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Building APEC Economies’ Capacities of Employing Input-Output Tables

for Advanced Economic Modeling

Summary

An APEC Conference under the theme of Building APEC Economies’ Capacities of Employing Input-Output Tables for Advanced Economic Modeling was held in Singapore on November 24-25, 2011 as part of a self-funded project proposal developed by the Russian Federation and endorsed by the APEC Senior Officials’ Steering Committee on ECOTECH. The Conference was sponsored by the Ministry of Economic Development of the Russian Federation and organized by the Higher School of Economics, a Moscow-based National Research University.

The purpose of the Conference was to explore whether international Input-Output tables and related models may be a practical tool for evidence-based policymaking in APEC.

The speakers who represented a number of APEC economies, the APEC Secretariat and the WTO Secretariat, informed the audience on APEC’s vision and priorities as well as on the advances in Input-Output modeling applications.

Input-Output (IO) tables offer the most detailed portrait of an economy. As an integral part of the System of National Accounts, IO tables are frequently compiled and used by individual economies. Various collaborative projects also yield international IO databases. The strength of IO analysis is that it can address both direct and indirect effects reflecting complex linkages within a national economy. International Input-Output (IIO) tables integrate official national accounts and bilateral trade statistics into a consistent framework which also reflects interdependencies between economies.

Recognizing an extensive list of IO-based applications, the Conference noted that, in particular, IO analysis allows policy makers to:

· undertake economic impact assessment and national accounting studies;

· conduct regional planning at the national and regional level;

· understand the interdependence between industries within the domestic economy and identify key or priority sectors;
· estimate the coefficients for multipliers, forward and backward linkages, conduct life cycle assessment and other specific analysis; and
· measure international trade in terms of value added, which has not been possible with the traditional trade statistics.
These multiple benefits encourage international efforts towards enhancing the quality and coverage of consistent IIO databases.

It appeared from the presentations and discussions that two policy areas where APEC has been showing its leadership have also generated significant interest from the IO research community. These are (1) regional economic integration via strengthened supply chains and (2) better design of global environmental policies.

(1) Supply chains and implications for trade policy
Combined with the traditional trade statistics, the IO tables enable:

· decomposing the value added of exports into its domestic and foreign contents;

· tracing ultimate source and destination of value in global production networks;

· isolating the multiple counting of trade flows in intermediate goods and services;
· determining the interdependence of economies.
The resulting alternative statistics, in value added terms, may help eliminate bias with the attribution of the country of origin of an imported product. They may also trigger a revision of the concepts of “national competitiveness”, “buying national” and some protectionist measures. So called “national products” may be predominantly produced in other countries, while products of foreign trademarks may be manufactured in the domestic market.

(2) Environmental (green) policies

IO tables can help estimating countries’ CO2 emissions associated with production, consumption and international trade and their potential impact on climate change. The value of IO approaches for policymakers is given by:

· estimation of carbon footprint, structural decomposition of greenhouse gas emissions;

· comparative life cycle assessment of renewable energy sources, and other products and technologies.

These policy-analytical capabilities have significant implications for global environmental policy, because they assist decision makers in:

· understanding and debating responsibility principles for global carbon emissions;

· identifying key drivers of global environmental change such as technology improvements, affluence and population growth, and

· examining in detail the importance of particular industries, commodities and supply chains for the environmental policy.

The Conference noted that the applications of IO based modeling are manifold and that the list of those relevant to APEC agenda could be extended, for example, to include the analysis of employment creation, productivity etc.

The IO models are capable to provide multiple benefits to policy makers, but their compilation and mapping are challenging. APEC economies should be aware of:

· data structure complexity: comprehensive IO models require many complementary data (trade statistics, social accounting matrices, environmental statistics);

· data compatibility issues and standards: different data standards and classifications between economies, adjustments need to be made to harmonize different types of IO tables;

· requirement for substantial funding: the construction of internally consistent, survey-based international IO tables is extremely expensive;

· coverage issue: it seems that many APEC economies have not updated their IO tables for a while;

· need for more frequent and consistent updating: to account for technology changes, prices change, and demand changes that are all affecting the coefficients in the IO tables.

However, APEC economies present at the Conference seem to share the understanding that, given the sector-specific and location-specific nature of the employment, energy and emissions impacts of all kinds of exogenous shocks and policy measures, interregional inter-industry modeling will be required in the future.  There may be no real substitute to survey-based, inter-industry, interregional information and modeling.

If policy makers’ understanding of the economy and international economic linkages is refined, it may progressively change the way governments formulate and implement their policies. Conversely, distorted or inadequate policies arise from a distorted view on the economy.

Conclusion

In view of these broad findings, the Conference participants agreed to send a message to APEC Senior Officials that APEC should seize the moment by absorbing the knowledge and advice arising from IO models’ solutions and contributing to a global pursuit for a consistent IIO database. Participants believe that APEC is well configured to take this issue forward. The ultimate and highly desirable outcome would be the access to a consistent and up-to-date IIO database for all APEC economies, in accordance with the highest standard possible and the most detailed coverage. Cognizant of the high level of this ambition, participants agreed that APEC may explore it in an incremental way with practical outputs in the form of case studies, capacity building activities.

The volunteer Conference participants agreed to maintain communication as an informal contact point network to review the feasibility of follow up activities. Possible options include, but are not limited to, an APEC Pathfinder or a multi-year project. The contact point network will advise APEC Senior Officials on specific proposals via the SOM Steering Committee on ECOTECH.

The Senior Officials are kindly requested to note the outcome of the Conference and consider Economic modeling for better policy making as one of the topical issues for APEC agenda in 2012, and probably beyond.

