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This paper conrinuy:s 4 srovavio applieatoone b cimpia

protatyin morpterrnel Yoo Yhi a1 donertor of doue lopana
LI

countrivs,  Feur naurtrier ut Letan Ame \C o v staaate .

Althounh the rount Fies utde rocunsigerat L un TR AN S L R alal 3 F o

atructure ond duvelopment, thege ot conmen groblonn (n

grovilnping the sonufacteneg seetar,

Tharafore o yenur o1 model cunsis ting o & pahooural eguations
and 1 definitian wad dovelopee an rhapter o fhe axpl.matory
viarioblea tor the 4 huhaviopal cad tions - demand, imports,
exports ang price Jufl. tur af the monyf o turing nogtor -

Jte thusen cceoading tr csoneme thoory ettt asariobility

af wota. fath vouotion ih discucsals

1 chaptor ! this wnurod madel 3n opnilud to the inaividuad
countpies, o vl country the aenults af thy catamoetaon
EQCE S S  FE S S N serted oman chagtly g BV TPPTITINESS DU IF RSN o it 1ot
we: bried sever- oo tree Ypymuaaatanns oot e chyd the

mo  antercotang renudite bholcu craterio et bioeh eeenunie
bheory ond stobiaticel iy yticange, For predictann purpnsat
wi compdted the Tu gl torms, Pogfarm roe oess i agmply
puriod L3 shown qropbacaliy, The resuits of vetication for
Vonpzusla and o litt of vl ohlas nan b Founrd w0 1
appundix.

The ustim Linn muthod u:‘ml‘i' ne aethataey heoot Saatits. Corznta=
tion counfijcioent ﬂz cond Barbin=W taon st tiskic W are oale

gulatea tor every vquotion, The Higures in porerthoses below

1) For .n cardive svdy of thio bing et Bootm, franeh,
Dtruba, "A simpic proenty wagro=-modie b e the wmande-
f .cturing seetor of dueve Joping countrien®, SRR VY B0




the cocfirciont . v the - tan o ro oy oo b the coottgeaent

A% operes it e ot Un oo P e o,

Poriog of obsorvatyen 30 tar (hise, Mo oo o onoguc b
1uhb=t i, for Ao ntieng . Yo etur, Theo gt i 7 othey
short, bLut the doto <he® oore L previath o by Ui, wope

notl v 2lable for ene reeent pooaa, fhie T oot md the 1ock
of more coprepraoty Cats o mooe Jt aoponsabile e campiny o omore
sophivtaicoted theory, For th o roosmarn Lthore ve st barauns
to the spplicbility of aur resolte e Lo the undeciyinn
macrougonumic concept of the model o thy politacal situation
i the countrivys urder tnventigation, Ure of the basa
amsumplaiong af luast 9quers rogreasan sethods 1w Lhe cone
stancy of the strocture 1o be votimatod over the ohecyvoting
period, As the coonaade and politecal situatiee of dovelaping
countrics i nft n chunning r opidly om ey e dagtis to
the applac badity of ohe modal, G o hould | lwevs oot thot
the asbamntod coetfoe ontn o cnly on cuprosin Liae ot Lho

"tew " ro ) tionthipa,
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P etaring soctng,
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e bty to ourlarr the vy by ot piabt bond saght ot

this cau tirn, .o, dumang (0, pxporis (A, and impoarts (M),

In oaxster 6y gt Seoiche b che "brne® gt taonnbaps nd

tn aut aut of the inflocecr ot price cfteetn, we astis
matuetl VU cquetions din el toams Cin doree e cutrney).

This procuduss in nccoan ry,boc wse nf Yhe nosmous inf Lationary
procustun in most ot the Latin Amepie m Lountyi a.” fog

vVery country s took the defloter of o lae odivd of the
manulfacturing seetor, Thgs prage vorioble is uvapl fined by

A hebaviorsl cigu .tion an doition te the dow il Lapnrte

g impartecgquotion,

foga Ihy dimond guulign

Throughout 11 thy COUL P Les we o anuamod e o g fur
moouf e turing gomsds, oo dopending anogrous dnmest pruduct
(GLM), price & F1l.tui ot m.nut ¢ et it uoed: (P) or the
wholesaole prae . index Pﬁ ol tawe noon consumption (1)

nr more formally

(2} De f{LIO, P gy v, 1)
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The Meorrtect" varpiablo on this cumgle e ? eauo tion should
e thn (11!};:5;'»i{3ig; NS TRV TN SN 1h SUIIETN S SORSEE I R0 Grot s dame st e Ppra=-
duct which ineluden Loses vl glue therefoare ot the fuly
intormation bt the purebosing cosaibiziibies of o s iaty.
The Lack of eppropri e date prohihits the oo aof the "propoec®

variable,

The influence of srices on demaad 16 ropresendegd by P or PH
raspuectivelv, The use of ¥ in paguatiue (/) “hould be preferred
on Lhe hasis ot - conoric 1oasoning, Altuinatively P‘d was

taed too, bt shownd in nost coses no betier statistical
resulbu, As o proxy varichie for the intluence of the govern-

ment auctor on desaad,boses on cansumption are used, 5

Lade The amport eru.ction

tmports (M) wre cxploined by demand S, the pxchange rate
(¥R = domentic currency per #i; the ratio of import prices
{~ total vapart pricen) to dorestic priceys for menufuctured
quids H’H/P}, Lthe Foareign c:ac}\.:m;s: racorves (FXR) ant the
rotin of dmport dutees to toigl impocte (ML/M).

#

(x) Mo (D, PF/P, FXR, XR, ML/M)
+

the cyuations dt*w id fcn nmmx‘hu‘*‘urlhq

P

As peppeted, in
ygoods turned oul os Lhe oo a;;s "":Mmh'tn!v varioblo, 1) The
raitio of PP secns ta b oogoud incicator of the subslitution
pustibilitie between imported and domestic qoods  Jthough

one Ghould oot two thang g

(o) total deport pricus oo only o ‘f.‘z;ux,y' tor import prices

for mautoeturea grods,
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sEE et ooyt dgomeatically,

The pasaib; Toty of Amporting tels gy deve ‘upang cnuntryes

dupends to Tarae oxteot oo the  geound ot foresan reserves

cnd dnternationcl crodat, AR revresentas tursigr  pxchapge

+

reserves and cor be interpaeieg e Find of budget restriction,

The exchoango rate XR { Lhe
to buy 1 8) tiver

aieount af domestic Lurtency needed

UM Jneights din the offertsg uf devoduation
o0 the unount of iunor s of manutactured quods, But only in

the Arqgentinian monel this variobie eoters agnificantly,

The ratia betwern irport duties and tot.l imports can be

interpreted s an indicator of the AVETage precoure of import
duties on 1mports. The morc Gpptopriate indic tor for the
dver:ge-duty-prescsure would be bl retio betweea import duties

on munufacturcd qoods onig value of imports of moanufactured

quads. Unly 1f by behovior of both indic toprs 1% running

spproxiamately por flei. the

coettic.unt ¢ be used 15
substitute far the "treue®™ one,

?,4. Thu LApOrt equitics

The main exnlon tury vairichles in the export sguntion are:
World exposts ot moanuticturon goods (HH) measured in 8, the

vatio bhetween totul expnrt pricau to world morket pricnﬁ,nf

manufactured goods (PKXPHX) and Lhe exchonge rate (XR),

(4) X = r(xw, px/wa' XH;

") ef. for example Many remearks in spuepal

iwsues aof "Feonomic
Survey of Latin America®,




’#‘f,; daves tho eftoc o won bl sk b of wm o af o eiures on Lhe

exporte, dhe poatin /P Popres nie the pose o bindlity te
' Ly g

X A
conpete o bhe o s en o gt e b d gundn i bh
respect to Lhye Lot [T R gcaryect v ousabhils wonld he the
ralio of sty vemet pricen of owmogt octures bLoowarld priges

ob morufocbirnn,
Similor Lo equation (1) /1 vepresente dhe anfluyence of
devaluctionn on exporto, Heg wogtid cupvrty ceteris poribuy,

¢ positive affect of - Govaioabion ar Lo Vo luo al expucty,
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A common distinction Lo oxpl e fhurrvuﬁnns of riﬁibq

pPrice level is Livt of gagle: uah and demandepyl i, Therefore
we trivd to coteh Fnt’rfafiwnta,~8ﬂu“ély in veonametric modeld
the influence ot COSLepth 1, g e ned thivough fapoctenrice

N wagUeprersaute.s 0t Ao e e e the moin variable

t} - * i
{43 ro= f’gf..PM,

Salhe The restaced fﬂrﬁrui £y midie

VIn order Lo caltul Lo tRe veshiloe - fops the strucvture has to
be lincor., Some of Lho oy tions usad in the modela do not
mret this reguitesent, Fap samplicity we tppoA cation ine

virlving o nonline ity s ORIV G

Ta snlve the systerm 6f U equ tinng fog the erdogenoys viriahl
as . Funetion ot (1} Lrogenous varibiles, we tronstormed the
structural vquations inta tho reduced Form,  In matrix rotatio

tha 9 cquatione  of och LUt TY Cop e writton

UYL + L?f‘,t coAd
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ot oentin ted vovtt e e of I e tige v, LA SN S AT R T

ks the rumhor ar e ST T AR TS B R S, by

of thy undogenous o ke fha b}, X, ds the seetor ar b,

CxegeAnus voriobles (ke p o0, 4,

t{hxt),
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SIJth‘"} this uystem we ot
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where =B CLis callyd the peduted farm mati,

The elements of the redocad <0 rm Matric can bu int rprc tod

a8 myltiplies,, Yhig wans that o chonne af 4 grit o,

specific evoavnous variable ndgees Chatipe of the 1ol b

gndogerous virtahle ot 1 bimee #he " "

mettapdaes®, connidargn
the interdopradenee of e whionhe e b sy e,

By means ot the radured tarm v are bir

(o) to cudrut.te tntamate s of bhe en aaqenoge

staabivs fagp

tha sanple PRLith, iy thae cajums of dhy iRt

vaadiables of thia pegpiodgg

tb) to muake 2 2% !iii;f.;‘w:—e; - the

hink g fitiani} Lesss "ﬁ{*’%%‘,"'f "
anticipatory values ol the c.ogenius voriables,
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The equ.otiong ae Catamatnd S ith gty Eole st squaere
sangle cguertign g Phote Lov s ¢ g e mg Can b g rterpretod
Womargar.} Properatisea, ¢ o, /gy RH IS iwp e that on ™
Cruane at LbP ot nee oy (404 gy PUhor wag) wald raise
the aggregate dumgne Yo gt ytgped dosds by fUB aillion

pueLos,

Similurldy, on ines ase of one oapit of p lecds #6 veductign
of demgerd of Vo002 miirliane SONGS . Hath Lo ahow o
Winhly significany Corved tion beiwseo domang or ANy -
factuced goods g LDE, ALtEough ure shay L nutn the
restricted explanatory sowes BEGOP imteag of the Gisgposahle

incomg,




Faor theoretical reasoos (') should be protereed heoousa X
deflatur of manu' wctuced ooads prices eoew. more appropriate
thar the vhaolesale price indnx.a) furtunately vae Ilevel of

the coefficients du not diffur very et aond beoh ars highly

sannificant,

{i{i) Import equation

W S e s e M W G S

e ———_

’ " ’ i ¥ ) ! v‘
t M n POXRmy Mh/M Intnvrcept R® vt ;
T__ 7-—-—- " o R n BEEE C 2 e g - -
D B B L T LI , Fo=uh 69?7, 641 1,96
| S % BEE O kM | i f ;
p :‘ - vy . ) - : ¥ " - - e “; -
! . f { ‘ . ! . 1 “i
(2) :.388 . -~.349 10,000, L2000000 L TeY ey
: w22y (21 (s6) | ~ :
L . N3 ; e 3 '
‘ ﬂ' : " Y T H Ao v il ——. -u-t
P (3 94 ComedB4 L 12,000 S2ANAT L LT6T 5T
. Cet) U (25} 1 (1) :

In this wquations U and XK oo predominagt 2ag oxlanctory
variablus, ihe Jast inercase in the axthange ratee oo Lhe
somple periovd s g devoluation of ohout 4G % in Haret 1901,
The fuct that the import prige iodex Lo atin Snereaning,
quurantees that the uffects of the develoation eopr oo
paralyzud by o rounterasting orice hehwior on the world
market. Thervfore 1 seemy thas the toeeretairally wxporeivd
offecte of devaluations on impucts arm <cla® vely undistuvhed

. . a , o 2)
raflected in thane vauotinns hy the size of Lhe souf riciant

Tha impuct duty pressure MD/M has the exprcted neaative ef Tact

on imparts,

1) ¢f. tcanomic aurvey of Latier Awecice (Y67, n.127.

2} Aithough ane han tn he awsre of ntaer polacy achtions whi-i

wert sut an order Lo help domuuiie inanstey (af. J9LA D067,
p.‘?ﬁ}t




i)
{iii) Expors, equ. tinng
| x X /P K ntercept | 22w
. \ . LR H :
My Tm | hersept Lo
R i ; ‘
(1, [ o=toaud o 1 a4, L e 1,48 ]
| oAy () , { ‘ ,
R bt D ! E
(2) | 592 0 < 210 - Lite o 1h. s RIS Y I
(ba) ' (a1) - (91) . . ' : f
! - i
:
A discussion of th: inflieoce of thase nxpluining variaoblus 1
is ulready fgiven in seetion 2.8, Fram the stitistical point s
of view, Rd and UW-statisties ic not Quite sotisfyirg. Alse F
the impoct of world icode of manufactured gouds on Argentinign ¥
exports is statisticaully nout significant.
{iv) Price equation 7
L
i
. » - - |
¢ ' ' : : o
¢ P f n i Py 1 lotercopt . -t o i
Carar L T awot Y gsy | een .
P OT4) " (1n) ;
— ; -——— . ; — r"’
The explonantion uf the orice inflex guve some fteresting r
L . t
Tesulis. The ansion fic.ancy nf thy  dnrand covflficienta in L

common with the high Carrviation Lhutiepn 4he urice index
and demand in equation (i) soems bt un indicator that
Causality is cunring frem prices to demond ond gt in the
aother direction., Thue evotunation of Ltihe pries index jo
difficult alse from another puint of vipw, Muyentin o has
to fight in the last yo, po Hyainst bag inf Lation prabloms,
As Little et al. (p.7n) remark, there iv 1ot lot;on ab-
servable "with minutuclor wig Cotucity and labos il
under-utalizad®, Avcurdtnq to them the muin

Causg of the

obsorved intlating is due tg sovernmant.l devieit apending.

The lack of data permit. ue " lest of thig hypothesis,
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Exportys are oxoliaved by exchonge oote nd thae s bl

regative anfluycnce ot variohle peflocting teims of troade,

The results show thet one moan policy vorioble ta ind !urnc'u
caports, the uxehonge robi, bas o heagh wopl o n o tury [ower

in this equation. The coef jeaent suygesats th b 5 Chile
incruases uxchange rate by ane oseudn with roupect to Lhe
USH, manutocturing expnorta will fooreaon by hout o3 hitliang

of escudons {toterin paribus),

{iv) Price ciurtion
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external sector. Th t meanst o Jaage portion of the obsereed

inflotian of Litde 1o 1ennartod,

Thin muc by "ohe stome vl cspd notian 0t ehronic inflotion in
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uSually rafces bhe et hstir nd o Corvies with it

o substontil rvige in he entips coet ng nrice structure.
Moruowve r, qovernrunts inte: 4 ae Preseryving the primscy of
munufactiuring mda.;s».tr\;” cftin tey r¢ grfsct th shift

in the ferms of 4 e by drerconing induntrial otection,

which will prevent the rite in thoe rol ot ige profitubility

of agricultuc ! invesnveent oot prolong or worsen inflation,"®
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1} See odne VUTVEY e 1NN, (1947),
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3,d.1. Otructured vquatiors
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(1) Demand equrtion

D f LGP oop

5
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-
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(1) | 442.449 -.h17
. (13) ,
- . ’
(2) L 4r0.1%%  -.%29y |
i(16) fo(5%)
(3) 4 aea.nn7 | '

(14)

-

- JT 1 h99

{a%)

For Mexico three dematd pquations ore ¥ fured.
explanatory variobles in o1l thies
{respectively PH‘ sn oequation (1), The urepatations for the
plympace names 196H coaused o great increase 3o demsand,

Tk o had an ampos tant

The :nfluvnce ot T <« which

on demand 15 qaven n demand agquotiun (21, but ots touflye-

inflacnece

mede b are WP and P

arr the price

M oirpertant pnlicy variable -

cient is statistically not sigqniticant,

1)

e survey p. 168 £, (1967),
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The deminating vari. e in this equotion s 1hy demuynd of
manufactured goods. The wnelusion of s other variohlus

gave no gubstanticl irerease in the eaplaunction,

The teasun for that seem, 1o liv in the oeneral obseevation,
that a large part of demand fnr wanufactuzed gougds is antine

3
tiud by ampagtn,© )

Chuation (2) containn 43169 thy negotive et leence of ! he

B ;
erage daty paenaare [MD/ ) ARCAmpeTts .,

1) Uince export and taport price sndices of Mexico wire not
availoble, oo used prodans b odefatp tmperts and exports,
Far dimports oo took Lhe urat volue irmow of minuf e tired
exporto ot developea amd deve upatir areas b deve loparg
preas (WM Far evparta S unil ot untex ot mange
tactured wxporte ol dovitopdng areas e developed and develope-
ing arcan (V) v yand,

2} See suveey p. V0T, {1901},

) But s 2,0
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two alternatiun versions for the export equation were estimoted,
In both equations o procy varioble for the export price rotio
shows the vepocted nequlive ro fricient, olthough nne hes

to consider that the ratio i ennstructled out of dinhal

1)

price 1ndacos,

Ir the sueond equation value wdded (5) wan use.! as apnindi-
cator of cupply possabilitios wherese  an (1) werld trade
volume of monuvacturing copears a4 4 3 e tor of demandg for

Mexican evports.

tiv) Pricu equationg

Eatidiadl ol B R R e X T R .

; p ‘ b : Pﬂ o Intereept Rz i ]
: nanastet o o e !
(0 Lees N A0 B U R T 77, I 1% ,
4oy | ; ;
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i f 1‘ s )

(2) 1 . tiise o0 man 500 1oam
tne) © (21)

The price deflator is explained by demand toc manutocturing
oous and thy whaolesoluy price index. Demand as the nnly
Erplaeining vartable has o gand eaplanatory power hut OW
3tatistiecn fe anuufiicivnt, indacating thaot mare explanatory

variatiles are required.

1) Seu foutnote 1) on page 10,
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Une would expect o quod e bopotion hy cxpoyt ot SelviICces
beecause of forcign visitors coauued by the clogse ioration
tn the USA and the preparitions ter the olymplo games in
the Jast years of our observ. tion persod which nduces
bigher demand for monufacloring gnois. The lack ot suitable
cota prevented o test of that hypothesas, The 1nclosion of
the wholesale price index nniy vxhibits the parallel
hehavior of bLoth indices but cantributes little in further

explanation,

3,3.2. The reducgd torm
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Yo Model Tur Vipegouots

W bhricfly state L resules pf

Vi gobama by g pons

for Venezuola,

1.1, Demand vruation
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D= 1140 4 LED0 DR - 26k P R oL aan
(492) 164) | DW » 1,41

il

Sinte the vxplanatory powne of this Htretaom 16 rother low
an sltarnative approach was undertaken unaAng per capita

nagritudes s

';‘:?"g“ﬁ s =203.H11 4 4. 69 %g% - 2087 P W e nm
{e0)) {19) : , bW = 2,204
1a2: Import wyuection
1
Ma «1.060 « 797 D ¢ 149 TAW 0w AR
{14) {"4) DW o 1,907

This eyuation was estimated with T g budgut constraint,
clternativily the feltowing =quotion Shaws the rarginal
influence of o price-~ratio varial le:

d

Mow l604 4 900 D - 00K PP RUNPE

7 Sl [ :
(1) (121) W s 1,140
Loz Export _egu.tion
¥
Ko =1,242 ¢ 028 Xdd 4 42% xR R w U
(28) {(14) Dl & 7. 4h8
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= only

A alightly Lot ror psplonatoon fan be dhep gt e

thyy pxportprice ratio v bl

A = 42,000 - 104 P_/P RO = 417
X Ll 2 2,604

(6

1.4, Price oquation

A W T . i W S N

J
P oo ZhuBHE 6 2000 Do AT P e L Tdh MD/M 4 G YEURR A" = O}
(1) (v1} 24) (1) bW = 3,47

1.9 Supply ideontity

W I -

An utual tiupply in given by

53 = Ul 4{" - 04,
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S Value added in manufscturing (domestic supply),

corstant prices {(1963)

D Bomestic demard of manufocturing, constant prices (1963)
X Manufucturing cxpoarts, const, prices

M Manufacturing imports, conut, prices

P Deflatar of manufucturing value added (1963=100)

GD?H Grocy domestic product, const, prices

PH Hholesala‘price index

?” Deflutor of total imports (1961=100)

PX Peflutor of total exports (1961=100)

PHX Deflstor of world munutacturing vxports {1SAI=100)

FXR Foreign exchanqge reverves (deflated by the import

price index)
XR tExchange rote

MD/M  Effuctive import duty rute

Xa World trade in manufacturing
. Taxes on cansumption
uvi Unit value index of munutaecturing e xports of developing

arxsos to developed and developing erces (1963=100)

UVIM  Unit vaiue index of nanufacturing exports of developed

and developing areas ta duveloping arvas (1963a100)

POP Populatiun




Prediction=Realization Diagrame
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Predic tionesiealizatinn Diagran:
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