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ABSTRACT

Various countries attempt to develop their own economies o improve the welfare of
population with emphasis on production sector, labour market and price level. Therefore, this thesis
was carried out to construct models of production sector, labour market and price level by
cointegration and error correction mechanism following Johansen’s framework to analyze long run
relationship and short run relationship, using annual data during 1970 - 1999 period and quarterly data
from the 1* quarter 1993 to 2™ quarter 2000 period.

The overall study resulis suggest that use of quarterly data gives better statistical reliability
compared to annual data. Production in most sectors based on annual data has long run relationship
with labour, gross fixed capital formation, and credit in each respective sector except the production of
manufacturing sector which has no long run relationship with credit but has long run relationship with
wholesale price index of the manufacturing sector. Meanwhile, the production of others sector has
long run relationship with GDP deflator. Based on quarterly data, production of all sectors has long
run relationship with Iabour, gross fixed capital formation and price index in each respective seclor.
The production of agricultural sector varies with the lagged price index of agricultural sector. However

the production of others sector does not has long run relationship with GDP deflator.




In labour market, labour foree has long run relationship with number of population, number
of stadents, real mininmm wage rate and GDP growth rate cither using annual data or quatterly data,
While the employment in all sectors has long run relationship with gross fixed capital formation,
mmmmm wage rate and price index in that particular sector in both cases of anmal data and quarterly
data use. The exception is the employment in electricity and water supply sector and others sector
which have 1o long run relationship with price index when based on anmual data. The employment of
the other sector has long run relationship with production of that particular sector, for example, the
employment of agricultural sector, manufacturing sector and others sector based on annual data and
the employment of commercial sector based on quartetly data have long mun relationship with
production as well.

For pﬁcc level, the factor which has long run relationship with GDP deflator in both annual
and quarterly analysis is consumer price index. And in the case of annual data, GDP deflator has long
run relationship with money supply and in quarterly data GDP deflator has long run relationship with
minimum wage rate and export price index as well. Price index in all sectors has long run relationship
with GDP deflator in both annual and quarterly data. And from annual data, GDP deflator in service
sector also has long run relationship with money supply and wholesale price index of petroleum
product. Wholesale price index of agricultural sector has long run relationship with money supply and
mininm wage rate as well. Wholesale price index of construction sector has long run relationship
with import price index, and minimum wage rate. From quarterly data, wholesale price index also has
long run relationship with export price index, minimum wage rate and wholesale price index of
petroleum product. Wholesale price index of construction sector also has long run relationship with
minimum wage rate. For wholesale price index of manufacturing sector, it has long run relationship
with import price index. Moreover, various government polices have created impacts on the
production, labour market and price index. For example, when minimum wage changes, it also causes
changes in price index and employment.

The results of simulation from 27 annual data equations and 22 quarterly data equations
suggest 25 and 20 respectively are well-fitted. Only 2 equations in each case of annual and quarterly
data use are not satisfactory because they contain the errors from the forecasf in other sectors, like,
seasonal inactive labour force which represents small proportion in the models and has no effect on

overall models. Further study should be made to also include technological change in the model.




