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PREFACE 
: . · 

This volume consists of the four papers presented in the American EconORiC 
Association sessfon tftled •s,nthesfs Through Mtcroanalytfc SiMUlation• held o~ 
December 29. 1985 in New York. as well as a discussion of these papers by Steven 
Calclwell of Cornell University and introductory 111terial by session chafrpersota 
Guy Orcutt of Yale University on the history and nature of adcroanalytic 
simulation. At the end of the volume we have also included s0111e 11aterfal about 
new and forthcoming publications and working papers for those interested in 
learning more about aicroanalytic simulation. 

Since its inception with the .odeling building and publications pf Guy 
Orcutt and hfs colleagues in the late 19501 s and early l9601 s, mfcroanalytic 
simulation modeling efforts have sprung up in a number of countries. The first 
paper by Heinz P. Galler of the University of Bielefeld describes progress on 
the Frankfurt Microsimulation Model. The next paper, by Gunnar Eliasson and 
Kenneth Hanson of the Industrial Institute for Econ0111ic and Social Research 
(lUll in Stockholm, describes pricing and markets in the Swedish micro-to-macro. 
simulation model I«)SES. 

Mtcroanalytic sfmulatfon models usually contain or use outputs from 
aacroeconometrtc simulation 110dels. Polfcy and other considerations suggest 
that it is important to improve the aricro-macro interaction in these model 
systems. Concerns of this sort are raised fn both the first and second . 
papers. In a working paper of Yale's Institution for Social and Policy Studies, 
Richard Ruggles and Nancy Ruggles explore the question of how we might construct 
an integrated and coherent data framework that wou~d encompass both the macro 
and micro data needs of •icro-aaacro systeiiiS of 1110dels. The final paper by A11ce 
Nakamura and Masao Nakamura of the University of Alberta in Canada deals ~th 

' •thods for bringing sums of micro outputs into line with the values of 
corresponding macro outputs in micro-macro systems, and examines arguments for 
and against .pursuing alignment of this sort. 

Our hope in organizing the session •synthesis Through Microanalytic 
Simulation", and in putting together these materials associated with the 
session, is to stimulate broader professional awareness of progress in this 
research area and greater professional discussion concerning key aspects of the 
development of microanalytic simulation models. Microanalytic simulation has 
always held out the promise of allowing researchers and policy analysts to 
integrate and see the implfcations of micro-data-based findings in overlapping 
areas of individual and family behavior. and of facilitating the use of data at 
various levels of aggregation. With recent advances in computers and in the 
software for these computers, the prospects seem bright for further development· 
and more widespread use of microanalytic simulation models. Steven Caldwell 
deserves thanks for his substantial efforts in helping to organize the session 
on which this volume is based. Harold Beebout of Mathematica Policy Research, 
Inc. alsQ participated in the session as a discussant. although we were not able 
to include his conments in this version of the volume due to delays in ~tting 
the papers to him. 

A11 ce Nakamura 
Masao NakaiiiUra 
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(s-vliGtKIYPriciJC and Marketall) 

PIUaMQ AlfD IIAU&'I'I 

IR TBB SWI!Da IIIC30 IIIIUL&TIOK IIODIL 

by 

Ounnar Eliuson &nil Kenneth Han&on 

Tbe IDdullrlal lllltltllta Cor Ecaaomle and 

8oda1 ...... GUD. Sfoddri8 

In micro-to-macro simulation, macro &grepte dynamics Is the 

accumulat41C1 outcome or micro lllllt adjUstment behavlor. In Ulll 

pre&entatiOn nrm price and producuon re&pon~e~ to unreaU:ud 

p1an1 In product marketa and to exogenolllly determined foreign 

prices ID tne JDicro-to-macro Slmui&Uon model "MOSES" Is the 

subject ol Interest. Thare are other, related adjustment responM~ 

&nil spWOver erteets lnvolvJ.ni labor &nil both Clnanclal &nil physi­

cal capital. With these, we wiU Wuatrate bow tbe multlmarket 

behavlor ot MOSES attecta linal product prlciJC &nil production 

volum• 

1. Jltra Beb&Yiar llld llark.t Dpl&la1a In the M-M Model 

Firms are characterized by principles or boundedly rational plan­

niJC and adjustment ·behavlor In the production component oC 

MOSES. Tbo5e firms competll'l( with one another In a product sec­

tor interact through the rules oC a dynamic market process. The 

outcome Involves ,lncllvldiOal Clrm sales. product prices, and unreal­

lzed plam. Exports and Imports, be~ Important to an open econ­

om)', are a110 taken Into account, given exogenous Corelgn prices. 

To appreciate the rules of lntenctlon let us return to some older 

conceptuallzatlol'll ot a market. Ad.l.m Smith Introduced tbe ln­

vlalble h&rll1 .coordlnatll'l( the punu1t ot private lntenst Into a 

COJWistent .. t ol demands llld IUPPli.., Walru captured Ulll In tbe 

&djllatment ol pries prior to production plaill bei• actuallzedo 

IJIDw~ 1UPP1J to equal demand .In eveey product market sector. 

To attain equWbrlUID Walru · neadecl an aucUoneer, a "supreme . 

prlee controu.,-, to Mt thl equWbrlWI price~ tJirou(b a te.~ 

ment process, In no time llld at no, or In recant tbeo:eUcal 4.­

velopments, known costs. Agents (llrma) In tbe markets were price 

takers. Schumpeter Introduced tbe entrepreneur u a "disturber" ol 

tbe W&lraslan equilibrium, through technological llld commercial 

Innovations. Wicksell d1scusled a "cumulAtive procesa" In which 

expect41C1 rat• of return cllt!ered from market loan rates llld gen­

erated lnllationary or cllllatlon&ry process-. 

In MOSES a tatoMement occurstbat clltfera from that In the Wal­

raalan model. Pries &nil demand adjust through an Iterative blcl­

cllrc-negotlat~JC-bargalnill( pl'OC8SII to the auppl)' otter of Clrma. 

The supply oCCera ol Clrma are bas4ICI on price expectatlom that 

are adjusted both durlll( the period (one quarter), and from period 

to period In response to market develOpment. At some point dw-

1111 each quarter tbe transformation of materlall anto producta Is 

occurring, and cannot be stopped wblle barplnlng Cor sales and 

price goes on. The more or bargainiJ¥, the closer demand to liiiP'" 

ply, and the W.&lraslan equillbrium price. However, the closer the 

price atruct\ll'e to Walrulan market clearlll(, the stronger the In­

direct multlmarket respo~~~~e, especially through the tabor market, 

&nil In the lonser 'term through Investment. and the atronser the 

economy pushes away Crom the Initial "equWbrlum position•. A new 

Mt of equilibrium prices hu to be tound (Eli&SIIOn 1985, Cb. VD). 

Unrealized excess production results In an accumulation of Inven­

tories. Shoruges stimulate an Inflow or lmporta. The market In 

the MOSES economy, hence, Is esaentlally • proceu of general 

monopoUStlc competition In which Schllmpetertan innovaUve beh&v­

lor creates temporary rents. tbat are competed away b)' Innovative 

~ behavlor In other Carma.· Togetber thia luell an ore~ clla-



~1&111 procea 1n tbe c:apltal market Ul&t · IIIOVel lfOWth and 

tnnauon tbrouib the Investment proe .. (Eliaslon 1884). 

BecauN of mlllUmarket lntezaetloa tlleN are no atable eqlllllbrll&lll 

prtcea. To undlntand the market dyJI&mlea of MOSES lt ll ltapor­

tant to dll~ between the o~~ adjustment to a "ctven" 

aet of price alpall (or tatoMetaent 1n tbe orllinal Freneh mean­

In( of tbe term) and mlllUmarlcet price Ceeclb&ckl Cro111 theM 

cpw~Uey adjuatlllentl. In MOSES, both kinds of adJuatmenta OCC\Ir 

both within a ctven plaMirc period (a quarter) and over U111e (from 

Cjl&&l'ter to qll&l'ter). Tatonnement la, however, moat typical aCI'OU 

Ctrma wltbln the plaMirC perlocl. wblle mllltl-marlcet Ce.db&ckl 

dominate over time. 

How lnterlncluatr)' non are coordinated dl&rlrc thll aell-ftllllatorJ 

procua d .. rvea 10me comment. T1le division or procll&ctlon In 

MOSES lnvolvea ten aeetora, four or which are characterized by 

mllltiflrlll competition 1n product, 1!22!: and ~ markets. The 

other alx uogenoua dOmeatlc sectora exlat u an input-output tab­

leau and provide what ll demanded oC them at prlcea whlc!a 

cbaJlie over tlme, at rata ctven exogenously, acco~ to rates 

ot Inflation determined 1n the ·cow mierobued aeetors. The speci­

Cic:atlon of activity eoeCficienta ll from national aecounta data. 

(Thll ll explained 1n sreat detaU In Bergholm, 1982,) 

The production bebavior of firms and market price adjustment 1n 

the four mllltltlrm sec:tora where enclosenous market proeaaes are 

Involved wW be described Clrat. 1n addition, we ww comment on 

mllltimarket feedback eCCeeta on price-production Plannlrc and acl­

jllstment. FoUowtrc tbla 11 an example Wustrattrc 10me macro­

d)'ll&mica derived from production Plannlrc oC ttrma and market 

price adjl.&atment 1n ~orenoua marketa. 

t. Produat l'rlcdiC 1n ll081i8 

On tbe buls of put biltory flrllll form unlqlle, quarterif upecta­

UOra u to prtee, wee•. and M1-. '111ey allo Mt a protlt mll'lln 

wpt. '1118~ ll a ibort-term productton plalvllrc. prloe Mltlrc 

and e111ploy111ent Mq~&enee Ul&t rum tbroUCb and betweeA quuters. 

With theM expectatiOn&, J.ut perlodl (qu.rterl price, and Ill)' cb­

eqWUbrlu• between extattrc lnventortea and desired levels, a 

lhon-ter• prock&ctlon plan ll rormlllated. Labor 111arket triiiS&C­

tions are then negotiated and may reql&ire a prochlcUon pWI revl­

llon dl&e to the wee• and. avallablWt,- of tabor. 

There ll long-term investment IPiflcllrc Ul&t eontro~ Jo~¥-term 

capacity srowth In Individual flrma. 

The tons-term plan centera around a proCit dependent 1nveat111ent 

function. When c:apacicy utUizaUon ll hiSb. Investment expands at 

a rate proportional to the cllcterence between expected ratea of 

·return and the market loan rate. When capacity utWzatlon la low, 

a ~&r~er fraction of the c:aab now ll clepo&lted 1n the be.nltlrc ap­

teia. 

The .!!!2!:!-!!!:.!! PlannlnC sequenee controll prlc~ and cyclical 

behavlor aroww:l the capaclcy trend. 

Olven the production plans, quarterly expected . aalea and desired 

Inventory adjUstment, a quarterly tar~et tor sales 11 specltled. 

This tar~et, modified tor exporta and tmporta playa a key role In 

price adJustment, u wW be seen below. 

An expon traction or the optimal, pl&Mecl lales Is computed u 

an adjustment from last qu.rters fraction, on the baSis ot the 

clltference between J.ut qu.rtera .foretp and domeatlc prlc:e. Tlle 

1111port share ot product purebueil ll llmU&rly computed.. 



AdjUstment of total demand and supplJ to domestic demand and 

IIUPPl1 la made with theM export and Import Cracttons. · Tile 

quarterQ' 1&1• tu¥et la converted to a qu&rterlJ domestic sales 

tu¥et bJ ll&btrac- tN export lb&re. Slmtl&rJ.Y, quuterb' pw­

c~ of products 11 converted . to quarterb' pure~ or 

domestic pcoducta bJ aubtract~ U. lm~»rt lbaA. The product 

prices on the tour endo(eJIOUI market aectoa &re determined on 

· U. bula of domestlc demand and IIIPP11• 

From a blddins-negotiatlng'-bargl.ining proceu, domestic demand, 

price and sales are determined. Production planS, or supplJ, remain 

Clxed throllih thb tatOMement market procesa, and adjustment 

occun with price and household tlnal demand. Thla ls analogoua to 

a market where flrma produce on the basis of expectations (the 

proc!.uctlon plan) and take the (oocls to the market. At the Initial 

oiler price, lC sales targets are not achieved, or do not equate 

suwb' to demand, a tatonnement adjustment occurs with price and 

Clnal demand. Thla adjUstment conUnues a preHt number or ltera­

tlollll at which the ·orrer price Is treated u the market price. U 

demand exceed~ IIIPPb' with Inventories reduced to a minimum 

accepted level, then the dlscrepancJ Is made up with extra Im­

ports. U suppb' exeeeda demand then the exceu roes Into Inven­

tory. 

Tile adjUstment of price and demand prior to traniacttona proceedl 

as foUo- Firms make an Initial price otter as an adjustment 

from lut quarters price, where the adjustment ls on the basis of 

the ratio of quarterlJ price expectatlona with last quarters price, 

wblcb Is an averare of domestic and Corelp price. 

Agregate lloUHhold tiMl demand depends on habitual consum~ 

tiorH&vlngs beha~or, constrained bJ available disposable Income. 

The lnterlndustry demand Cor domestic products necessary to 

meet thla tlnal demand tor the current quarter Is computed. 

Price Is adjuated In responae to the dlt!erence between total 

domestic demand and the domestic salea tu¥et. An exCCIIII demand 

price adjuatment Ill m&d.e, pven a parameter of adjustment. Olven 

U. new price otrer, a new bouleliOld CIMl demand la computed 

and total demand ls clerlv.cl. Tbla Iterative proceee contlalel ·• 

pven JU&mbw of tlmes. 

In the Collow&rw period (quarter) tbere la a feedback ettect . from 

the market outcome. Both expected ales and expected prices AN 

computed as a 4tvlatlon from the market Olltoome, where the 14-

justment Is a amoothec1 trend from put dlanl& Fl&rthermore, the 

atate of lnventortea relative to clelllred levelll prompta an adjUst­

ment In next quarters production. 

a. llultimarket Peedbacb OD Pri- and Volwa• 

Firms Interact with one another by way of three markets. TheJ 

compete In domestic product markets as described above and are 

prlcetakera In foreign markets. They compete Cor l&bor In the le­

bor market1 and tor tWlds In the capltal markets. In Ctnanc:al 

transactions acro11 borders, Sweden la a price (Interest) . taker 

(Ella.saon 1885a, Chapter IV). Tile multimarket feedback& sl(nlfl­

cantly tnnuence the atabWty of relative prices and prodUction In 

the economy. 

In addition, aD three market proceaea &re controlled bJ a tech­

nical conaU'alnt (exocenoua) uaoclated with new Investment, the 

savtnp lnveatment decision (endo(enous) and bJ consumption 

apendlqf of households and of the publ.lc sector. Thla Is the 

macro--micro feedback that controls the 1811-re(lll&~ forces In 

the market. 

Tbe three parallel market proeeuea are Wuatrated In Flrure 1. 

Tile capital market process to the rJiht operatea on 1Drc-term 

1 For a detalled presentation, - Ell&aon 1885&. Cbapter . m. 
1Ba5c. 



capacity crowtb. Tile abort-term product and labor market prlci..r 

proce&ae~ determine lhort-term awtrws In output around the 

lorqr-term crowth path ot capacity. 

'nle aborl-term ~at. allocation procesa can be m&dl more or 

less rapid In movq tbe economy a- to eleart..r tbe l&bor 

market In teriDI ot employt~ the pool ot W\employed, and In bid­

din( labor out ot 1ow-paytng Clrma. We will observe In the experl­

menta that thl$ procesa - u lt Is speeded up - 1enerates lntla­

tlonary and pouibly dl.iruptive tendenciea In tbe determination or 

output (E!Juaon 1878, p. 105 tr.). one partteulu lnatance or tbla Is 

wqe oversbooit..r, bued on erroneoila expectation& by tll'ma that 

cenerate a protlt receuion that In ·turn makea rll'ma curtail both 

employment, output and lnv•tment until a balanced proch&ct and 

factor price atructun bu been reatONCI. 

Pf&mw 1 ,._ ,...u.l IUIUt i*lol if 

Product 
Market 

Forelp prodllct 
price (exogenolll) 

~ 
Domestic price 

Export les 
~ 

Dom•tlc price 

t 
Domeatlc S&lea 

~ 
Protita 

I.abor 
!1H!W. 

GNP 
Formation 

~ction Ccihsumptlon 

capital 

!!!m! 
rorelln lnt.,..t rate 

(8XOC8IIOUI) 

I 

1 i 
Employment ( L&bor --+ Income Sa~ 

• .L r__ r ! termination 

-~~-N~ 
Capacity 

Unemployment 



'- Some llacroeconomle laplleau- ot Sbort-Jbm Price A4-

)ataeat ID MOSES - llalllatloa aperhaenta 

In MOSES u with otlaer micro almlllaUon models it la not poutble 

to we -entloaal UlllJUeal teellnlqua tor comparative dJn&mle 

dl!!erenti&Vdilferenc:e equations. Bather lt la the aec:umlll&tecl 

outcome or mlc:lOWiit lnteraetlona, p.lded by rul• or markets and 

principles or bebavtor. 

Comptrattve dmamlg Involves caretully designed !lmlllatlon ex­

periments 

The Impact or rorelcn price changes on clome&Uc product markets. 

domestic: prices and aalea, provides an example Cor Wuatratlng how 

markets function and Ceedbac:k processes distribute ertecta through 

the economy. Tile reader lllollld remember tllat !Y_ Ill-M ~ 

menta are ellaraciertud by Identical assumptions as to technology. 

TecllnolO&J la uo(enously given and associated with !!!!! Invest­

ment. It enters the IndiVidual Clrm tbrougll Ita competence to In­

vest and Ita ablllty to finance the new Investment. 

Also obeerve tllat the assumpt!ona u to Corelcn prices wW be 

Identical except In one experiment when zero c:hange In foreign 

prices la lmpoaed. 

Three aeta of experiments wW be compared. One (called REP) 

where the c:hange In Corelm prices for tile producta In the tour 

endogenous market sectors, starting In 1982, follow hiStorical pat­

terns through 11185 and are extrapolated Into the future Cor 2S 

years. REP llaa a market regime speclllcatlon which has generated 

a weU behaved mt.cro development over the last 10 years (Eliasson 

1985c). The market regime Is characterized by a set or parame­

ters tl".at recwate apeeda or price and quantity adjustment at the 

micro level. The market regime la partlclll&rll Important tor 

mu1timarket responses. Tile second (REF(2)) case lmpo68S zero 

c:hange ln theM prices. Tile development ot the simlll&ted econom)' 

la driven by a c~ng wlW~ to pay, or demand a particular 

price Cor export product-. 

The third set (SEMI-FAST, FABr AHD FAST(2)) Wustrat• the et-

ot mllltlmarket Ceeclbac:k proc:--. We speed up both the Jabor 

market wqe setting and quantity adjustment compared to JlEF 

and the price elutleit)' of exports and lmporta (FAST (2)). We 

obeerve how a Caster prtc:e adjuatment makes the allocation ot 
resources (Investment and l&bor) more etelclent. Lo~term_ output 

expansion beeomes Caster as we move from the llow via the semi­

Cut to the Cast market proc-. We also obeerve, however. how 

wqe responses, possibly wage ovenbootlng. to Cuter output 

ll'OWth and higher rates or return eventual~.)' beSiJl& to destabWze 

the output exp&llllon path down.1 

The Impact or Increasing foreign prices la compared to the cue 

with zero cllange In foreign prices. In thla later cue we rtnd tllat 

tile average chan(e . In product prices Cor the tour endopnoua 

market secton IS very small, only a sl!Cht upward clrtrt during the 

twenty year slmlllatlon. Similarly, total Industrial production and 

averace lndustrlal ·profit margtna at&J relative!~ stable, though a 

slliht fiuctuation OCCUI'I over the twenty yeara. The export sbare 

llu a decreasing trend. 

In the case where foreign prlcea are tnereulng, the quarterly 

domestic price starts at a creater level In each oC tile four mar­

kets. In the slow market experiment. domestic producer prices tal­

low a cyclical pattem around Corelgn prtc:ea (FigUre 3). 1llrough 

the workings or tile product markets the domestic prices, so to 

speak, take on tile character or foreign prices, s1nc:e domestic 

1 The current version or tile model la based on a new and more 
richly varied Initial database than In other simulation experiment&. 
lt has also been enriched with some new entry features. Hence, it 
seems to take longer tor tile model to exhibit destablllzlng ten­
dencies In price and Industrial structures than was earlier tbe case 
(sea Ellasson 1911, p. lOS rt. 1984). U time permlta 1 may be able 
to WUstrate thla (urtller with more experiments at the AEA meet-
Ing. . 



dem&nll to compete must pay the opportunlty COlt ot produeen 

tor aba~ troa dellve~ to forelln market.. 

Tbe· dlttenmt price tranlmlulon proCUee and output powth that 

we can oblerYe m Flpres 3 and 5, u we lnerease mllltlmartet 

feedback speeds. are particularly lnteres~ Slow market Ceeclbaek 

moves procSucu prices up to Coretp prices alter ea 15 years. 

Sea)-fut a.ncl fut market !eedb&ek mean ~ overabocnq. 

In both eases a IIIJUflcantlJ Jarcer Increase In manutaeturl~ out­

put la achieved. However, moat ol lt la Cor domestic cleUverlea 

a.nc1 at cleeUnirc expon rates (because of a growq poaltlve clo­

meaUc rorelsn price cllfCerentlal. Ae Ftsure 3) and a pow~ 
tracle cletielt, that should have bad to be •attenclecl to" by poUcy 

makers quite ear11 cSurtrc .the llmlllatlon. When the market r.­

IPORM la speec1ecl up even tu.rUier, In adclltlon, price llljplalll cet 

cllloftler1y and tbe powtb path lbows ~ ligna ot IIH&kq 

clown \PI(Ilre 5)1. Beginning lnltabWty In clomestlc priees can be 

obHrved already In Clrst Cut market Ceeclbaek experiment CFicure 

3). The cleellnl~ trencl In rates or return In manutaeturlll(, here 

measuted by profit muctna. u we Increase market adJuStment 

speeds. Wustratea this Curtber (see Flcure 4).. 

Wltb the Increase In averace market price, total Industrial procluc­

Uon la atlmlllatecl, u well u lnclultry proCit margins and export 

share&. A apmover ettect or tbll proeperity la an tncreasirc ware 

rate and, hence, purebuea by households. Even tboqh the e.xpon 

llban or total procluetlon la lnereu~ total powtb In production 

and c1l.spOI&ble Income ot households allow an lnereasl~ clomestlc: 

clema.ncl. 

Tbe results ot tbls contrived example should not be SW"prlsl~, In 

tact, lt la oo11 ~ that procluct . markets In MOSES pasa on 

tbe lntluenee ot lnereasll'l( export demand prices. The problem bu 

to do wltb the size oC the Corelsn price lmpulses2 Uld the IP8ecl ot 

1 AI mentioned earUer, •c:ollap8e11ke" bebavlor t&k• ~u to 
lbow In the new micro llrm database. 

1 or the lllu ot tbe cbarce In the ucbal'l(e rate. 

domestic mlllUIDartet leedback. A llow clomesUc price traJWm~ 

lion tbrousb product Uld factor markets create. loqr-term dW.,.. 

eneee between forelln and domeeUa prla atn&ctura, with advene 

allocation eC!ects U Uley penlat. A veq rut tranlmllllon ot tcw- . 
etsn price lmpuJsee. on Ule other band. piOCiucea price ovenhaot­

q, eepec:te.Uy !actor price ov~ Uld lnOaUon tbat •t.abl­

U&e production and lnveatlaent ~. allo with adverM 

allocaUon etlecta, but or a dltlerent kind. 

One puUC\Ilarly Interesting question related to tbese results con­
cern~ the ertects or devaluations. Durlll( the late 60s Uld the 70s 

the Flnnl kept cleval~ their currency to Improve tbe market 

poaltlon Cor export lndllstrles and economic growth. ~ ratee 

ot return to capital were lmprovecl by tbe devaluatiOn. The COlts 

ot tbll poUcy wu lntlatlon. When mllltlmarket Ceeclbaek bad eaten 

up the lnltlall1 created rate or return benetlt to expon lndllstrlea. 

ifOWth Slowecl clown Uld a new devalllatlon followed. Eventually 

the market - notably the labor market - learned tbe trlek and 

speeded up Its response In orcler not to be "cheated". Tbe powtb 

ectecta cllmlnlsbecl. lnOaUon c:onUnuecl Uld tbe price system cot 

dlsrllpUve. In the 70& the way to control lllcb negative 

mlllttmuket responses bad. to be allow~ the unemployment rate 

to lncreue.l 

Sweden la current11 enter~ a similar pllue ot adjustment of the 

70&. The extreme, lntlatlonuy protlt boom In bulc Industries m 
187Vl5 created extreme wqe overshoot!~ In 197V76. Rates or 

return no~eclived and tbe relative price system got jittery. M a 
consequence, manutac:turl~ output atagnatecl Cor 10 yeara. D~ 

tbe last 8 ,veara, beglnnln( In 1875, several devaluations and one 

very Jarce one In autumn 1882, biLve been carried out to restore 

b&lanee on forelsn account and economic ifOWtb. Since price ata­

bWty bu not been acblevecl unemployment bu tlnall1 been al-

1 See Ec:onorplc Growth In a Nor<Uc Perspect ive, IUI. ETLA etc.. 
Stoekholm, Helainld, Bueen Uld Copenbajten, 1984 (Cb. 1). 



lowecl to lncreue to &et the IIUPPlY an4 clemand-mlx balanced an4 

wap clrUt in the labor market under eontrol. 

Tbe examplel provide a bula tor lnveat1pttqr the potentially ad­

verse atrect ot lncreul• Import prtcea and competition Ill tile 

fOfel&n 11arket. In putlcvlar, they demonstrate that lp8ecll or ad­

ptJDent in all lnte&ratecl marketa - or the market re&~•• - llat-
. l8r tor alloeat1on an4 the abWty oC the 1100110my to rea11Ze Ita 

~-term growth potential. Thll la a result that la IntUitively ad­

verse to those or atat1c senenl equWbrlum theory - a eompe~ 

anal,ytlcal syatem tor ~ about micro-macro economlca. 
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