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In a developing economy where agriculture has an important role in economic growth
and in maintaining a certain level of living standards for the poor, any macro-economic
and sectoral policies have critical implications on income distribution and government
finances. This article develops a computable general equilibrium (CGE) model to describe
a multiregional, multimarket, and multiagent agrarian economy. The model is initially
aimed for the Philippines, but can be extended to any other country in southeast Asia.
A number of policies regarding supply, demand, and external trade are simulated to
compare their costs and benefits, paying particular attention to poverty alleviation, income
distribution, price stability, economic growth, and government finances.  2000 Society
for Policy Modeling. Published by Elsevier Science Inc.

1. INTRODUCTION

In a developing country where agriculture has an important
role in economic growth and the well-being of the poor, any policy
reform has important implications on income distribution, price
stability, and government finances. This article constructs a com-
putable general equilibrium (CGE) model that can incorporate
alternative government policies directed towards achieving a cer-
tain set of economic and social objectives, paying particular atten-
tion to agricultural production, income distribution, government
budget, and external balance of payments.
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Most CGE studies have focused on the two ends of the commod-
ity chain, i.e., the producers (farm-gate or factory-gate) and the
final consumers, ignoring the marketing segment between produc-
tion and final consumption (see Robinson, 1986, for a survey;
Clarete and Roumasset, 1986 and 1987, for the Philippines; Naray-
ana et al., 1991, for India; and Zhuang, 1994, for China; Schul,
1974, Adelman and Robinson, 1986, and Kilkenny, 1993, for the
United States). Moreover, many studies have treated the entire
economy as one single homogeneous market without paying atten-
tion to geographical differences. The importance of geographical
diversity has been recognized by many authors (Kilkenny, 1993,
Roberts and Russell 1994) but few authors have attempted to
incorporate the intermediate market segment between producers
and consumers into their studies. To overcome the limitations of
previous studies, this paper constructs a general equilibrium model
with three distinctive characteristics: (1) it concentrates specifically
on the food system by treating nonfood agriculture, nonagricul-
tural sector, and the rest of the world as other aggregate sectors
of the economy; (2) it separates the country into two regions with
different farming systems and incomes; and (3) it divides the
economy into three different market levels: farm-gate, wholesales,
and retail. The present model is based on the Philippines economy
in 1987, but it can be extended to any other countries in southeast
Asia such as Thailand, Malaysia, or Indonesia.

In most countries, governments enter the market with specific
objectives, policy instruments, and acting agents. In the food sec-
tor, the main acting agent for the government is the National
Food Authority (NFA), which can enter any of the three market-
ing levels. Many price and marketing policies can be implemented
through NFA’s buying and selling activities. All the policy objec-
tives require special instruments that can be incorporated into
the CGE framework. In this paper, although our focus is on the
structure of the model, four sets of policy changes are simulated
to examine their effects on the nutritional status of the poor, price
stability, income distribution, economic growth, and government
finances. The costs and benefits of each policy scenario are ana-
lyzed to show how policy reforms should best be implemented in
an empirical sense.

The next section briefly reviews the economic situation in the
Philippines and the background for the CGE model. Section 3
describes the market and model structure. Data and policy simula-
tions are discussed in Section 4. The last section draws conclusions.
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