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Stimulus and growth 
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Sources: Prasad and Sorkin 2009 (Size of stimulus) and World Development Indicators, World Bank 2010 (GDP growth rates) 
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1-2-3 model 

  

Â A simple CGE model: 1 country, 2 sectors (tradable and non tradable), 
3 goods (export, domestic and import ) 

Â Goal: to analyze the interaction between the external shocks and 
economic policies and the economy 

Â Key assumptions:   
Â Small country 

Â Constant elasticity of transformation between export and domestic goods, 
constant elasticity of substitution between import and domestic goods  

Â Fixed output 

Â Run in Excel 

Â By Devarajan, S., Go, D.S., Lewis, J.D., Robinson, S., and Sinko, P. 
(1997), ôSimple General Equilibrium Modelingõ, in Francois, J. and 
Reinert, K. (eds), In applied methods of trade policy analysis ð A handbook, 
Cambridge University Press. 
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Extended model 

Â The original 1-2-3 model could not evaluate policy 
impact on the poor 

Â Extended model:  
ÂSeparate both tradable and non-tradable goods into 

agricultural and non- agricultural components 

ÂSeparate export goods, domestic goods and import goods  
accordingly 

Â31 independent equations (from 19 equations in the original 
model) 

ÂClosure changed by making exports and investment 
exogenous and letting output and saving rate be determined 
by the model 
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The case study of Vietnam 

ÂSmall open country 

ÂAgrarian economy 

ÂPoverty rate 14.5% (GSO 2008), most of the poor 
people live in rural area and earns their living from 
agriculture (MARD 2009) 

ÂHit by the global financial crisis in late 2008-2009 

ÂLaunch the first stimulus package (1% of GDP) in 
early 2009, includes credit subsidy, tax cut, transfer 
to the poor 
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Data and measurement 

ÂNon-competitive  IO 2007 (GSO 2009): 138 
commodities aggregated into 2; adjusted to market 
prices. 

Â State budget balance (MOF 2002-2009) 

Â Balance of payments (ADB 2010) 

ÂElasticities from Cameroon CGE model (Condon, T, 
Dahl, H and Devarajan, S, 1987) 

ÂThe economy in 2008 is got by shocking with 2008 
rates. Scenarios in 2009 is constructed by shocking 
the related variables with 2009 rates.  
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Scenarios 

Â S1 (crisis scenario): the combination of reduction in 

exports, world prices for exports and imports, and foreign 

direct investment by their growth rates in 2009. 

Â S2 (stimulus package): the combination of crisis shocks 

and the stimulus package, including increase in government 

consumption, tax and tariff by their growth rates in 2009. 

Â S3 (assumed shift in investment to agriculture): 

Assuming 20 percent of total investment increase is spent 

for agriculture, other shocks like S2. 
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Results 

ȹS2/S1 (%) ȹS3/S1 (%) 

Variable 

Policy 

interventions 

after crisis 

Assumed shift in 

investment to 

agriculture 

Total income 0.01  0.50  

Total production 0.01  0.42  

Agricultural production -1.01  3.11  

Total consumption -8.39  -7.69  

Total import 0.01  -0.04  

Total saving 16.97  20.38  

Government saving -11.12  10.93  


