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How Reliable are ORANI Conclusions?*

A. R. PAGAN

University of Rochester,
Rochester, New York 14627

and J. H. SHANNON

University of Melbourne,
Parkville, Victoria 3052

This paper seeks to systematically review the main criticisms of
the ORANI model by developing a graphical version of a two-sector
fexportables and nonexportables) miniature ORANI model. This
model shows that ORANI results occur because while supply curves
in both sectors have similar siopes, the slopes of the demand curves
are polar opposites. Furthermore this model shows that results will
tend to be more sensitive 1o variations in supply rather than demand
parameters. Experiments using the ORANI model itself verified
these findings. These results indicate that some Sform of sensitivity
analysis with respect to assigned parameter values should form an
integral part of any ORANI experiment.

I Introduction

In 1975 the Whitlam government decided to fund
an ambitious modelling project. Mindful of the fact
that the impact of any policy change can only be
adequately assessed in a systems framework, it was
decided to construct a suite of models to explore
the impact of economic, technological and
demographic changes upon the Australian
economy. Professor A. A. Powell was nominated

‘as Director of what became known as the IMPACT

project, and an intensive research endeavour over
the past decade has seen a large part of the original
vision come to fruition.

Perhaps the best known product of the IMPACT
project has been the ORANI model of the
Australian economy. This represents a large-scale
general equilibrium model designed to assess a wide
variety of questions concerning commercial and
industrial policy. To gain a good appreciation of
the range of issues that have been addressed by the

*We are grateful to Russell Rimmer for performing the
sensitivity experiments on ORANI reported in this paper,
and to Peter Dixon and an unknown referee for their
dﬂ_ailed comments on an earlier version of this paper.
This work was done as part of the IMPACT work
programme.
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ORANI model, the interested reader is referred to
the summary provided by Parmenter and Meagher
(1983).

Not only is the ORANI model the best known
of the IMPACT suite, it is also probably the most
controversial. Since the first documentation in 1977
there have been a number of conflicts over the
nature of the mode!, the assumptions underlying
it, and its utility. Criticisms have come from a
number of different sources. Initially the debate
was largely academic, with strong dissenting
judgements being delivered by those closely
associated with the IMP model. But soon the
argument extended to the bureaucracy. In
particular, the Bureau of Industry Economics (BIE)
has had several heated exchanges with the
Industries Assistance Commission (IAC) over the
use of the ORANI model in tariff enquiries, while
individual officers such as Cronin (19842 and
1984b) have continued to argue against the utility
of certain variants of the ORANI model.!

'Specifically what is referred to as ‘short-run’ ORANI,
whose central feature is that capital stocks are fixed in
each industry. This contrasts with ‘long-run’ ORANI
which works with a fixed rate of return across industries.
Many of the criticisms advanced regarding the former also
apply to the latter, but we will not be directly concerned
with long-run ORANI in this paper.
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