Mundell-Fleming Approach

(Macroecomic Model) Simulation
(Keynesian Model) (Macroecomic
Model)
1 (Supply Side)
2. (Demand Side)
3. (market Clearing Condition)
] (Equilibrium)
Macro Model
Supply Side Demand Side Market Clearing Condition
(Demand
Side) (Behavioral Equation)

: (GDP), :



Model)

Model)

4.1

l« « « |

<
1

o
I

Y - Cp-lIp

Y - Cp-T-Ip

BD = T-6G

B X-M

5 Y-T-Cp

Cp+lp+G+X-M

X-M +G

X-M +G-T
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(Macroeconomic

(Macroeconomic
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(Saving-Investment Gap)

(Twin Deficits Relationship)

TB = (Ip-Sp +BD
2 Mundell-Fleming Approach
Ricardian
Approach
Mundell-Fleming Approach (Keynes)



Ricardian Approach

(Life-Cycle Model)

Ricardian

Ricardian
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(Keynesian) Twin Deficits

Summer (1986) Bartoli (1989) Abell (1990)

Twin Deficits

4.2 1 15 (Demand Side)
421 (Private Sector)
4211 (Private Consumption)
(consumption)
y (Absolute Income Hypothesis) John Maynard Keynes
y (Absolute
Income)
CHHt = a+bDY*t (0<b<l)
DY*t = Yp-T
DY*t
CHH./IDY*, = al/DY*t+b
CHHt/ DY*t = (APC)
CHHt =
DY*, =

T =
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( APC )

(APC ) CHH, / DY, APC
APC b
(MPC) Simon
Kutznets (1946) APC MPC APC
APC = MPC
APC MPC
(Nonproportional Relationship) APC
MPC ACP MPC
4 v ~ / TP 1 N, 4
(Individual)
CHH, = f(DY1)
DYt = Y.-GR,
DYt =
Y,
GRt =

(Permanent Income

Hypothesis) Milton Friedman (1957)



CHH, = k*(Y,)

CHH, =

Y,
k

Consumption)

Yt = YM+a(Yt-Y M)

Y,
CHH, = kK[Yrt+a(Yt-Yri)]
CHHt = k(1-aY,l+kaYt
CHH1 = f(YtY,1)

(Real Disposable Income)

CHH, = f(DYt,DYrt)

(Average  Propensity

(0<a<l)
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Log

log (CHH), = aj+ 1log (DY), +ctlog (DY)H

4212 « (Private Investment)

(Investment)

(The Accelerator Model) J.M. Clark (1937)
K, = avYt
K*, =
a =
IHH, = K.-K*I1-0)
1
HH, - k'.-k"+Sk,
IHH, =
5 =



K1
K, = ay,
IHH, - K,-k',+ 8k,
K ,-K*m=
l, - »<Y,-Y,.,) +8~"
“ " (Accelerator
Hypothesis)
(Multiplier)
l - KkAY,
AYj = (Yt-Yt)
3
IHH, = f(AY1t5K.J)
Chenery and Goodwin
desire actual capital stock

1 period

- P 1IKJ

P adjustment coefficient



In

(Capital stock)

log (IHH),

HH, =

= ay,
(11 T
PvPIv,
a K1Y P actual
f(y ,K,1)
(Real Disposable Income) 1
3-5%

ypopfUNvERBEY | "

Log

a2+ 2log (DY)t + c2log (K),.1

desire
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422 a (Government Sector)

4221 a (Government Expenditure)

(Current Expenditure)

(Capitol Expenditure)

(Exogenous Variable)

4222 I (Government Revenue)

90

(Nomonal Income)
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(The Desired Demand for Nominal Government Revenue Balance)

log OR* = d,+p.,log (Y*P)t
( The Actual
Stock of Nominal Government Revenue Balance) )]
(GR*)
log OR, -log OR,.! = 5 (log OR* -log GR,.])
d = (0<d< 1)

(Actual Government Revenue for Nommai

Balance)
(GR¥)
log GR, = d log GR* + (1- d)log GR,.1
log GR, = da, +dp llog(Y*P), + (1- Q log GR, 1
(Government Revenue Equation)
log GR, = a, +b, log (Y*P), + c,log GR, 1
].> 0 y Ci > 0



GR PT, + CT, + BUST, + TM, + SST, + OTH,

log (PT)t = 35+ 5log (Y*P), + c5log (PT),.1

log (CT), = %6+ 61log (Y*p), +cblog (CT),.1

log (BUST), = 37+ 7log(CHH*P), +c7log (BUST),.1
log (TM), - 38+ 8log (IMP*PRM), + cg log (TM),.1
log (SST), = 39+ 9log (CHH*P), + c9log (SST),.1
log (OTH), = 310+ Dlog (Y*p),

PT,

CT,

BUST, = ( VAT)

™,

SST,

OTH,

CHH, =

IMP, {"

GR,

(Problem of Aggregation Bias)

(VAT)



423 «

4231 I, (Demand for Imports)

IMPt

f(Yt,PRIPLEXT)

IMP, =

pi =
EX, =

L] {o4pE )

(B#mmy  Variable)

, . 2530-2539 D=1 .. 2530 D=0
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log (IMP), = all+ 1llog (Y), + 011log (EX), + dlllog (PRM/P), + 011D,

U>0 501<05dn< 0,
(Re Income)
(Exchange Rate)
4 (Import Demand) (PRM,)

(Pft)

4.23.2 « (Demand for Exports)

(Exogenous Variable)

424 « « (Determination of Price)

(Demand  for

Real Money Balance) (Broadly Defined)

(Keynesian)

(Asset)
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Keynesian

(ligmdty preference theory)

Mt = m(Yt,R,)
R, =
(Expected Rate of Inflation)
(Demand for Red Money Balance) . . 2533 I

(The

Desired Demand for Red Bdance)
log (M*/P)t= a, +Pllog(Y),+vy, TU
( The Actud

Stock of Red Money Bdance)

(M*/P)

log (M/P), - log ( 2X1=Y (log (M*/P), - log (M/P)t.j)



75

(0<Y < 1)

(M*/p)

(Actual Demand for Red Balance)

log (M/P), -log( X1=Y (a, +p,iog 00, tY, 7C )' log (M/P)J

log ( = Y a].+Y(31Iog (Y)t+ Yy, K+(1-Y xm/pXj

log (M/P), = 12 120g (Y), + c27CL+ dj2log(M/P)H

2> 0, cl2< 0, dI2> 0

(Price Equation)

log P, = -al- 12og(Y),-c27C - d2log (M/P"J + log Mt

bj2> 0, c12< 0, d2> 0

T =
M’ =
V0)
(Adaptive Expectation)
Cagan (1956)
N\

A7C, = 1%1 = P A Logcry- m1)

Kt = pALogCP)t+(I-P)5Crt

Kt = P A Log(P)t+ (1 - P)[ PA Log(P)t1+ (1 - P) TC.2]

PA Loger), + @ - P) PA Logerx, + @ - Pt PA Logipyrt +

(1-P YPAogPt-H1-P YPACPMH-...........
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it = pALOG(P), +p fj (1-PYPA|OG(P),.1

log (M/P), = a2+ 2log (Y), + 012 7J + dj2log(M/P)11

® 0.1 0.9
P

T (Senes)
Log-likelihood
P 0.6 Log-likelihood
G = 0.6 ALog(P)t+ 0.4 TQM
4.2.5. (Real Output)

(Real Income)
(Real output)

(Capital Accumulation) 5
(Growth of The Labor Force) (Technical
Progress)

(ADD) 2

(ADD)

log (Y)t= al3+ Blog (ADD), +cBlog(Y), L

ADD, =  CHH, +IHH, + G, /p, + EXP, - IMP,
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(ADD)

Coefficient
(ADD) Coefficient
(ADD)
(Potential Income) (The Excess of
Aggregate Deamnd)

log 00,= au+b4(log ADD, - 109 v+,) + o 10900,

Y al5 + bi151

ADD, =

v+
(ADD)

00- - ADD
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( The Actual

Real Output )

(Y)*

log (Y)t-log (Y)t1= (*(logOOVIogOOJ

$ = (0<(J) < 1)

(Actual Red Output)

00*

log (Y), = <$log (Y/P)*4+ (1- <) log 00,.!
log 00,= <log (ADD). + (1- §)) log 004
4.2.6. (Money Supply)
(Broadly Defined Supply of Money)
(M2)
(M1)
Quasi Money
(M2)
(M) (M2)
(Money Multiplier) (Monetary Base) (High-Powered

Money)
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M, = mHt

Mt = (M2)

(Monetary Base)

(Money Multiplier)

Ht = DC +NR
Mt m (DC + NR)
1
(Net Foreign Assets) (Net Stock of International Reserves)

(Net Domestic Credit)
(M) Quasi-Money

(Sum of Bonds and Other items (net))

NR, + DCt = + Quasi-Money + OTM
M2, NR, + DC, - OTMt

M2,

NR,

DC,

o™, =



4.2.7.

'Me

ADCt

DC,

ADCt
NFFt

DNBt
ACP1

DC,

4.2.8.

BDt

BDt
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(Fiscal Policy) l« ( Domestic Credit)

(Fiscal Palicy) (Money Supply)

(Non-Bank  Sources)

(Domestic Banking System)

(Change in Domestic Credit)

(Change in Credit to The Private Sector)

(G, - GRt - NFFt - DNBY) + ACPt

(G, - GR" - NFFt - DNBY) + ACPt + DC,.1

(Budget Balance)

(Budget Balance)

GR,'G,



Budget)

(Balance Budget)

(Deficit Budget)

4.2.9. aft (Trade Balance)

1B, EXP, - IMP,

EXP, =

(EndogenousVariable)

(Endogenous Variables)

CHH, =

IHH,

PT,

CT,

BUST, = (VAT
™,

SST,

OTH,

81

(Surplus



IMP,
MP), =

Yt
GR,

1<

ADD, =

DC, =

TB,

DY, ! =
K

(Y*p)t =
Plu =
or =
(CHH*P)t=

BUST,.!

(IMP*PRM),=:

™,.! =

SST.-1

EX,

(PRM/P), =

Dt

K
(MP)t1 =

Kl
EXP,

(Exogenous Variables)

(

VAT)
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NFF,

DNB,
ACP,

DC.! =
NR,

O™, =

Consistency

log(CHH),
log (IHH)t
log(PT),
log (CD,
log (BUST),
log (TM),
log (SST),
log (OTH),
log (IMP),
log (M/P),

log (Y),

GR,
DY,
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Two-Stage Least Square (TSLS)

(Behavioral Equations)

a6+

7+

@+

a9+

llog (DY)t + ¢, log (DY),.1

2log (DY)t + c2log (K)t 1

5log (Y*p)t + c5log (PT)t1

6 log (Y*p)t+ @log (CT),.1

7log (CHH*P), + c7log (BUST),.!
8 log (IMP*PRM), + cg log (TM),.1

9log (CHH*P), + cg log (SST), ]

alo+ 1log (Y*p),

an + Mlog (Y), + cn log (EX), + djj log (PRM/P), + en D,

a,2+ 1dog (Y), + c270+ 12og(M/P),.1

a3+ Blog (ADD ), +cBlog (Y), 1

(Identity Equation)

PT, +.CT, + BUST, + TM, + SST, + OTH,
Y, - (GRIP),



ADD, = CHH, +IHH, +G, /P, + EXP, - IMP,

DC, (G, - GR, - NFF, - DNB,) + ACP, +DC,
M NR, +DC, - OTM,
T8, EXP, - IMP,

4.3

Two-stage Least Square
Simulation

20 %
Twin Deficits

(Keynes)

Mundell-Fleming Approach

Darrat (1988) Abell (1990)

Twin Deficits Twin deficits
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20 % 20 %

20 %

20 %

., 2540-2541
. 2531-2539

10

2%
GDP

2% GDP

(Infrastruture)



ADD

IMP

B
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TB

IME

(P)

TB

2%

GDP

(M)



41

CHH
fflH
IMP
1B
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