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The purposes of.this thesis are,.firstly, to study a '"Linear Optimal
Control" theory developed by G.C.Chow and to construct a linear macro-.
econometric model for use in analysis.of economic policy, secondly, to
determine the optimal values.of.policy or control variables from the specific
model, ‘finally, to analyse the.sensitivity of the control variables under
different policy objectives.

: The model in this study consists.of 43 equations;.26 behavior
equations, and 17 identities.equations. .The method of two stage.least square
(2SLS) .was .used in the estimation of coefficients in each equations. .The
estimated equations satisfy the criteria of ex-post.prediction tests.

_The linear optimal control theory is- applied using a quadratic :
objectives function with varying weights for the target variables. .Two control
_variables are examined, government investment. expenditure and commercial bank
credit control. The result of the study shows that govermment investment
expenditure is more.efficient than commercial bank. credit control in achieving
policy objectives as defined by the value of the objective function. The
values of the control variables are also sensitive to the different policy

objectives as.specified in the policy weight matrix.
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