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I. Introduction

The Multi-Country Model (MCM) was developed at the Federal
Reserve Board by the Quantitative Studies Section of the Division of
International Finance. The model links separate econometric models
of the U.S., Canada, Germany, Japan, U.K., and the rest of the world.
In contrast to the Project LINK system, individual country models are
linked, not only through trade and prices, but also through capital
flows, interest rates, and exchange rates. Thus, the model is
designed to capture, more accurately than previously available models
the economic interdependence of national economies.

While some allowance is made for peculiar characteristics
found within individual economies, each country model is constructed
so as to fit the specifications of the prototype model described in [4],
(31, [8], [12], and [19]. The results of various experiments derived
from the MCM were presented in [5], [7], and [13].

The purpose of this paper is to present the structure of the
quarterly model of the U.S. economy in the MCM model. Section II dis-
cusses the error statistics for selected variables inside and outside

the sample period 1962-1975: Section III summarizes the multipliers

*I am very grateful to members of the Board's Division of Internmational
Finance, Ralph Bryant, and Jared Enzler for their contribution to the
construction of the MCM. Assistance from Cheol Park and Steven Schooler
is acknowledged. The views expressed in this paper are those of the
author and do not necessarily represent the views of the Board of Governors
of the Federal Reserve System.



for fiscal énd monetary policy instruments as well as the changes in
exports and exchange rates when the U.S. model is not linked with
other country models in the MCM. A brief concluding remark is made
in Section IV on the limitations of the model and directions in which

the current research can be extended.

II. The Analysis of Errors

The equations of the prototype model specified in [5] are
applied to quarterly U.S. data to obtain the econometric model of the
U.S. economy. The sample period for the estimation of equations is
from the first quarter of 1962 through the fourth quarter of 1975.
Ordinary least squares are employed for the estimation, and thus,
all the equation estimates may be subject to simultaneous equation bias.
The estimated equations and the identities defining GNP, wealth, the
balance of payments, and the monetary bases are given in the Appendix.

In an attempt to see how much of the variation of the
endogenous variables can be explained by the model, the model is
simulated dynamically starting from the fourth quarter of 1964 to the
fourth quarter of 1975. 1In addition, it is simulated from the second
quarter of 1973. The second simulation is undertaken to examine the
performance of the model during a period of managed floating exchange
rates. The results of the two dynamic simulations for selected
variables are summarized in Table 1. The values of the root-mean-

square percentage errors for real GNP are 2.39 for the entire period
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and 1.89 for the period of a managed floating exchange rate. The
root-mean-square percentage error values for the price variablés,
measured in rate of changes, are in the range of 0.83 to 1.65. More-
over, the values of the errors during the floating eichange rate
period are lower than the values that occurred during the entire
period. It is worth pointing out that the percentage error value
for U.S. Treasury bill rate is substantially reduced to'8.54 during
the floating rate period from 19.3. All the statistics indicate
that the errors are in acceptable ranges, when compared to the per-
formance of other models of the U.S. economy.

Table 2 presents tﬁe statistics of errors for export forecast
outside the sample period, froq the first quarter of 1976 through
the first quarter of 1977.A The actual observed values for the
exogenous variables during this post-sample period are the values used
in the forecast. The values of foot-mean—square percentage errors for
the-selected variables given in the table are not different from those
predicted by the model during the period of the floating rate regime. In
other words, the errors revealed for the model outside the sample period
are close to the error‘estimates for the sample period. This shows
that the coefficients and structure of the model can be claimed to be
a first approximation of the U.S. economy for the period from the middle

of the 1960s to the middle of the 1970s.
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‘Table 1 : Statistics of Errors from Dynamic -
Simulation within the Sample Period

Variables 1962: 4 to 1975: 4 1973: 2 to 1975: &
GNP 2.39 1.89
(-0.70) (1.32)
P 0.94 0.83
o (-0.59) (0.75)
RS1 19.3 8.54
(~15.8) (4.90)
MG 7.88 9.06
(-1.64) (4.22)
MGV 7.99 9.05
(~2.28) (4.22)
PMGUV 1.79 | 1.25
(~0.64) (~0.14)
XGV 1.65 1.01
(~0.65) (0.66)
PXGUV 1.65 1.01
(-0.65) (0.66)
cu 4.91 4.36
(0.06) (2.01)
UN ’ 23.1 14.1
(5.57) (-9.91)
DFLP 206.5 \ 190.0
(~10.8) (-63.0)
DFCP 223.0 37.68
~ (11.0) (11.6)
GBAL 133.9 586.5
(163.1) (56.4)
PKBAL 179.5 184.7
(~357) (-76.8)
DLO 286.1 413.0
(33.8) (-79.7)

Note: Statistics are root-mean-square percentage errors, and, in
parenthesis, mean percentage errors.



Table 2 : Statistics of Errors from Dynamic
Simulation Outside the Sample Period

Variables 1976: 1 to 1977: 1
GNP ' 5.53
(-5.40)
P 0.52
(-0.27)
RS1 9,87
(-6.66)
MG 6.69
(-5.80)
MGV 7.96
(-6.85)
PMGUV 1.65
(-1.13)
XGV 2.97
(-2.86)
PXGUV 2.97
(-2.86)
CU 5.44
(-5.4)
UN 50.7
(49.7)
DFLP 57.9
(-32.1)
DFCP ' 73.4
(-61.9)
GBAL 39.9
(-36.4)
PKBAL 158.3
DLO ‘ 124.9
(-101.0)

Note: Statistics are root-mean-square
percentage errors and, in parenthesis,
mean percentage errors.



-6-

ITI. Multipliers of the Model

Normally the multipliers of a policy instrument are calculated
by comparing the solutions of the model with and without a change in
the policy instruments, assuming that all other things remain unaffected.
The multipliers are subject to the errors of the coefficient estimates
resulting from either imperfectly estimated or specified equations.
Multipliers for long time horizons are less reliable than those for
short time horizons. 1In addition, multipliers depend on the magnitudes
of economic activities and price levels existing at the time the multi-
pliers are calculated. 1In what follows, the multipliers over a period
of two years from 1973 through 1975 will be presented. We will con-
sider the multipliers of the four variables that represent major fiscal
monetary instruments and the multipliers for two representative foreign
variables.

Table 3 presents the multipliers for a rise in real government
expenditures by $10 billion. The real GNP multipliers starts from
2.3 and goes to a maximum of 2.7 in the fourth quarter after the shock
and then tends to fall to 1.4 after a period of two years. The shape
of the multipliers over the period of two years largely reflects the
dependence of real investment flows on changes in real GDP and interest
rates, rather than levels of real GDP and interest rates. The inflation
rate in the U.S., as measured by the price deflator for absorption,
decreases in the first quarter and thereafter tends to rise to 0.5%.

The negative effect of the first quarter is due to the fact that an
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dollars.

Table 3 : Effects of a $10 Billion Rise in
U.S. Government Real Expenditures
Period

Variables 7302 7303 7304 7401 7402 7403 7404 7501
GNP 23.621 21.483 20.483 23.766 23.638 20.797 16.686 13.262
P -0.049 0.011 0.077 0.133 0.227 0.337 0.446 0.551
UN -0.668 -0.556 -0.515 -0.642 -0.692 -0.690 -0.556 -0.457
cu 1.414 2.300 2.768 3.089 3.217 2.957 2.193 1.304
RS1 0.175 0.329 0.477 0.638 0.784 0.894 0.959 0.940
XGSNI 0.0 0.099 0.094 0.109 0.101 0.118 0.096 0.139
MGSNI -0.004 1.512 2.418 2.740 2.901 3.195 3.328 2.895
XGV -0.0046 -0.215 -0.014 0.233 0.408 C.563 0.875 0.967
XG 0.0 0.0 0.0 0.0 0.0 6.0 0.0 0.0
PXGUV -0.005 -0.312 -0.017 0.256 0.403 6.607 0.807 0.887
MGV 0.0 1.448 2.575 3.011 3.949 4,492 4,788 4.037
MG 0.0 1.229 2.026 2.119 2.348 2,510 2.571 2.101
PMGUV 0.0 -0.048 -0.103 -0.244 -0.119 -0.146 -0.128 -0.039
GBAL -0.004 -1.663 -2.589 -2.778 -3.541 -3.929 -3.913 -3.070
DFLP 2.406 2.205 1.790 1.547 1.225 0.216 -0.724 -2.143
DFCP -0.014 -2,229 -0.228 0.173 0.66C 1.169 1.788 2.004
PKBAL 2.297 2.864 2.698 1.858 1.286 -0.111 -1.873 -3.866
DLO -2.283 -0.913 0.273 1.468 3.110 5.162 7.009 8.271

Note: 1. Figures for prices and umemployment rate are in percent.

2. Figures for interest rate are in percentage point, whereas those
for capacity utilization are in percentage points .
3. Figures for activity and balance of payments are in billion of U.S.
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increase in‘labor productivity outweighs increases in cost factors
such as wage rates. One notices that the aggregate import-price is
negatively affected, despite the fact that foreign export prices
and exchange rates are treated as exogenous variables. This surpris-
ing outcome results from changes in the relative importance of U.S.
imports from individual foreign countries. The increases in U.S.
interest rates lead to a surplus in the capital account over a
period of one year from the change. The capital account surplus in
the first two quarters more than offsets the current account deficits.
As time passes, however, the current account deficit tends to dominate
the change in the balance of payments. This is because the balance
of the capital account reflects the theory of portfolio choice, i.e.,
that capital flows are related to changes in the demand for foreign
assets.

Table 4 contains the multipliers for a $10 billion reduction in
U.S. tax revenue. The real GNP multiplier is smaller than the
multiplier obtained when the real government expenditure is increased
by $10 billion. This is due to the fact that the reduction of U.S
nominal tax revenue by $10 billion is less than $10 billion in real
terms and that a reduction in tax revenue affects GNP indirectly by
changing disposable income. Comparing the results in Table 3 and
Table 4, the movements of the two types of multipliers are found to
be similar to each other. This is what we expected from a priori

theoretical reasoning.
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Teble 4 : Effects of a $10 Billion Reduction
in U.S. Tax Revenues

Period
Variables 7302 7303 7304 740 7402 7403 7404 7501
GNP 4.584 10.908 18.030 22.185 23.788 22.410 18.132 12.885
P -0.010 -0.013 0.0 0.030 0.093 0.184 0.245 0.385
UN -0.133 -0.303 -0.487 -0.598 -0.661 -0.675 -0.620 -0.519
Cu 0.275 0.847 1.658 2.375 2.927 3.098 2.612 1.749
RS1 0.087 0.227 0.418 0.627 0.833 1.009 1.132 1.14
XGSNI1 0.0 0.020 0.047 0.104 0.120 0.125 0.091 0.103
MGSNI -0.001 0.316 0.959 1.898 2.500 2.941 3.316 3.035
XGV -0.001 -0.043 -0.078 -0.055 0.059 0.245 0.564 0.819
XG 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
PXGUV -0.001 -0.063 -0.094 -0.061 0.058 0.264 0.510 0.751
MGV 0.0 0.278 0.943 1.952 3.198 3.990 4,624 4,047
MG 0.0 0.236 0.744 1.410 1.962 2.229 2.475 2,104
PMGUV 0.0 -0.009 -0.041 -0.221 -0.193 -0.130 -0.111 -0.035
GBAL -0.001 -0.322 -1.022 -2.008 -3.139 -3.746 -4.060 ~-3.228
DFLP 1.228 2.123 2,881 3.016 2.762 1.922 0.974 -0.795
DFCP -0.004 0.238 -0.021 -0.169 -0.213 0.059 0.636 1.250
PKBAL 1.208 1.933 3.105 3.574 3.589 2.632 1.067 -1.554

DLO -1.205 -1.524 -1.859 -1,139 0.306 2,212 4.284 6.264

Note: 1. Figures for prices and umemployment rate are in percent.
2. PFigures for interest rate are in percentage point, whereas those
for capacity utilization are in percentage points .
3. Figures for activity and balance of payments are in billion of U.S.
dollars.
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In contrast to the multipliers for the fiscal policy instru-
ment, Table 5 gives the multipliers for a $1 billion rise in tﬂe
unborrowed monetary reserves of the Federal Reserve System. The real
GNP multipliers for the monetary policy instruments are much larger
than those for the fiscal policy instruments discussed above. The
multiplier starts from O reaching a maximum of 8.1 at the end of
two years. This shows that changes in the monetary policy will have
a long-lasting effect. This is consistent with the expectation that
the effects of changes in interest rates on real investment and GNP,
tend to be distributed over time. The effects on the price variables
seem to be neglible. The U.S. interest rate is reduced by 0.8 percentage
point in the initial quarter. As time goes on, the effect of the
monetary policy change on the interest rate tend to diminish. This
is because of the increasing demand for money. The capital account
exhibits a deficit of $12 billion in the first quarter and falls to a
range of 0.5 in the second quarter to $2 billion. Our results there-
fore confirm that the asset-shift effect would be greater than the
wealth-growth effect, when a change in monetary policy is implemented
(see Branson [6]). Reductions in interest rates at home and increases
in U.S. GNP and wealth cause an increase in U.S. liabilities to official
foreigners. But, the effect on the U.S. balance of payments of the
monetary policy, in contrast to the effect of changes in the fiscal
policy, is short-lived.

The discount rate is one of the monetary policy instruments.

We analyzed the effect of a one percentage point rise in the discount



-11-

Table 5 : Effects of a $1 Billion Rise in
U.S. Unborrowed Monetary Reserves

. R s o . Period ,

Variables 7302 7303 7304 7401 7402 7403 7404 - 7501
CNP 0.0 0.862  2.824  5.162  7.104  8.106 - 8.141  7.610
» 0.0  -0.004 =-0.010 =-0.015 =-0.013 -0.002 - 0.014  0.035

ﬁ'uu: " 0.0  -0.012 -0.062 -0.127 -0.180 ~-0.210 -0.225 -0.23

‘e 0.0  0.052 0.205 0.439  0.713  0.940  0.993  0.889
RSt _0.828 ~-0.710 —0.693 -0.617 -0.554 -0.498 —0.426 +0.372

 XGSNI 0.0 -0.008 -0.002  0.019  0.046  0.067  0.071 ..0.077

MOSNT 0.0 -0.390 -0.463  0.247  0.098  0.301 0. 95  0.519
XGV 0.0 0.0  -0.019 -0.041 =-0.053 ~=0.025  0.035  0:120
XG 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

 pXGUV 0.0 0.0 -0.022 -0.045 -0.052 -0.027  0.032 - -0.110
wov 0.0 0.0 0.056  0.245  0.607  0.978  1.371 -'1.406
MG 0.0 0.0 0.044  0.179  0.382 ~ 0.556  0.741  0.737
PMGUV 0.0 0.0 -0.003 -0.033 -0.054 -0.049 -0.046 - ~0.023
GBAL 0.0 -0.0  -0.075 -0.285 -0.659 -1.003 -1.336 : -1.286
DFLP ~11.912 -0.040 -1.328 =-0.479 -0.962 -0.968 -0.585 . -0.536
DFCP 0.0 0.579  0.873  0.907  0.765  0.669  0.515 . 0.290

' PKBAL -11.912 -0.624 -2.195 ~-1.340 ~-1.604 -1.436 =-0.858. =0.609
DLO 11.912  0.191  1.692  1.074  1.838  2.030  1.764  1.506

Note: 1. Figures for prices and umemployment rate are in percent.
2. Figures for interest rate are in percentage point, whereas those
for capacity utilization are in percentage points . ’
3. VFigures for activity and balance of payments are in billion of U.S.
dollars.
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Table 6 : Effects of a One Percentage Point

Rise in U.S.

Discount Rate

, Period
Variables . 7302 7303 7304 7401 7402 7403 7404 7501
GNP 0.0 -0.808 -2.434 -4.300 -5.804 -6.586 —6.612 -6.173
P 0.0 0.004 0.010 0.015 0.015 0.008 -0.004 -6.019
_ UN 0.0 0.009 0.049 0.101 0.145 0.169 0.181 0.188
.CU 0.0 . -0.048 -0.179 -0.371 -0.589 -0.767 -0.805 -0.717
‘RS1 - 0.677 0.593 0.578 0.519  0.468 0.424 0.365 0.325
XGSNI 0.0 0.006 0.0 -0.017 -0.038 -0.055 -0.057 -0.062
- 'MGSNI 0.0 0.438 0.536 0.328  0.006 -0.157 7—0.307 -0.330
XGV 0.0 0.0 0.019 0.039 0.048 0.024 -0.024 \-0;092
X6 0.0 0.0 0.0 0.0 0.0 0.0 0.0 b;O
- PXGUV 0.0 0.0 0.022 0.043 0.048 0.025 -0.022 -0.084
MGV 0.0 0.0 -0.052 -0.213 -0.507 =0.799 -1.106 ‘—1.130
MG 0.0 0.0 -0.041 -0.156 -0.319 -0.453 -0.597 -0.591
PMGUV . 0.0 0.0 0.002 0.028 0.045 0.039 0.037 0f018
GBAL 0.0 0.0 0.071 0.252 0.555 0 822 1.082 1.038
DFLP 15.811 0.171 1.016 0.396 0.797 0.818 0.462 0.499
DFCP 0.0 -0.473 -0.710 =-0.737 -0.623 -0.550 -0.428 -0.244
PKBAL 15.811 0.649 1.718 1.091 1.317 1.204 0.095 0.568
DLO -15.811 -0.250 -1.196 -0.796 -1.464 -1.628 -1.356 -1.230
Note: 1. Figures for prices and umemployment rate are in percent.
2. Figures for interest rate are in percentage point, whereas those
for capacity utilization are in percentage points .
3. Figures for activity and balance of payments are in billion of U.S.

dollars.
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rate by the Federal Reserve Board as presented in Table 6. As
expected, it lowers real GNP by $1 billion in the first quartef
increasing to $6 billion at the end of two years. The short-term
rate is increased by O.SVpercentage point on the average. The increases
in interest rates reduce‘capital outflows and incrase capitallinflows,
thus leading to a surplus in the capital account balance as well as
the over-all balance of payments in a very short period of time.
Now, let us turn to the effect of changes in foreign condi-
tions on U.S. economy. For this purpose, we have selected two
exercises, namely an increase in U.S. real exports by $10 billion
and a 10% devaluation of the U.S. dollar. As shown in Table 7,
the rise in U.S. real exports by $10 billion results in a rise in
U.S. real GNP, starting from $14 billion to a maximum of $40
billion at the end of the fourth quarter. Thus, the multiplier
effect from 1.4 to 4 is much higher than the real GNP multiplier
that U.S. real government spending would generate. The main reason
for this is that the rise in U.S. exports causes a surplus in the
current account, while the rise in government spending results in
a deficit in the current account. Moreover, higher interest rates
lead to a surplus in the capital account. As a result, the U.S.
export expansion causes the balance of payments surplus. By
creating pressure on the economy, the rise in the U.S. exports would
raise the domestic inflation rate by 0.8 percent at the end of two

years.
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Table 7 : Effects of a $10 Billion Rise
in U.S. Export Volume

Period

Variables 7302 7303 7304 7401 7402 7403 7404 7501
GNP 14.629  26.275 36.342 39.059 36.879 34.618 27.608 21.210
P -0.031 -0.020  0.033 0.117 0.263  0.434  0.613  0.783
UN -0.417 -0.703 -0.941 -1.011 -1.003 -1.057 =0.945 -0.806
cu 0.877  2.194  3.677  4.655  5.099  5.006  3.947  2.520
RS1 0.088  0.266  0.524  0.793  1.032  1.236 1.369  1.366
XGSNI 10.166 11.314 10.264 10.818 10.367 11.325 10.468  10.945
MGSNI 0.383  1.489  2.887  4.632  5.384  5.846  6.300  5.886
XGV 11.208 11.812 12.626 13.838 14.715 16.100 17.634 18.560
XG 10.0 10.0 10.0 10.0 10.0 10.0 10.0 10.0
PXGUV -0.0 -0.197 -0.180 =-0.003  0.313  0.735  1.107  1.397
MGV 0.0 0.893  2.459  4.288  6.180  6.927  7.626  6.571
M 0.0 0.758  1.937  3.081  3.749  3.840  4.078  3.425
PMGUV 0.0 -0.030 -0.103 -0.445 -0.297 -0.172 -0.173 -0.072
GBAL 11.208 10.919 10.167  9.550  8.536  9.173 10.008 11.990
DFLP 9.490 12.343 14.095 14.680 14.150 13.794 13.535 12.134
DFCP 5.127  0.214  0.122  0.403  0.566  1.595  2.761  3.364
PKBAL 3.593 12.301 14.522 15.103 14.764 13.459 11.911  9.496
DLO -14.815 -23.215 =-24.707 -24.527 -22.761 -21.769 =-21.091 =-20.742

Note: 1. Figures for prices and umemployment rate are in percent.
2. Figures for interest rate are in percentage point, whereas those
for capacity utilization are in percentage points .
3. Figures for activity and balance of payments are in billion of U.S.
dollars.
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Table 8 : Effects of a 10% Devaluation of U.S. Dollar

. . Period
Variables =~ 7302 7303 7304 7401 7402 7403 7404 7501

GNP "J,10.651 - 16.738  22.039  29.847 32.816 31.086  25.734 17.904

P 0.266  0.558  0.745  0.911  1.142  1.424  1.728  2.0L4
UN -0.455 -0.707 -0.841 -1.054 =-1.159 -1.175 -1.096 =-0.904
cu 0.638  1.453 2.306  3.220  3.973  4.213  3.582  2.388
RS1 0.096  0.266  0.490  0.778  1.092  1.386  1.628  1.704
XGSNI 2.417  3.406  4.336  5.920  5.734 5.181  5.036  5.346
MGSNI -2.379 -2.572 -1.231 -0.065  1.061  2.112  2.822  3.105
XGV 1.722  3.823  7.605 11.402 13.276 12.598 15.267  15.885
XG 1.518  2.808  4.849  6.578  7.053  6.055  6.668  6.490
PXCUV 0.027  0.639  1.554  2.293  2.830  3.266  3.715  4.152
MGV 0.464  1.028  1.839  2.946  4.78%  6.122  7.272  6.606
MG _1.871 2.125 -1.604 ~-1.061 -0.405  0.247  0.600  0.630
PMGUV 3.862  5.395  5.213  5.251  5.202  5.234  5.387  5.336
GBAL 1.258  2.795  5.766  8.456  8.492  6.476  7.995  9.278
DFLP 19.026  31.268 26.625 26.431 23.387 17.965 11.662 11.624
DFCP ~18.860 -24.708 -24.965 -21.760 -15.791 -6.848  8.179  5.930
PKBAL 37.735 55.901 51.652 48.509  39.822 25.638  3.841  5.635
DLO -40.523 -60.008 -58.022 =-56.957 =-47.475 =30.835 -9.975 -12.893

Note: 1. Figures for prices and umemployment rate are in percent.
2. Figures for interest rate are in percentage point, whereas those
for capacity utilization are in percentage points .
3. Figures for activity and balance of payments are in billion of U.S.
dollars.
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Finally, the effect of the U.S. dollar depreciating by 10%
against major foreign currencies is given in Table 8. The doliar
exchange rate changes are treated here as affecting other economic
variables rather than caused by them. At the two years following
the depreciation, rises in the domestic inflation rate is increased
by 2 percent. This estimate 1is in the range of estimates reported
by others (see Hooper and Lowrey [11], and Kwack [16]). The devaluation
increases the balance of U.S. trade accounts by $1 billion in the
first quarter, U.S. real imports being decreased by $2 billion and
exports being increased by $1.5 billion. This generates, through the
multiplier effect, initially a $10 billion rise in U.S. real GNP and
a $18 billion rise over the two year period. The increases in real
income over time, stimulated by the devaluation, cause the U.S. interest
rate to rise. The U.S. rate is increased by 1.7 percentage points
after two years from the devaluation. The increase in the interest
rate causes a capital account surplus. Consequently, the dollar
devaluation leads to both U.S. current account and balance of payments
surpluses. One notices, however, that the effect on U.S. official
liabilities to foreigners, as measured by the U.S. balance of payments,

tends to diminish after one and a half years.

1V, Concluding Remarks

The analysis of the multipliers shows that an expansiona;y fiscal
policy leads to higher levels of real GNP and interest rates. It causes
a balépce of current accbunt to become a deficit over time, but results

in a surplus in the capital account balance temporarily. The over-all
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balance of payments tends to remain deficit over the period of two
years, starting from a surplus. An expansionary monetary poliey
results in higher levels of real GNP and lowers the rates of interest.
The impact of the policy change directs largely on the capital
accounts and brings about a deficit in the balance of payments.
In contrast to the fiscal policy action, the impact of the monetary
policy changes on the balance of payments is rather temporary.
Increased exports and a U.S. dollar devaluation have expansionary
impacts on U.S. reél GNP and price levels. Both cases result in balance
of payments surpluses. One interesting finding of the exercises is
that the impact of external factors on U.S. activity and inflation are
much greater than anticipated. This finding is very interesting and
deserves further investigation.

All foreign variables and exchange‘rates are taken as given.
The U.S. export equation is not the behavior equation estimated.
Rather, it is defined by utilizing the parameter estimates given by the
equations for foreign imports from the United States in the MCM along
with relevant empirical studies of U.S. exports. This is done in
order to make the U.S. export equation consistent with foreign import
equations from the U.S. in the MCM. All these shortcomings of a model
of the U.S. economy when seen as a country in the interdependent world

will, of course, be remedied when the entire MCM model is analyzed.
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APPENDIX:

THE U.S. SECTOR OF THE
MULTI-COUNTRY MODEL

Sung Y. Kwack
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