Reference: 20160035

12 April 2016

Thank you for your Official Information Act request, received on 12 February 2016.
You requested the following:

“ All correspondence between the Treasury and Anna Strutt (Associate Professor,
University of Waikato), Peter Minor (Managing Director, ImpactECON), and Allan
Rae (Professor Emeritus, Massey University)

- All correspondence (including emails, letters, briefings, and meeting notes)
between the Treasury and MFAT (and vice versa) on the “Dynamic Computable
General Equilibrium (CGE) Analysis of the Trans-Pacific Agreement: Potential
Impacts on the New Zealand Economy” (and its predecessor titles)

- Any work and correspondence by the Treasury which examines the robustness
or validity of the modelling undertaken by Strutt, Minor, or Rae (or their
associates) in “Dynamic Computable General Equilibrium (CGE) Analysis of the
Trans-Pacific Agreement: Potential Impacts on the New Zealand Economy’(and
its predecessor titles).”

On 29 February 2016 the deadline to respond to your request was extended by 25
working days.

On 23 March 2016 point two “All correspondence (including emails, letters, briefings,
and meeting notes) between the Treasury and MFAT (and vice versa) on the “Dynamic
Computable General Equilibrium (CGE) Analysis of the Trans-Pacific Agreement:
Potential Impacts on the New Zealand Economy” (and its predecessor titles” and the
part of point three relating to “correspondence” in your request for information was
transferred to the Ministry of Foreign Affairs and Trade.

Information Being Released

Please find enclosed the following documents:

Item Date Document Description Decision

(an internal Treasury note) Non-

1. | 1007715 Tariff Barriers in CGE Modelling | ~eiease in full
Internal Treasury spreadsheets
2. | 28/09/15 based on MFAT model, usedto | p oo in part

calculate NPV figures in Treasury
advice




| have decided to release the documents listed above, subject to information being
withheld under one or more of the following sections of the Official Information Act, as
applicable:

. Details of New Zealand’s negotiating positions and mandate for TPP, under
Section 6(a) — to protect the international relations of the Government of New
Zealand, and

. Details of New Zealand’s negotiating positions and mandate for TPP, under
Section 6(e)(iv) — to avoid seriously damaging the economy of New Zealand by
disclosing prematurely decisions to change or continue Government economic or
financial policies relating to the entering into of overseas trade agreement.

Regarding point one of your request “All correspondence between the Treasury and
Anna Strutt (Associate Professor, University of Waikato), Peter Minor (Managing
Director, ImpactECON), and Allan Rae (Professor Emeritus, Massey University)”, we
have interpreted this part of the request to capture any correspondence concerning
TPP and TPP modelling, rather than previous correspondence Treasury has had with
these people on unrelated matters.

Treasury has conducted a search of its records and | advise that there is no information
relevant to your request. Consequently | must decline this part of your request under
section 18(e) of the Official Information Act — that the document alleged to contain the
information requested does not exist or, despite reasonable efforts to locate it, cannot
be found.

In making my decision, | have considered the public interest considerations in section
9(1) of the Official Information Act.

Please note that this letter (with your personal details removed) and enclosed
documents may be published on the Treasury website.

This fully covers the information you requested. You have the right to ask the
Ombudsman to investigate and review my decision.

Yours sincerely

Chris Nees
Team Leader, International
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(an internal Treasury note) Non Tarriff Barriers In CGE Modelling Note 10 July 2015
Non tariff barriers: treatment in CGE modelling — DRAFT

Purpose:
This note provides an overview and key points regarding NTBs in CGE modelling, drawin
heavily on the following papers:
e Minor, P. (2011). Time as a Barrier to Trade: A GTAP Da d vanre/m— ra
Time Costs. Link Se

e Fugazza et al. (2008). Non-Tariff Barriers in Computapl néral Equil'(b\r\i\u};:\;//‘
Modelling. Link %/

~ \\
0~

Key points: R
e Following the global trend of tariff redu erelative |ry(pef{ of NTBs has
increased D
e NTBs have become a key focus of t d@lcy and mo B
e NTBs are wide ranging and complex, ifficult to model

e NTBs are associated with diff% tegories of e \r@rm§ effects that can impact both
the supply and the deman rve ™\

e The consensus view W|th|n th f]@r“ature sug| S modelling NTBs in CGE models
is still an area that re . \rticularly on the data calibration

comprehe \veo er time (UNCTAD NTMs — link) and

modelling is a a(p%mg . Webb \(201/5) — Note: preliminary document, requests

non- atatmgi\q y‘ /‘

ach has been to estimate an ad valorem equivalent
eimpact of V\% is provides a more comprehensive picture when
de agreements, but’linking the quantified impact to data and therefore

%ﬁomes is gw given the approach.
ry under;{in@ng\ e ad valorem approach is that trade agreements provide a

work tha : V/facilitate a reduction of NTBs between parties.
e question “how do prices, production, trade, and welfare differ

t@rbmyms when exogenous variables are adjusted. However, they don’t do
uantifying the costs and benefits associated with the transition as

\\\om lement general equilibrium analysis.

Note:

The accuracy of investment outcomes in CGE models is another topic subject to much debate
(for similar reasons to NTBs), as it is difficult to estimate investment preferences. Generally,
investment in CGE models follows the rate of return. However, other factors, such as home
bias and/or asymmetric information, also impact investment outcomes. Investment outcomes
in CGE models are therefore dependant on the assumptions around (or absence of) these
other factors. The implications of this is that holistic robustness tests of NTB impacts in some
models against FDI impacts in other models (to get a feel for total impacts) still relies heavily
on model assumptions —both approaches stating a benefit that is difficult to calibrate to data
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and accurately quantify. A key risk associated with this type of comparison is that there is no
way to control for modelling result bias.

Common NTBs and their definition:

e Technical barriers to trade: Technical barriers to trade refer to technical regulations,
minimum standards and certification systems for health, safety and environmental

protection and to enhance the availability of information products, whi

result in the erection of technical barriers to trade (TBTs link)

e Sanitary and phytosanitary: The SPS Agreement is a ade Organisé{b@lﬂwo)
Agreement on Sanitary and Phyto-sanitary measu including stand(r\d\%use\d{o
protect human, animal or plant life and health. ( ink). Phytosan]‘%r?/\/
regulations are government regulations that restrict or prohibit the importation and
marketing of certain plant species, or pro ' revent the
introduction or spread of plant pests or se‘plants-may be carrying.
(OECD - link). K

Papers:

Minor (2011) incorporates indirect ti
the premise that time delays occur@ of physic:
administrative delays. These costs ar ‘chgz/‘unted for'by.in
demand function that shifts the ¢ Nand curve b t@e\lp\ e
valorem value of time dela hisimpacts bo}h,p icerand quantity. In partial equilibrium, if the

demand curve shifts right ing’a reductipt@*\\shl ping time, the price will increase (terms

\

of trade impact) and so/y;zﬂl quantity de . This increases both consumer surplus and
foreign producer sgrp\l\bsﬁjﬁ?‘g,\“CGE mo fare is calculated across all products and regions.
However, the auth r\qﬂt’r’rﬁ’és the following caution:

joned to exercise reasonable judgments when
er day adyalorem time costs against long time delays. As with any
imo the GTA@fra\ rk, analysis is more reliable when the shocks
emplo ed are mo eﬁﬁ\m considered within the context of a specific set of
ﬁag\@ﬁptions. As%(ﬁile, if it takes thirty days to export fresh fruit from a
tral Asian fc@n}’ty 0 the U.S., the reduction in one day to export may
xpected to result in no increase in export demand, because
of delay is still prohibitive and the general quality of the fruit
afteram or more in transport is still expected to be very low. There are no
empirical data to inform the user exactly when time savings become effective
@nre@’ro d effects) in world markets, just as there are no exact rules to tell us when
&\tqriffbecomes prohibitive. It is reasonable to consider average global shipping
times, including customs, port dwell and transportation times to identify any
extreme situations, as we have indicated in the Central Asian example here.

Consideration of the above paragraph with respect to the New Zealand case suggests that a
reduction in time delays may be less significant than elsewhere in terms of exporting to distant
markets such as the US and Europe. However, this will depend on the shelf life of the product
being shipped.

Fugazza et al. (2008) analyse the impact of NTBs at a global level (opposed to a country
specific level). They use estimates of ad valorem equivalents (AVE - the difference

Treasury:3401716v1 RESTRICTED 2
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between world and domestic prices). The authors state that technical regulations and
sanitary and phytosanitary NTBs cause a supply side impact (eg preventing the sale of
hazardous to health products). Demand shifts are associated with any kind of technical
regulation (eg regulation regarding information on the product). On the import side,
AVEs of NTBs can be implemented to simulate either a change in taxes affecting imports
or efficiency effects representing the change in the price of imports. NTBs can
sometimes be thought of to behave as a tax on exports and therefi VEs can be
modelled as a change in export related taxes. The impact on goye onsump/)ti /
will need to be controlled or accounted for, and the welfare impa C

ibuted to ¢
changes in the government revenues will need to be interpreted.<A géneral f|r<dm\rs tﬁé
very high sensitivity of welfare results to the policy variab hoice in the smw\\ag
making policy interpretation hazardous. In particular re\autho concludé:

S rema/n/t”o b

analys Q&i}asua/ policy
lead to a yt/ca/
robust e of NTBs

@nt de/ specifications.

<A

order to make CGE modelling a useful poli
inferences from loose specifications }%”3,&
mistakes. We show that while usin

incidence we obtain vastly different re:

This poses the question: What seri@x i
this sufficient to confidently q 'ce&GE‘N’I/Be
Q\
New Zealand Specific NT /
‘ w Zealand 2™ in terms of Ease of Doing
efms of Trading Across Boarders.

“Doing Busmess m&{a Ureftb/e time and.c cluding tariffs) associated with exporting and
importing a standza s by sea transport. The time and cost necessary to
complete 4 préde reparation; customs clearance and inspections;
inland tra

htty[ﬁ@w 0|ngbu5|r@s&%rg{aata/exploreeconomies/new-zeaIand#trading-across-borders.
While significant NT@zos}sEr/}{identiﬁed, New Zealand is below the OECD average.

%\\\ / )
Acronyms:

CGE é@ﬁlp\ﬂ%ble General Equilibrium
GTAP,_| Global Trade Analysis Project
NTB \ | Non-Tariff Barrier

SAM | Social Accounting Matrices
WTO World Trade Organisation

AVE Ad valorem equivalent

Q&A
What is a CGE model?

Treasury:3401716v1 RESTRICTED 3
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A CGE model is a system of interrelated equations that describe an economy as a whole, as
well as its parts/sectors. These equations are derived from economic theory and include
identities, endogenous and exogenous variables, and market clearing conditions / budget
constraints. CGE models are therefore viewed as “theoretically consistent”. When the model is
run it solves all equations simultaneously for the set of prices at which quantities of supply and
demand are in equilibrium. Each CGE model will vary in terms of size, sector detail,
different questions. To
ariable/s andre S
the model to quantify the impact on the endogenous variable models depict! é/llﬂ
microeconomic activity in the economy. The summation of/mi tputs detgrm\l S tMe
macroeconomic response (ie. GDP, Savings, and Consum@%c /This d|saggre§g(loh also
w

allows for sector level outcomes to be analysed, identifying winners and | inan

\ \

What is GTAP? \\
The Global Trade Analysis Project (GTAP)@ atabase is a pubI| le resource providing
core datasets required for CGE modelling. Ke i put— tput tables, bilateral trade

flows, transport costs, tariff and tax t7compr|se the Social
Accounting Matrices (SAMs) used |r<§6£ is updated every couple of
years by researchers at Purdue t

What are NTBs?

. Generalor@r\/duéts/peuflc u,,,,,,a
igin
Rules of Origin

standards o >

C lex reg{u % ironment
. terminat ﬁ\o'(’/e ibility of an exporting country by the importing country
. of/él|g|b|l|ty of an exporting establishment (firm, company) by the
ng cO

. ade documents like Certificate of Origin, Certificate of Authenticity etc
. ment law and/or Occupational safety and health regulation
° ( mjs\o tlicenses

o \SIaTQ/subS|d|es procurement, trading, state ownership

e Export subsidies

e Product classification

e Quota shares

e Foreign exchange market controls and multiplicity

e Inadequate infrastructure

e "Buy national" policy

e Currency manipulation

e Intellectual property laws (patents, copyrights)

Complex or lengthy customs procedures

Treasury:3401716v1 RESTRICTED 4
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0 0 discounted 8% NPV
2015 1 315 29.16666667 [ 40e2
2016 2 63 54.01234568
2017 3 945 7501714678 4062 NPV using 504: Doesn't line up with $3668 using ratio method from Dieters calculation
2018 4 126 9261376145 14537 NPV using 1948 (the difference between A1 and B1) - higher than ratio method
2019 5 157.5 107.1918535 18298 NPV using full B1 benefit of 2452 14236 9965.51 4982.755
2020 6 189 119.1020595 13881 421
2021 7 220.5 128.6596322 NPV formula $4,062 9254
2022 8 252 136.1477589
2023 9 2835 141.8205822
2024 10 315 145.9059487
2025 1" 346.5 148.6079108
2026 12 378 150.1090008

2027 13 409.5 150.5723002

2028 14 441 150.1433192
2029 15 4725 1489517056 406 62 4062
2030 16 504 147.1127957 4 -14 -14
17 504 1362155515
18 504 126.1255107 504 2007 price
19 504 116.7828803
20 504 108.1322965
il 504 100.1224968

2 504 92.70601554

23 504 85.83890328
24 504  79.480466
25 504 73.59302408
26 504 68.14168896
27 504 63.09415644
28 504 58.42051523

96 790 -790
900 -3900
3224 2324 -676

29 504 54.09306965
30 504 50.08617561
31 504 46.37608852
32 504 42.94082271

33 504 39.76002102
34 504 36.81483428
35 504 34.08780952
36 504 31.56278659
37 504 29.2248024
38 504 27.06000222
39 504 25.05555761

40 504 23.19959038
41 504 21.48110221
42 504 19.88990945
43 504 18.41658282
44 504 17.0523915
45 504 15.78925139

46 504 14.61967722
47 504 13.53673816
48 504 12.53401682

49 504 11.60557113

50 504 10.74589919
51 504 9.949906659
52 504 9.212876536
53 504 8530441237
54 504 7.898556701
85 504 7.313478427

504 2.134734638
504 1.976606146
73 504 1.83019087
74 504 1.69462118

0:84 496
3
504/ 0.726793978
88 504 0.576952492
89 504 0.53421527
90 504 0.494643769
91 504  0.45800349
92 504 0.424077305
93 504 0.392664172
94 504 0.363577937
95 504 0.336646238
96 504 0.311709479
97 504 0.288619888
98 504 0.267240637
99 504 0.247445035
100 504 0.229115773
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