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Constructing the Relational Framework Between 123 Model and Taiwan’s GDP
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Abstract

Past research has suggested that the two taps of bathtub model, pair of hands, and three
rates influences Taiwan’s macro-economic level. Keynes (1936)proposed the generic theory
to explain the comprehensive principles of societal unemployment. Pool and LaRoe
(1988)visualised economic activities as water flowing into a bathtub, and assumed there were
two taps representing interest rates and tax rates and two outlets symbolizing savings and
taxes to explain the macro-economic activities. However, exports represent an important
proportion of Taiwan’s economic production value; thus the bathtub model is insufficient.
Consequently, this research modifies Pool and LaRoe’s (1988)bathtub model by introducing
an additional tap for exchange rates and one outlet for imports; to reflect Taiwan’s overall
macroeconomic activity. This research analyses Taiwan’s recent economy activity through
narration and examination; which includes “a bathtub” composed of the “visible hand” of the
government and the market’s “invisible hand”, a “pair of hands” that controls the three taps:
interest rates, tax rates, and the exchange rate, and lastly the “three rates”; these three aspects
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become abbreviated as the 123 model. Through the analysis of secondary data, the three
factors that compose of Taiwan’s macro-economic activities are: a bathtub, a pair of hands
and three rates. Through the three factors proposed, this research aims to construct a relational
framework between 123 model and Taiwan’s GDP, including consumer consumption,
investments, government expenditures, and net exports. In conclusion, this research indicates
that there is a positive relationship between the bathtub, the pair hands, and three rates of the
123 model with Taiwan’s GDP.
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