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& Use of CET Functions
* Use of CET functions e Use of CET for Exports
violates LOOP — Allows domestic
— ONE mechanism for producers to respond to
def[ermlnlng MORE than one price changes
price — Mitigates the potential for
— MORE glﬁﬁzone apparent large terms of trade
price in Tow effocts
* When is it appropriate to « BUT
violate LOOP? '
— Pragmatism — What are the units?
— Theory — How big are the changes?
— Commodities
— Factors
Global CGE, 2025 © cgemod 9%y
9

Q

ANARRES t model trade

Global CGE, 2025 © cgemod 10

10




ANARRES t Trade Relationships Global CGE, 2025
© cgemod

Trade in ANARRES t - Quantities
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Trade in ANARRES t - Prices

PWMFOB,. PWMFOB,. PWMFOB;. PWMFOB,, POCD.

pui: Pl;'E Piﬁ Piﬁ x\ v,

Normalisation on

.
BASIC prices
PIWMFOB, . PWMFOB,, PWMFOB,, PWMFOB;,
PWE,, PWE. PWE.s PWE,,
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Exports in ANARRES t - Quantities

* Aggregate exports (QF)
and domestic (OD) OF, 0D,

imperfect substitutes

— 0 the elasticity of
transformation

— 1%t order condition by 0.
prices (PE and PD)

* Composite commodity
(OXC) produced by
domestic producers

OXC.
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Exports in ANARRES t - Prices

PE.=1 PD.=1 * The price of the composite
commodity (PXC) produced
by domestic producers is a
CET aggregate

* Aggregate export prices
(PE) and domestic prices
(PD) are imperfect
substitutes

— £, the elasticity of
transformation

* Normalised on BASIC
prices

PXC.= 1

PX,
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Exports in ANARRES t - Quantities

» Aggregate exports (QF)

OMR,, OMR,, OMRy, OMR,, are CET aggregates of
exports to different
regions (OMR)

OFER.; OFR., QFR.; OFR., o By definition markets
clear when exports from
region s (source) to

@, region d (destination)
are equal to imports by
region d (destination)
from region s (source)

OF,
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Exports in ANARRES t - Prices

* Aggregate export prices (PE)
) ) o ) are CET aggregates of the
PWMFOB, ., PWMFOB., PWMFOB;, PWMFOB, . . .
! ! ! ! (basic) prices of exports to
different regions (PER)

PWE, , PWE.,  PWE.. PWE,
e The fob prices of exports
o, 4 o, 4 Ty, T e f P P
! “ (PWE) are
Pl il A e A .
— converted to foreign
I | | currency units via the
PER,; PER. > PER_ ; PER.

exchange rate (ER)
\ / — net of any export taxes (te),
0. i.e., export taxes are paid
e by domestic producer

* By definition the fob export
price (PWE) must equal the
fob import price (PWMFOB)
in equilibrium
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Imports in ANARRES t - Quantities
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* Aggregate imports
(OM) and domestic
(OD) imperfect
substitutes

— o, the elasticity of
substitution

— 1%t order condition by
prices (PM and PD)
* Composite commodity
(QQ) sold to domestic
consumers
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o
Imports in ANARRES t - Prices

POCD,

PD.=1 PM. =1

Global CGE, 2025

* The price of the composite
commodity (PQS)
consumed by domestic
consumer is a CES
aggregate

* Aggregate import prices
(PM) and domestic prices
(PD) are imperfect
substitutes

— o, the elasticity of
transformation

* VAT (TV) only paid on
household consumption
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Imports in ANARRES t - Quantities

* Aggregate imports (OM) a
Leontief composite of two

oM, types of imports
\B/ — ‘small’ shares (OMS)

— ‘large’ shares (OML)
¢ Shares are defined as the

OMs, oML, volume shares of imports of ¢
0 A by 7 (from w)
* QML is a CES aggregate of
OMR,, OMR..  OMR., OMR,. imports from sources with
I I I I ‘large’ shares
e (OMS is a Leontief te of
o o e o OMS is a Leontie aggregate o

imports from sources with
‘small’ shares

* The definition of ‘small’ is set
when calibrating the model
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Imports in ANARRES' t— Prices 1

PM=1 * By definition the fob import
o prices (PWMFOB) must equal
the fob export prices (PWE) in
s, —1 ML -1 equilibrium
/Q’/\ /Q’)\ * cif import prices (PWM) are
e ik, e mi,.  inclusive of margins (margcor)
S w. m—~| ¢ The basic prices of imports
XER/' I Pl T‘\\ o (PMR) are
PWM;. PWM;, PWM;, — in domestic currency units via
(I . /’VI N o the exchange rate (ER)
’ - ’ ’ — Net of any import taxes (tm), i.e.,
QOB"‘ PWAgFOBZ'” PZMFOB"" import taxes paid by domestic
PWE,, PWE, , PWE., consumer
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Imports in ANARRES' t — Prices 2

Aggregate ‘large’ import prices
(PML) are CES aggregates of
the (basic) prices of imports
from different regions (PMR)
Aggregate ‘small’ import prices
(PMS) are Leontief aggregates
of the (basic) prices of imports
from different regions (PMR)
Aggregate import prices (PM)
are Leontief composites of the
prices of two types of imports

— ‘small’ shares (PMS)

— ‘large’ shares (PML)
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g Trade by Globe region - Prices

Different to
- standard
region

Same as for
— standard
region
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N
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/<9\ /Qﬁ\
OMR, OMR;, OMR;, OMR,,

Lol L]

OER., OFER.. OER.; OQER..4
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Trade by Globe region - Quantities
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.. Imports by Globe region

/ \/\ * Identical to that for
a ‘standard’ region

OMS, OML, .
/Q(}\ g\ — 1mports are
/</ differentiated by
OMR;,.

0 o o source and trade

PM.=1
I I I I /Q_>\ shares
OER., QER., QFR.; QFR,, .
* Price system also

PMS, =1 PML, =1 M .
" identical to that for
Oc.32
[3 b .
M /<)\ a ‘standard’ region
PMR,; . PMR;, PMR;, PMR,,
fm el e e
P P N~ End
PWM, PWM,, PWM;, PWM,,
A ] e ]
PWMFOB, . PWMFOB,, PWMFOB; . PWMFOB,,
PWE,, PWE,, PWE, 5 PWE.,
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Exports by Globe region - Quantities

OMR.  OMRy.  OMR..  OMR.. Equilibrium conditions hold

I I I — import and export
quantities by Globe are

QERE‘.J QER('.J Ql'.R(- 3 QER(.‘; Cqual
/ * Homogenous exports by
Globe
o — No differentiation by source
(Globe) region

OF.

OM,
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Exports by Globe region - Prices

PWMFOB,, PWMFOBy, PWMFOB;, PWMFOB,, Same equilibrium

¢ : # : conditions for
PWEe: FWE2  PWE: PWEc prices hold as for
[3 L) .
s P . The standard’ region
L]
Homogenous
il T A R TR e g
exports by Globe
— Therefore PE =
PER.. PER.;  PER.; PER., PERY ¢
00
PE. =1
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Trade Relationships in the
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The End
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