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Lecture notes ECON4360, Spring 2006  
Lecture #11: Features and applications of the MSG 
model (incomplete) 

11.1 Introduction 
NB: I reverse the earlier decision about reading list material on MSG. The advice of 
the model builders to introduce MSG6 was not a wise decision I found out later. 
MSG6 is a very sophisticated model, but it is too hard to try to understand from the 
available documentation and in fact its predecessor is at least as relevant for out 
purpose. We thus go back to Holmøy (1998) from the original reading list and drop 
out LN-10ADD. But then we mostly also give up the idea of learning about MSG 
from simulations.    
It would have been good for this course if there had been opportunity to follow the 
development of the two model concepts MODIS/MODAG and MSG over the almost 50 
year horizon since 1959, which reasonable may be said to be the year both these models 
originated. Although there is a wealth of documentation available very little of it is suited 
for our purpose, as it is too technical and/or in Norwegian. This course was not supposed 
to be very technical in the first place, and mostly draw on theory from other courses and 
non-technical discussions of the models.   

Holmøy (1998) is our only document about the MSG model as such. The more technical 
part of Holmøy (1998), i.e. the representation of the model in equations, can be 
disregarded, but study the paper thoroughly to grasp many important points Holmøy 
makes, not least with reference to the preceding versions of the model and indeed also, 
implicitly, to its successor.  

We want to get a picture of the difference in structure and content of the two models and 
in the use of them. This is not easy, but we may draw also on the discussion in Bjerkholt 
(1998), Schreiner & Larsen (1985) and Bjerkholt & Tveitereid (1985). Schreiner & 
Larsen is quite informative about general features and institutional aspects of the 
planning and modelling system. 

11.2 MSG vs. MODIS/MODAG 
Let us first try to define the principal difference between these two models. We can start 
from the eco-circ equation (notation is a little different from how it was in Johansen 1960, 
as we looked at last time): 

B E C G J A+ = + + +   

 B=imports;  E=GDP;  C=private consumption;  

G=government expenditure;  J=gross investments;  A=exports 

 

MODIS/MODAG: Focus on  
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• labour market effects, labour demand is a key variable; 

• short term effects (non-equilibrated) 

MSG: Focus on equilibrium between supply and demand, implying given labour supply.   

• Equilibrium a difficult and demanding concept.  

• We can discuss the development of MSG in terms of some key concepts as the 
underlying idea was gradually better understood, as data and computer power 
became less constraining and but also in interaction with the user needs as they 
gradually became better understood.  

 

MSG has its origin in Leif Johansen’s doctoral dissertation which he wrote in 1957-58 
and defended in 1959. It was published as A Multi-Sectoral Study of Economic Growth in 
1960. It was not commissioned by the ministry of Finance, but appeared as a purely 
academic product. Leif Johansen’s introduction is interesting and enlightening.   

The idea behind the model was to represent the general equilibrium system better than the 
one-sided representation of the open Leontief model used in MODIS. Johansen added 
production functions in labour and capital and this implied that in MSG GDP was not 
added up from the demand side, but determined at the outset by the available production 
factors. To achieve this much of the detailed representation of fiscal instruments was not 
included in MSG. (The development of any big model in the 1960s was often became 
constrained by computer capacity.)   

Johansen’s original model was adapted for Ministry of Finance use in a project at the 
Department of Economics under a contract with the Ministry of Finance, and turned into 
a computer program in the late 1960s. It was ready for use in 1968 and called then 
MSG2F. First used for the preparation of the LTP 1970-73.  

Statistics Norway took over the model in 1973 and reconstructed it as MSG3. MSG4 
folowed later in the 1970s. Then MSG5 in the 1980s, see Holmøy (1992). MSG6 was 
developed in the 1990s and is the current generation of the model.   

Later development has made MSG and MODAG more similar in the sense that features 
that originally were only in one of the model had been included also in the other, e.g. 
MODAG has incorporated some supply side elements and MSG has included ficscal 
details. But the principal differences of these two model types are still very significant 
and their respective application area only partly overlapping.  

MSG is the first example of the class of models now often nicknamed as Applied General 
Equilibrium (AGE) models or Computable General Equilibrium (CGE) models.  

See Bjerkholt (1998), Schreiner & Larsen (1985) 
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