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1985 pr1:es}. and that special gains in manuracturwng labour
produstivity are achieved. A gomparison of productivity
differences petween-Canaga and the United States, detailed by
industry, suggests these gains wauld be concentrated “in
‘Secondary: manys actur1ng These are pnased in over 1253 15497,
to regustar a & per cent improvement in outaui per
person=year beyond that achieved in the base case. This
assummtion cunstitutas a direct reduetion in emplﬂyﬂent of
120,000 person-years in 1999,

= [t is assumed that the Tevel of economig activity fn the
Unitéd States anc slsewhere is unchanged by the agreafent,
ang thet there is no diversion of Unfted Statss imports fram
other sgurces to Canada, which fmplies’a small ungersiitement
of the export benefits to Canada,

¥ In all impact cases, we have assumed that a2 surcharge on
persanal ingome taxes is imposed by the federz] gevernment
equivzlent to the loss of customs revenues tha: woulé have
been otherwise realfzed, and offsetiing some of the real
income henefits to consumers provided by lowered prices. In
1982, this surcharge reaches $3.6 bilTton {at nominal prices)
and is 2.8 per cent of fedaral revenues projected in the base
case. By 2005, the amount rises to 3&8.3 billion, or 2.3 per
cant of tatal revenues,

T We have assumed in all cases that the Canadfan excharge rate
adjusts to changes in the current account balance, finflatian,
growth and interest rates and that the Sank of Canada targsts
on maintaining the same "real" interest rate as is reparted
in *he base case. ' '

® To reflect the possibiTity of {ncreased protectionism fn the
United States, we have assumed that tar{ffs and non-taris?
barriers are ingrezsed thres-fald beyond those that currentiy
prevail. This 15 approximataly equivalent te a 10 per cent
tariff surcharge; and it would menerate reduced ecohomic
activity in both the Unfted States anc {anada.

Method of Analvsis

.“-
—tt
W_W'

F1

19 measure the natfanal impacts of thess assumprions, we have
used Thé Informeirica Mode] (TIH} ef the Canadian economy and '
simulztion studies ¢f ine United States dev21nped by Wharton
Econometrie rorecisting Associates of Philadelphiia. TIM uses
nonlingar and dynamicaliy specified asgquaticns o combine a detailed
Keynesian final demand framework with adjusted input-output tahies
that provide sectorally aeta11ed est1mates af industry Qutput,
gmloyment, and prices. This is formally simultanecus sa that
relative as wail 25 aggregate price and wage formation is measured and
feecs- hack inTo the final demsnd estimatas. npprnx1mat=1y 30 export
and import eguaticns &re availadle, by dirsction of trade [Unitad
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