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1 THE MAIN POINT

Dr. Brain summarized his recent Ho<wmzH of IMPACT by stating

that

"without substantial and fundamental amendment, it [IMPACT]
should not seriously be used to analyze the medium term
implications of policy change in the Australian economy,"

Brain [1977b, p. 106].

He reached this conclusion without a single citation of the IMPACT

The IMPACT Project is a co-operative research endeavour in which the
participating agencies are the Australian Bureau of Statistics, the
Department of Employment and Industrial Relations, the Department of
Environment, Housing and Community Development, the Department of
Industry and Commerce and the Industries Assistance Commission. The
views expressed in this paper do not necessarily reflect the views of
any of these agencies, nor of the Commonwealth Government. Without
implicating them in any remaining errors or omissions, I would like to
thank my colleagues Tony Lawson, Brian Parmenter, Alan Powell and

John Sutton for comments and suggestions.

Brain [1977b].
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"in no way can the model sufficiently represent the
actual structure of the Australian economy,

Brain [1977b, p. 106].

We doubt that a detailed discussion of the methodology of
model building would be of general interest. Certainly it would be
hard to find a consensus on all aspects of this subject among model

builders. However, two comments should be made.

{a) In terms of the economic literature, there is nothing radical
about the theoretical structure or methodological approach of any
‘of the IMPACT components.  Each has been developed by drawing on
the accumulated experience of successful and respected model

builders both in Australia and o<mﬁmmmm.u

(b) In many cases Brain's "essential properties" are so vaguely
stated that it is not clear whether IMPACT violates them or not.
(For example, property I amounts to saying that a model must have
"adequate disaggregation,” Brain [1977, p. 93]. Property II
requires that demand detevmination receives "adequate emphasis

and detail in the model," Brain [1977, p. 93], etc..) But

1. The components of IMPACT are MACRO, ORANI, BACHUROO and SNAPSHOT.
MACRO is being based on the Reserve Bank model, RBA76 (see Jonson,
Moses and Wymer [1976]). Foundations for the Reserve Bank work were
established in the London School of Economics® International Monetary
Research Programme (see Wymer [1973], Bergstrom and Wymer [1974] and
Bergstrom [1976]). Antecedents for ORANI include Johansen [1960,
2nd edition 1974], Taylor and Black [1974] and Artus and Rhomberg
{1973].  The starting point for BACHUROQ was the research of the
International Labor Office (see World Employment Programme [1973],
Rodgers and Wéry {1974], Blandy, Wery, with others [1973], Wéry,
Rodgers and Hopkins [19741.) SNAPSHOT is descended from a long
line of programming models, e.g., Sandee [1960], Manne [1963],

Bruno {1976] and Evans [1972].
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12.

industries with an adjustment problem. However, only the real wage
explosion emerged as a likely candidate for explaining a major part of

Australia's currently depressed economic conditions.

4 CONCLUDING REMARKS

Dr. Brain's condemnation of IMPACT appears tobe based on a
very limited understanding of the project and its purposes, His
review exhibits major inaccuracies and omissions. Most important among
the omissions is his failure even to mention the IMPACT applications
papers.

Our view is that an economic model cannot be assessed without
consideration of its applications. Therefore in section 3 we provided
brief summaries of some of the relevant papers. We hope that these
summaries have given the reader a picture of how IMPACT is being used,
what kinds of results it is producing, and the reasons why we find the
results to be plausible. Naturally, we will be delighted if the summar-
ies induce sowe readers to seek more complete pictures from the cited

papers.

2.3 Brain's review as a source of information about IMPACT

In the editorial introduction to Brain's review, it is

suggested that

YAs the IMPACT model, like most large scale econometric
models, is a complex matter, the reader can only gain a
thorough insight into a model by a lengthy and time
consuming process of understanding, although careful
consideration of the piece following which has been
prepared by Dr. Brain will short-circuit much of this
process,' A.I.D.A. Research Centre [1977, p. 90].
As a source of information about IMPACT, Brain's article
contains far too many inaccuracies to be of <muco.w From the point
of view of reassuring those who are unfamiliar with IMPACT, probably

two of the more important misconceptions to put right are the

following :
(a) That the various parts of IMPACT are mutually inconsistent.
(b) That, as claimed by Brain on page 97 of his review,

"IMPACT (at least ORANI if not MACRO) ... [assumes] that
factor prices clear factor markets. This is unrealistic,
especially in view of the one year solution period assumed

by the ORANI users. In any case, forty years ago a depression
and Keynes effectively destroyed these propositions : 4% is
amazing that they can be asswned in a model designed to cap-

ture the medium term dyncmics of the Australian economy

1. Readers could refer to Rattigan [1976] for a description of the aims
of IMPACT and its institutional set-up. Comprehensive non-technical
material on these subjects and on the IMPACT research design are in
Powell [1977]. Technical information on any aspect of the project is
available via the IMPACT working paper series., A complete list of
working papers will be supplied on request so that readers can identify
those papers which might be of particular interest,
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10.
In the final IMPACT applications paper to be considered rowmuw
ORANI was used in an attempt to assess the relative quantitative significance
of four possible sources of structural maladjustment arising from the period
1968-1975 : (1)} the mining boom, {2) changes in world commodity prices
(e.g., the energy crisis), (3) the increase in average real wages (the real

wage explosion) and (4) the increase in female wages relative to male wages.

On the mining boom, the ORANI results were generally in
accordance with the Gregory mromwm.m Gregory's argument is that if a
country suddenly finds an opportunity to earn large amounts of foreign currency
for very little resource input, then initially its balance of trade will move
towards surplus and eventually either the domestic price level will inflate
relative to that of the rest of the world or the exchange rate will be revalued,
or both. Whether the return to balance of trade equilibrium comes about via
domestic inflation or via exchange rate adjustments, the effect will be to
reduce the prices of tradeable goods (exports and imports) relative to the prices
of non-tradeables. Gregory emphasises the potentially disruptive effects of
this adverse movement in relative prices on those industries whose products
are heavily traded. Although ORANI showed the mining boom as producing
contractionary effects on the traditional export industries, the simulations
indicated that most import-competing industries have not been adversely affected.
The model implied that the import-competing industries have gained to a much
greater extent than the export industries from the increase in national income

and domestic demand associated with the mining boom.

1. See Dixon, Parmenter and Sutton [1977a}.

2. Gregory [1976].

3 SOME APPLICATIONS OF IMPACT

At the current stage of IMPACT's development, only the ORANI
module (an inter-industry model) has been used for policy analysis. As the
other modules, MACRO (concerned with macroeconomics), BACHUROO (concerned with
demographic variables) and SNAPSHOT (a long-run wwomwwaéwzm model) become
operational, they too will be applied in "stand-alone'" mode.  Eventually, it
is intended to link ORANI, MACRO and BACHUROO so that questions may be studied
concerning the interaction between demographic changes and industrial changes,
between wbgﬁmwﬁw policy (e.g., protection) and macroeconomic activity, between
macroeconomic activity, labour force participation and industry policy, etc..
In the meantime, there are many ways in which the '"stand-alone" modules can
contribute to the analysis of important policy issues. We take some examples

from experience with ORANI.

In a2 paper enmtitled Structural Change and Econowic Inter-

dependence, the Industries Assistance Commission used ORANI to illustrate its

proposition that
"Whatever the nature of change it seems inevitable that
there will be some who benefit from the change and some
who lose. However, if action is taken to insulate those
who would lose from the change this imposes additional
costs of adjustment in terms of higher costs and reduced
output and employment on other areas of the economy,"
Industries Assistance Commission [1977, preface].

A similar theme was developed in the IMPACT paper "Long Term Structural

Pressures on Industries and the Labour zmﬁxmﬁ.:w In that paper, ORANI was

1. Dixon, Harrower and Powell [1877].
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