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COMMENTS ON THE QUESTION: WHAT KIND OF ECONOMETRIC RESEARGH
18 REQUIRED ¥CR ECONOMIC POLICY?

By
Pgttor Jakob Bjerve

Ae. The Problem
The question to be discussed is: VWhere should resoarch in econometries
be directed in order %o make it a5 useful a3 possible for sconomic

policy? The answer obvicusly must depend upon & number of circumstaaces:

1. Teelmclogicel Structure

For & highly iggustrialized couniry the typs of eccnometrie razesreh
which appears to/most urgent, may be.different from what is reguired for
& country whers, for exempla, agriculture is the dominant industry.
Economie policy may require another typs of research in a country with
low foreign tradse than in & country where foreign_trade is large in
reletion ¢ the nationel product. Eic,

2, Pattern of Humen Behavior -

In & country whare trade unions cooperate with the povernmsnt in
formingecanomie policy the problems requiring research may be of
another nature than in a ecountry where the trade unions act 1n&epenﬂ=
entiy of government.'“Differences iﬁ the behavior of the entrasprensurs
and consumers, thezéttituda of labor regarding interregionel mipgration
end other behaviouristlc pecullerities may call for different types
of research,

Se Ubjectives of Eoonomie Poliey

The nature of the objectives, which ecohomie policy attempta %o

achieve, will to e consgiderable extent determine the kind of eco-

nometric research required. For sxample, a "full smployment polioy™"
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reguires a more extensive knowledgs of how the sconomy functions
then a policy which has a balanced budget mnd the upkeep of a gold
stendard as major objectives, A palicg which, besldes the efforis
of achieving "full employment," attompts to esteblish a particular
income distribution and to influance the allocation of resourcas
also in other respects, will require still moéa extensive lnowledgzs
ete, |

4. Means of Economic Policy

The establishment of objactives and the chojce of meens of sgo~
nomic policy iﬁ closely interrelsted. The more ambitious the
objectives, the more differentisted are the means required, and
the more detaii@d ars ths sconometric investigations nesded. Of
particular Importance is ths extent to which direct control of

prices and quantities are applied.

6o The Length of the "Research Invesiment Period"

¥When investing in research the problem of short term versus long
term projects ariges in ths same ey as regarding othsr investments,
Thus the answer %o the questiorn where econometric rescarch should
be directed, will depend not only upen the expectations of the

fruitfulness of & particuler type of research but also upon the
attitude towards the "discount factor,”

Only by meking certain assumptions régarding points 1«5 cen we
expect to be able to give an.answer to the question asked above.
However, alsc the costs of research may have to be taken into conside
eration. One might attempt to give en enswer in verious ways. One
wey is to supzest particular types of models which can be expected
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tc be useful for economic policy. Another way is to point out

1mportlnt-policy problems the solution of whith may be




Paciliteted by moars of ecoaometric rssearch., Our comments at tho

gtafs meeting will presumebly primarily be concerned with the policy

problams,

(Some suggesticns are made in section E.) Only some very

general remarks will be mtde regerding particular types of policy

models (cection D)o 4s o hasis for these commenis a tentetire cl2s-

sification ol policy obie-"7- .z gnd polioy means is pressnted in

gsctions B and ﬂ._l

Be Classificstion of Objectives

The objective of economic policy may be formuleted in alternative

ways, Tha classifieation below gives & list of terms in which such

2 formulation might be givan:

1,

2e

3
4,
5o
6o

7o

9

Employment.

Capital formetion.
Private consumption.
Collactive consumption.
Exports and imporis.
Income distributiona

Balance betwean leisure and the input of labor and
entreorenourial services.

Improvemeﬁt of the choice abllity of householda,; @.g.
by supplying informetion which is significent for the
cholice.

Improvement of the efficlency of production.

10, Modification of the preference scales of households

regarding the choiceoof consumption goods and the
sapply of labor, €.g. by means of advertising end other

forms of persuation.

1le The degres of interference with the individual house-

hold sovereignty. (Among th motives for such an



interfersnce may be mentioned the desire to provide for
sufficlent education; to protecf children with regard to
nourishment, housing, clothing eto.; to protect workers
ageinst accidents ete; +to protect other groups of individ-
usls with low choice ability in purticular respects; to dis-
courage consumption which creates externdl dissconomies or
encourege consumpbion which creates external sconomies in
conpunption; to provide for security, ©.g. by mesns of an
agricultural structure which cen uwrevent starvation in case
of war and isolation, by means of building reguletions, etc.)
12, Economic stebility.

13. Development of backward areas,



C. Classification of Means of Economic Poiicy

The purpose of the following clussification is to furnish a rather comprehen
E LAt

sive list of policy means wh;ch may be applied in order to achieve given objesciives
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‘he applied,

1. Dudpst Foligy:

i, [xpenditures on Goods end Sorvices:

1.1  Fixed propverty

7.2 llow building and construction

1.3 gquipment snd materials

1.4 [Lepnirs and maintsinence

1,5 Tiagos and selmries of govermmcrt employees

1.6 Other goods and sefvices

2a Trunsfcrrﬁx snditumes

2.1 Subsidies
exanples of activilies and comrodities subsidized in lorway at
present: '
cultivation of new land and establishment of new fevms
fertilizers
repeirs of small farm houseé
building of certain types of mocern farm equipment
feedstufis
grain production
butter production
milk produétion
meat and pork production
forost cultivation
wood for heating

fishing tools



fiszh export promotion
cosstal end leeal shinping
bread
Tarnerin
surar
some textiles
2.2 Transfers of incoue
Lxemples from lorwey:
01d ave pensions
child pensicns
vetoran pensions
illness and invalids benefilis
unemploynment benefits. .
stiponds otc.
2.3 Transfers to foreign oountries
3 Inteoresgt Lxpendituves.

4, Lending end Recemption of Loanse

401 Lerding to Govermment Enterprisss
wxanples from Horweys

forests

railroads

telephone and telegraph
redio

post

hydro-electrical power plants
army end navy factories

other povermment menufscturing plants



4,2 Othor Crenting of Loans, Purchsse of Securities and Budret
Surplus
4,3 FLedemption of Loans
Internal Losns
Forslgn Loans
B. Tax Incomes
3.1 Input-Indypendent Taxes
5.2 Income (and wealth) Tazes
5.3 Consumption Taxos
5.4 Tees etc.
6o Other Transfer Incomes
o Surplus of Govermment Enterprises
8o interast gnd Other vroperty Incomss
9, Borrowing
9,1 Internal
9,2 Ixternal

I1, Investment, Froduction, Price, and age ‘olicy of Publie imterprisess

I17. Inbterest Poliey:

1., Control of short term interest rates bty means of a discomt policy

2, Control of long term intorest rotes by meens of open market operotions.

3. Eventual direcet fixing of meximum or mimimum inberest rates on bank
losns and devoegits,

IV, Credit Feoliey:

1, lPixins of reserve roquirements, and other erciit reguletions.,
2, Gronting of crcdit by governmont banks,

V.  Currency Policys

1, Control of exchanpe rates

2., Currency rationing.
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Vi. Lirect ithysicsl Control Over:

1. Produetion

2o Import and Export

3. Constmption

4, Cepital Formction

S. Use of Input Goods and Labor
6, lLabor Sﬁpply

Vil Pircet Fixing of Prices and Vapes:

1. lixing of minimum prices end wagesa
2o TFixing of mazimum prices and wepes.
3. lixing of "Atomistic Bquilibrium Prices" in Markets With “enc Polistic
Tendencies.
4, Fixing of "Lonp Term Atomictic Equilibrium Priccs” in Havkets liith
Short Term Fluotuations of "Cob Jeb-Nature™,

VITI. Institutlconal Arrancements of Various Kinds

-
-
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LExemples nartieularly related to lorweriamn cconomic nolicy:
l.  Organization of production cormittee, branch councils and oiher forms
of "industrial democracy™
2. Arbritration courts for wﬁge disputes.l

3, Cooporatives of various kinds fecilitated by the govarmment.

4, Uationalization
5, Building regulations, water reguletions, irriretion regulations,
fishing regulations, lumbering regulations, ete.
6, Antie.monopoly regulations of verious kinds.
7. Amelgemetion of related industries
Bs Concetttration of nroduction in the rost efficient fimms within industries

with surplus copecity..
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11,

12.

13,

14,

15

16ﬂ
17,

18.

19,

Hﬁﬁﬂj

Standardizeticn of products, particularly of intersediate

products, e.g. building meterials, electricel oguipnent ete,

"Pooling" of firms within an indusiry, o.g. orpeniszation of
truck centrels in ¢i-der to avoid empty driving, mill centrzls
in order to decrcasc the cost of milk delivery, etc.
Special educsztion and truining (or roeducation and retraining)
in order to incroaue the werking ability of lebor, e,r, by
impreving the work technique, the Mmowledne of production
methods ete,
Supply of information for individusls ond enterpriscc rersrding
a) the lobor market, c.g. by means of a labor exchanse
b) the commodity rarkets, e.g. by improved stabistisg.
fbrecasts, 2te,
¢) metheds of production, organization, bookkecping ste.
Prevention of falsc advertising.
Quality control wnd supply-of informetion to the publie raperd-
ing the quaelity of goods, e.g. by publishing consumers rudes,
Advise regarding choice of cccupation, |
Persuesion in order %o chanpe preference scaleos of consumers,
workers, credit institutions, and-other'entreprengﬁfsg
Pationalization and modermization of firms, e.gq/gz}iculture,
fisheries, transport, ote,
“echanization of ggriculture, feorestry ete.
Secsonal sdjustmemtc of building and other activities which wvary

with thte soasons,
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Tyses of Policy Models

l. 4 Goneral Static Models

(1) TN - ?ﬂl(xll xaa eevap

Kmb yl yza ene g :;'na 51, 229 so0 g .‘?,h:;

@) v, =~f, (x,=
i3 { 12 Fgr acens Jtma Zla 8, sy zk) 1 = 24 84 aces Ny
where (i) defines socisal welfare =z & funciion of & set of zoverament

vurigblas (xl’ Koy sees xm), & set of privets variables (yl, Yoo eosn ¥)

eand e set of oxcpenous variables (zl, Zys aves zk); end where 12) rives
the sclution of & merket equation system for each private warishls &l oa
given sot of va]ums of the govarnment end euxogenous variableg, The
policy problem mey be concuived of ss & question of meximirine (1)

with respeet to the governnent varisbles, subject to the cenaienink

(2). 1In this way the valuce of xl, %y s enes x ( end consequmtly of

Yye Yo cess yh) urg detertined.
2, Somo possibilities of specializationz

#) The government verisbles (x s Xyo ceep X ) may be ocrcoived

of as sxogenous (function {1) above is not inciuded in the ncilel). By
assuming alternetive valuez of the governmen: variablee (and of pera=~
meters which can be changed by the government ) one may calculate ﬁhé
corresponding values of the privite varisbles and leave it to the
politielans to chcose vetweon the slternstives. Klein's models in his
Econometrica paper on "The Use of Econometric Models as & Guide to
Eeonomie Policy”l) appear to be of this type. Such models should be
useful for economie policy to the extent thet they mey indicete the

effecte of a purticular government policy. ZRegerding their prectical

applications for poliey purposes; it would seem to be adventegeous if

1) Eccnometrica Vol. 15, 1947.



a2ll relevant government wvarisbles, e.g. interest retes, direct texaa,
indirect texes, government expenditurae on goorde and sorvious sic., were
specified as seprrete exogetious veriables and not lumped‘tageth@r oy
includod only in the perametors. [furthormore, it would be converlead
if all policy objectives which con be expressed qusntitetively, e.g.
employment, capital formetion, exports, imports ete. (ses section B},
elso were specified us separnte varianblos, Neithar of these requirge
ments heve been met by the oconomsirie models published ms yot,

leave it to the statistielicns to lnvestigate the statistical possihilities
of fulfilling these reguirczents,

b) Onse may attemmt to selve the policy problem in twe steps, viz. 1)
& preliminery dezision csn e mede on certsin broad "basic spjectives,”

'"'end 2} a more

@.ze in the form of a particular Tinael bill of goods,'
deteiled test isAundertaksn to ascertain whether the objectives wre
feasible within the framcwork cf tmchnological, beheviouristiac, ani
institutional censtraints which gevernment policy is confrontad with-
Wo shall give a very simplified exomple of & model designed for the
process of desiding upon bssic objectivess

(1) wa= wW(c, T, I, Aﬁ”B, L, ¥,

(2) Rsc;'1+A«B,

(3) R=R(C, L, N),
In this model (1) defines social welfars es & function of privete con-
sumption C, collectiwe consumption T, capitel formation I, exports 4,
imports B, a variable L, measuring the inequality of income distribution,
and labor input N; (2) defines the national product R; and (3) defines
national product &s & behaviouristic funotion of the level of consump-

tion C, inequelity of income distribution L, and labor input N. The

values of the verisbles C, T, I, etc., &re determined by maximizing



(1) subject to the restrictions (2) and (3). Having prelimnarily
deternined & "final bill of goods” on the basiz of a mnodel of' this
type, the feasibility test may bo undertsker for example by wemns of
sn lnputeoutput wodol 2f the Lecntiel type.

Volfmre nodols of the typn diseussed above appear te underly ncre
or less explicitely the stutemsnts on oconomie objectives balng mede
from time to time by verious governments. Howewver, no numerliozel mndels
of this type are known to Live becn consiruected. It seeme wortkh walle
making some experiments in this lleld.
¢) Instead of raximirzing 3 welfare furcbion of the type Casurilad
above, one may chooss to moxinize cne of the variables in this Sunoetion,
8.8, C, I, or N, subject to given tochnologiesl snd bchavicurisblo ras
strictions., Investigations which Lewrense R, Alein his undoriaker. slong
this line, leed %o conclusions regarding the optimum conditicns which scem
to be of significance for economic policy. Under his essumptioas tha
Central Planning Board shculd, in order bo achieve the pgiven objensivs,
not directly imitate compciitive entrepreneurs. Because of he Toct
that the Boarc¢ mast affect, by its poliey, certain merket variaeblo:,
gn element of imperfect competition is introduced into the mod@l,l)
Further theoretical and scenomstric research: s&long these linss
appears to be highly desirnble from a policy point of view.

d) As alresdy mentioned inter-industry models can be applied in order
to trenslate a given bill of goeds into requirements of irput and cult-
put in the wvarious industrisg. We may distinguish between thiroe types
of such models:

1) Static models with constant input-output coefficisnts, 1.9

no substitution betwsen elternative, input combinaticns (Leontief)

1) Lawrence R, Klein: An objective Planning Celeulus. Manuscriprt yet
not published.
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2) Stabio models allewing for substitution between different

activitios (Koonmaens).

3) Dynamic models allowing for substitubion {(Danzig).
3, lModels of t&a typs deseribed wder 2a) mey fwmnizh significemt in-
if'c;zt_m';‘lon rogarding the repercussions of a given govarment poliey. The
pezrsieuler merit of the models described wnder 2b%, ¢) and d) seams to be

thet they ere more directly shaped for solwing perticular peoliecy problems.



E., Econometric Research in Relation to Particular Policy Problems

1. dany of the econometric models which have been constructed in the past
are designed for the purpose of predicting the prospective aggregate demand for
goutls and services. Comparing such a prediction with an estimation of the aggre-
zate supply of goods and services at "full employment,"” it is assumed that con-
ciusicns can be reached és to whether some government action should be undertaken
in order to increase ordecrease aggregate demand.

tiowaver, anaggregate demand of a given size may lead to very different con-
seguences according to how it is composed. Even if supply conditions ave
unchanged, a given aggregate demand might in one situation lead to "full employ-

ment," while in another situation it mieh? imply a considerable unemployment in

Sy

scre fields simeltaneously with the exigence of a shortage of labor in other
Fields. One may want to pursue a differen® policy in such situations. If so,
more detsiled information is required regarding partial supply and demand. It
voeld b2 required even if economic policywes$ limited to government acticns with
overall effects, e.g., open market operafions, changes in resesrve requirements,
and income bax volicy. It is more and more necessary tae wider the aprlicaticn
of more differentiated policy mezsures. Experience seems to indicate that a
raiher complex and differsntiated policy is required in order to maintain “full
gonionesnt” without a continuons price increase, or in other words, in crder to
avoid an inflationary development without resorting Uo an undesirable chronic
unzmloymnent.  Thus, even if a no nore racical goal than "full employment” is
esizbliizhed 23 the major and exdusive objective of economic policy, it seems o
he necessary to know something about the vrospective bulaznce between demand and
supply Cor particular groups of goods and services rather than for the aggregate
of all pocds and services, although an insight into the latter balance is also

highly desirable. Since it seems sather soneless at the present time to elaborate



an econometric nodel which is fitted for prediciing both the aggregate ¢ emand and
the partial dsmand for a number of cc&mndity groups, 1 am temptad toaz skt
Wouldn't il be easier and more raticral first to elaborate eccnomstric medsis
fitted for predicting demand and suprly of some particular groups of conmediiles
and rely upon more or less intultive guessing when oredicting the remaining parts
of aggresate demand and supply? Or ir other words: To what extent ig it pose
sible to combine the a@plication of partial cconometric models with intultive
methods when predicting future demand and supply of resources?

2. Nore ambitious pelicy objectives may shift priority of resesrcn tor2rds

other [ields. Section B erumérates o numbar of objectives which are move or less

become necessary if some of these cbjectives are adopted &8 goals of ccoenon’e
policy.

3. The objective of achleving & particalar income distribntion, €.%., in
the form of an ex ante alotment of definite shares of natioral income o parti-
cular groups of income receivers. lpperlence seems to indicate that <he hstter
organized the income recelvers are, the more likely are such objectives to wlay
an important role in economic policy. A basic requirement of such a »cicy is,
of course, a good ex post income statistics with breakdowns by incecme size,
industrial distriution, etc. Furthermore, a clarification and standardization
of the income concepts is needed. In addition, information is required resarding
the juantitative changes in income distribution which the government may expect
to bring forth by means of particular policy measures,leog., changes in taxes,
transfers, subsidies, interest rates, etc. Here is an important field for
econometric research where very little has been done previously.

Experience further seems to indicate that the more explicitly policy is

concerned with achieving particular objectives regarding income distribution, the
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mors lliely is this objective to imply a further equalization of incomes. The
high level of taxation which such a pelicy presupposes does not only raise dif-
ficult edministrative problems, but is also likely to affect the allocation of
resources and the bailance between leisure and work. The effects in these respects
of alternative forms of taxation might presumably be. clarified by means of eco-
nometric research, e.g., by making use of interview methods.

i. ‘the objective oi achieving higher efficiemcy.

a) In relation to a policy of increasing the capital formation (by
govermment investments or by a pelicy of stimulating private investments) during
periods when total demand is "{oo low." The question is: What kind of additional
capizal formation will contribute most to future welfare?

b) In relation to a policy of limiting capital formation in periods
witn “uoc high“_total demand. The questicn is: What kind of investment plans
shculd be discouraged?

¢} In relation to a policy which attempts to account for external
ecenomles in production even under conditions of balance between total demand
and saooly.

d) In relation to a policy of fixing prices at their atomistic equili-
trivm level 1n case of imperfect competition or eventually fixing prices at their
lonz-term equilibrium level in case of viclent shori-term fluctuations due to
imperfect foresight (fluctuations of "cotweb-nature"),

e) In relation to the question whether”néw production methods should
be introdiuced, e.g., utilization of atomic energy for industrial purposss.

£) In relation to a policy of structural reorganization in order to
incraease efficiency of preduction.

5. Problems arising in connection with a policy of conscious deviation from

the particulsr allocation which urdser given conditions a commlete individeal



household sovereignty mizht be expectad to bring about. 4s an example of such a
policy may be mentioned the maintenance, for security reascngs, of 2 minimun
agricultural productior im & country where the compsrative costs of agricultural
production are high.

6. The problems indicated under 3-5 seam to call for rather oxtensive intors
industrial studies. It further appears that they call for investigations regard-
ing the demand for particular grovps of consumers goods regarding the nlans for
investment in particular categories of capital; and regarding the supply of dif.
ferent kinds of labor; rather than for a ccrcentration of researsh on aggrezate
consumpticn demsnd, aggregate investment demand, and aggregate labor SAPLI .

If the maintenance of a free choice of consumption gecods and of cecupetion
is regarded as a major and unmodifiable objcctive, investipations intc the internal
structure of consumption demand and labor supply are more urgent thar it weald be
if consumers goods rationing and forced labor supply =re considered permissible.
However, in both cases inlormation on inter-industrial relationships would te

equally necessary.



