon was Text11e§ whlch dec11ned under rest“’
,pol1c1es and expanded under buoyant pollcies. vThg remgg;ung
1ndustr1esv1n,thg indlgeneous.manufacturingvand éépital#inie 8!
'sectors were sensifive to.Changes’ih internal polities(és the;
‘were to changes in,the'exchange~rate. While sevéféi}of'fhéSe-
1ndustries (taclnding Furniturc: and’ sztures, Cheﬁici;s,,nﬁ 
Fetreus Metal) expanded even when nol1c1es vere restr1ct1ve,, ’
of them expanded when policies were lzberal. Generally,~tbef
‘capital intensive 1ndustr1es declined when internal polxcaes Wi

,restr1ct1ve and expanded when tbese pollczes,were perm1551ve.

In any case, the stfucture of thevec§n6my tha@vemerges whe
the exchﬂage rate is édjustéd and policies affgcting-mdbilify
the economic system are liberélized'is different from the strut
‘ure that results when these ad;ustments and mod1f1cat10ns are
nbt implemented. However, when 1nterna1 economic nol1c1es_
become so favorable as to uermlt a 20 to 5C percent exnanslon”
output and capacity, the 1mpact of the excbanve rafe on ﬁndus

trial structure becomes small,




rages (13), Tobacco (19); and rtetmleum (20).' 'r‘hi‘sf kind of

':1£v1or is of COurse prec1sely what shculd be expected when
"415 the scarce resource wh1ch is belng economlzed by' h. 'S

*

as a whole.-‘;

”

The conc1u51on is that almost one half o£ the indust\%e

lincluded in. the 1nter 1ndustry study, i e.,~14 1ndustr1esi“Ag@i
;;.': culture, Mlnlng, Food Manufactur1ng, Beverages, Tobacco;mTe
- ;Petroleum, Bankxng, Serv1ces and the five home 1ndustr1es)‘e
29, were qulte 1nd1fferent to the exchange rate. They ex;
"(and in the case of Text11e decllned/and expanded) Te u
wwhat exchange raterwas 1n‘effegt. More sen51t1ve to>exchang

g

rate modifiéatidns’were the 15 rehaining industries, These

thé‘industries that belong td'the indigenous. sector of the ma:
factur1ng 1ndustry, and the can1ta1 1ntensive sector., wnilg

’,' industries reSponded in. the same’ dlrectlon to the vat:ﬁu,:"

i_under ad;usted»exchange rates. Exh1b1t1ng partlcularly wide




»changes in the rlght hand szde. The fzrst flve 1ndustrles¥{’
'-culture, Mznlng, Food Manufacturlng, Beverages, and Tobacc
expanded and, except for Beverages, expanded tcf

11m1t_un@er all flve.r;ght-hand-51des;

s

The 15 1ndustr1es belonglng to the rest cf
'sector (already»enumerated) behaved dlfferently. These indﬂ&w
expanded or contracted depend1ng on the 11berallty or re‘

' ness of the rlght hand 51de. Almost all these 1n&ustries,

’-hand 51des 3 to 5.

~ The home industries expended'uﬁder ali—five‘rigthhand7S§

The expansxon becomes general, W1th only the degree of

" sion varylng, under the extremely liberal right hand s1dese

&

o . On closer examlnatlon, 1t turns’ out that the 1ndustr1es

fwcontrected when the rlght hand-51des were restr1ct1ve and wh
- expanded when the rlght hand:sides were 11bera1 were the relat
| 1y more cap1ta1 1nten51ve 1ndustr1es. These, with capltal'int

‘51ty rankxng in parenthe51s, are: Text11es 2), an-Metallicf

!;vProducts (1), Rubber [6), Non- Electrlcal Machlnery (9), Ele

f: Machxnery (]), Transpbrt Bqulpment (4}, and Mlscellaneou f
}tures (3. | ‘



'r1ght hand 51des. The response of the 1ndustr1es to ch nges
5,the technology matrix can be noted. F1ve 1ndustries, nﬁmely
ﬁAgr1culture, Mining, Food Manufacturlng, Beverages, and
were completely 1nsen51t1ve to’ alteratlons in the’ ‘matrix.
less of the matr1x these industries expanded, four of them to

~ the perm1551b1e max imum,

~ More sen51t1ve to:matrix changes were 15 other 1ndu$t les

_Whlle these 1ndustr1es changed in the same d1rect10n regahdle
‘of the matrlx, the extent of the change they exh1b1ted was gene

rally greater uﬂder the adJusted than under the unad;usted ﬁa
“ces, Among these industries which’ exh1b1tedothe widest flu‘hg
fions, as the iechnology matfix'was altered, were the industri
,belong1ng to the so-called -capital- 9oods produc1ng sector, whia

were 3150 generally capltal 1ntensxve.

" The flve home industries, namely, Constructlon, Wholesa"

and Reta11 Trade, Transport SerV1ces, Cemmunlcation, and Eleci

9These 1ndustr1es, thh their_cap el b o D
parenthesis), are: Textiles (2), Fpotwear (16), Wood (10),
ture and Fixtures (11), Paper and Paper Products (5), Pr1nted

. Materials (8), Ledther Products (17), Rubber Products. (6), Chen
- cals (15), ic Products (1), Ferrous Metal Products
‘Non-Electrical Machinery (9), Electrlcal Machinery (7), Tran
'Equipment (4), Miscellaneous Manufactures (3). i
i Two other industries not behaving in the same way as the
"~ above industries, are: Petroleum (20), and Non-Ferrous Metal
*g~,Products (18). : -

: %
#



iand flexib111ty in the economxc system.
‘rlght-hand~51de 1, the output of Agr1cu1ture was al}owed
be 2.5 per cent and that of ‘the other 1ndustr1es by 10
"whlle the aggregate capztal stock was held down to lgﬁle xiii
tlon levels. Under right-hand -side 4, the varlatzon rate wae

1ncreased to 20 per cent for all industr1es, the aggregate c

;tal constralnt was deleted, and all lower bounds were elin n,

"to allow Ehe d1sappearance of. any 1ndustry. Unde ght,h&
s1de S, the. var1at1on rate was 1ncresed to 50 per cent whit
- all mod1f1cat10ns embodied in right- “hand- tside 4 were re_ -ﬁ
While this latter rate is obv1ously too large for the short-r;
“horizon of the model, its inclusion is useful for purposes

Judglng the re5ponse of the 1ndustr1es to praetlcally unlim1

freedom of movement in the economy.

e

_These Variation’ra;es are shown in Table 3.

" The -model has 93 row constra1nts, 1nc1ud1ng the obJect1v
functlon, and 156 column varlables, 1nc1ud1ng the posztxve a8
negatlve slacks. It has 857 non- zero elements, 1ncluding s
yleldxng a den51ty of 5 91. When the 1nfea51b111t1es are dele
ted, the effect1ve TOW constralnts decllne to 64, the non-z¢

elements decrease to 734 and. the dens:ty accordlngly r1ses t



iAll 7ff15 a new technelogy matrixr~“v

P

to the assumed 200 per cent sub51dy except that
scalar is 0,35, The-der1vation of the second “free"t B

; »nology ‘matrix will then be straightforward.

. -

.

(12) {(a13) (ﬁl/PJ)"] ‘[Az]

[(pJ/pJ)"] are Tatios expre551ng the new feee trade p"
' of the apnroprlate 1nputs and outputs.

[A,1 s another new technology matrrx. |

These "free trade" prlces, Pi and p-"l(i*g 1;

the subsxdy or tar:ff on f1na1 product that they 1mp1y are

”

1

in Table 2.

051ng matr1x Ao, A, and Az to represent, respectiVely
‘or1g1na1 controlled 51tuat10n of the economy, the moderate
adjusted "free trade" 51tuatlon, and the~11)era11y adgusted
trade" srtuation, 1; is now. pnss:ble to obta1n zn approxim&

Lof. the*prodactlonrcost orsexcnangeacont$614

~

5, Some Results

,}

~‘Boundary Cond1txons q.f ,: . S e

In keeplng with established practice in the use of‘1




"iﬂpass the "true" rate,.wh1ch was nom1na1 in some“in&
“fa1r1y large (exceedIng 200 per cent) in some of the'

rcompetlng 1ndustries. e - c" T

What must now be done is to e11m1nate the sub51dy ?

cost of the 1mported 1ntermed1ate 1nputs and find out how ° th

Jtotal cost . and hence, the prlce of output is affected.o Aft

P

-that we can calculate the technology matrlx,‘reflectlng the
- derived "free trade"uprxces which w111 be»used_to~represent:&

‘"free trade" version of our model..

Algebralcally, thls is saying that the 1mport vector xh

t1p11ed by a scalar 0.65 to reflect the removal of the assum*

~50 per cent subsidy on»imported inputs,s

maklng the'necessary“

matrix mult1p11cat1on 1nd1cated by equatlons (8) and (9), ‘and
tthen multlplylng each element of the orlglnal technology matr
by the correspondlng new prlces, to yield a new technology i
matrlx, viz,:

' nxn nxn ~ - .
(11)  fazy) (py/py)'l = A1} ,

8The der1vat1on can be shown as follows. Suppose the 1mp &
~ input coefficient (fyi) is .300. We know that this coefficie
" embodies the subsidy,’ viz.: fpj(lts) = 300, where s .is the
percentage sub51dy. If we assume that s is 50 per cent, the
1,50f, mnj .300, % .200 = the price of the imported input.’
under free trad To find the value of the appropriate sca
h with whlch to multzﬁiy the import Input coeff1C1ent, we ha
.300h = ,200, h = ,666... The scalar h ,666,.. to refle
,the 50 per cent sub51dy on the imported 1ntermedlate 1nput_




vembddY»any distortion. 'In,the'Philiﬁpine case, hoﬁeVef,'it i
the distortion that makes the devaluation necessary to beg1n

with. Exchange control in effect1ve1y 1mp1ement1ng 1mpert

control becomes another name for a. sub51dy program for 1mportﬁ
and import-competing: goods where the sub51dy is pa1d both by

- the exporters and the public,

Y

-~ . -

If the prices of goods are equel to unity in the period of

control, they must fail below unity once the subsidy or 1mplled

"tarlff" is eliminated, The subsidy or 1np11ed traiff may fall
either on finished products or intermediate materlals or both.‘
In any case, a subsidy on a finished product can be expressedv

cn an appropriately adjusted subsidy on intermedidte products.

In view of the type of data that are avallable, ¥t is mor

convenient computationally to view the subs1dy as falling upon

imported intermediate inputs. This in fact turns out to be thed
,lrealistic‘view in the Philippine case, because the Ph111pp1ne
government tried to encourage import-substi*ution precisely by
'making.importers pay less for their imported Enterme&iate inpui%
; via an overvalued exchange rate but collect more on their finish
; ed products via higher domestic prices generated by a shortage'
of import-goads., Tthegpnoeédueeiisftoécétﬂﬁiﬁtezthernateadf?sﬁb
. ksidy extended to domestically produced as weli as imported geo s
where the subsidy 'is assumed to~fn11 on intermediate inputs,

the present,etudy, two assumptions of the rate of subsidy are

used: a low rate of 50 per cent and a high rate of 200 per ¢




,' 1Cf1d ds. a product matrzx whcse coefficij s 'S
dlrect and ind;rect costs of - 1nputs pe;“unitx
“t?ut; - B

v

1xm mxn lxn

() 01 [c] ,='[1001 SRS

If we assume that pr1ces equal costs, then prxces als

unlty as 1ndeed we have already assumed, viz.:

s

1Ixn 1 mxn Ixn
(10) (p} = {1} [c] = [1. 00]

[P]

is a vector of pr1ces, one price for each of th

COMOdlthS (P 1 = 1, co ey n) ‘.

1f any of the vectors of primary or 1mported 1nputs is

altered, either by an increase or a decrease in the cost’o”

these inputs, the vector of prices w111 also be altered th

" prices will also increase or decrease. ' Thus it isfpossible

trace the total effect of a change in the cost o‘ any 51ngle

input upon the prlce of the correspondlng output.

-

How then will abolltlon of exchange restr1ct10n affect‘ﬁ

cost of 1nputs, specifically 1nported inputs, and hence the

- price of outputs? It is important to indicate at this P°iﬁt,
that in the Philippine case we are;dnalyziﬁé‘a movement'frv J
position of disequilibrium to a position of equilibrium, inst
of examining a chénge from a ﬁositibnﬂéf equilibrjﬁm to anét{
position of equilibrium, as in'standﬁfd devaluatibn dnaiysis“
In standard devaluation. analys1s, devaluation leads to an in
crease in the" prlce of 1mported goods in terms of domestic cu:

“:ency, 51nce5domest1c*pr1ces at the 1n1t1a1 position do not

4



been 1nd1cated, 1n domestic prlces embodyzng the d1story onf

created by exchange control must be redef1ned in domestic p'

that‘are free of the d1stort1on.

. »

Thxst;nvolveS}the calgula,

ofjdomestic'pfioes"thet would preuaii in the ecouomy iffforoi

exchange'wereﬁnot controlled, i.ed the caloulation\ofoﬁo*
“1/(1+e),twhere, e is the‘percentage'of the,supsidy afieinﬁ fro

" exchange control,

Tronsformation of»the Data

In compet1t1ve valuation models of the input output,\yp_

costs of commodities are determined solely by ‘the costs”oiﬁ

Thus, if th

factors‘or resources used 1n thezr production.
matrix of primary 1nput coeff1c1ents, 1nc1udlng 1mport coe_f

cxents, is postmultiplled by the inverse of the technology
7

‘matrix, we obtain a new matrix showxng the d1rect and indiroe

costs of,inputs per unit of output. These costs add up. to
_ unity. » ’
In matrixJnotation:

mxn nxn Dy mxn
(8) [f35] -[I-A"1 = [C]

'{f--] - is a matrix of ptimary input coefficients,

-

[I-A] -1 js the inverse of the technologlcai coefflczen
matrix.

g 7In the course of transformzng the“data, it was found 't
the. invorse‘reported in Mi;ares and Valdepenas is not [I-A]
-To obtain the inverse [I. A}‘ ‘used here, another inversion
to be carried out. The correct lnverse 1s reported 1n Ju:

RON Appendlx Table 3.




7the demand side, the £ormulat10n rests on the 1mp11c1t LS Sum:

7of an 1nf1n1te elast1C1ty of forelgn demand for~the coun‘

[experts;f This assumptlon is not damagxng to the model since

‘has been sald, we are: deal1ng wlth a. small tradlng_gou‘try

"Withiboth'impbrts and eXports being treated as variébl
the Optlmal solut1on wzll also indicatc which 1ndustr1es wzl

become net exporters and whlch industrles w111 becoMeanﬁt‘

K

- ers. The 1dent1f1cat1on of 1ndustrles whlch have a natur

e

| paratlve advantage and of 1ndustr1es that have a potentlal;

",produc1ng 1mport substitutes then naturally fcllows._

pt

"4.  The Empirical Basis’

‘The Data Input

" The princzpal data to be used wzlk-be those prov1ded %y

1961~inter 1ndustry study of the Phlllpplne economy by Mljat

and Valdepenas [15] This study dlsaggregates theveqoncmymg
‘29 1ndustr1es rangzng from agrlculture to erv1ces. “Théséf

1ndustr1es and thelr Internat:onal Standard Industrlal CllSs%

- cation (ISIC) are prasented in Table 1., The 1nputequtput:‘o

cients are the basic parameters of the model, ‘Othét’data'fé
1quired are those pertalnlng to gross domestic productlon,
exports, 1mports, f;nal demand, 1abor- and capltal output c

c1ents of the Lndustrxes included in. the 1nter 1ndustry




‘prices. (The}matrix tianéfqrmation involved'here will be shbﬁﬁk
pp.,22-24.) | o |

In terms of the ObJGLthc anctlon aef1ncd by equat1on ( ).

‘the optimal national income derlved from each "free trade"
- version of the model will then be compared w1th the optzmum

al income in the actual "cohtrolled" version, which is also

exprqssed in.apprdpriatg "free* trade" prices. The difference
will then serve as an approximation of the production component

of the economic cost of foreign exchange_control.

The power of the model in 1solatang the production cost of

exchange control arises from the fact that wh1le the technolog;

cal structure of the 1ndustr1es and the economy as a whole does

not éhange over the horizon of the model, the configuration of -
,price-chénges; Thhs,:;:’any difference in the behavior of thef
industries in the three versions of the model in terms ofVOut; 
put_levels and other variables can only Be the result of the

difference in prices that confront these industries., E

 Foreign Trade

Imports and exports are treated as separate variables whose
levels are to be determined, rather than as pérameters estab-

‘lishediby the magnitudes of previously specified final demand

‘levels as in conventional input-output analysgs; On the supply
'.side, this permitsvnotzjust the reduction but the completé*abQé

- lition of production in any industry if that is optimal, and

&



