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Editors Note

w. Robert Brazelton, Editor

University of Missouri - Kansas City

This is the first volume of the Southwestern Journal
of Economic Abstracts. Its major purpose is to add a
degree of permanancy to the annual meetings of the Ecbnomics
Sessions of the Southwestern Social Science Association
by publishing the abstracts of the works of the scholars
presenting papers or discussions. Such publication hbrein
will increase the recognition of these works and facilitate
the broader and more permaIil!entdistribution of the analysis
contained within these works. Hopefully, the Journal will
grow in the future and, perhaps, eventually include a
keynote address in addition to the abstracts.

There are many journals in Economics. Some may argue
that there are too many. It is my belief that such an
argument is fallacious. The present Journal will bring
together the contribution of many scholars, not just
selected scholars or selected papers. Thus, a greater
proliferation of ideas -- old and new -- is possible. At
present, this greater proliferation of ideas is desirable.
For too long, the Economics profession has been encased
within the framework of stale paradigms that treat complex
variables and movements as if they were precisely determin-
able. The result has been a misinterpretation of Economic
analysis in general; and an inadequate use and mix of policy
tools in particular. It is time that the Economics pro-
fession break out of these often inadequate paradigms and add
other ideas to its list of analytical, conceptual tools.

It is one of the purposes of the Southwestern Journal of
Economic Abstracts to aid in the proliferation of ideas. With
your help, we can both enlarge upon the present Journal and
make its function meaningful to ourselves and to the profession.
Hopefully, this Journal of abstracts will make possible the
continued recognition that flomnta mutantur, nos et mutamur
in illis". Your continued cooperation is both welcome and
necessary.
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IDRKSHARINGANDITS DURATION

Robert W. Beclnarzik

u.S. Departmentof Labor

Bureau of Labor Statistics

Worksharingarrangenerrtsv-eorksharers are defined in this study as
employedpersons whoseworkweekshave been reduced involuntarily
because of slack 'WOrkloads--area practice as old as the industrial
era. The percentage of the at vx:>rkpopulation on workshartng
arrangem:nts during the 1973-75recession was the sameas the 1960-
61 recession but below that of the 1954-55 recession. F..owever,the
numberof wcrksharers has yet to fall below its pre-recession low.
A possible explanation is the evidence of an increased likelihood
of persons on such schedules to rsnain there longer.

This study examines the incidence of workshar'ing, specifically how
it takes a person whosehours have been cut back involuntarily
because of slack mrkloads to secure a full-time job, and what
factors facilitate this change. The data analyzed are primarily
matchedCPSmicro observations fromVay-June-July-F..ugust1976-May
1977. The impact of an individual's humancapital stock, other
incomeresources, and value of nonrnarketactivities on the prob-
ability of escaping from worksharing is estimated using a multi-
nanial logit analysis. Generally, a person's stay in a worksharing
situation was relatively short, averaging 6.0 weeks, dependingupon
such factors as age, race, and howlong he/ she has already been in
such a state. To a lesser extent, duration was influenced by sex,
marital status, and union menbersbip. Lookingfor another job did
not significantly influence duration, nor did the presence of other
employedfamily rranbers--a proxy treasure for other Incorre sources.
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TOWARD NEW LEGAL AND ECONOHIC THEORIES OF
GOVERI~NT CONTROL

George C. Greanias

Jesse H. Jones Graduate School of Administration
Rice University

Introduction. While the scope and frequency of government
interventions in the private s.ector continue to increase
almost daily, our leading legal and economic theories
regarding the right and rationale for the government to
take action fall further and further behind reality.
But before we can address the problem of fashioning new
theories, we must develop a new and comprehensive concep-
tual model of goverTh~ent interventions in the private
sector.

c
i

The Definition of "Government Control. l! Traditionally,
"government control" involved government action to effect
a certain economic policy. But "government control" should
connote something different and more inclusive, namely any
policy deliberately adopted by government to cause private
actions to differ materially from those that might other-
wise be pursued. The reference to "any policy" makes it
clear that the definition is not only applicable to economic-
oriented actions, but can apply across the board to non-
economic decisions as well. By adopting a "materiality"
standard, the definition takes into account both direct and
indirect effects. This expanded definition of "government
control" also leads to a consideration of techniques of
government intervention far beyond the usual borders of
such a study. It liberates the analysis from too strong
a focus on administrative control, and sensitizes the
observer to the full range of tools available to government.
Among these techniques of control are the common law; stat-
utes and ordinances, administrative regulation; franchises,
certificates, and licenses; taxation and subsidies; con-
cealed subsidies; contractual provisions, industry self-
government; investigations and publicity; emergency controls;
and direct government ownership and operations.

A Model of Government Control. Any successful conceptual
model of government control must ignore the traditional
distinction between economic and non-economic purposes.
The model should be organized in terms of the rationales
for government intervention, in a way that explicates
particular purposes of government action. The model pro-
posed here establishes the following rationales for
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government intervention to serve as the categories for
grouping government activity: to establish efficient and
fair rules for participants in the market system; to de-
fine and enforce standards of fairness and ethical behavior
in both labor and product markets; to act where private-
market participants fail to take into account the important
consequences of their actions; to pay directly for public
goods; to guarantee availability of certain goods and
services; to set standards for common references; to
eliminate risks of the marketplace for which no form
of insurance is otherwise available; to coordinate domestic
and foreign policies; and to encourage citizen activism
and ability to intervene.

Each of the rationales would need appropriate sub-
categories. The "establishment of efficient and fair rules
for participants in the market system" could subdivide into
several categories, including (i) protecting against
collusive or uneconomic predatory actions to restrict com-
peti tion, (ii) protecting against "unfa i.r " or "unacceptable"
restrictions of competition, (iii) recognizing and pro-
tecting property rights, (iv) enforcing contract rights,
(v) establishing standards of societal performance, and
(vi) maintaining adequate information for sellers and buyers.

Considering only one of these subdivisions--protecting
against collusive or uneconomic predatory actions to re-
strict competition--the policies, laws, and agencies
intended to achieve the goal might include, as to policies,
antitrust and the regulation of financial markets, trans-
port, and energYi as to laws, the Sherman Act, the Federal
Reserve Act, and the National Gas Policy Act, as well as
various state laws; and as to agencies, the Federal Trade
Commission, the Antitrust Division of the Department of
Justice, the Federal Reserve Board, the Securities and
Exchange Commission, state insurance commissions, and the
Interstate Commerce Commission. The next logical and
necessary step would be a study of the system in vitro.
But even as it stands, this model of government is far
more comprehensive, and as a portrayal of the reality of
government activity, far more accurate, than any other
description in common use today.
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AN ESTIMATION OF THE DEADWEIGHT LOSS
IN THE MUNICIPAL ELECTRIC INDUSTRY

Daniel R. Hollas
Robert Stanley Herren

r
I

I

University of Mississippi

This paper estimates the amount by which competi-
tion, through the lowering of costs, can reduce the
welfare cost of monopolies. Many previous studies
have found that the deadweight welfare loss of a
monopolistic market structure was relatively small;
however, these studies assumed that costs of produc-
tion would be the same under competition as they weFe
under monopoly. Professor Harvey Leibenstein and
others have argued extensively that these deadweight
welfare loss studies have ignored a major benefit of
competition to society. This theory, which is usu-
ally referred to as X-efficiency, states that for a
number of/reasons businesses do not necessarily oper-
ate as efficiently as they possibly could; that is~
they do not minimize costs. One factor which should
affect efficiency is the competitive pressure within
an industry. Competition affects the intensity with
which people and businesses operate; therefore, this
theory predicts that the existence of competition
should result in lower costs.

This study investigated municipal electric utili-
ties because they operate in well-defined markets,
and because there are cities in which competition
exists between municipal and private electric utili-
ties. The study focused only upon residential cus-
tomers.

A conventional, Harberger-type deadweight welfare
loss model was used to estimate the welfare cost of
monopoly. The study allowed the price elasticity of
demand to vary across firms, with an overall average
elasticity of one. Long run marginal cost was esti-
mated based upon line losses, energy costs, non-
production costs and capacity costs. It was found
that the major effect of competition is through its
impact on non-production costs, such as sales and
administrative expenses. The effect upon production
and capacity costs was statistically insignificant.

Based upon two different monopoly marginal cost

j
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curves, it was estimated that total industry dead-
weight loss was either 5~49% or 6.74% of industry
total revenue. Deadweight 10SB estimates based
four different competitive marginal cost curves
ranged from 7.44% to 8.84% of total revenue. Based
upon comparable competitive and monopoly marginal
cost models, the deadweight loss was 125% to 146%
higher when competitive marginal cost was used.

The estimated deadweight loss per residential
customer, based upon two different monopoly long run
marginal cost models, was either $14.96 or $18.37.
Based upon four different competitive long run mar-
ginal cost models, it was estimated that the welfare
loss per customer was between $20.27 and $24.09. xl
efficiency gain from competition ranged between $4.55
and $6.81 per customer.

Although the consumer surplus gain is not stag-
gering, this paper indicates that - through X-
efficiency - competition would have a significant im-
pact on the welfare loss in the municipal electric
industry. As a broader policy conclusion, the bene-
fits of competition obviously depend upon the initial
size of the industry loss. Where the welfare loss is
high, X-efficiency could substantially reduce the
loss.

7
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THE ZERO PRICING OF HEALTH CARE r

Kurt H. Jackson

Oklahoma State University

Advocates for eliminating money prices for health
care emphasize the deterrent effect of money prices on
health care consumption and the inherent inequity of
money prices. Cairns and Snell cite empirical evidence
on the deterrent effect of money prices. But Phelps
and Newhouse present evidence indicating that published
estimates of elasticities may be too high. Furthermore,
the theoretical arguments of Nichols et. al., Becker
and others indicate that showing that a money price
system of provision results in inequity and inefficiency
does not prove that time prices are equitable and
efficient. They point out that consumers make decisions
with respect to full prices which include both time and
money price components. If planners solely rely on time
prices to allocate health care, the price to individual
consumers will vary with their rate of foregone earnings.
Consumers with lower foregone earnings rates will
consume too much health care while those with higher
rates will consume too little. The theoretical
arguments indicate that society as well as the consumer
would benefit from a health care delivery system offering
many alternative pairings of time inputs and money
prices. Acton's and Sloan and Lorants' work support
this recommendation. Both studies find that consumers
seek health care with lower waiting times as their
incomes increase. Sloan and Lorant also conclude that
physicians will use waiting time as w~ll as visit
lengths and money price to maximize profits. If a zero
pricing system is imposed and doctors are compensated
on a fixed fee schedule, they may increase waiting time
as rational profit maximizing behavior dictates. Thus,
the zero-pricing-only system, like the money-price-only
system of provision, will prevent both demanders and
suppliers from making the desired substitutions between
time and money spent on health care. The resulting
over and under consumption of health care by different
consumers is neither efficient nor equitable.

i
/
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'IHEORETICAL DEVELDHIENI'S RE.J:.ATI<'.....D10

THEZERO PRICING OF HEALTHCARE: A a:M1ENT

Dougl.asW. Md'liel

llii versity of Central Florida

JacksonI S paper, "Theoretical DevelopmentsRelated to the Zero
Pric:ing of Health Care,II clearly and succinctly outlines the impor-
tance of analyzing both the efficiency and equity effects of na-
tional health insurance programsthat wouldreduce the role of
mmeyprices and increase the role of time prices for rationing
health care resources. The theoretical argurents of Becker,
Culyer, Lindsay, Nichols, et. al., Grossmanand Holtmannare inte-
grated and corrparedwith the empirical evidence reported by Cairns
and Snell, Phelps and Newhouse,Acton, and Sloan and Lorant. It
is denx::nstratedthat whenhealth care is viewedas a merit good
which generates positive externalities, completereliance upon
market provision is likely to be neither efficient nor equitable,
but neither is the alternative extreme of completereliance upon
waiting times to raticn health care services provided at zero pri-
ces. Market forces are likely to allocate too feNresources to
health care services and positive moneyprices will discriminate
against the indigent. Tim; prices discriminate against demanders
with higher wagerates, causing them to consumetoo little, and in
favor of t.bosewith lower time opportunity costs, causing themto
consirretoo much. The theoretical arguaent.s-and empirical evi-
denceboth suggest that a health care delivery system that al.Ioss
individuals to choose somecOIIbinationof mmeyprice andwaiting
time mayimproveboth efficiency and equity.
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MONEY, THE DEFICIT AND INCOME

Marie Lobue

Department of Economics and Finance
University of New Orleans

Despite the attention paid to the causative links between
money and money income, complete inspection of the inter-
ior of the "black box" that connects the two has yet to
be accomplished. The IS-LM transmission mechanism hlas
been found to be credible whenever the expected inflation
ra te is negligible. Otherwise, that analysis be come's
suspect. The strength of correlation, the direction of
causation and the recent work of Cargill, Meyer and
Tanner regarding varing coefficients in money demand
functions may be partially explained by examination of
the decomposition of money income variations between out-
put the price changes.

Researchers, specifically Barro and Wogin, have analysed
the accommodative interaction between the monetary author-
ity and the Treasury, given the government budget con-
straint, in terms of the endogeneity of both the money
supply and the deficit. Because of automatic stabilizers,
one generally pictures an inverse relationship between
money income, the budget deficit and the rate of monetary
expansion. However, recent U.S. data present a situation
where increased money income is largely the result of ris-
ing prices. Therefore, in the face of rising money income,
one would expect the nominal deficit to rise rather than
fall. Accelerating inflation would then result from a
stable relationship wherein the deficit determines the
rate of monetary expansion which in turn produces further
increases in the rate of change of money income. The
interaction between money and money income accordingly
must ·involve positive effects running in both directions.

A structural model employs maximum likelihood estimation
in order to test the functional specifications between
the growth of the money stock, income and inflation.
The structural equations as well attend to the relation-
ship between the deficit, accomodating monetary policy
and automatic stabilizers. The paper draws heavily on,
and extends, the work of Barro and McCallum and Whitaker.
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UNEHPLOYMENT TAXONOMY
William La McKee

and
William A. Luker

North Texas State University

A fundamental issue of economic decision making is
the nature and extent of unemployment. The origins of
unemployment may be related to several causes: the
business cycle, seasonal influences, mismatches bet-
ween skills of the unemployed and requirements of ex-
isting job vacancies, and mobility and information
imperfections in the labor market. For unemployment
policy to be successful, a unique program strategy
must be directed toward separate types of unemployment
at the local level.

An unresolved dimension of the above problem re-
lates to the identification and measurement of dif-
ferent categories of unemployment. Traditionally, the
issues of unemployment classification have been more a
matter of abstract economic analysis than they have
been of actual measurement. This paper develops and
tests a consistent empirical system for identifying
phases of economic activity.

The Data Filea:nd Analytical Model. A unique as-
pect of this study is the development and analysis of
a data base which blends administrative and program
data from a state employment service agency--in this
case, the Texas Employment Commission (TEC)--with sur-
vey data from a nationwide statistical program--the
Current Population Survey (CPS).

The analytical model used here postulates four
different, but not mutually exclusive, types of unem-
ployment: cyclical, seasonal, applicant-job mismatch,
and autonomous (a form of unemployment existing when
unemployment due to other factors is zero). While the
applicant-job mismatch and autonomous unemployment con-
cepts are somewhat related to the general notions of
structural and frictional unemployment, respectively,
the alternative descriptions are adopted here because
they are more consistent with the forms of measurement
availableo The model specifies that total unemployment
is a linear aggregation of the above four measures of
unemployment, plus their interaction, a linear trend,
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the duration of insured employment, and a random error
term.

The statistical method employed is univariate
hierarchial multiple regression. A series of six vari-
ables were interacted in order to account for the as-
sociation of the mismatch variables with the four
stages of the business cycle.

Discussion and Tnterpretation of Findings. The
model explains approximately 85 percent of the variance
in Texas unemployment rates over the period 1973-78.
By itself, the magnitude of this finding deserves at-
tention, since much of the literature on the Employment
Service contends that ES activities are narrowly iso-
lated in relation to total labor market processes and
events. Autonomous unemployment is estimated to be
1.72 percent. This figure lends itself to the inter-
pretation that the minimum irreducible rate of Texas
unemployment over the 1973-78 period was somewhere in
the range ofl.5 - 2.0 percent. The incremental R-
square value for the applicant-job mismatch component
of unemployment is estimated to be 0.11, which means
that approximately 11 percent ·of the difference bet-
ween the observed Texas·unemployment rate and its 1.7
percent threshold is explained by demand-supply mis-
matches.

Of the "main" effect variables, the cyclical cate-
gory explains the majority of the variance in the unem-
ployment rate--51.13 percent. Moreover, the inter-
actions of cyclical and the two mismatch variables ex-
plain an additional 9.69 percent of the variance. This
"interaction effectll measures' the interdependence of
cyclical and mismatch estimates of unemployment.

The results lend some credence to speculation that
seasonal unemployment in Texas is not substantial.
They also provide an interesting estimate that about
4.9 percent of the statewide unemployment rate--that is,
4.9 percent of that portion above the 1.7 percent thres-
hold figure--represents unemployment associated with the
presence of unemployment insurance claimants in their
first four weeks of their claim.

Concluding: Remarks • The results of this study are
generalizable to other areas and different time periods
only to the extent that relative economic conditions are
similar to those in Texas during 1973-78. The most non-
controversial conclusion that can be reached, and prob-
ably the most important,is that a definite relationship
does exist between changing unemployment conditions and
th.e characteristics of applicants and jobs registered at
the public Employment Service.

12



CLEMENT JUGLAR AND THE THEORY AND
MEASUREMENT OF BUSINESS FLUCTUATIONS

M. Ray Perryman
Center for the Advancement of Economic Analysis

Baylor University

L

When perusing the literature regarding the early
or~g~ns of business cycle theory and measurement, one in-
variably encounters the name of ClEftnentJulgar, a French
physician turned economist who wro.te during the latter
half of the nineteenth century. His work may be inter-
preted as pioneering in both the analytical and empirical
domains. He collected and analyzed extensive sets of eco-
nomic data for several countries and, in so doing, formed
the basis for his theoretical observations. While all of
Juglar's conclusions have not withstood the test of time
and the standard textbooks of business cycle analysis now
fail to even mention his name, he remains a seminal think-
er in a most important literature and one whose ideas are
again coming into vogue. The paper described herein seeks
to review his contributions to the examination of fluctua-
tions in economic activity and to assess their relevance
to contemporary economic events. Initially, a brief bio-
graphical sketch of Clement Juglar is provided. This ma-
terial forms the basis for an understanding o'r the context
from which his cycle theory emerged. This section is fol-
lowed by an overview and critical evaluation of his work
relating to the business cycle. Finally, an assessment of
his contributions in light of contemporary economic beha-
vior is presented.

Against a background of natural law philosophy and
classical political economy which emphasized long-run equil-
ibrium and the smooth functioning of the economy, Juglar
published Des Crises Commerciales et de Leur Retour Period-
i ue en France, en An leterre, et aux Etats-Unis in 1862.
As a resu t, the course 0 econom~c activity was permanent-
ly altered. In his classic book, Juglar basically follows
three courses of analysis. Initially, he collects and ana-
lyzes an extensive set of data on economic variables for
France, Great Britain, and the United States. In so doing,
he became the first researcher to gather long and extensive
time series data with a definitive analytical purpose in
mind .. Consequently, he must rank as the forerunner of mod-
ern business cycle analysis, as well as all aspects of
econometric analysis which proceed from a systematic time
series framework. After accumulating the Lnf orrnari on on
a number of variables, including commodity prices, gold
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prices, central bank balances, and interest rates, he me-
thodically and precisely examined the time series daba in
order to ascertain the minima and maxima of the varidus
series. During this phase of his investigation, Juglar
found the existence of cycles in business activity which
occurred with a remarkable consistency and a virtually
standard periodicity. Specifically, for the period ex-
amined in the second publication of his book, he demon-
strated the occurrence of fourteen complete cycles with
a mean duration of approximatley six years. In the final
stage of his analysis, Juglar sought to provide a simple
theory of cyclical fluctuations based on his empirical
observations. He divided his observed cycle into three
distinct periods, known generically as prosperity, crisis,
and liquidation. He viewed the imbalances which occur
during the period of prosperity, primarily the over-ex-
tension of credit and the rapid expansion of consumption
beyond sustainable levels, as the fundamental causes of
the crisis. Hence, the crisis is endogenous to the opera-
tion of the economy and a necessary by-product of the pros-
perity. His analysis was the starting point for an entire
new era of business cycle theory. ~

As the above analysis indicates, Clement Juglar
may clearly be credited with the systematic identification
of crises in economic behavior as merely a reoccurring
phase of a continuous cyclical process. In honor of this
achievement, Professor Joseph Sch~~peter has labeled the
cycles of economic activity which correspond to the time
domain considered within Des Crises Commerciales as "Jug-
lar Cycles". Juglar's accomplisElIients,nowever, go even
beyond the popularization of the notion of economic cycles.
In addition to this achievement, he was also the first to
observe the international character of major economic fluc-
tuations. Moreover, Juglar may well be the first signifi-
cant economic forecaster. He subscribed to the prevailing
political attitudes of orthodox economics in his day, i.e.,
laissez-faire, and, thus, did not foresee a policy of gov-
ernment intervention to alleviate the crisis. He did, how-
ever, see a benefit to predicting a crisis in order to mi-
nimize the element of surprise in the functioning of the
economy. Consequently, he accumulated evidence on the
growth of bank portfolios and reserves and used deviations
in these numbers from their normal course as a basis for
forecasting crises. In so doing, he was probably the first
to systematically employ economic indicators. Hence, Cle-
ment Juglar is clearly a major contributor to the current
state of investigation of economic fluctuations at both
the theoretical and empirical levels.
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I
(

r
I

14



ON THE SPECIFICATION AND ESTIMATION OF
MONETARY REACTION FUNCTIONS

M. Ray Perryman
Center for the Advancement of Economic Analysis

Baylor University
In recent years, Monetarism has surfaceti as a

significant strain of economic thought and, consequently,
a substantial literature has developed regarding the na-
ture and conduct of monetary policy in the United States.
This analysis has taken many forms, including the taDgets
and indicators issue, the measurement of the lag in ~ederal
reserve policy, and the impact of monetary policy on lecon-
omic activity, i.e., the St. Louis equation contrcver sy.
An additional body of material which has developed in this
area concerns the degree to which monetary policy responds
to movements in key variables within the economy. Specifi-
cally, this literature surrounds the specification and es-
timation of a Federal Reserve "reaction function". Despite
the attention received by this problem within the litera-
ture, there is a persistent problem which has not yet been
systematically and effectively addressed. Specifically,
because the dependent variable which is employed in the
reaction function is a measure of the current stance of
policy, it should be an indicator which measures only the
stance of dynamic monetary actions, i.e., it should neither
reflect contemporaneous movements'.Lneconomic activi tYiInor
defensive Federal Reserve responses. In previous analyses,
the dependent variable has typically been either a tradi-
tLona l, monetary aggregate or a money market variable. Con-
~equentlYI the measures have been endogenous to the economy
and, hence, subject to the "reverse causation" probl~m. As
i,8well known, equations suffering from reverse causation
exhibit both biased and inconsistent coefficient estimates.

The purpose of the paper described herein is to
t'lrQvidean overview of an ongoing research effort which
~eeks to.address the reverse causation problem as 'applied
to the reaction function literature. The research efforts
will, upon conclusion, have corrected for the presence of
mutual causation processes by (1) specifying dependent var-
Lab Les which are theoretically exogenous to the economy
and reflect only the stance of monetary policy and (2) pre-
testing the specification of any reaction function by sev-
eral recent advances in bivariate and multivariate causality
techniques. Both time series and econometric procedures
are employed in this aspect of the study. The analysis ini-
tially describes several monetary indicators which may be
employed as dependent variables in a federal reserve !reaction
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function. These measures include the neutralized money
stock and two noncyclical indicators, M:}.*and M2*' which
were previously derived by the author w~thin the context
of a simultaneous equation model. Each of these measures
seeks to eliminate the influence of the business cycle
from traditional monetary variables, thus producing true
or "unbiased" indicators of the stance of dynamic policy.
Following this discussion, a brief analysis of the bi-
variate and multivariate causal techniques to be employed
in the subsequent research is provided. Finally, some
limited empirical results based on previous studies by
the author are given. These findings, while not directly
produced within the context of the reaction function prob ...
lem, are designed to illustrate the potential advantages
of the proposed work. The end result of this study will
be a more thorough understanding of the nature of Federal
Reserve policy and its relationship to endogenous economic
activity.

16
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-SECTORAL SPECIFICATIONS IN THE STATE
OF TEXAS ECONOMETRIC MODEL

M. Ray Perryman
Center for the Advancement of Economic Analysis

Baylor University

The paper described within this summary provides a
description of the specification and structure of major
sectors within the State of Texas Econometric Model. The
model, which will be the largest in existence upon com-
pletion, is a large-scale simultaneous equation system
which is designed to reflect all major aspects of the
Texas economy. Initially, a discussion of the nature of
regional systems is provided, with emphasis being given
to a number of contingencies which frequently inhibit
model construction and application at the sub-national
level. These problems include the proper delineation of
an "export-import" or foreign sector and the lack of avail-
ability of several key data series. The material presented
in this section is designed to provide a basis for the re-
mainder of the expositi·on.

Following this preliminary discussion, an overall
descr:i.ptionof the Texas model is given. This section em-
phasizesthe theoretical basis for the model and provides
a brief summary of each major sector within the State of
Texas system. The model of the Texas economy which is
described within the paper is composed of six major sec-
tors I e-ach being comprised of a number of subsectors.
Specifically, the model examines the Production Sector,
thel;lrivate Expenditure Sector, the Employment Sector,
the Income Sector, the Financial Sector, and the Public
or Governmental Sector of the state. The Production Sec-
tor Lnc Lude s Gross State Product estimates, production and
dem,and functions for more than one hundred manufacturing
industries, nonmanufacturing industry specifications, and
large energy and agricultural subsectors. The Private
expenditure sector features a detailed examination of con-
sumption by categories, investment, expenditures for re-
tail sa,les.I and the housing market. The Employment Sec-
tor provides a detailed examination of employment behavior
by industrial classification, as well as an analysis of
popula,tion trends and the nature of the labor force. The
I.ncome Sector includes estimates of wages, proprietor's
;Lncome, tra,nsfer payments, and other sources of personal
income: The Financial Sector examines the behavior of
major deposit and loan categories of commercial banks, the
funct:i,oningof non-bank financial institutions, interest
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rate determination, and fund inflows from outside· sources.
The Government Sector explains the behavior of major state
revenue sources and expenditure streams, as well as inter-
governmental transfers. All of the sectors are, of course,
linked together in a simultaneous structure.

Following these summary descriptions, the estimation
and testing procedures employed within the model are dis-
cussed. Of particular interest are (1) a technique for
the estimation of large systems of dynamic equations which
exhibit first order serial correlation which was previously
derived by the author and (2) a testing procedure involving
autoregressive integrated moving average (ARIMA) models.
Following this aspect of the analysis, an outline of poten-
tial applications of the Texas model and its accompanying
data base is provided. Finally, a concluding section sum-
marizes the major advances in regional modeling and econo-
metrics which are embodied in the State of Texas Economet-
ric Model.
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THE EFFECT OF THE INSTABILITY IN THE COMMODITY
MARKETS, i.e. COPPER, ON THE DEBT-SERVICING

ABILITY OF ZAIRE

Patricia Sanderson
and

Michael P. O'Neill

Mississippi State University

The purpose of this study is to identify the
source of Zaire's debt-servicing problems. Histori-
cally, Zaire has increasingly had difficulty meeting
debt-servicing Obligations and rescheduling has been
necessary repeatedly. The level of externally held
public debt has increased from $538 million in 1970
to $3.3 billion in 1976, increasing from 17.1 % of
Zaire's GNP in 1970 to 52.8 % in 1977. The increased
participation by private creditors is reflected in
an increase in total private debt outstanding from$391 million in 1970 to $2 billion in 1976. The
percentage of export earnings absorbed in servicing
external debt increased from 4.4 % in 1970 to 15.8 %
in 1975. The value of export earnings from copper
(which accounts for 74 % of Zaire's total exports)
has decreased from 81 in 1970 to 53 in 1979 based
on 1975 = 100.

An understanding of and solution to Zaire's
debt servicing problems are of concern to all insti-
tutions involved in international finance and develop-
ment. Creditors need better methods of determining
debt-servicing capacity of countries and factors
which force countries into default. This is of
special concern to commercial banks because of the
nature of the bank and the increased participation.
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It has long been accepted doctrine that instabil-
ity in foreign exchange earnings is the primary sou:tce
of debt-servicing difficulty for the developing COw1-
tries depending on primary commodities and lacking I
diversification. This is the hypothesis for this
study.

This hypothesis was tested by two sets of data:,(1) the debt level as a function of copper pries and
copper exports, and (2) 'the level of foreign exchange
as a function of copper price, value of copper expoFts,
and use of fund credit. Contrary to conventional
reasoning, the statistical results did not support
the hypothesis. The conclusion is made that fluct~a-
tions in export earnings combined with budget deficits
and an increase in money supply created inflation
which Zaire was unable to contain due to lack of
experience and a stable government.

I
i
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More research is needed to quantify the specific
mechanism for transferring the instability in export
earnings to the debt-servicing problem.
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A NEW APPROACH TO INFLATION:
TAX INCENTIVES FOR WAGE AND PRICE STABILITY

Ki R. Shim
Behrend College, The Pennsylvania State University

In the four decades of Keynesian revolution and
devolution, many economists and government policymakers
were more or less content to rely solely on monetary and
fiscal policy instruments of demand management to·produce
an economic stability. However, events of the 1960s and
1970s shattered much of this complacency and provided an
environment within which many governments found it neces-
sary to resort to a wide range of incomes policy.

Our limited experience with the conventional incomes
policy was far from unqualified success. Government's
direct attempts to alter the behavior of economic units
in a market economy by jaWboning, suasion, guidelines,
controls, and freezes are not a real substitute for the
restructuring of economic incentives. '

This led us to the necessity of finding the new and
innovative idea to fight inflation -- Tax-Based Incomes
Policy (TIP), tax incentives designed to restrain the
wage-price spiral. First proposed by Henry Wallich and
Sidney Weintraub, a TIP has recently begun to receive
serious attention from economists. My paper examines
the concept and economic justification of this new ap-
proach with an emphasis on the Wallich-Weintraub proposal,
compares the original TIP and its variants, and deals with
major criticisms of TIP.

The pioneer Wallich-Weintraub TIP proposal would
impose a surcharge on the corporate profits tax for firms
granting wage increases in excess of some guidepost figure.
Each year the government would announce a wage guidepost
and a TIP tax schedule. At the end of the year firms would
pay a tax according to the schedule if the wage increases
they granted exceeded the guidepost. The added tax burden
may be ecpected to stiffen the company's back in wage
negotiations. The result would be a lower rate of wage
increases, and a slowing of the rate of inflation.

Unlike the traditional incomes policies which address
themselves to both wage and price, the TIP proposes re-
straint on wage increases. Since the average markup of
prices over unit labor costs has been historically constant,
which means that prices have been closely tied to wages,
restraint of wage increases implies restraint of price
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increases. It follows, therefore, that
the rate of increase in wages will also
increases in prices.

a meausre slowing
slow the rate of

I
Evolving from the original TIP proposal there is a r

wide variety of plans and variants: Laurence Seidman's I
penalty-reward approach; Arthur Okun's reward TIP on both
wages and prices; Abba Lerner's Wage Increase Permit Plan r
(WIPP); and David Colander's Market-Based Incomes Policy. I
Seidman proposes to impose a penalty tax on employers who
grant excess wage increase. In addition, if firm's wage
increases were below taget rate, it would be rewarded in
terms of reduced tax rate on corporate profits. It is
argued that a continued, penalty-reward employer TIP,

,implemented through the income tax of the firm, is most
efficient because it en~ourages all firms to alter behavior.
But emphasis is placed on the penalty that is essential to
assure a higher probability of effectiveness. A reward-only
employer TIP is likely to be weaker and less reliable. The
penalty TIP on employers differs sharply from wage or price
controls, for it would not prohibit any wage increases.
It would permit employers and workers to respond to market
forces and adjust relative wages when an industry faced
a labor shortage.

TIP proposals have been criticized on a variety of
grounds. First, opponents argue that wage and price in-
creases are not the cause of inflation but just the symptom.
TIP would merely attack symptoms. This line of argument
regards the expansion of money supply and government deficit
spending as main causes of inflation. Accordingly, it is
viewed that an appropriate anti-inflation policy should be
dealing with monetary and bUdgetary factors. Second, it
is argued that it would be really difficult in enlisting
the support of organied labor for TIP because it would
directly restrain wages but not prices. Unless it is
applied to prices as well as to wages, it would not politi-
cally saleable or fully effective as an anti-inflation
strategy. Third, Another objection to TIP is based on the
difficulties in implementation and administration. Many
reject the direct application of TIP to price increases
as unworkable.

Our preference of TIP to any other alternative incomes
policy is based on the conviction that the free market system
can work. While a wide variety of plans and variants of
the original TIP have been developed, there is a consensus
that.a penalty TIP imposed on relatively large companies
for excess wage increases is the best form most likely
to work in practice.
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WHAT IS THE KEYNESIAN - MONETARIST DEBATE ABOUT

J. Kirker Stephens

University of Oklahoma

The Keynesian-monetarist debate has raged for some
25 years now without any clear resolution. In many re-
spects it has been going on for about 45 years, since
the Keynesian-monetarist debate is largely a successor
to the Keynesian-classical debate. The monetarist posi-
tion resembles the classical in its frequent incorpora-
tion of the quantity theory of money as a central element
and in its relatively high faith in the stability of the
private market economy. Indeed, one can almost trans-
late classical economics into monetarist economics by ob-
serving that where a classical economist would say, !!Such
and so is true,!! a monetarist will say, !!Such and so is
approximately true in the long run.!!

One of the most notable aspects of the Keynesian-
monetarist debate is the inability of the participants
to agree as to just what it is that they are disagreeing
about, a feature very apparent in the Friedman-Tobin ex-
change of the early seventies. Four reasons may be ad-
duced for this confusion. First, the debate deals with
issues that are in fact very complex. Second; the scope
of the debate is broad and unclear. Is it about macro-
economic policy? Or macroeconomic theory? Or empirical
measurement? Indeed in one form or another it is prob-
ably about all of these, and also about political phi-
losophy and economic methodology. Third, the ground of
the debate has often shifted through time. And, fourth,
the Keynesians and the monetarists represent two clus-
ters of opinion, not two unitary positions. At one time
the monetarist position could fairly reasonably be taken
to be whatever Milton Friedman said it was, but with the
rise to prominence of Brunner and Meltzer, the St. Louis
Fed brand of monetarism, and others, this is no longer
the case.

After a brief discussion of methodology, this pa-
per catalogs a collection of issues that have played an
important role in the debate and considers their current
significance. These include the shape of the IS and I
LM curves, Friedman's !!missing equation,!! the shape of
the aggregate supply curve, the Phillips curve and the
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natural rate hypothesis, the macroeconomic version of
the rational expectations hypothesis, the relative efrficacy of fiscal and monetary policy, the length of the
"short run," the direction of causation between policy
variables and income, the stability of the private I
economy, and the macroeconomic policy mix.

One conclusion is that at least three t.heor-e t Lca I>-
empirical issues are still outstanding:
(a) Is the effect of the accumulation of government
bonds expansionary or contractionary?
(b) Is the macro rational expectations hypothesis
valid?

'(c) What is the direction of causation between policy
variables and aggregate economic activity?
In addition it should be noted that there are probably
still disagreements over the relative importance of I

monetary policy in determining aggregate economic varli-
abIes and that there may still be open questions con-
cerning the shape of the aggregate supply and demand
curves.

With respect to whether there is convergence be-
tween the Keynesian and monetarist positions, it is
suggested that there is some th.eoretical convergence,
but that there does not seem to be any with respect to
macroeconomic pOlicy. A novel summary of the debate in
terms of the proportion of income change due to various
factors is proposed.
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WAGE DIFFERENTIALS AND UNITED STATES FOREIGN TRADE
Edward F. Stuart

Illinois State University

This study attempted to determine if wage
differentials still exist between leading export indus-
tries and leading import-competing industries in the
United States. It further attempted to determine the
source of the differentials.

The study drew its sample from U.S. manufacturing
industries in 1960 and 1970. Leading export industries
and leading import-competing industries were identified
for both years.

In both 1960 and 1970, the leading export
industry group had higher average hourly earnings.
The primary source of the differential was tlle higher
average human educational capital per worker in the
leading export industry group. Some evidence of dis-
crimination caused wage differentials was also found.

The study corroborated earlier empirical findings
that U.S. exports are relatively human capital intensive
and U.s. imports are relatively physical capital inten-
sive •

. ,
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A REVIEW OF THE EXCESS CAPACITY CONTROVERSY
Joe Walker

University of Montevallo

The main controversies associated with the concept
of excess capacity can usefully be divided into five
categories: (1) the monopOlistic competition debates,
(2) the search and value of time approaches, (3) the

peak-load debates, (4) the Averch-Johnson literature,
and (5) the inventory and investment approach.

The names most prominent in the monopolistic com-
petition debates have been Demsetz, Stigler, Archibald,
and lately Ohta. Although Chamberlin's original theory
has suffered much at their hands, the debates have led
to a fuller exposition and development of the theory
of competition wherein firms compete in aspects of pro-
duct quality as well as price and quantity.

The pioneering work by Stigler in search theory and
Becker in value of time theory have laid the groundwork
for a demand side rationale of the value of "excess"
capacity. The most sophisticated development and appli-
cation along this line has been the work by DeVany and
Saving.

The peak-load concept of capacity, originally a
novel sidelight to price theory, has now become an
integral part of most discussions of excess capacity.
The original solution for the peak problem had the peak
customers paying all the capacity costs. In a stochas-
tic setting, however, even the off-peak customers pay a
part of capacity costs since they too benefit from such
capacity.

Likewise, the Averch-Johnson literature, though
originally concerned with the effect of price regulation
on a monopoly's choice of input ratios and output levels,
has further developed the effects of such regulation on
quality aspects of production not only for regulated
monopolies but also for regulated competitive industries.
In general, price regulation is generally seen to be
harmful in that even when it has the desired effects on
price and output, it leads to a non-optimal level of pro-
duct quality (viz., too much or too little "excess"
capacity). ---

I
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The investment and inventory literature has becole
increasingly oriented toward stochastic models and has
become more aware of the optimality of "excess" capacity
in an environment of demand and production uncertainties.
A major subclass in this category is the rhythmic input
pricing theory which holds that excess capacity is the
result of the firm using capital only in those periods
when labor input prices are lower.

The controversies do not appear as isolated as
they once were, and their convergence may yet lead to
a more general and complete theory of the firm as it
competes in both price and quality dimensions in a world
of uncertainty.
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THE DISUNITY OF ECONOMIC AND POLITICAL SCIENCE
Duane Windsor

Jess~ H. Jones Graduate School of Administratiomr
Rice University

Modern political economy is generally regarded as the
application of "economic reasoning in political an alys t s ."
It has been argued that political economy is lithe shape of
pol itical theory to corne" and that there is a fundamental
"unity of political and economic science.~ In Black's
view, "Reasoning throughout both sciences ..• seems ••• to
be nothing short of identical in kind •.. ~

This paper reviews some fundamental problems in
modern political economy which focus around what I call
the aggregation issue. The paper suggests that the widely
used term "p o l It t c a l economy" should not be applied to the
analysis of political behavior or public choice. Rather,
the term should be restricted to the usage common among
economists to indicate the intersection of the economic
and political systems, particularly in the design of micro
and macro policies. I suggest this restriction because
the aggregation issue is unresolved in both collective
decision making and cost-benefit analysis.

Economic reasoning is as applicable to the political,
as to the economic, decisions of an actor. All choices
imply scarcity conditions and a requirement for achieving
efficiency in resource allocation. A political I
entrepreneur faces many of the same decision problems as
an economic entrepreneur. In this sense,economic
reasoning, however, is simply a logical method of choice.
Economic analysis can be a deceptive guide to political
phenomena because it does not automatically solve the
aggregation issue. Economic analysis as the study of
resource allocation under scarcity has no institutional
context. Nevertheless, economics evolved as the study of
markets as an institutional process for making collective
decisions about resource allocation. The market system
drives aggregation of individual preferences through
demand and supply forces.

IIA theory of political ex c ha n q e " means literally that
political conflict is resolved by mutual exchange.
However, political resource markets determine the
distribution of power or influence and other political
resources, and hence the terms of pol itical exchangel
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Power or influence is as crucial a concept as exchange in
the economic model of politics. Curry and Wade state
that, " •.. we regard power as the singularly most
important characteristic of non-market structures. Power
is the ability to eliminate (or reduce) the number of
alternatives from which others are free to choose and/or
to prevent their free choice from among alternatives. The
result of power is the ability of the powerful to force an
exchange, at their own terms, on the powerless or lesspowerfu 1 •II

The political economy approach to political phenomena
and collective choice may be termed the tabulation of
preferences. In this approach, the central issue is seen
as one of designing political exchange models which will
duplicate the function of exchange markets. In other
words, the problem is to design voting systems which will
tabulate or aggregate individual preferences. Power,
institutions, and processes, however, determine the terms
of political exchange. Economic analysis does not solve
the central problem for us. Voting or preference
tabulation is only one possible approach to collective
decision making and presumes the existence of an accepted
voting rule. Economic analysis has not been successfully
applied to p~litical -- rather than voting -- processes
where conflict, bargaining, and negotiation are the key
features. Where group consensus cannot be achieved,
economic analysis will fail to handle the aggregation
issue, even though, as a logical theory of choice under
scarcity, it can be used to analyze the allocation choices
of individual decision units.

The voluntary exchange model must realistically
include the possibilities of unequal bargaining power and
non-electoral politics. That model becomes indeterminant
when it does so. In my view, the conceptual mistake has
been to treat modern pol itical economy as a model of
"p o l icy markets," when it is really more applicable to
"political resource markets," which concern the
distribution of power or influence. Political economy
relates to the distribution of political resources. There
are two important themes in modern pol itical economy, so
defined. The first theme is the relationship between the
distribution of economic resources and political power.
The second theme concerns the consequences of institutions
and processes for economic policy making (both micro and
macro), which in turn affects the distribution of economic
resources.

29



LEGAL RESISTANCES TO THE DEVELOPMENT OF SOLAR ENERGY

John L. Wortham

Texas Christian University
Department of Economics

As the political problems of the Middle East become lore
acute, and the balance of payment problem of the United
States increases in magnitude, need for a secure an~
adequate energy source demands the attention of policy
makers.
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Solar energy, one of mankinds ancient resources could
provide a possible solution. According to Denis Hayes,
40 percent of our energy could come from the sun by ~he
year 2000. Certain institutional barriers or resistances,
however, will have to be overcome if this goal is to be
achieved. The legal resistances constitute one of the
major roadblocks to the development of solar energy.
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Thorstein Veblen stressed the adversary relationship
between institutions and technology in The Theory of the
Leisure Class (p. 190).

This research examines some of the legal resistances, such
as property rights, judical decisions, zoning order, buil-
ding codes and restrictive covenants, to the development
of solar energy. Since solar energy use is dependent upon
access to sunlight, the central issue is right to "sun-
light". Although the concept of 'property' has under-
gone profound modifica~ions over the last century, the
changes have not provided accommodation to those who wish
to invest in solar energy technology.

Not only are some of the legal doctrines such as the
Doctrine of Ancient Rights analyzed, but the major de-
vices that are available to policy makers such as impact
statements, building codes, zoning ordinances, easements,
restrictive covenants, transferable development rights
and comprehensive state plans, are evaluated.

The rate of progress in the development of solar energy
in the United States depends on the rapidity with which
institutional resistances which inhibit the installation
and use of solar technology can be adjusted. Investors
in solar devices must be assured access to the sun.
Veblen's insight into the process of social change sug-
gests the nature of the institutional problems of legal
resistances to change. If the capacity of the institu-
tion of private property to adapt can be judged by its
past record, a spirit of optimism should prevail con-
cerning the future of solar energy.
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Absorptive Capacity Reconsidered: The Case of Iran
Mahmood Yousefi

University of Nebraska at Omaha

The traditional concept of absorptive capaicty
views foreign aid as helpful infusion of capital in
so far as there are sufficient supplies of skilled
labor, managerial talent, governmental ability,
II social overhead capital, II etc ,,to utilize it
efficiently. In short, the productivity of capital
is seen to be limited by the adequacy of co-operant
economic factors. The latter is not only inclusive
of conventional inputs such as land, labor, etc.,
but a number of social factors constituting the
cultural-political milieu within which capital is to
function.

In this paper the concept of absorptive capacity
is reexamined. It is pointed out that the concept
need not necessarily arise in situations involving
foreign aid. It is argued that the traditional
concept of absorptive capacity, wherein it refers to
a situation where a marginal increment in investment
results in waste, is inappropriate. Instead, it is
argued, that absorptive capacity should be defined
as a rate of investment such that marginal social
costs ·of investment is equal to the marginal social,
benefits. Waste refers to that level of investment I
which yields an excess of social costs over social
benefits. The social costs of investment include
not only the opportunity cost of capital (as measured
by the appropriate rate of discount) but also the
social strain that such overinvestment entails.
Net investment expenditures are desirable in so far
as they are growth promoting and lead to a higher
rate of growth of per capita output. However, if
the net social strain (as measured by such indicators
as worsening of income distribution or the speed of
inflation) is greater than the net social benefits,
additional investment is unwarranted.

Drawing upon the Iranian data for the past two
decades, particularly the 19701s, it is contended that
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investment in Iran exceeded the absorptive capacity,
i.e., the social costs exceeded the social benefits.
An attempt has been made in this paper to demonstrate
that the ensuing social strain of excessive investment
was evidenced by the rapid rate of growth of inflation,
manpower shortages, sectoral imbalance, and a deterior-
ation in the distribution of income. While it is not
suggested that overinvestment was the sole cause of
recent social upheavals, it is argued that the in-
creased strain engendered by overinvestment was a
major contributor.
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DISCUSSION OF CHARLES BEGLEY'S PAPER
Linda T. Bilheimer

University of Arkansas for Medical Sciences
Most criticisms of previous CON studies emphasize
the time periods used and the inappropriate in-
dicators of CON. Also of importance, however, are
the lack of sanctions and discovery mechanisms in
most models. Sanctions and discovery mechanisms
are of particular significance in relation to
Section 1122 certificate of need programs.
Several issues for consideration arise from Dr.
Begley's paper.
1. Is the consensus model appropriate to describe
planning? The possibility of industry domination
of the planning process should be examined.
2. Are current facilities planning activities
really doing much more than adopting a revised
Hill Burton approach? When ceilings are set on
bed expansions, how firm are those ceilings?
3. It is questionable whether population based
planning is easier and less controversial than
utilization based planning. With hospitals beds,
in particular, there is now much argument between
planners and industry representatives over approp-
riate definitions of service areas. In determining
which services are emphasized by planners, a key
distinction should be made between services that
are subject to national standards and those that
are not.
4. Hospital production functions need a more
meaningful breakdown of capital inputs than just
beds and ancillary services. Beds themselves are
frequently specialized, and ancillaries differ in
the degree of discretionary use to which they can
be put.
5. When analyzing the effectiveness of planning,
one needs to take into account whether it is insti-
tution specific or not. Much planning is area spec-
ific and, as such, is not designed to keep individual
institutions on their expansion paths.
6. Finally, one should not examine the effectiveness
of CON programs, without considering the expansionary
incentives of the third party reimbursement system.
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JAPAN'S APPROACHES TO DEALING WITH ENVIRONMENTAL
POLLUTION: A COMMENT

Ralph O. Gunderson

University of Central Arkansas

Professor McKinney's paper on Japanese approaches to
deal with environmental pollution should be commended for
pointing out the similarities and contrasts which exist
between the Japanese and American experience with pollu-
tion. It is especially helpful to understand the unique
atmosphere which exists between Japanese business interests
and the government. The close cooperation between these
two sectors is central to understanding the implementation
of Japanese environmental legislation. The paper refers
to the consultations which take place between the two
parties, but the author would be well advised to analyze
this process in much grea~er detail. It would be helpful
to contrast the Japanese implementation experience with
that in the United States where a greater degree of "anta-
gonism" seems to have developed in implementing environ-
mental policy.

The author spoke of the effectiveness of pollution
control measures in Japan. As a measure of effectiveness
it was pointed out that the "...loss from environmental
pollution is estimated to have peaked for Japan in Fiscal
Year 1970 at 9.4% of GNP ... " It was then implied that
because the loss from pollution, expressed as a % of GNP,
is declining then pollution control measures are effective
in Japan. This is quite misleading. An expanding econ-
omy will see increasing levels of GNP. If pollution costs
rise less than the rate of growth in GNP then the costs of
pollution will be declining, as a % of GNP. This is not
an appropriate indicator of policy effectiveness.

The last section of the paper was concerned with an
evaluation of environmental policy measures in Japan. The
paper was incomplete in two areas. First, it was pointed
out "...that Japan has perhaps the most extensive pollution
control legislation of any country. II It would have been
very helpful to the reader to elaborate on that point.
Second, "the close consultation between the central gov-
ernment and local governmentsll was alluded to but not
given sufficient explanation.

Finally, the "polluter pays principle" was cited as a
philosophy which underlies much of Japanese pollution
control policy. However, in the discussion of the imple-
mentation of policy, the author cited numerous tax breaks
which were given to businesses to induce them to invest
in pollution control programs. This is a contradiction
which was not explained.
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A COlVlMENTON "MISSISSIPPI'S MINERAL RESOURCE:
AN ECONOMETRIC ASSESSMENT"

Yien-I Tu

University of Arkansas

In the economictheory, the concept of produ~tion function is
a technical relationship. The function maybe estimated by the
methodof' ordinary least squares, if the data of inputs and outputs
is generated from a controlled exper:imentationof production. This
maybe referred to as the direct approach of estimating the produc-
tion function. Unfortunately, this kind of data is rarely availa-
ble to the economist.

'Ihe data of inputs and outputs which is usually available to
the economistis the result of the interactions betweeneconomic
and technical considerations. 'Ibis meansthat the data is gener-
ated by a process of the firm's evaluations of the market prices of
inputs and outputs, the prod.uctivities. of the inputs and the gen-
eral market conditions. Therefore, whensuch data is used for es-
timating the production function, the economicand t ecbntcal, con-
siderations should be built together as a production modelfor its
estimation. 'Thismodel consists of the production function and
the derived demandfunctions fer the L~puts; the methodof simul-
taneous equations appears to be appropriate for estimating the
model. 'This approach of' emphasizingthe joint determination of the
inputs and outputs by considering their prices maybe referred to
as the Lndirect approaCh.

Professor O'Neill should be commendedfor his pp~sistent ef-
fort of estimating a numberof alternative forms of the production
function for Mississippi's mineral resources. However,he had not
tried the indirect approach at the time whenhis paper was read.
The fact that the negative and statistically significant labour co-
efficients have been obtained for the various ·functions estimated
is, of course, a disturbing one. There maybe other reasons for
these. Nevertheless, it seemsworthwhile to consider the indirect
approachas an alternative.

Finally, the familiar problemsof estimation: .multicollinear-
i ty, autocorrelation and heterschedastici ty need to be examined.
Theseproblemsmayhave contributed to the disturbing results ob-
tained.
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COMMENT

Lawrence F. Ziegler

The University of Texas at Arlington

This paper is concerned with an aspect of the long term
plight of the nation's large cities. The authors attempt in a
general way to examine the hypothesis that the major cities in
the U.S. are being "revitalized." However, they do not provide
an operational definition of the phenomenon called "revitaliza-
tion." It appears that the process of "revitalization" can take
place in healthy cities as well as sick cities since those used
in the analysis include; on the one hand, growth-oriented SMSAs
such as Houston and Oklahoma City and, on the other, declining
SMSAs such as Cleveland and Detroit. "Revitalization" apparently
means that housing is being remodeled, torn down and rebuilt, etc.
At any rate those occupying new or remodeled central city units
appear to have different economic characteristics (e.g. higher
income) than those who left the central city.

The main concern of the paper turns out to be "the determina-
tion of the factors that areinduc1ng households to choose the
central city as a place of residence." This analysis was under-
taken on a "gross" rather than "net'! basis, when the latter
approach seems more appropriate. Future work on the topic should
begin by answer:i.ng.threebasic questions. First, how many of the
central cities for which data are available, actually grew in
absolute number from 1970 to 1976? Second, how many of the SMSA's
involved actually lost population from 1970 to 1976? Third, in
how many cases did the central city grow relatively faster than
the suburbs in-that SMSA. Classifying the cities in this fashion
will allow the authors to focus on the central cities which were
really candidates for revitalization and focus on those S~.sA'sand
central cities which grew on a "net" basis. There does not seem
to be any good reason for saying a central city is being revital-
ized when it is losing population.

I
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Approaching the analysis in this way will allow the authors
to sharpen the reasoning behind their hypotheses and, hopefully,
will improve their statistical. results in the process. In some
cases the predictive power of.the model is good, but the authors
are properly perplexed by signs which do not support their hypoth-
eses.
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