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FOREIGN AFFAIRS & TRADE

1 B MAY 2015 195 Lambton Quay

Private Bag 18~-901
Wellington 5045
Andrew Riddell New Zealand

i- - - i 64 4 439 800D
fyi-request-3664-53eabdfc@requests.fyi.org.nz 154 44398000

Dear Andrew Riddell

I refer to your email of 19 April 2016 in which you request the following information under
the Official Information Act 1982 (OIA):

"Thanks for sending those five documents in response to my request fyi-request-
3664-53eab4fc@requests.fyi.org.nz

The three documents that are not emails are undated. What are the dates for each of
the three documents supplied that isn't an email?

The email dated Monday 15 February 2016--you have deleted the identity of the
sender of the email. That is fine in so far as I am not interested in the name of the
person sending the email, However please provide a description of the organisation
and country the person sending the email works for.

The email dated Wednesday 20 January is clearly a response to a query from a person
most likely in Treasury about the "Tufts report”. Why hasn't that originating email
been included in this release of information I asked for. Are there other documents
refating to the "Tuft's report” that haven't been provided?

There is an undated 10 page report titled "Comment on Trading Down:
Unemployment, Inequality and Other Risks of the Trans-Pacific Partnership
Agreement”. Despite this title the claim is made that most of the report is out of
scope. Please provide this report in full.

There is a six page report titled "Modelling of Trans-Pacific Partnership: Summaries
and New Zealand Outcomes"” where a significant portion of the report is claimed to be
out of scope. Why does the report include comment on Coates et al reference to the
Tufts report, yet claim that another report that "counter Capaldo et al claims" is out of
scope. Please provide the full report.

In the information relased, the statement is made in several places that "There is a
considerable amount of empirical evidence showing the exact opposite. For example,
in New Zealand as the wool sector declined people took new jobs producing dairy
products, kiwifruit and wine." Please provide the empirical evidence supporting this
statement.”

+ www,mfat.govi.nz
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Where information has been withheld under section 9 of the OIA, no public interest in
releasing the information has been identified that would be sufficient to override the reasons
for withholding it.

You have the right under section 28(3) of the OIA to seek a review of this response by the
Ombudsman.

Yours sincerely

S

Joana Johnston
for Secretary of Foreign Affairs and Trade

GOVE-14-8888



Subject: RE: Alternative TPP model released

From: s9(2)(a) (TND)

Sent: Wednesday, 20 January 2016 10:54 a.m. :

To: s9(2)(a) [TSY]

Cc: s9(2)(a) (ECO) %
t

Hi s9(2)(a) - I don't think we've done a summary (a))»But from m
understanding the Tufts report’s use of the UN model was in that’it's
not designed for trade. The idea that trade liberalisation would notfesuli-i '

labour between sectors (even over the long term), but in increased)/de
employment in individual sectors seems to go agains ire idea efToqmpanative
advantage.
s9(2)(a)
Senior Policy Officer
Trade Negotiations Division
New Zealand Ministry of Foreign Affairs & Trade | Manatd Aorg
(2)(a)
www.mfat.govt.nz | www.safetravel.govt.nz ¢ 15C.50Y(

Sent: Wednesday, 20 January 2016 10:13 a.m

From: s9(2)(a) [TSY] [mailta @treasury.govt.nz]

To s9(2)(a) (TND); (TND); s9(2)(a)
(ECO)

Subject: Alternative TPP model - :

Hi all

You've probably alread alternati uch more pessimistic) TPP model that has been
released by Tufts Un ecent da

http://www.asetuftsedu/gdae/péticy arch/TPP_simulations.html

N/ e
Thus far i'v ly s commentary in Inside Trade and from some Senate figures but | do wonder
whether i¥'ig liKefy et some domestic coverage at some point. If you do put together some
reactions oints on iid'be keen to be involved.

| Senior Analyst | The Treasury
s9(2)(a)

1ediately delete this email and notify the Treasury by return email or telephone (64 4 472 2733);
gmination or copying of this email is strictly prohibited and may be unlawful.



Modelling of Trans-Pacific Partnership:
Summaries and New Zealand Outcomes

Strutt Minor
and Rae 1.4% 2.2%
2015

top quintile of the
JPP region
% of G&S NTMs
assumed to impede trade.
Of these, 75% of goods
World Bank NTMs, and half of services
3.1% 12.8% - 5 r
2016 2l 2.8 @ NTMs are assumed

“actionable” (able to be
addressed in a trade

investment barriers applied
also to non-TPP countries

agreement
. As with WB, with 20%
Pem and reductions in NTBs and
Plummer 2.2% 203
2016 /
Tufts 2016% 0/8‘,@ 1

*Capaldo and Iz rQe/ inthe T \téo not model reductions in NTMs (or tariffs)
Key pointsy I %
. Ay able General Equilibfium (CGE) trade models are useful for indicating the

em itude of changes to GDP, trade and other macroeconomic
Warriers to trade. They are not intended, and nor are they

e changes to these variables.
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Key Points: World Bank 2016 &
» The World Bank estimates that the TPP will cause New Ze ‘s GDP to i ase

i
by 3.1% by 2030. @
e The World Bank estimates a much larger increase in Ne d exports
Strutt et al.
e The difference between World Bank and Strutt et/akoutc s is largely\dle to
Stfu

differing treatment of NTMs with in the model. al redu Ms to
regional means and top quintiles, whereas the World Bank a e
quarters of NTMs impede trade, and half to e quarters o re able to be

addressed within TPP.

e There is no “correct” method for mode
and GDP - a relatively new area of te : ches are credible.

e We take some confidence from the

NTMs both estimate small but si ‘

e [The World Bank report is bas v Plummer]
Key points: Tufts University,

e Capaldo, Izurieta and Ssinda ations Global Policy Model, an
inappropriate model for effects of trade or a trade

) declines for example, people previously employed
ployed rather than taking employment in growing sectors.
petition from liberalisation therefore lowers wages and causes

ts that employment declines around the world due to the
es that TPP will cause a global recession.

derable amount of empirical evidence showing that removing
encourages economic activity. For example, in New Zealand as

declined new jobs were created producing dairy products, kiwifruit
enerally exports tend to increase when barriers to trade are lowered,
nce shows that wages are higher in export-intensive industries.

Cl
. &3 used the same model and approach to estimate changes to GDP,
ployment and inequality from the Transatlantic Trade and Investment
ership, with similar results. Economists from the European Center for

@N 34-5202
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International Political Economy (ECIPC) studied Capaldo’s methodology, the

used and data, and concluded that:
“The Capaldo study is associated with such seri w
should neither be regarded reliable nor ré&al
contradicts all other existing studies of the effect !
of what liberalised trade actually brings abo
*« The ECIPC economists point out that:
o The model is ill-suited to analysing trade reforms:

o Model deficiencies are covered up wi ealistic ass
o Capaldo’s thesis is not supported ry.

o Capaldo’s results conflict with t edyNatio
assessments based on the same

o Economists are denied accg
findings.

» Other criticizers of Capaldo

» Capaldo et al have two ke

1. More recently reported Petri aid odelling has post GFC data and
analysis:

e 20 1 ata, updated to 2015, as reported on in
; i

t ilar results — see relevant section).

eir model doesn't capture how TPP influences
mRleyment. Petri and Plummer in a 2016 Peterson Institute working paper
2076 V
ings: ~ titute (Petri and Plummer)
i and™Rlu r estimate that New Zealand GDP will increase 2.2% by 2030;
ew .
will e by 10.2%

€al income will increase US$6 billion, and; New Zealand exports

pdate of Petri et al 2012 modelling of the TPP, based on the actual

Thits.js
r t and extended to 2030. They also use new data on NTMs and include
réyiously unconsidered effects.

are small improvements in outcomes relative to 2012 modelling, largely due
o the estimated benefits from reducing NTBs being higher than in 2012, The

3#-5202
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2015 study also accounts for non-preferential provisions in the TPP agreemepty
and recognises heterogeneity in firm productivity within seetgrs.

» In aggregate for the TPP group the Peterson model esti

o 12% of the GDP gains derive from tariff reductio

o 43% derive from goods NTB reductions
o 25% from service NTB reductions & %

o 20% from investment barrier reductions

Other studies
e Inkyo Cheong and Jose Tongzon (2013 »@ ave no
significant effects. They authors consjdér Aariff reduc owever — a small

e Hiro Lee and Ken Itakura (2014)/es cause a 20 percent cut
in service NTBs and estimate ineome ga | ess than 1% for Australia,

¢ Kenichi Kawasaki (2014)
members assuming that 5 i f beraljZation is non-preferential.

Partnership

In January 2016 thg ¥ 3 eriomic Prospects spillovers amid weak
growth included a_se ed A tém(r | Macroeconomic Implications of the Trans-Pacific
Partnership. Th Ws fr rthcoming background paper by Petri and Plummer
with modelling ase Iminary assessment of the TPP published in
November 20 epor; ollowing).

The World Bark'g estimate o ealand GDP growth is broadly consistent with Strutt

missioned by MFAT. It is also consistent with the often referred to

et al a is CO
earli I an is estifmate of 0.9% (excluding FDI effects). That is, all three
studies te a sma ignificant positive gain to New Zealand GDP.
E ted gains frg ade are largely due to reductions in non-tariff measures (NTMs).
0 em colléctively the World Bank reports that 15% of the estimated GDP
n js/due u tariffs, 53% is due to reductions in goods trade NTMs, and 31% is
redfigtions’in Services trade NTMs.
Wo pproach to modelling NTM reductions is quite different from Strutt et
al. Boity a ches seem appropriate.
Str | reduce goods NTMs for all TPP countries to the mean of the TPP region, and
2

ices NTMs to the top quintile of the TPP region. In the World Bank report,
and services’ NTMs are first estimated. Three-quarters of these NTMs are assumed
Q Wnpeding trade and subject to reduction. Of these, three-quarters of goods NTMs,

@N 24-5202
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and half of services NTMs are assumed to be “actionable” (able to be addressed in a
trade agreement).

Tufts University: Trading Down: Unemployment, Ine d Ot
Risks of the Trans-Pacific Partnership Agreement
47

al Revelop Vnt and

Capaldo, Izurieta and Sundaram

In January 2016 Capaldo, Izurieta and Sundaram rejéased G

suggest that TPP will
decrease employment in all TPP countries.jne/udi and (a decline of either

th t and 6,000 in a table).
2 'world will also decline due to
decline in all TPP countries, and

Their model suggests that emplo
TPP. Capaldo et al report that labour
that inequality will increase.

5. is that liberalising trade creates
oromists would argue against the claim
er, claiming competition reduces wages is
tfion tends to encourage labour and other

r paying sectors and companies. Inefficient

ivity or shut their doors. Trade encourages
oductivity gains. In the United States export-

e on average than domestically focused

% ound in New Zealand data.
e Capaldo et alassumption of declining wages introduces deflation into

ely creates recessions in TPP economies, hence the

apaldo et al include: aggregation of countries (Brunei, Malaysia,
are analysed as a group rather than individual countries, as are
aggregation of sectors (four only: energy, primary commodities, -
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Capaldo, Izurieta and Sundaram’s modelling is referred to.in The Economics of the 7;/}’741
by Coates, Oram, Bertram and Hazledine, in the body of the report
dot point five (the previous dot points criticise the significantly
Strutt et al modelling). The Economics of the TPPA highlights

modelling.

Peterson Institute for International Economics: The

the Trans-Pacific Partnership: New Estimate

Petri and Plummer @

The Peterson Institute for International Econz@?v king Pape om January
2016 is The Economic Effects of the Trans-Pacifi avfﬁ’ershim%k stimates.

~
The authors estimate the economic effects f ns-PagificRartnership (TPP) using a

d in Petri, Plummer,
tt@a gement. In aggregate and
suggest TPP has a larger positive

and Zhai (2012) with recent data and
for all TPP countries Petri and Plum

Petri and Plum z his report (comparing GDP outcomes in the box
on page 16).



Comment on Trading Down: Unemployment, Ineguality an
Other Risks of the Trans-Pacific Partnership A ent @

Tufts University W/

Capaldo, Izurieta and Sundaram
January 2016

» Capaldo, Izurieta and Sundaram, use the United

(GPM) to estimate the impact of TPP. GPM was develo
macroeconomic consequences of unexpected
crisis, and how such shocks spread betwee
exports, imports, foreign direct investmen

ce relative prices of
economy to adjust with

o | instead shock their GPM model

iderabl t of empirical evidence showing the exact opposite.
e, in New Zealald as the wool sector declined people took new jobs
kiwifruit and wine. Generally exports tend to increase

ested considering each model’s credibility by asking three questions:
Is the model appropriate for exploring trade policy.
o Has the TPP been depicted in that model in a sensible way.

-5274

e R ence from The Peterson Institute for International Economics
@ Capaldo et al analysis of the TPP with Petri and Plummer analysis. He



» As noted by Lawrence:

s In response to Lawrence, Capaldo hag

s Capaldo used the same model @
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o Are the results of the model credible.

“more realistic,” yet their model also predicts de
the rest of the world! Indeed, GDP in non-TPP,

China, India, Indonesia etc.) falls by 5.24 p t is not
a trade agreement of this magnitude could cause thée res
plummet into recession. Whatever the meri{s of the mod

[Capaldo], it is simply not suited for ce@
TPP.”

“in line with the limited scope and™p ge of %e do not claim to
have provided reliable and df projectiofls o TPP’s likely effects”

d_approach to -. e’ changes to GDP,

employment and inequality rans ic Tfade and Investment
Partnership, with similar r conomist e European Center for
International Political Econ CIPC) apaldo’s methodology, the model

e The ECIPC €&

N#34-5274

serious flaws that its results
realistic. It fundamentally

should neithep’be-regarded reliahle. o
contradicts % studigy of the effects of FTA’s and the reality
of what libéralised ty tually brings about.”

hat:
analysing trade reforms.

ered up with unrealistic assumptions.

0's th% supported by history.
apaldo’s results cenflict with the United Nations global rebalancing

assesspents based on the same model.
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Comment on the Economics of the TPPA
Barry Coates, Rod Oram, Dr. Geoff Bertram and Professor Tim Ha i
January 2016

The report focuses in large part on criticising the Computable a uilibrium

modelling contracted by MFAT to Anna Strutt, Peter Minor a LG

criticisms include that the estimated gains are small, the répo ot a cost b it
20

analysis of TPP as a whole, and that Strutt et al provide ges af explanation.
Specific criticisms are levelled at modelling reductions in‘tari on-Tari
(NTBs), and improved trade facilitation.

riers

Comment on general points in Economics
Magnitude of gains from TPP

d from TPP should
be seen as modest: “extrapolationg from P would increase by

47% by 2030 without the TPPA or 47.9%

e This is based on the estimated gain™to Néw Zealan®’@DP of 0.9% in 2030, which
the Government has used ba
technically, an additional

rep wtt et al. (Note that
growth on rease in GDP is equivalent to
5 e 0.9% in baseline GDP in 2030 is
equivalent to NZ$2.7 bil 1 argue represents a significant increase

a 48.3% increase, not 42.9%
in New Zealand'’s income.

As outlined in the
certainly result j
markets, whi
New Zealan

uld

Effect of TPPon e di ew Zealand
Coates et al sugg wou mployment and increase income inequality in

New Zealane

o Coate mthe Capaldo modelling described above (estimates an
t decline of either 5,000 or 6,000 for New Zealand - 5,000 is reported
ih/a table).

ekc. It is also important to note that given New Zealand's already open

<i ; é 7 edircation bk
%Z few sectors are expected to experience sudden decline. Rather, changes
;

uch more likely to result from increased productivity in certain sectors

i ared to others.

1

iIshed on 5 November 2015, see www.tpp.mfat.govt.nz.
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« Capaldo et al report that employment in TPP and non-TPP countries would d

due to the Agreement. Alternatively, Petri and Plummer es e that TPP
increase United States wages but is not projected to cha iteth State
(0]

employment levels; it will slightly increase "job churn
between firms).
Undertaking a full cost-benefit analysis of TPP
Coates et al argue that the modelling commissioned fro tt et al by~MFAT i5 pot a

full cost benefit analysis of TPP.

e The cost-benefit analysis for TPP is the NatiphahlInterest Analys

comprehensively assesses the impact on
y St at:
nce the impact of any
d a number o tentially important

economic modelling undertaken by Stru
issues lie outside the scope . gch, this report is not

e It should be noted that th
the net effects of changin barrierg ier TPP. This kind of modelling has
the potential to be posi i 1¢ides for example changes in
imports as well as export i/t ofomy, dynamic effects, and trade
with the global eco
economic benefi

e A numberofp
- such as explicj

iture production from TPP would be small relative
and the exchange rate.

gfrect - cor:m prices and the exchange rate fluctuate. There is very
Zealand can do about either. But we can help New Zealand exporters

s to/international markets. And the estimated gains to
ved market access through TPP are not immaterial.

‘ doc me dn of the modelling
%

e level of documentation in Strutt set al, for example in explaining

fmptio
o Str t re transparent and fully explain their assumptions and approach to
. (We note that if this were not the case then Coates et al would not
e
4

n able to produce a 31 page report for The Economics of the TPPA).

utt et all refer extensively to supporting material. About 30% of the 67 page
Q rt describes data and methodology
@34-5274
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Comment on economic modelling points in Economics of TPPA
Strutt et al utilised the well-established, internationally recognisedyComputable era

Equilibrium (CGE) approach to modelling to estimate the im
common approach by which economists seek to capture the

barriers (such as under a Free Trade Agreement like TPP). In
more than a case of beer, Hazledine had agreed tha 3
internationally recognised approach to modelling trade polic an - happy
to endorse MFAT's choice of Anna Strutt, Peter Min R
internationally respected and experienced trade modellers.’

0

economy would be expected to develop 2
TPP (the “baseline”), and comparing thi

dkes account of the complex
adjustments that might take plac ing changes in policies and
regulations and consequential effi 0

economy.

ofomic Benefits for New Zealand” in Coates et al
)) that correspond to the four components in Strutt

The section
includes fou

et al.
(i)
Coates et i ) benefits from tariff reductions on New Zealand exports do
t i y to exporters. The report refers to two different estimates:
"
dditional Ney nd GDP by 2030, and the NZ$259 million in eliminated tariffs

fr e MRAT Goods Market Access factsheet.” ‘
* TRe€GE-mddelling used by Strutt et al does not assume that tariff changes
@ to exporters only. CGE modelling assumes that changing barriers to trade

ge relative prices.

<7
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e The figure of $259 million tariff savings reported in MFAT's Goods Market Ac
factsheet is New Zealand's average trade for each product ::I iplied by the-sjze

of the tariff reduction, summed over all TPP markets., This dicdtive only, an
standard practice for communicating tariff outcomes from. a

illustrative example of the outcome per individual growe
e The Government has not claimed that tariff savi
New Zealand exporters. Estimating the net econdmic

and elimination is the job of economic modelling, for examplé

Strutt et al.
(ii) Trade Facilitation @

e specific
authors also question
odelling.

al is simply not feasible
Simplifying assumptions had

(iii) Non- s
Coates et al ar af there j gh detail, including on the specific types of
NTBs, which~count T the difference between NTBs and legitimate non-
tariff meas of NTBs are assumed removed. Coates also suggest

ai
-- hat
that factoys s as the right o eign banks to challenge New Zealand laws are

modelléed b al as an NTB benefit.

thod for modelling how reducing NTBs influences trade

g-NTBs is at an earlier lower stage of development that
as highlighted in the NIA. This was the basis for the Government
tribution to GDP gains from the reduction of non-tariff barriers

al. . :

° w that NTBs have a significant impact on trade. UNCTAD and the World

k earch tends to estimate the trade costs of NTBs to be three to four times
ater than for tariffs alone. Economics is still coming to terms with NTBs, but
Zealand exporters know that these barriers are significant. New Zealand's

@34—5274
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Food and Beverage Exporters Council is in discussions with MFAT on identifyin
and estimating the trade impact of NTBs on their members’ gxports.

e Our options were, therefore, to model the impact of NTBs erfe

data and technique, or to ignore the influence of NTBs.

considered to be more realistic.

» Coates et al are correct that it is difficult to estim
NTBs. They claim it may be overstated in the model. I
benefits from reducing NTBs are understated,

categories of NTB (appendix V, page XVI id i g to aggregating
NTBs to the stage where they can be apalyéed io™ : et al use the
World Bank overall trade restrictiveness.nd i des,estimates for all
iet Nam and Brunei.

copyright or intellectual property
challenge government regula

e Strutt et al took account o ariff measures may be
legitimate, i.e. would repnrain i ace once been implemented. The model
did this by assuming non- ereestimated to reduce to the mean of
the TPP region. This | asonable assumption, that countries with

Projections for/ec
Coates et al clai
commentary/o

s @ summary of Strutt et al hence does not include all details.
the complete report from Strutt et al available online, with all of

AT refQorting
FAT e mac
the @gumptions and limitations to modelling.
e (Cdate take a very crude approach to estimating benefits and costs to
nd from TPP. In essence, they assume that the only benefit to
@’Zea!and will be from exporters paying lower tariffs, and that there will be no

tion in non-tariff measures, trade facilitation, or liberalisation of trade in
ervices. They also effectively assume that New Zealand exports to the TPP region

3-5274
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will remain static under TPP. This is not New Zealand's experience under pr
FTAs.

e There will be some immediate gains as tariffs are reduced 3
tangible factors, such as interest in the agreement hig ing_FPP marke
opportunities. Other gains will accrue over the medi

Agriculture and Trade rules
Coates et al claim that New Zealand agriculture gains frém
that the Agreement locks in remaining barriers to trade. They highli
remove domestic subsidies to agriculture productig pates at al sue
make it difficult for New Zealand producers to lakel
such as animal welfare.

e The benefits to New Zealand agricult nd % in TPP are
considerable. Strutt et al estimate tpu incredse in all agriculture
sectors other than wool (and no p “all other c ). Production of fruit
and vegetables, live animals, ey meats, dairy and milk

o f export market, will reduce its
5. years.
o inated over 10-12 years with a 50% cut

pmeat tariffs

iminated in Japan
aland’s highest-traded US cheese lines will be

iffs for m ers will be eliminated in the US.
riffsWormula will be eliminated in the US, Canada and Mexico.
i inte.Some extremely wealthy and important markets. Markets

s« Th gai
\??re New has been battling for years to improve access.
@ ere i egson to believe that current barriers will be “locked in” (page 4 dot

is to be a living agreement which can evolve to facilitate extension
issues and new countries.

othing to suggest that TPP will make it “increasingly difficult for the New

° e
% @%dairy and meat sectors to use labelling to differentiate its higher

ndards of animal welfare, consumer health and food safety” (page 14, Coates

).

Nf34-5274

@)
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» The United States has been paying subsidies to its farmers for years. TPP is

making these worse, and perhaps opens an avenue to negofigting their re l.
The playing field won't be level, but post TPP it will be mo | n it
been.

Implications of TPP for New Zealand’s value chai

Coates at al claim that TPP benefits will be asymmetric lue chaifis, with larger
foreign companies benefiting at the expense of their smaller Ze terparts,
and suggest that TPP will restrict New Zealand companigs to exportin and low value

products only.
* There is absolutely no evidence to supp a.claj \ @

New Zealand companies from accessi ins. 3 atr-implication from
OECD global value chain (GVC) researc benefit from lowering

» The European Union provides ev nk between low barriers to

trade and GVC participation. gG ras\ghown significantly within the
EU since the forming of th marke N GQYC trade in the EU is more
intense than in any other regi Small c uch as Denmark, are part of
this trade.

e New Zealand firms are positioned in agriculture and Food &

ot of kiwi high tech firms are already
orrying about scale, distance or thin

fit, and to seek to increase the returns to
alue Add’). The research is clear that in policy
hlights industry institutions, logistics, innovation

tantiated. Small companies are heavily engaged in
d benefit consid ly from this engagement. This is another key finding

he opposite of Coates et al claims.

For examplé ealand firm Tait Communications has a good working
Mns ip he much larger Airbus. The partnership allows Tait to specialise
nd intr% e New Zealand company to a much wider range of markets and
ust st it would otherwise have access to.
e

TP e the kinds of barriers that disproportionately affect smaller firms,

f € making information on domestic regulations and requirements more
patgnt and simplifying customs procedures. While large firms can generally
their way around such issues, making it easier for smaller firms to operate in

i arkets and cross borders will make it easier for them to link into value

chains.

- 4-5274
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Economic implications of restraints of government po

Coates et al argue that ISDS is designed to chill government poli
claims causing governments not to risk regulations that might

ula



