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3.8 Imoacts Of Returns To Scale And Specialization

The tatulaticn on the following gages orovides 2 sumary cf
Tna2s2  ervacels. nere are W0 major can:ribu:ibns from changsd
production possibilities. First, they provide a positive contribution
to final demand througn our assumption of exogenously increasad
investmant; secon¢, resuced long-term infisticn (arg a positive effect
on net exports) faliows from increasec labour productivity and requced
unit labour costs.

The exogencus increass fn  nvesiment, with  fncreased
consumption that follows from improved real disposable personal
income, raises final domestic demand. Although this generates
positive 1impacts on imports, these effects are more than offéet by
reéuced domestic prices and casts, and rezl net exports are generally
increased, notabiy ia the jonger term.

increasaed demand fs reflectec in generalized increases of
industry outputl. In turn, this generatss positive fimpacts for
erployment in most industrfes. . The induced employment gains fin
'manufacturing; nowever, only partly offset the direct employment loss
that reflects our assumptiion of disembodied technical & change and
aggregate employment f{s reduced by approximately the gains that are
generitec by the tariff cmange. This partially offsets the tighiening
jabour marke: effect that is generztad Dy tne removal of non-tarify
barriers.

The produc:iviiy gains provide major benefits in the fora of
reducea inflation, esgecially in the jonger erm. C(Conseguently, they

contrisyte to more :than one-half of the axchance appreciation thet i3
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