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Key points
e General E%
d

m (CGE) trade models are useful for indicating the
magnitude of changes to GDP, trade and other macroeconomic
from ¢ ing barriers to trade. They are not intended, and nor are they

able, ft' forecast pre anges to these variables.
Models th &generally accepted as credible and comprehensive by

delling erts estimate small but significant gains in New Zealand GDP and

T
&

O




UNCLASSIFIED

Page 2 of 6

OUT OF SCOPE

. OUT OF SCOPE %
. OUT OF SCOPE &%

SCOPE % &\
5\_ OUT OF SCOPE
Key points: Tufts University

s Capaldo, Izurieta and SG@ use the ations Global Policy Model, an
inappropriate model for as g the iceffects of trade or a trade

agreement (UN agencies do not use this
policy). Almost a “‘ Y
and relative priges™eMNmp d k :

economy to

e Capaldoe
the export(v
by Capaldcet af). They

t labour and capital doesn't respond to the
declines for example, people previously employed
rather than taking employment in growing sectors.
tition from tradeberalisation therefore lowers wages and causes

Capaido’s mo Mthat employment declines around the world due to the
Capaldo that TPP will cause a global recession.
ere is a% ble amount of empirical evidence showing that removing
arrierg’}o tra ncourages economic activity. For example, in New Zealand as

the woghsectgt/declined new jobs were created producing dairy products, kiwifruit

and{nes erally exports tend to increase when barriers to trade are lowered,
apid ev e shows that wages are higher in export-intensive industries.

. do used the same model and approach to estimate changes to GDP,
@p ment and inequality from the Transatlantic Trade and Investment
a

rtnership, with similar results. Economists from the European Center for
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International Political Economy (ECIPC) studied Capaldo’s methodology, the mo
used and data, and concluded that:

“The Capaldo study is associated with such serio wg'that its results
should neither be regarded reliable nor r [ fund nt
contradicts all other existing studies of the effect A's and t

of what liberalised trade actually brings abouyt.”

e The ECIPC economists point out that:

o}

o]

The model is ill-suited to analysing trade_reforms.

Model deficiencies are covered up wi

Capaldo’s thesis is not supported

Capaldo’s results conflict with the
assessments based on the s d

Economists are denied acce model

iz2-winning Paul Krugman.

findings.
e Other criticizers of Capaldo clude N
e (Capaldo et al have two istas of Pet er and Zhai, both of which

key i
are misleading. One is tha.wuse of)pre-200Z.da at doesn't reflect the world post
the GFC, the other is the a tion of; yment:

1.

NS
O

ZQ OUT OF SCOPE

odelling has post GFC data and
er analysis:

ilar results — see relevant section).
15 GDP and similar data, and 2011 trade
d updat trade agreements, with similar results as Petri
al

loyme etri and Plummer in a 2016 Peterson Institute working paper
6

E’ er Petri et al%ging doesn’t claim that TPP will create full
mployment; rather thé&ir model doesn't capture how TPP influences
V 1
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Tufts University: Trading Down: Unemployment, ality and Oths
Risks of the Trans-Pacific Partnership Agreemen

Capaldo, Izurieta and Sundaram

In January 2016 Capaldo, Izurieta and Sundaramreleased Global Develspment and
Environment Institute working paper 16-01 'Petri, and Zhai's

modelling, and reporting their own estimated utepomes based ery unusual

approach to trade modelling. Rather than e econom may—adjust to lower
f chan to orts from TPP as
e

barriers to trade, the authors used Petri’s estim

input to a model, and then estimate how, ies adjus estimated change in
exports. Their results rely on unrealisti ions. T od nd report gives the
impression that either the authors do n and econ 7—@r are purposely trying
to mislead the reader.

Capaldo et al report on employm an uality oytco ~Jhey suggest that TPP will

ies including land (a decline of either
000/is repo text and 6,000 in a table).
world will also decline due to
will decline in all TPP countries, and

decrease employment in all TPP cou
5,000 or 6,000 for New Zealan
Their model suggests that employm
TPP. Capaldo et al report our share ofii
that inequality will incre

Central to the Capald ment and is that liberalising trade creates
competition which | er wagesg. Few economists would argue against the claim
that freer trade ergoura competitio wever, claiming competition reduces wages is

disingenuous. Tr alisation an mpetition tends to encourage labour and other
resources intg
companies are

ore productive paying sectors and companies. Inefficient
edzto impr p ctivity or shut their doors. Trade encourages
h in turn enco es productivity gains. In the United States export-
i¥s pay about 16% more on average than domestically focused

IF resulWen found in New Zealand data.
t the C et al assumption of declining wages introduces deflation into
ectively creates recessions in TPP economies, hence the
s board ctiohy in TPP countries” GDP. In fact the model result suggests that

m entd |mund the world due to the agreement. In other words Capaldo
%mates that\ kPP wi)l)jcause a global recession.
er wea% Capaldo et al include: aggregation of countries (Brunei, Malaysia,

Singapoy&’and nam are analysed as a group rather than individual countries, as are

Chile a u) and; aggregation of sectors (four only: energy, primary commodities,

mangfacturmg and services). These flaws in the analysis pale into insignificance relative

to WwaAssumed adjustment process however, and the use of a model not designed to
seMrade agreements.
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Petri and Plummer 2016 (next section) counter Capaldo et al claims.

Capaldo, Izurieta and Sundaram’s modelling is referred to in The E@nﬂmfcs of the Tné?él

by Coates, Oram, Bertram and Hazledine, in the body of the repo er key pajnts,
dot point five (the previous dot points criticise the significantly robdst and '
Strutt et al modelling). The Economics of the TPPA highlight
0.77% increase in GDP; a small decline in employment; and i
inequality. It would be interesting to ask either Oram or am what the i

modelling.
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