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1. Research Motives 

Macroeconomic Development Policies themselves and the macroeconomic policies to 

cope with external shocks give substantial impacts on the poverty situation of a country. However, 

except CGE model analyses, there were not enough studies which have dealt with the quantitative 

links of such macroeconomic policies and events to the income situation of various types of 

household. Such CGE models are not free from short comings. While CGE models will calculate the 

most comprehensive impacts, they are not able to indicate the impact channels clearly. The 

successful macroeconomic policy making, requires the information on such impact channels. To 

avoid such problems, the present study adopts the conventional macro econometric models. 

However, it sacrifices the smooth price adjustment in each commodity market and statistical 

rigorousness in the estimation procedure.  

The study will pick up the recent Indonesian economy as a case. The household will be 

basically divided into farm (=rural) household and non-farm (=urban) household.  

 

2. Research Objectives. 

1) Examine the impacts of external macro economic shocks on the household income and henceforth 

poverty (head count) ratios in both rural and urban areas. 

2) Examine the impacts of macroeconomic policies on the household income and henceforth the 

poverty (head count) ratios in both rural and urban areas. 

3) Cleary identify the main channels of such impacts explained in 1) and 2).  

4) In the process of model building and analyses,  

① an attention will be paid to the terms of trade between farm household and non-farm households 

(terms of trade between agricultural products and manufactured products); 

② the model will try to classify the variables or links to universal ones, ones specific to developing 

countries, and ones specific to Indonesia; and 

③ try to identify the duration of impacts. 

 

3. Methodology 

1) Build the macroeconomic model and see the impacts of policies and external shocks through in- 



sample simulations. 

2) The macro model will be medium size, therefore putting priority to the practical handling it will 

be estimated by OLS. 

3) The model will estimate both demand side GDP (=actual GDP) and supply side GDP (=potential 

GDP), and the demand-supply gap will be reflected in the formation of general price level. The 

general price level will again gives impacts to demand and supply variables. The process  

incorporates some lags in some cases, and the adjustments happens with some lags (=Non 

instantaneous adjustment). 

4) The draft flow chart of the impact channels in the model is given below. 
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