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III. Econometric Modeling 
 
The aim of this paper is to probe the resistance of markup rates to some of the variable 
that were listed previously for the manufacturing sectors of selected Latin American 
countries and Turkey as a contrast. Time series econometrics is used in order to delineate 
the sensitivity of markup rates on such a set of variables since the rudimentary data 
available do not allow for an expanded panel data analysis. 
 
The main source for the data is World Development Indicators, which is a large data set 
for a large number of countries. In addition to this data set, manufacturing real wage and 
markup rate series originate from Milanovic. Specific for Turkey, the SIS Manufacturing 
Industry Annual Series data set is utilized. Regressions cover 22 years of annual data due 
to availability, and outliers reduce this number. 
 
The specification for the sought relation is assumed to be linear and as follows: 
 
MRt = α t  +  β1 0 t  + β 2  U t  +  β 3 log ( RW t ) + ε t 
 
The dependent variable, MR, indicates markup rate for the manufacturing sector of the 
respective country. To portray the capital and labour shares, markup rate is used as an 
instrument since it provides a good proxy on the profitability of capital, and for a better 
understanding of how the shares of labour and capital vary it is to be exposed. Assuming 
markup pricing is used as the pricing mechanism, the pricing rule for the capitalist will be 
a parameter multiplied by the total cost per output including labour cost per output. The 
“gross profit margin” or “markup rate” can be found if the parmeter is refined fom the 
total cost by subtracting 1. It is convenient to define profit as the value of the gain from 
output over the value of capital used in the production process. Arranging the two 
definitions results in the revelation of direct relation between profit rates and markup 
rates and capacity utilization, defined as the output-capital ratio in most of the 
structuralist writing (See, e.g., Taylor, 1983). 
 
The specification is made up of an intercept term and three independent variables. O 
stands for openness, U stands for capacity utilization rate, and RW for real wages. We 
identify openness as the sum of imports and exports over gross domestic product. As a 
proxy for the capacity utilization variable, we use the share of investments in gross 
domestic product, except for Colombia where GDP growth rate is used. This suage forms 
reciprocity between the proxy variable (investment share) and the actual variable, U, such 
that negative coefficients reflect a positive relation between capacity utilization and share 
of capital increments in GDP. For Turkish and Argentine regressions, dummy variables 
are used to retrieve some of the series for crisis periods rather than resorting to filtering 
methods like Hodrick-Prescott filter or band-pass filter. We fine that dummy variables 
absorbed much of the insignificance of these series in the regressions and improved the 
diagnostics substantially. 
 
IV. Analysis of Econometric Results  
 
Systematic attempt to document a wide range of regularities across developing countries 
with diverse experiences with structural change, which is an effort of forming a general 
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developing county structure, can only be assembled with a data of reasonable quality. 
Thus, we restrict our analysis to only five countries where we could have obtained such 
data within the period encompassing structural adjustments. 
 
A bird-eye’s observation of raw data with the help of markup figures for each country 
previously exhibited reveals an upward movement of average markup rates despite 
increased openness for each country. As an exception, Argentine manufacturing industry 
patterns does not show resistance. The main channel of immunity seems to be wage 
extraction portrayed as either maintenance or decline of real wages throughout the period. 
Coming to formal analysis, markup rates are regressed on openness, reciprocal of 
capacity utilization and logarithm of real wages. The results are tabulated in Table-5. 
 
The negative coefficients of real wages, which were found to be significant at 1 percent 
level, reflects Marxian dynamics throughout the period, which narrates the negative 
correlation between labour remunerations and capital’s share. Turkey displays a contrast 
carrying a positive real wage coefficient, which corresponds to “extended” Sraffian 
dynamics with persistence of markup rates against wage increases. Combined with this 
result, negative coefficients of capital formation as a share of GDP for Argentina, Chile 
and Turkey and positive coefficient of GDP growth rate in the regression for Colombia 
suggest that increasing capacity utilization has a positive relation with profits for these 
countries. A quick glance at the unemployment rates of each country, the proposition that 
this was maintained via labour- saving becomes apparent. Mexican manufacturing 
industry seems not to obey this proposition since it has opposite impact on profit margins. 
 
Openness, on the other hand, has a statistically insignificance problem in general except 
for Mexico. Interestingly, openness has a positive but a small effect in magnitude on 
markup rates of Mexican manufacturing industry. The openness indicator for the 
remaining countries differs such that for Turkey, Argentina and Colombia it has negative 
sign wile for Chile it has positive sign. Comparing relative magnitudes with respect to 
real wages, openness is less dominant in determining markup rates for Turkey while the 
opposite statement is valid for Colombia. Given the diversity of these results, our verdict 
is that the econometric evidence is inconclusive, at best, on the relationship of profit 
margins vis-à-vis the degree of openness. 
 
The coefficients reveal that the response or speed of adjustment of markups in spite of the 
export penetration and import allowance, changes in the amplitude of real wages and 
yearly capital increments or decrements was fast enough throughout the period 
considered. Turkey’s stance is on the opposite giving relatively slow response of markup 
rates against aforesaid variables. 
 
Putting things together, the results of the employed econometric model characterizes the 
period aggrandized as a classical accumulation episode based on wage suppression. The 
sector under analysis seems to be immune to expected rise of competition as a result of 
opening to world markets for the bunch of countries discussed.  Wage extraction appears 
as the main tool for capital to sustain the profit trend in the post-1980 period. Increased 
unemployment rates and negative sign of real wages in the regressions support this 
proposition. Consequently to say, the process of both trade and financial liberalization 
has, in general, been inadequate to commence the erosion of profits due to expected 
intensification of competition in the manufacturing sector. 








