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Key points
* Capaldo, Izurieta and Sundaram, use the United ns bal Poli

o Man
inappropriate model for assessing the economic &ffe trade o
agreement (UN agencies do not use this model when analysing ¢ es in trade
* Capaldo et al instead shock their model B i ctha in exports (with
the export values taken from Petri e - modelling criticized

by Capaldo et al). They assume tHz
change in exports. As a sector i
in that sector stay unemploy
New competition from trade
unemployment.

| doesr't respond to the
previously employed
yment in growing sectors.

e Capaldo’s model sugge at € s around the world due to the
TPP. In other words Capald i will cause a global recession.

* There is a consideyatiie~amount of iricabeyidence showing the exact opposite.
For example, in New al3 ector declined new jobs were created

producing dairy/products, kiwifryit & . Generally exports tend to increase
when barrier ade are lowgre nd evidence shows that wages are higher in
i ive stries.

same model approach to estimate changes to GDP,
inequali om the Transatlantic Trade and Investment
u

ed and’gata, and concluded that:
w is associated with such serious flaws that its results

be regarded reliable nor realistic. It fundamentally
adi all other existing studies of the effects of FTA’s and the reality
hka%'b

lised trade actually brings about.”

The ECIRC ecoppmists point out that:
% del is ill-suited to analysing trade reforms.

| deficiencies are covered up with unrealistic assumptions.

o Capaldo’s results conflict with the United Nations global rebalancing

@]
Q(Zapaldo’s thesis is not supported by history.
:Q assessments based on the same model.
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o Economists are denied access to the model to try to replicate Capaldo’s

findings.
» Other criticizers of Capaldo modelling include Noble Prize-w aul Krug
» Capaldo et al have two key criticisms of Petri, Plummer a ai, both o ol iy,

are misleading. One is the use of pre-2007 data th n't reflect the woxld post
the GFC, the other is the assumption of full empl ent:
1. More recently reported Petri and other modellin S post nd

lysis:

produces similar results as their earlier

= Petri et al use 2011 trade da

January 2016 (with similay/fesul see releva jon).
= The World Bank use 201 simil a nd 2011 trade
data updated for ne agréement itk similar results as Petri

w
et al
2. Earlier Petri et al modellin es laim that create full
employment; rather thei oesn't urexhow TPP influences

employment. Petri and erina 2016 n Institute working paper

2016
Background
In January 2016 Capaldo, Izurieta and Sunda ed Global Development and
| 2 iHCis

Petri, Plummer and Zhai’s
@ putcomes based on a very unusual
approach to trade mo, ~R3 nOdel/ow economies may adjust to lower
barriers to trade, th 's mstimates of changes to exports from TPP as
input to a model, gnd t

exports. Their re on unrealisfie assmptions. The model and report gives the
impression that either Ye auth derstand economics, or are purposely trying

to mislead th
Capaldo RAIt on emplomw equality outcomes. They suggest that TPP will
ent in all TPP countries including New Zealand (a decline of either
5,000 or 6, or New 09’7 5,000 is reported in the text and 6,000 in a table).
The odel/suggest employment in the rest of the world will also decline due to
TPP. Ca 0 et al rep labour share of income will decline in all TPP countries, and
%‘ality wil% i
entral'to the CApaldo®f al argument and results is that liberalising trade creates

etition w le to lower wages. Few economists would argue against the claim

t freer t e rages competition. However, claiming competition reduces wages is
%e liberalisation and competition tends to encourage labour and other

resources~ more productive and better paying sectors and companies. Inefficient
forced to improve productivity or shut their doors. Trade encourages
tion which in turn encourages productivity gains. In the United States export-

Hdustries pay about 16% more on average than domestically focused
kes. Similar results have been found in New Zealand data.
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It appears that the Capaldo et al assumption of declining wages introduces deflation in
their model. This add on effectively creates recessions in TPP economies, hence the
across the board reduction in TPP countries’ GDP. In other words%ﬂ model

estimates that TPP will cause a global recession.

Other weaknesses in Capaldo et al include: aggregation of count runei, M
Singapore and Vietnam are analysed as a group rather tha idual countries, re
ary co odities)

Chile and Peru) and; aggregation of sectors (four only: efergy,
manufacturing and services). These flaws in the analysié/p Mto insignifican
to their assumed adjustment process however, and the use of & model

analyse trade agreements. % ©



