
CONTENTS 

List of Tables 
List of Figures 
Foreword 
Preface 
Conventions 

INTRODUCTION Terry Barker 
Structural Change in the British Economy 
A Model of Economic Structure and Change 
The Plan of the Book 

PART I THE MODEL AS A SYSTEM 

THEORY AND METHOD Terry Barker and William 
Peterson 
Modelling the Economy 
Disaggregation 
A Comparison of Multisectoral Models 
A Comparison with Other Models of the British Economy 

THE ACCOUNTING FRAMEWORK AND THE DATA 
Terry Barker and Martin Weale 
The Accounting Framework 
The United Nations' System of National Accounts 
The Classifications Adopted 
The Construction of the Accounts 
Input-Output Tables, Classification Converters and 
Indirect Tax Rates 
The Derivation of the Time-Series Data 
Accounting for Price Changes 
Conclusion 

X 

xv 
xvii 
xxi 

xxiv 

www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-33004-6 - The Cambridge Multisectoral Dynamic Model of the British Economy
Edited by Terry Barker and William Peterson
Table of Contents
More information

http://www.cambridge.org/9780521330046
http://www.cambridge.org
http://www.cambridge.org


vi CONTENTS 

THE COMPLETE MODEL Terry Barker 
Introduction 
A Summary of the Economics of the Model 
The Structure of the Model 
The Main Economic Relationships 
Different Versions of the Model 
Dynamic Multipliers 
Tests on Adjustments and Internal Dynamics 
Uses of the Model 

5 ESTIMATION William Peterson 87 
5.1 Introduction 87 
5.2 Structural Specification and Economic Theory 89 
5.3 Deterministic and Stochastic Equation Dynamics 92 
5.4 Systems of Interrelated Equations 96 
5.5 Testing for Structural Stability 101 

6 COMPUTER SOFTWARE FOR A LARGE 
ECONOMETRIC MODEL William Peterson 105 

6.1 Introduction 105 
6.2 Flexibility in Model Specification 109 
6.3 Flexibility in model use 113 
6.4 Conclusions 119 

PART I1 DIFFERENT ECONOMIC SECTORS OF THE MODEL 

7 CONSUMERS' EXPENDITURE Vani Borooah 125 
7.1 Introduction 125 
7.2 The Rotterdam Model 129 
7.3 The Data and Commodity Groupings 132 
7.4 Estimating and Testing the Rotterdam System for the UK 133 
7.5 A Model of Aggregate Consumers' Expenditure 136 
7.6 Coefficient Estimates of the Consumption Function 138 
7.7 Summary and Conclusions 140 

Appendix 7.1 Results for Testing the Restrictions of 
Demand Theory 141 
Appendix 7.2 Estimation Results 145 

8 FIXED INVESTMENT William Peterson 151 
8.1 Introduction 151 
8.2 The Cost of Capital and the Role of Profitability 153 

www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-33004-6 - The Cambridge Multisectoral Dynamic Model of the British Economy
Edited by Terry Barker and William Peterson
Table of Contents
More information

http://www.cambridge.org/9780521330046
http://www.cambridge.org
http://www.cambridge.org


CONTENTS vii 

8.3 The Empirical Analysis of Industrial Fixed Investment 157 
8.4 Social-Capital Formation and Other Investment 179 

9 STOCKBUILDING Michael Landesmann 185 
9.1 Introduction 185 
9.2 An Economic Model of Inventory Behaviour 186 
9.3 The Estimation of the Inventory Model 190 
9.4 Some Remarks on the Results Obtained 198 
9.5 The Properties of the Estimated Stock Adjustment Model 199 

10 EXPORTS AND IMPORTS Terry Barker 
10.1 Foreign Trade in the UK Economy 
10.2 Modelling Foreign Trade 
10.3 The Data Used in Estimating the Trade Equations 
10.4 Definitions and Restriction Tests for the Export-Quantity 

Equations 
10.5 Estimates of the Export-Quantity Equations 
10.6 A Comparison of the Export Elasticities with Other 

Published Results 
10.7 Definitions and Properties of the Import-Ratio Equations 
10.8 Restrictions on the Import-Ratio Equations 
10.9 Estimates of the Import-Ratio Equations 
10.10 A Comparison of the Import Elasticities with Other 

Published Results 
10.11 The Direct Responses of Exports and Imports to a Sterling 

Devaluation 

11 EMPLOYMENT William Peterson 247 
1 1.1 Introduction 247 
11.2 A Theoretical Framework for the Employment Decision 249 
11.3 The Determinants of Average Hours 252 
11.4 Forecasting the Level of Employment 257 
1 1.5 Total Employment and Unemployment 268 

12 THE DEMAND FOR ENERGY William Peterson 275 
12.1 Introduction 275 
12.2 An Econometric Model of Fuel Substitution 277 
12.3 Estimates of the Energy-Demand Model 282 

13 INDUSTRIAL PRICES AND PROFITS Martin Weale 293 
13.1 Introduction 293 

www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-33004-6 - The Cambridge Multisectoral Dynamic Model of the British Economy
Edited by Terry Barker and William Peterson
Table of Contents
More information

http://www.cambridge.org/9780521330046
http://www.cambridge.org
http://www.cambridge.org


viii CONTENTS 

The Determination of Prices and Profits 
The Price Functions and their Estimation 
Data Construction 
The Normal-Cost Hypothesis 
The Role of Import Competition in Manufacturing Price 
Formation 
The Parameter Estimates 
Conclusions 

EXPORT AND IMPORT PRICES Terry Barker 
The Determination of Export and Import Prices 
The Definitions of the Price Equations and the Data 
Restrictions on the Price Equations and the 'Law of One 
Price' 
Restrictions on the Export-Price Equations 
Estimates of the Export-Price Equations 
A Comparison of the Export-Price Responses with Other 
Published Estimates 
Restrictions on the Import-Price Equations 
Estimates of the Import-Price Equations 
A Comparison of the Import-Price Responses with Other 
Published Estimates 

INCOMES POLICY AND EARNINGS Tony Lawson 
Introduction 
An Aggregate-Earnings Equation 
Deriving a Strength-of-Incomes-Policy Series 1955-79 
The Estimated Aggregate-Earnings Equation 1955-79 
Industrial Wage Rates 
1979 and After 
Conclusion 

SOCIAL SECURITY BENEFITS AND PERSONAL 
INCOME TAX Don Sharpe 
Introduction 
The Income-Outlay Loop 
UK Direct Taxes on Household Income 
Government Grants 
Occupational Pensions 

www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-33004-6 - The Cambridge Multisectoral Dynamic Model of the British Economy
Edited by Terry Barker and William Peterson
Table of Contents
More information

http://www.cambridge.org/9780521330046
http://www.cambridge.org
http://www.cambridge.org


CONTENTS 

17 THE COMPANY SECTOR Andrew Goudie, Geoffrey 
Meek and Martin Weale 

17.1 The Company Sectors in the Model 
17.2 The Accounting Framework and the Data 
17.3 The Sectoral Model for Industrial and Commercial 

Companies' Income and Expenditure 
17.4 The Individual-Companies Model 
17.5 Costs and Benefits of the Optional Disaggregated Model 
17.6 Income Receipts and Payments by the Financial Sector 

18 FINANCIAL STOCKS AND RETURNS Martin Weale 
18.1 Introduction 
18.2 The Accounting Framework 
18.3 Model Structure 
18.4 Data 
18.5 Revaluations and Coupon Payments 
18.6 Interest-Rate Functions 
18.7 The Stock of Financial Assets and its Portfolio Allocation 
18.8 Function Specification and Estimation 
18.9 A Simple Model of Portfolio Allocation 
18.10 Current Research 

STERLING EXCHANGE RATE Andrew Snell 
Introduction 
Structural Versus Single-Equation Approaches 
Current Practice in Single-Equation Models of the 
Exchange Rate 
An Exchange-Rate Equation for Sterling 
Estimates of the Model 
A Numerical Experiment 
Summary and Conclusion 
Appendix 19.1 

Appendix: The Definition of Industries in MDM6 
List of Variables in MDM6 
Bibliography 
Index of Authors 
Index of Subjects 

www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-33004-6 - The Cambridge Multisectoral Dynamic Model of the British Economy
Edited by Terry Barker and William Peterson
Table of Contents
More information

http://www.cambridge.org/9780521330046
http://www.cambridge.org
http://www.cambridge.org


TABLES 

3.1 The Aggregated System of National Accounts for the UK, 
1975 (Em) 28 

3.2 SNA Classifications in MDM6 3 1 
3.3 Classifications in MDM6 32 
3.4 IDIOM and MDM: Classification Converters and Parameter 

Matrices arranged in a SNA 3 8 

4.1 Variable and Equation Count, MDM6 50 
4.2 Principal Exogenous Variables in MDM6 52 
4.3 Policy Effects on UK Unemployment in Different Versions of 

the Model 64 
4.4 The Effect of Adjustments to a Model Forecast 79 

6.1 Principal Solution Blocks in MDM6 110 
6.2 Replacing the Exchange-rate Equation 113 
6.3 Running a Simple Model over a Ten-year Horizon 115 
6.4 Adding a New Specification for Employment 116 
6.5 The Control of Data Input and Tabulation 117 

7.1 Budget Shares of 11 Broad Commodity Groups 
7.2 Expenditure and Own-price Elasticities for the Broad Groups 
7.3 Equations for Total Consumption 
7.4 Testing Restrictions on the Broad Groups 
7.5 Testing Restrictions on Group 1 
7.6 Testing Restrictions on Group 2 
7.7 Testing Restrictions on Group 3 
7.8 Testing Restrictions on Group 4 
7.9 Testing Restrictions on Group 5 
7.10 Testing Restrictions on Group 6 
7.11 Testing Restrictions on Group 7 
7.12 Testing Restrictions on Group 8 
7.13 Testing Restrictions on Group 9 
7.14 Testing Restrictions on Group 10 
7.15 Expenditure and Own-price Elasticities for Group 1 (Food) 
7.16 Expenditure and Own-price Elasticities for Group 2 (Vices) 

www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-33004-6 - The Cambridge Multisectoral Dynamic Model of the British Economy
Edited by Terry Barker and William Peterson
Table of Contents
More information

http://www.cambridge.org/9780521330046
http://www.cambridge.org
http://www.cambridge.org


TABLES 

7.17 Expenditure and Own-price Elasticities for Group 3 
(Housing) 

7.18 Expenditure and Own-price Elasticities for Group 4 (Fuels) 
7.19 Expenditure and Own-price Elasticities for Group 5 

(Clothing) 
7.20 Expenditure and Own-price Elasticities for Group 6 

(Durables) 
7.21 Expenditure and Own-price Elasticities for Group 7 

(Household Goods) 
7.22 Expenditure and Own-price Elasticities for Group 8 

(Reading Matter) 
7.23 Expenditure and Own-price Elasticities for Group 9 

(Transport) 
7.24 Expenditure and Own-price Elasticities for Group 10 

(Commodities) 
7.25 Expenditure and Own-price Elasticities for Group 11 

(Miscellaneous) 

8.1 Gross Fixed-Capital Formation 1961-85 (Ebn 1975 prices 
and % p.a.) 

8.2 Definitions for the Industrial Investment Equations 
8.3 Coefficients of the Accelerator Functions for Buildings 
8.4 Coefficients of the Accelerator Functions for Plant 
8.5 Coefficients of the Accelerator Functions for Road Vehicles 
8.6 Coefficients of the Accelerator Functions for Other 

Vehicles 
8.7 Coefficients of the Neoclassical I11 Functions for Buildings 

and Plant 
8.8 Coefficients of the Neoclassical I Functions for Buildings 

and Plant 
8.9 Coefficients of the Neoclassical I1 Functions for Buildings 

and Plant 
8.10 Coefficients of the Profitability I Functions for Buildings 

and Plant 
8.11 Coefficients of the Profitability I1 Functions for Buildings 

and Plant 
8.12 Social-Capital Formation 1971-83 at 1975 Prices (annual 

% growth E1975m) 
8.13 Equations of the Building Society Model 
8.14 Transfer Costs of Building and Land 

www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-33004-6 - The Cambridge Multisectoral Dynamic Model of the British Economy
Edited by Terry Barker and William Peterson
Table of Contents
More information

http://www.cambridge.org/9780521330046
http://www.cambridge.org
http://www.cambridge.org


xii TABLES 

9.1 Stockbuilding in Relation to GDP and its Other Components 
9.2 Definitions for the Stockbuilding Equation 
9.3 Coefficients Estimates of Model (9.10): Stockbuilding of 

Raw Materials and Fuels 
9.4 Coefficients Estimates of Model (9.10): Stockbuilding Work 

in Progress 
9.5 Coefficients Estimates of Model (9.10): Stockbuilding in 

Finished Goods 
9.6 Weighted Industry Average Parameter Estimates 

10.1 The Pattern of UK Trade 1954-81 (Ebn 1975 prices and 
per cent) 

10.2 Countries and Areas taken as Destinations and Sources 
for UK Trade 

10.3 Definitions for the Export-Quantity Equations 
10.4 Restrictions on the Export-Quantity Equations 
10.5 A Comparison of Unrestricted and Forecasting Export- 

Quantity Equations, UK 1956-81 
10.6 Parameter Stability for Aggregated Export-Quantity 

Equations 
10.7 Elasticities and Summary Statistics for Export-Quantity 

Equations 
10.8 A Comparison of Some Published Estimates of UK Export- 

Quantity Responses 
10.9 Definitions for the Import-Ratio Equations 
10.10 Restrictions on the Import-Ratio Equations 
10.1 1 A Comparison of Unrestricted and Forecasting Import-Ratio 

Equations, UK 1958-81 
10.12 Parameter Stability for Aggregated Import-Ratio Equations 
10.13 Elasticities and Summary Statistics for Import-Ratio 

Equations 
10.14 A Comparison of Some Published Estimates of UK Import- 

Quantity Responses 
10.15 Direct Price Effects on Exports of a 10% Devaluation 
10.16 Direct Price Effects on Imports of a 10% Devaluation 

1 1.1 Definitions for the Hours-Worked Equation (1 1.10) 
1 1.2 Coefficients of the Hours-Worked Functions 
11.3 Definitions for the Employment Equations 
11.4 Coefficients of the Employment Functions 
1 1.5 Characteristics of the Preferred-Employment Functions 

www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-33004-6 - The Cambridge Multisectoral Dynamic Model of the British Economy
Edited by Terry Barker and William Peterson
Table of Contents
More information

http://www.cambridge.org/9780521330046
http://www.cambridge.org
http://www.cambridge.org


TABLES 

1 1.6 Employment Change Decomposition for 1981 
11.7 Government Employment by Expenditure Category 
11.8 The Composition of Industrial Employment 

12.1 Log-likelihood Values for Translog Fuel Models 
12.2 Coefficient Signs for the Translog Models 
12.3 Price Elasticities for the Translog Models 
12.4 Definitions for the Aggregate Energy Equations 
12.5 Coefficients of the Aggregate Energy-Demand Functions 

13.1 Definitions for the Industrial-Price Equations 
13.2 Log-Likelihood Functions Testing the Normal-Cost 

Hypothesis 
13.3 Manufacturing Industries with a Significant Response to 

Import-Price Competition 
13.4 The Estimated Coefficients of the Price Equations 

14.1 Definitions for the UK Export-Price Equations 
14.2 Definitions for the UK Import-Price Equations 
14.3 Restrictions on the Export- and Import-Price Equations 
14.4 A Comparison of Unrestricted and Forecasting Export- 

Price Equations, UK 1956-81 
14.5 Parameter Stability for Aggregated Export-Price Equations 
14.6 Elasticities and Summary Statistics for Export-Price 

Equations 
14.7 A Comparison of Some Published Estimates of UK Export- 

Price Responses 
14.8 A Comparison of Unrestricted and Forecasting Import- 

Price Equations, UK 1956-81 
14.9 Parameter Stability for Aggregated Import-Price 

Equations 
14.10 Elasticities and Summary Statistics for Import-Price 

Equations 
14.11 A Comparison of Some Published Estimates of UK Import- 

Price Responses 

15.1 The Calculation of the Government's Implicit Target 
Reduction in Wage Inflation 

15.2 The Incomes-Policy Dummy Variable 
15.3 The Strength-of-Incomes-Policy Index 1955-79 
15.4 Unrestricted and Restricted Estimates of the Aggregate 

www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-33004-6 - The Cambridge Multisectoral Dynamic Model of the British Economy
Edited by Terry Barker and William Peterson
Table of Contents
More information

http://www.cambridge.org/9780521330046
http://www.cambridge.org
http://www.cambridge.org


xiv TABLES 

Earnings Equation 
15.5 Fully Restricted Estimates of the Equation 
15.6 The Final Incomes-Policy Index 
15.7 A Test of Structural Change in the Preferred-Earnings 

Equation 
15.8 Definitions for the Industrial Earnings Equations 
15.9 Estimated Effects and Summary Statistics for the Industrial 

Average-Earnings Equations 
15.10 Four-sector Aggregated Effects and Summary Statistics for 

the Industrial Average-Earnings Equations 
15.11 A Summary of the Parameters of the Industrial 

Average-Earnings Equations 
15.12 Re-estimation of the Aggregate-Earnings Equation on Blue 

Book Data 1955-79 
15.13 Estimates of a Direct Unemployment Effect, 1955-8 1 
15.14 Estimates of an Incomes Policy Effect 
15.15 Estimates of a Shift in Equation Structure 

16.1 Income-Outlay Loop: Form of Income with Paying and 
Receiving Sectors 

16.2 Household Sector: Transfer Forms of Income, 1975 and 
1980 (& million) 

18.1 Financial Assets in MDM6 
18.2 Definitions for the Interest-Rate Equations 
18.3 Interest-Rate Functions 
18.4 Definitions for the Aggregate Financial-Asset and Liability 

Equations 
18.5 Aggregate Asset and Liability-Stock Equations 
18.6 Estimates of Interest Semi-Elasticities of Demand for 

Holdings of Short-Term Assets by the Personal Sector 
18.7 The Effect of a 1 Percentage Point Rise in the Yield on 

10-Year Gilts (shown as a percentage of initial wealth) 

19.1 Estimates of the Quarterly Model (19.2) 
19.2 Definitions for the Sterling Exchange-Rate Equations 
19.3 The Within-Equation Responses of the Dollar-Sterling Rate 
19.4 The Quarterly Model for Exports and the Interest Rate 
19.5 Definitions for the Treasury-Bill-Rate Equation 

www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-33004-6 - The Cambridge Multisectoral Dynamic Model of the British Economy
Edited by Terry Barker and William Peterson
Table of Contents
More information

http://www.cambridge.org/9780521330046
http://www.cambridge.org
http://www.cambridge.org


FIGURES 

Growth in the British Economy, 1955-82 2 
Price Inflation in the British Economy, 1955-82 3 
Some Economic Relationships in MDM for One Industry 5 
Some Interrelationships between Industries in MDM 6 

The Response of Industrial Investment to a 10% Rise in 
Industrial Output from the Summary Equation 55 
Effects on UK GDP of Changes in Fiscal Instruments using 
Different Versions of MDM6 70 
Effects on UK GDP of Changes in International and 
Domestic Inflation Assumptions using Different Versions 
of MDM6 7 1 
Effects on UK Consumer Prices of Changes in Fiscal 
Instruments using Different Versions of MDM6 72 
Effects on UK Consumer Prices of Changes in International 
and Domestic Inflation Assumptions using Different Versions 
of MDM6 73 
Effects on UK Unemployment of Changes in Fiscal 
Instruments using Different Versions of MDM6 75 
Effects on UK Unemployment of Changes in International 
Assumptions using Different Versions of MDM6 76 
Effects on UK Unemployment and Inflation of Changes in 
Fiscal Instruments 1985-95 using Different Versions of MDM6 77 
Stability Tests on MDM6 8 1 
Stability Tests with Different Versions of MDM6 82 

Savings Ratio, Inflation and the Rate of Growth of Real 
Personal Disposable Income in the United Kingdom, 
1965-8 1 128 

Volume of UK Exports and Imports and Industrial 
Production Abroad, 1954-81 207 
Restriction Map for Export-Quantity Equations 21 1 
Distributions of Activity and Price Elasticities for UK 
Exports 222 

www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-33004-6 - The Cambridge Multisectoral Dynamic Model of the British Economy
Edited by Terry Barker and William Peterson
Table of Contents
More information

http://www.cambridge.org/9780521330046
http://www.cambridge.org
http://www.cambridge.org


xvi FIGURES 

The Activity Elasticity of Imports varying with the Share of 
Imports in Demand 
Restriction Map for Import-Ratio Equations 
Distribution of Activity and Price Elasticities for UK 
Imports 
Direct Effects on Import Prices and Volumes of a 10% 
Sterling Devaluation 
Direct Effects on Export Prices and Volumes of a 10% 
Sterling Devaluation 

The Sterling-Dollar Exchange Rate and Export and Import 
Prices, UK 1954-81 
Foreign Prices and UK Domestic Unit Labour Costs, 
1954-81 
Restriction Maps for Export-Price Equations 
Restriction Maps for Import-Price Equations 

Paths of Average Real Earnings 
The Catch-up Coefficient and the Target Growth Rate in 
the Earnings Equation 

Dollar-Sterling and Effective Exchange Rates and 
Relative Prices, Quarterly, 1972 to 1984 
Interest Rate Differentials and the Balance of Payments, 
Quarterly, 1972 to 1984 
The Effects of a 1 Percentage Point Increase in US Interest 
Rates on UK Exchange Rates, Prices and Wages 
The Effect of a 1 Percentage Point Decrease in US Interest 
Rates on UK Balance of Payments and GDP 

www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-33004-6 - The Cambridge Multisectoral Dynamic Model of the British Economy
Edited by Terry Barker and William Peterson
Table of Contents
More information

http://www.cambridge.org/9780521330046
http://www.cambridge.org
http://www.cambridge.org

	http://www: 
	cambridge: 
	org: 


	9780521330046: 


