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The Limits of Economic Modeling in the FTAA Environmental Review:
Economists find flaws in proposed methodology

Dr. Frank Ackerman, Kevin Gallagher, and Dr. Algjandro Nadal*
Executive Summary

Researchers with the Globa Development And Environment Indtitute (G-DAE) at Tufts
University and the Science, Technology and Development Program at the Colegio de Mexico
have submitted forma commentsto the Office of the U.S. Trade Representative on the proposed
methodology for its officia environmenta review of the Free Trade Area of the Americas
(FTAA) proposa. The authors gpplaud the USTR for conducting an environmental review; this
is an important step that should precede the adoption of any trade agreement. However, the
methodology proposed for the environmentd review has serious limitations. It reliestoo heavily
on complex and controversid economic models, which are likely to produce erroneous
predictions of environmenta impact. It so failsto incorporate some of the most important
impacts likely to result from the proposed FTAA, most notably those deriving from changesin
invesment rules,

Inits officid comments, which were submitted to the USTR January 19, the authors offered six
major criticisms, followed by alist of recommendations.

1. The proposed methodology makes an unjustified distinction between “core’ and
“supplemental” analyses. The coreis supposed to estimate the economic effects of the FTAA,
and then egtimate the resulting changes in environmenta variables. Y et the report acknowledges
in advance that the complex mode s that will be used for the core andysis will be incomplete and
unable to perform afull assessment of environmenta and hedth impacts of FTAA. Infact, the
flawed moddsin use will lead to erroneous predictions if they remain the foundation for the
environmenta impact anayss.

2. The“computable general equilibrium” (CGE) modelsthat are proposed for the core
analysis ar e inaccessible to non-economists, and expensive and difficult to operate. They do
not have atrack record of empirica success thet judtifies their dominant status in the proposed
environmental review. For example, leading CGE modes made draméticaly incorrect forecasts
about the effects of NAFTA on corn and tortilla marketsin Mexico. The economic theory
underlying CGE modelsis controversd, and even advocates of CGE modding Sate that their
techniques are poorly suited for dynamic andyss.

3. Many of the indirect economic relationships that CGE analyses seek to represent can be
captured in simpler, moretransparent models. A variety of partia equilibrium techniques

can avoid many of the complexities and controversies that plague CGE modds. In particular,
input-output relationships among indudtries have in the past been analyzed without the added

layer of CGE techniques - and could be again.
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4. The specific models proposed for the core analysis wer e developed for other purposes,
and are not well designed for thetask of estimating the environmental impacts of FTAA.
Limitations of these moddsinclude overly aggregated economic categories, lack of anayss of
areas outside the U.S., and dated base years, generaly 1995-97, but in one case as far back as
1990. (Since the moddswill compare the anticipated effects of FTAA to the conditions that
existed in the base year, an older base year means alessinteresting and less relevant

comparison.)

5. The proposed analysis focuses too heavily on tariff-related changesin U.S. importsand
their environmental effects. Thisfailsto recognize that the proposed FTAA, like NAFTA,
involves much more than reducing tariffs. It involves changesin U.S. export markets. (There
have been sgnificant increasesin U.S. exports of meat and transgenic crops, for example, asa
result of NAFTA, both of which have important environmentd impacts) The FTAA dso
involves rules regarding intellectua property rights, subsidies, government procurement, and
invesment, dl of which have environmenta impacts. Changes in patterns of foreign direct
invesment (FDI) are particularly important; NAFTA helped stimulate atripling of Mexico's
incoming FDI, which has had profound consequences for the environment.

6. Environmental impacts should be studied throughout the hemisphere, not just within the
U.S. Many environmenta problems are globd in scope, or inevitably involve trans-boundary
effects. It isimportant to know whether potentia environmenta benefits for the U.S. come at

the expense of other countries - such as“dirty” industries moving from the U.S. to other nations.

Recommendations

The decison to carry out an environmentd review of the FTAA proposal is commendable, but
the USTR should make subgtantial changes in the methodology of the review:

1. Any environmenta impact assessment of the FTAA should have at its“core’ a
graightforward, trangparent andyss drawing on avariety of available methodologies, not amply
estimates based on the results of controversa and limited modeling techniques. These
methodologies can include, but should not be limited to, CGE models.

2. Additiond anayses should then describe their methods for estimating indirect effects.
Simpler methods, including traditiond input-output andyses, should be included dong with
CGE andyses, dlowing a comparison of the results of different methodologies.

3. A peer review or expert commentary process should be created to evauate the critical
assumptions embodied in the proposed core andlysis models, prior to their use.

4. The andyss should include the environmenta impacts of other agpects of the FTAA beyond
changesin tariffs and trade, such as expected changes in investment patterns.

5. The andyss should include the environmenta impacts of the FTAA in the region asawhole,
not just the U.S.



Comments on the proposed methodology for the
“Environmental Review of the Proposed Free Trade Area of the Americas’

Background: The Trade Policy Staff Committee (TPSC) of the Office of the US Trade
Representative (USTR) has suggested a detailed methodology for evauating the environmenta
impacts of the proposed Free Trade Area of the Americas (FTAA), and has requested public
comments on that methodology. The methodology is contained in the October 2000 “ Report of
the Quantitative Analysis Working Group to the FTAA Interagency Environment Group”
(heresfter cited asthe “Working Group Report”).

Overview of comments: We wecome the fact thet there will be an officia environmentd
review of the FTAA proposa. Thisisanimportant step that should occur before the adoption of
any trade agreement. However, the methodology of the Working Group Report has serious
limitations, relying too heavily on extremely complex and theoreticaly controversa models,
while dighting mgor categories of environmenta impacts.

Our detailed comments fall under Sx headings

the inadequacy of the proposed core andysis

the limitations of computable generd equilibrium (CGE) modes in theory and practice
the benefits of input-output andyssin apartid equilibrium framework

the drawbacks of the specific modd's recommended in the Working Group Report
the need to include exports and invesment as well asimports resulting from FTAA
the importance of andys's covering the whole hemisphere, rather than the US done

Sk whNE

Following discussion of these 9x points, we conclude with alist of recommendations.

1. Theproposed “cor€’ analysisisinadequate, and should not form the basisfor an
evaluation of the environmental impacts of FTAA.

The Working Group's proposed methodology makes a basic distinction between what it calls
“core” and “supplemental” analyses. The terminology |eads readers to infer that the former
category is more important and more firmly rooted, but the Report never judtifies this inference.
The two categories could, with grester justification, be caled “preiminary” and “in-depth”,
conveying an entirely different message about their relive gatus.

Infact, the*core’ analyssis particularly problematic. In that andyss, fundamenta questions
will be addressed:

“the economic effects, such as changes in trade, production and consumption, of the
FTAA are estimated; and ... the economic effects are then used to estimate changesin
some environmenta variables.” (Working Group Report, p.1.)

Thiswould be an excdlent starting point, if it could be donewell. Y et we aretold thet the
supplementa analyses will be needed because it is known in advance that the core results will be
inadequate. In the Working Group’s own words, the output of the core models



“...may be too aggregated to detect or fully assessimportant trade and environmental
impacts... Also, the core andysis only covers a subset of possible environmenta and
hedlth concerns.” (ibid.)

That is, the Working Group anticipates that the core results will be incomplete. Why, then, are
these models the core of the andysis? It would be better to start with a comprehensive
as=ssment of the potentid environmenta impacts of trade and investment, and then determine
which economic methods and models are appropriate to supplement that assessment.

Given the known limitations of the models available to the Working Group, it is remarkable that
there is no mention of the methodology that has dready been developed by NAFTA's
Commission for Environmental Cooperation (CEC) for assessment of NAFTA’s environmental
effects. Although it is not the last word on the subject, the CEC methodology isin severd
respects more subtle and better developed than the Working Group’ s proposed approach. The
CEC spent a considerable amount of time on such anayses, and has presented a number of case
sudies raise many interesting issues and critiques. However, the CEC swork in thisareais not
even mentioned in passing by the Working Group’ s report.

Additiondly, the core results will apply largely or solely to the US, rather than to the 34-nation
FTAA region asawhole. Crucid questions about FTAA, such as the possibility that it will
encourage industry to move to “pollution havens’ with lax environmenta regulations, cannot be
addressed by an analysis of the US done.

Any modeling effort mugt start with an estimate of the direct economic effects of the FTAA
treety. Which industries will be directly affected, and by how much? Which sectors will expand
and contract in the US, and in the other FTAA nations? What will be the environmenta impacts
of these direct economic effects?

Cdculation of the direct effectsisrdatively smple and inexpensve. Most of the cost and
complexity of the Working Group’s proposed methodology comes from attempts to
automaticaly cdculate dl possble indirect effects that flow from the direct effects.
Paradoxically, the core analyss focuses dmost entirely on the US, where the direct effects are
expected to be so smal that the indirect effects could dmost be ignored. Changesin trade
between the US and the rest of the FTAA region are likely to amount to less than 0.5% of US
GDP, implying that for US effects

“...there exists the option of foregoing the expense and time of CGE modeling and
arguing based on logic and existing economic sudies that the [indirect] effects are de
minimis...” (Working Group Report, p.12)

This appears to be an attractive option, in view of the large costs estimated for the CGE andysis.
In point 3 below, we suggest Smpler ways to obtain estimates of some of the indirect impacts.

There would be greater judtification for complex modeling of indirect effectsin cases where the
direct effects of the FTAA will be larger - generdly in smdler economies. There are two



difficulties that arise here: firdt, detailled modds are less availdble for the smaler economies, and
second, the common style of modeling, involving CGE techniques, has numerous limitations, as
we discuss in the next point.

2. CGE models ar e inaccessible to non-economists, expensive and difficult to operate, and
do not haverdiabletheoretical or practical advantagesthat justify their predominant
position in policy analysis.

CGE mode's have become common in gpplied economic andysis of policy proposas such asthe
FTAA treaty. The contribution of these models, beyond their theoreticd rigor, isther explicit
representation of interactions between dl sectors of an economy. A policy change may have a
direct effect on only afew industries, but changes in production and prices in those industries
have indirect effects that ripple throughout the rest of the economy.

However, the benefits of CGE models are obtained only at substantial cost. Most obviousisthe
loss of transparency. The in-depth, * supplementd” andyses of particular environmenta impacts
of the FTAA may be accessible to large numbers of policy makers and andysts. In contragt, the
details of the prdiminary, “core’ modding will be comprehensible only to economists who
gpecidize in CGE techniques. In fact, comprehensve CGE modd s with many sectors are so
elaborate and difficult to develop that the Working Group fedl's constrained to use ingppropriate
models created for other purposes, smply because they are dready available.

The loss of trangparency and resulting dependence on specidists might be justified if the modds
were based on widdly acceptable, exact relationships that have proven to be empiricaly
successtul in forecasting. Thisis roughly the Stuation in many areas of physica sciences and
engineering. In economics, however thereis nothing like a commonly accepted, empiricaly
tested st of CGE rdlationships. The estimated indirect effects of trade policiesinevitably rest on
assumptions about the exact shape of numerous reationships, such asthe price eadticities of
supply in various industries, or the speed with which the labor market adjusts to shocks. Those
assumptions differ from one modd to the next, precisay because thereis no one mode that has
proved to be reliably more accurate than othersin practice.

The Working Group report recommends relying on CGE models for the “core” andyss asif
their performance had been faultlessin the past. In fact, there is ample evidence to show that
forecasts based on CGE models have been quite inaccurate. The report should recommend a
meaningful in-depth evaluation of CGE modds performance. This exercise could, for example,
compare the forecasts coming out of modes of NAFTA in 1993-94 againgt the actud data on the
three countries' economies. This comparison might focus on the case of tortillapricesin
Mexico. The forecast of one CGE mode used to judtify the incluson of cornin NAFTA was
that tortilla prices would go down because of corn imports from the US. This was expected to
bring about enormous efficiency gains and improve consumer welfare astortillas remain astaple
good and their priceis amgor determinant of real wages. In fact, corn importsdid rise, cutting
domestic Mexican corn prices by 50%, but instead of going down, tortilla pricesincreased by
more than 300% following NAFTA. Thefailure to accurately forecast the evolution of this
critical variable arises from the assumptions embedded in the mode concerning the functioning



of markets, and from the modd’ s inakility to replicate price-formation dynamics under imperfect
competition.

Even the abdtract theoretica rigor of genera equilibrium analysis becomes problematic when
examined more closely. Economic theorists have known since the 1970s that generd
equilibrium is serioudy flawed as amodd of economic dynamics, with the gpparently
inescapable potentia for unstable or chaotic outcomes. Ironicaly, many advanced theorists have
moved away from the genera equilibrium framework at the same time thet it has become the
norm in applied economics®. In asimpler, static context, the well-known optimality properties of
competitive generd equilibrium theory clearly do not gpply to the real world with its oligopalies,
externdities, and market failures. These growing doubts about abstract genera equilibrium
theory do not necessarily prove that specific gpplied CGE modes areinvdid. But they do
demondtrate the need for anew theoretica explanation and rationale for the choice of empirical
technique.

CGE modds are particularly poorly suited for dynamic andysis. The Working Group Report
mentions more than once that dynamic andysis of the path of changes over time would be
preferable to the comparative static andyss offered by CGE techniques. A CGE modd
compares a hypothetical policy change to afixed base year; in view of the complexity of the
models, development of base year data takestime. The modd s proposed by the Working Group
will have base years of 1995-97 in most cases, one agricultural mode uses a base year of 1990.

Even in the best case, with 21997 base year, a CGE modd is not actualy modding what will
happen when the FTAA treaty is adopted in the real world of 2003 or 2005. Rather, it is
performing a hypothetical “what if” analyss what would have hgppened if the FTAA treaty had
been trangported back in time and introduced into the 1997 economy? Holding everything else
congtant, what is the difference between “1997 without FTAA” (the base year, or actua 1997,
data) and the imaginary world of “1997 with FTAA”? This question is digtinct from, and less
interesting than, the question of the impact of FTAA on thered world in thefirst decade of the
twenty-first century. Y et the lessinteresting question is the one which the monumenta CGE
effort is designed to answer.

Given this limitation, it ssems al the more gppedling to find dternate methods to mode some of
the indirect effects, without relying on a CGE framework. Our next point addresses thisissue.

3. Many indirect economic effects can be captured through input-output analysisin a
ampler, partial equilibrium framework.

The indirect economic effects of a policy change that detailed, multi- sector CGE models seek to
trace are of two digtinct types. The smpler, less problematic type are the input-output (1-O)
effects. The technica relations between industries are captured in an 1-O matrix, which shows
how much sted and rubber are needed to make a car, how much electricity is needed to make

2 Frank Ackerman, “ Still Dead After All These Y ears: Interpreting the Failure of General Equilibrium Theory”,
Globa Development and Environment I nstitute Working Paper 00-01, Tufts University (available at
http://ase.tufts.edu/gdae/publications/).



auminum, etc. 1-O andysisisawdl-established, straightforward process, resting on nothing
more theoreticaly complex than matrix multiplication (though involving huge quantities of

data). If apolicy change leadsto the production of fewer cars, I-O andys's can cdculate the
resulting decrease in auto industry inputs from other sectors of the economy. 1-O andysiswas
initialy developed, and can easlly be used, in apartid equilibrium framework. Use of an1-O
meatrix from afew years ago (which isinevitable) amounts to assuming that the quantity of sted
and rubber needed to make a car, for instance, has not changed in the last few years - an
unfortunate assumption to make, but aless sweeping and damaging one than reliance on a CGE
model with adated base year.

Controversies about CGE modeling arise in the other category of indirect effects, which might be
caled economic equilibrium effects. If fewer cars are produced and sold, will consumers buy
more of something elseingtead? If prices change, how will consumersrespond? If auto workers
arelaid off when production declines, where and when will they get new jobs, and a what
wages? If unemployment increases, how will the Federal Reserve or other government agencies
respond? In theory, these economic equilibrium effects should be modded, but in practice there
is no consensus about exactly how to proceed. Hypotheses about unemployment are particularly
prone to palitical coloration, with some modes assuming rapid, automatic return to full
employment and others assuming only gradual recovery from recesson. Thereisnothing likea
widely accepted, technically defined I-O matrix that gpplies to economic equilibrium effects.

The complexity of the CGE models proposed for the FTAA andysis reflects their attempt to
incorporate both the I-O and the economic equilibrium effects. 1t would be helpful to separate
these categories, diginguishing:

a) the primary effects of FTAA, such asincreased trade in commodities where tariffs
change;

b) the “secondary”, or indirect I-O effects resulting from the primary effects; and

C) the “tertiary”, or economic equilibrium effects resulting from the primary and
secondary effects.

A patid equilibrium, I-O andysis could estimate the primary and secondary effects, isolating
these important, noncontroversid areas from the more speculative and debatable tertiary effects.

These comments should not be taken as a blanket endorsement of al partia equilibrium modes
and methods. Mistakes can and have been made in a partia equilibrium context, aswell asin
CGE modding. Once again, the example of corn under NAFTA isrdevant. A prominent partia
equilibrium modd predicted that as aresult of cutsin Mexico's domestic corn prices, productive
resources would be reallocated and output would be reduced. The fact isthat prices did go
down, but output increased and has remained at a higtoricaly high level. This cannot be
attributed to price-distorting subsidies because these were dragticaly cut during the period.
Rather, some socia analyses of Mexican peasants suggest that cornis a* Giffen good” ( agood
whose demand fdls asits price fals and therefore contradicts economic theories of demand) in
the budgets of poor rural households, causing the perverse response to price cuts.



4. The specific modes proposed for the core analysis wer e developed for other purposes,
and are not well designed for studying the effects of the FTAA.

The Working Group Report envisons “that the core analysis... will be centered around the use of
two existing economic models and three existing environmental models.” (p.2; the report
clarifies on p.3 that one of the environmenta models does not actudly exist yet.) The choice of
these mode s rests primarily on their availability and familiarity; by the Working Group’s own
account, the modd's have serious limitations.

One of the two economic models, the Globa Trade Andysis Project (GTAP) modd, contains
useful geographic detail but highly aggregated economic categories. In GTAP 4, cdculations are
performed smultaneoudy for 12 parts of the FTAA region. However, economic sectors are
generdly two-digit indudtries, with grester detal only in agriculture. The other modd, the ITC's
“USmodd”, provides greater disaggregation of industry, with up to 485 sectors, but represents
only the US economy. Separate calculations of the effects of FTAA tariff changes on the US
economy would apparently be needed as inputs to the US modd.

Moreover, both are comparative static modds, offering only a snapshot of the change from a
historical base year to a projected future. The base year is 1995 for GTAP 4 and 1996 for the US
mode!; it will be 1997 for the GTAP 5 verson that is currently under development. The FTAA

is projected to take effect in 2003 at the earliest. Thus the Working Group’s core andysisis
comparing anticipated effects of FTAA to economic conditions that existed & least 6-8 years
earlier. Many other things, needlessto say, will change in those 6-8 years.

Such time lags and use of a past base year may be inevitable in large- scde CGE modeling; we
are not arguing that it isaunique deficiency of these particular models. Buit if long lags and out-
of-date base years are inevitable, there is dl the more reason to question the usefulness of
detailled CGE modeling for policy anayss.

If the GTAP mode isto be used, the current revision (the creation of GTAP 5) provides an
opportunity to open the modd’ s workings to public view through a peer review process. What
assumptions does it make about trade agreements, price eagticities, labor markets, and other key
variables and relationships? |s there an opportunity to debate and change these assumptions, or
isthe Working Group constrained to use whatever assumptions are chosen by the GTAP team at
Purdue Universty?

The environmental models have pardld limitations. Thetwo currently available models are
both focused solely on agriculture. One provides some geographic disaggregation but very few
economic sectors, and uses a 1990 base year. The other provides greater detail on agriculture,
but is confined to the 48 states of the continentd U.S. Thethird “existing” environmenta model
isdtill under development a EPA; it could easily become the most useful, once it does literaly
exig.



5. The proposed analysis focuses too heavily on the environmental effects of imports,
overlooking the effects of both exportsand investment that will increase under FTAA.

The Working Group's gpproach to environmenta effects of FTAA gppears to be primarily
concerned with the domedtic effects of US imports. This ignores the environmental impacts, in
the US, arising from US exports to other FTAA countries. Witness the dramétic increasein
cropland devoted to transgenic cropsin the US. Increasing grain exportsis akey target for US
trade policy, and transgenic crops will continue to expand as aresult.

Another example comes from the cattle feed industry. Caitle feedlots are increasing in size (and
decreasing in numbers) in the US. As more packaged meat is exported to Mexico and other
FTAA countriesin the future, feedlot concentration will continue to pose serious environmenta
problems. In addition, feed-grain demand will increase as a direct consequence of augmented
exports of packaged mest to the FTAA region, putting additiona pressure on the US agricultura
landscape. This pressure may cause conversion of grasdand and wetlands to cropland with
intensve use of agro-chemicd inputs. The upstream feed-grains complex in the Midwest isthe
region mos affected by this, and the impact on soil, water, and biodiversity may include growing
nitrate contamination of underground aquifers, and rising levels of phasphorus, arazine, and
other pollutantsin rivers.

The dimination of tariffsand increase in trade is just one part of the FTAA agenda. The FTAA
a0 has negotiating groups on intellectud property rights, subsidies, government procurement,
and investment. However, the proposed quantitative andysis focuses solely on the potentid
environmenta impacts of trade liberdization. Egtimation of the effects of dl aspects of the
agreement is needed to get afull picture of the impacts of FTAA. It is particularly important to
estimate the environmental impacts of changes in invesment paiterns. Changes in investment
rules could have large (and independent) impacts on the scale, composition, and nature of
technology transfer under the FTAA. However, the modds currently proposed by the Working
Group cannot capture these effects and may therefore produce biased or incomplete estimates of
the environmenta impacts of the FTAA.

According to the FTAA, the Investment Negotiation Group is “to establish afair and transparent
lega framework to promote investment through the crestion of a stable and predictable
environment that protects the investor, hisinvestment and related flows, without cresting
obstacles to investments from outsde the hemisphere” A Smilar st of provisons were
included in NAFTA, and trandated into restrictions on expropriations without due process, and
obligations on host governments to follow the same standards for local companies as they do for
foreign ones (such as locd content requirements). NAFTA also created a new lega process
alowing companies to sue governments if regulations agppear to harm their businesses, a change
with far-reaching implications for environmental protection.

Such changesin investment rules could have a sgnificant impact on economic activity

throughout the hemisphere. According to the World Bank, annud net foreign direct investment
(FDI) inflowsinto Mexico more than tripled after NAFTA was passed, reaching over $10 billion
in 1998. In addition to dtering the compaosition and output of different sectorsin Mexico, such
inflows have dtered the trade orientation of many sectors as well.



Changes in investment rules have reshgped intra and inter industry trade under NAFTA, and will
likely do the same under FTAA. Increases in FDI have direct impacts on technology choice and
environmentd quality. Inindustrid sectors where pollution islargdy afunction of plant vintage,
flows of FDI can bring new, cleaner technologies to a host country. However, in sectors where
pollution is afunction of end- pipe-technologies that are cosily and not required in developing
countries, increases in FDI can exacerbate exigting pollution problems, leading to the “pollution
haven” effect. Investment-related changes to trade patterns of thiskind are of potentidly greet
importance, but are beyond the scope of the Working Group's proposed modeling efforts. The
anays's needs to be extended to include these issues.

6. Environmental impacts should be studied throughout the hemisphere, not just within the
uUS.

It isamigtake to make assessments of the environmenta impacts of the FTAA in other countries
an afterthought, as the proposed analysis does. Thisis not only insenstive to other countries
legitimate concerns, but aso inadequete for the assessment of environmenta effects within the
US. Inthisrespect, it isimportant to carry out studies of the impact of FTAA on globa and
transboundary environmental problems.

In recent years, the digtinction between global and “ grictly domestic” environmenta problems

(Working Group Report, p.20) has been blurred. Not only climate change or ozone depletion

have contributed to this, but also overexploitation of fisheries, erosion of genetic resources, and
loss of biodiversity. Also, the FTAA will bring in its wake sgnificant economic changein Latin

America, and thiswill have implications both for these countries and for the globa commons.

The US hasincreasingly sought extraterritoria application of its own domestic environmenta
legidation. A key exampleis the wdl-known case of the disoute with Mexico on the tuna-
dolphin problem in the eastern Pecific. From the US perspective this involves protection of an
endangered species under the Marine Mammals Protection Act; from the Lain American
perspective this reinforces the belief that the USis only out for itsdf on environmenta matters,
and that environmentd protection in the USisaform of veiled protectioniam.

Findly, it isimportant to know whether potentid benefits for the US come at the expense of
costsimposed on other FTAA countries. For ingtance, the CGE exercises could reved that the
composition of USindustry would become relatively “cleaner” under FTAA. This result would
appear to be an argument in favor of FTAA. However, areduction in the pollution intengty of
US industry would be more problematic if it is smply the result of migration of “dirty”
industries to other FTAA countries. 1t can only help US negotiators to be aware of such issuesin
advance.
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Recommendations:

Aswe said a the outset, we gpplaud the decision to perform an assessment of the environmental
impact of the proposed FTAA agreement, but we advocate substantial changes in methodology.
Specificdly, we make the following recommendations for improvement in the assessment
methods:

1. Any environmenta impact assessment of the FTAA should have & its“core’ a
draightforward, transparent analyss drawing on avariety of available methodologies, not Smply
estimates based on the results of controversa modeling techniques. These methodologies can
include, but should not be limited to, CGE modds.

2. Additiond andyses should then describe their methods for estimating indirect effects. Partid
equilibrium I-O analyses should be included aong with CGE analyses, dlowing a comparison of
the results of different methodologies.

3. If the GTAP modd remainsimportant to the analys's, a peer review or expert commentary
process should be created to evauate the critical assumptions embodied in GTAP 5 prior to its
use.

4. The andyss should include the environmenta impacts of other aspects of the FTAA beyond
changes in tariffs and trade, such as expected changes in investment patterns.

5. The andyds should include the environmenta impacts of the FTAA in the region asawhole,
not just the US.

Submitted to Trade Policy Staff Committee of the Office of the U.S. Trade Representative
January 19, 2001, by:

Dr. Frank Ackerman, Research Director
Kevin Galagher, Research Associate

Globa Development And Environment Indtitute
Tufts University, Medford MA 02155
http://ase.tufts.edu/gdee

Dr. Algandro Nada

Programa de Ciencia, Tecnologiay Desarollo (PROCIENTEC)
Colegio de Mexico

Mexico City

Pease direct dl commentsto Dr. Frank Ackerman (fackerma@tufts.edu).
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