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Abstract

The impact of Brexit is investigated using two computable general equilibrium (CGE)

models, featuring conventional constant-returns-to-scale (CRS) technology and increasing-
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returns-to-scale (IRS) technology with firm heterogeneity, a la Melitz. The imposition of trade
barriers would trigger a significant contraction of the bilateral trade between the United
Kingdom (UK) and the rest of the European Union (EU). While a CRS CGE model predicts
that the trade barriers would benefit or only marginally harm the UK’s welfare, the IRS
model predicts a larger loss through firm exit and loss of varieties, comparable to the expected
saving of the UK’s contribution to the EU budget. Among the UK industries, the textiles and
apparel, steel and metal, and automotive and transportation equipment sectors would suffer

most severely from their sharp fall in exports.
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1. EYN

BN 5 (European Union, EUNIIMEEZHECULHET, 2013 £4RiC/0T F 7% 28 3 H OINHEIE
2T HET, —BLUTERMNE TG At RS TEz, B RNIERIN A T 7o — 8 oD [E S 7 fa b & 5
VA BEUGEEIZZ ORERAHERFL7ICb 00 5H 3, 2016 4 6 A 23 H O 3EE D EU Bl (Brexit)
D ERFZEOMKRITZENEERFOEDOTHY EU sEEAZERKS Y-, EREEOEFNIIIL, B
it 0> 72 % o TRRHR DR [N 1T B AL, Z DOFLE EARFILEZ SN T DI DRRGE 53T 03T
b, 2770, #EEICED BU BERAEE AL TOARWEL R, REEOF =2 EHLNHZ LT
NE, BUEROBIIEIZEE SN\ TEDOEEEHEL B LXK, 22T, BRFHmICEOZENT
/O EE R E L R T A BRSOV S R, BRI, IS S
(computable general equilibrium, CGE)E 7 /L LTINS B EERIZSEHL7-b 00, Frat &

5 (new quantitative trade) &7 /L EMEENDEIJET MINHLIZET AR HWBIEZ,

EU BRI EST-b DD | D BAR R F I DWW TIEIARHEE T D, FFRANICIE, FEEZEL
40 EU G E(EU27) O\ TR FEBIBIBERE NI AT 5 Th AH, AL KRN i 3
BUR | — )7 B BORCHm M | SN E B2 & (foreign direct investment, FDD &V o72H0D
MREFEELZITHL, EEEZ DL ThH, AR BRI BN TIRSD, XLT,
HEN EU BUFIZRT 2 BAL SO SFL, I T RIRLLT W THAD, 29 LIZHEL % DORR
W OLUABT DR FNED T DI S F VAL IR0 L3> T, Z DR EDRICET5
HEE I IE S LI R&EL 2> T %, Busch and Matthes (2016) DA% ATIZ L 58, Ll BE
FZOILBIALL T, GDP O W W% THh A EL TD, #ilZ 1, Booth et al. (2015)i%
GTAP &7 /WKL 7= R 5 0@ =) CGE ©F V& W T, 2030 DRSO GDP 23, il

O T ABIBLORKER(0.9%721F O GDP 8, ESEHE (R 1.2%). Mo IR ERE(F 0.5%)%
IZE->T,EU WMBAHOBEIEZELSIWTH, 5T 22% 72T T5ZL RIAATND,
Boulanger and Philippidis (2015)%,, GTAP 7 —4# X —A (% vV 7 L —hSpiz 4 5 CGE £
7V T 2020 FF R0 GDP T3 5508 % L Cnvd, €2 Tl 2% REDOE G E Mo L

H23HiE, EU BUF~DOMBrAHE IR IAFRITITERFES N, 5%RED ERFe5% GDP Lt
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0.7%FE D REFFF ORI 2L 7250282 /RL TS, 1 PwC (2016)1% #[E —EH OB CGE
ETNERNT, B REEIZR T2 E(GDP % 0.5-2% L/ X8 2)b O LIS, Bl B (K23
KD AR FEIENE ARG 2 2 2 ELHINIZ GDP % 0.9-2.6%F2EML T, @B Hho
%(GDP % 0.8-1.6%FEEEHL FiF)% . EU BB FUADOHTEEL, #IKELT 1.2-5.5%FLE
GDP Z#fL FiF5LL T\ %, Ottaviano et al. (2014)1% NQT &7 /L& HW\ T, GDP O Filig%,
PR C EU A BB & [R5 0 £ A E (most favored nation, MFN) BB & 7R 9-& 0.14%F | 401
HY72FEBABIFRERE (Z X > T 0.4-0.9%, RMIRY7Z2IERABUIEREIZ L > T 1.3-2.6%LHEE L, BEU BUF~D
WEAHAZELG W 1.1-8. 1% 0D GDP OHEKEZRET D,

ZHBDSHTIE, 2 SOMBEEFEfT&%, 2 1 D HiE, EU B0 E%  GDP L5 it O FE
B (ey 7 AD%ANZ 4y, Hicksian equivalent variations, EVs)&W\o7- &N -H—D~
IR EIREE DA TR > TWDZETH D, ZhuT, BEOITHAHER ITHT D0l O i S E SO
7D ThAH9, — T ZHMMET NEE>TZEHLNHRD L7 AFERM I LD ESHE )
BT DB OISR Tl b Ty, 2 SHIX, 29L7c CGE 7 Cid, 72, 1
HEDHBEMEIZONWTE RSN TWRNWIETHD, ITFEOE G R TIX, REORE MR, 7 o—N
MALLTE R E IZ B W TR S OB MA L7561 TWDHZEAFRfTL TV D (Melitz (2003)), 3
EU BEMIC X > TR OE G BEENRET DI -> T, ZNETHIMNO — @A Tl > TE T R[EE
EU27 »[EMCE S 0G5 ENTHRISND, ZHLTADEET, EORH 5 HOIRHIC
FoTEBILKRELARDTH A, EDBRHIE, TN E TN E—THOK OIS C&7- 25
AR OFFRE O L T, AEPEMEFET OB A ICEENICADEELL 53 ThA D,

AWFFETIE, Melitz (2003)E 7 /L ORHEEIVIA AT E S CGE £ 7 VAL, B 5 FEhED

U 72iZL 2T, EEE EU27 »EORITEEB O EETHLEEL T2,

2 DIFD 2 8USMTE, GTAP 7 —4_—2% AW =G 5E T DA —Va BREITOA—Tar 9 D 1 DORID
N—Va 8UEHEEN 2007 4F) THHIELIERITE LD,

3 PwC (2016)i%, Ff O ZARIEICIEE N 9% Dixit and Stiglitz (197N OHEORF 2B BL CODHH, ZH T

b, EFEOFEMETEFEL TR,
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HREICLSTHIEbEINA BRI EM DO LMD EROFEIZER LD, KEICES EU HE
DL WD, P2l —araificilsnTid, EEE EU27 »EEOR T, (DEABEBOEA, (2)
s DM, ()% [E E F DN 3 FIEDER % E 25, LI —LallioT, AR
LB AD I, BHHNE, ZAUTNZ THEE (BN 5720 ThuE, £, o REhE2% %
IRWVEEHER72 CGE 7 V& VD IRVIZIN T, 3 EL EU BB Lo Th T 0ve iR &%) 5
M AR EPE L EL THDO TN THLZ LN RIND, LNULRRE, RO REED BRI T T,
HEIT EU BERLUIC L > TR ATREZR M O ZARMERS K EHI RS AV TAEEMEIME T L, IEFITRE AR
RIS EE D ENRRIND, JEEDEEZEIT, MM - 2Rk, k- SRR B B - iR L o 7o
B CIEH A REOL . UK TEEZBD SEHIEITRAD,

52 {iClE, O REMEAE R LT BUEORE DH L CGE T V&, ZIEDXE DT
WHID, BB CTULHE—E O HER) 72 CGE ©F MO\ T 45, % 3 #iTid, v 32—
Tar UL EBAL, 4 ETIEEOI I —al R AR T, 5 5 ETIXELD LS L OIS
DL FTREMEIC DUV TlAL D, fliim TIE, 35 4 B ORI Ralb —a i RO/ AR 957

D DG E IR D R =7,

2. Melitz &z oA HE Y CGE £7 /1

ZITIEE AR E S CGE £7 V&2 MWD, 3 HURGEE, SLE LS 0 BEU27 »[H, 2O
it (the rest of the world, ROW)). 10 5[, 3 Fide o> A= i B3 G 57 81, FEhisli s 8, B A)Z 5 %
Do AEFEELFIT, A HUBN TH BIZHIP A B T& | MU TIXERME 13— T2, LLTD 2
3D CGE £T NEMHEFET D,

(1) Armington %! CGE &7 /L (B B L UL HE—E)
(2) Melitz %! CGE &7 /L Model (HUHLIZ B L C U i 1)

Melitz ! CGE £ /LT, 6 #7220 T Melitz (2003)E 7 /L O KA H0IA T (F 2.1), 372

bb . BUELICEL CUNE — E O HER) 7 CGE &7 /L%t L CEliTIEA2(2016)). Dixon et al.

(2016)2 2B |2, R HEOSE ML AR - ISR BE P A E AT 5L T Melitz HiELFES),
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2.1 CZOEFAOFLMRMEEE R, 8 r HIKOH 7 MMOENEEY Z, 1%, HER A%
HN Sthor BC, EREERL BB AME O TERESID, ZZ, 1 8 s HUg(E Hig r b
GL)~EHSNDE k NT2T 4 QT DEEDTZD OB A THY, ZDOAEFEIZBEL Tt i
AR EER B #5325, 20”7274 QT 1% Dixit and Stiglitz (1977)53% 2 7=1512

CES HOAF=F (RO NME 0" L4 2)2 AV TAT=F (LM QT,, D/EE

(WIS,

# 2.1: ¥4 LRESIT Armington OO AME oY

P4 (i) OB AN oMMy EELE EU27 BEH EU B EIC
' XU CREL TSI ABIRLE (%)P

=¥ (AGR) 2.39 2.2/2.6

#r¥ (MIN) 5.31 0.0/0.0

Tllte - AR (TXA)2 3.78 6.3/7.2

i -k (FOD)a 2.49 10.0/11.9

b= (CHM)a 2.80 1.2/1.4
BREH - 4 Jm B (STL)a 3.54 0.9/1.0

B B 8- itk (AUT)a 3.16 2.7/12.6

Z o (MAN)a 3.89 1.0/1.1

f@s (TRS) 1.90 —/—

#—r % (SRV) 1.94 —/—
bacH

a: Melitz ! CGE &5 /LT Melitz #1526 455
b: GTAP 5 —&~_X— 2« "—= 9A LVWES
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2.1: Melitz ! CGE £7 /L D&

Armington’s

household )
gOOd consumption investment
= P g v
Q"J' - Xf,!‘ + Xr'.r + Xr',r + Z;‘ Xr’.,f'.r Q;'__.s..
ARM government ‘ot diat T
%)'{_ consumption intermediates o,
0%, | 0T, | 9L, oT,, | Melitz Structure !
imports O—Jj‘”-'- domestic good O_:_.-W_'_ exports N
Q];J._r,f‘ Q]:,i,r,r Q];'j,r.r Q?;,i,r__s.r Q?:‘i,r__s' QZ;'J.J"J'
variety ‘ | |
MLZ MLZ MLZ |fi
S Az L W7 it W K e
k. o .irs wirs y
~~_ variable input
WW MLz ,
S i fixed setup costs_of firm S
Z ir .
' _ldomestic output

D ZOXTIEE r IEOFE 1 HMHOMORNERHE L TEBY, ZOMRIZ OV TITMITIEAN(2016)
TREND 1 EHEF VLR ThD, ENEREY Z,, 4RI SW T LD IR LT,

HSMFET n, s, s CTRUNATZTAEEREIT kE KTRT, PR o [T RN A FEMEEFF O
EeHRT,

Melitz (2003)7355 811 ko CIEER H{'t~ & RS 220 %L T, AWFJE T, Ttakura and
Oyamada (2015)IZ{itV, [EIPNAEREY) Z; | BALCllD, 7235, BEAERFFE CIE, Melitz 2 CGE €7 /1

(Z[E E B ZE AT HERTIE, ZHESMIW DD 8725 5 5% -V T D, Zhai (2008)IX&E A, 57
B, BLO PRRADEEREAHOONLEREL ., Balistreri and Rutherford (2013)134
AEFEBERG bbb, BREFBOIRASYE AT, BEOAFEMIL, WI b, Melitz (2003)(2
fit> T, Pareto 3 AIZIEDHDELTERY, AMFFETHRROREZ T T2, ZORGED T T, 4
FET 5T N TCOREFENTIGICHIGE T 25— T, AEMERIEF ITEW— RO FED H 3 il sk
TS 4,

Armington (1969)D &Y Q, | 1%, LT~/ 3 Ml LGSO T =7 (E5HY QT, (%,

4 BT ILOFEMIZOWTIE, RO TR EREEAT 95,
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CES BB (REBEOM T o ) CaBICHEFL THEMESNS. CES BI%H OB DB M

o™ L oM NECEAR LD AT, 2 BREO A7 CES B%iE, Melitz (2003)73 70 4 (& E

L7291z 1 B CES BB fiilg b g, AWFFETIL, RR5MEE 2 SO NI L THEAS
ZEEFFT LT, Melitz (2003) DI DE T AMNLHEIL T, 2 SOMIENFF>ENZNOEk, 372
Hb | HkE e HIIE o ML K 5 [ PN i i A T O #HiE (Armington ##§3) DL | B
3 LB E BRI K> TAEU DB ORR 3 M (Melitz 1#18) O B A BEBNIE T 52N TES,

Armington D&M Q IXENTEIMEND, Fatgt X[ | B X &% X 2LT
HREEA X | DTAUSH TS, FEt OB HBEIZ 20T, Cobb=Douglas BB (E 5. B
FEE LB IISMVELL ZHOE T —EEE R EER LG HTE Lo THbNL b DET 5,
E7 VDL J (macro-closure) £ L T, f& IS AR FHSMI(ROW [Eil ) T THELT D,

Armington % CGE E7/L(BL, Melitz B CGE E7 /LD CHBUTK L TILHE—ED 4 &
fCiE, LFE0 Melitz HiE%2 5 2720\, ZO%E ., EWNAEED Z, | (CEIP LS - H QT |
IZRTHI, —UIOBEERD AL, RN CGE E7 L TlE, B0 )% — & (constant
elasticity of transformation, CET) D EA%% TR G Ll ARG 20 9528, 22 TIEED
£57¢ CET Bi%a e, (B0 MEZ BERKLARE T HIEEEL, ) Melitz ! CGE €7
/L& Armington ! CGE &7 /LDl O 1EE 725 AL 72H DIZL T, Melitz #1&E D 58217
E ERBEH70IC, CET HEE L LE-ET LVERATS,

ET ML GTAP 7 —# N — A=V 50 QAGEERIT 2011 FR)ICF v 7L —bhSh, RO

¥ oM b2 OF — =2k T % (Hertel (1997)), Melitz sz BT 585 A—H 1250

TIE, Bernard et al. (2003)7°5 0" % 3.8 &L, Balistreri et al. (201175430 4 pEMEA b

% Pareto SAGDY AT+ XTA—K% 4.6 &5, Melitz F CGE &7 /L5872 2 1E, Dixon et al.
(2016)=° Balistreri and Rutherford (2013)) CUIXLIE T AL, ZNHDOfEE ., 3 Hilfi+~T

DIREDREFIEN DD 6 FINT D,
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3. Ralb—var U

H[EN EU 2T 58T, B 2Rk skl - BUAIRE EORENRHLLOLE 2 HND, 22T,
H[EE EU27 HEBOE I L THEE 5.2 HHE - BUER OB T, ITWFRICHE A9 2R MR

EWERITBoTHFOEELELRTA ZOFDIC . LLTD 350D FIA%2EZ 5,

A1 i A BE R DR R

W78, 2 ET EU HAEEICK L CRRL CEZH O LRIUE T ol ABIRLZ | Wik o & 5 12
MIbOLT 5, <D EU BEBLOEE SN TIiL, 2o > F VAT iR E 5 B (World Trade
Organization, WTO)4 7 > ar EFEE CTHY, WTO @ MFEN FERIIZHEY LD TH D, EELIZiE, EU
B A W D3 (B D) #& i, EU BAA ARV Y A LD THEATZ X570 B B 5 W 7E (free
trade agreement, FTA) il ik CRE XD LB 2 0ND, TOEKRTIL, 2O U4, B
Bl ORI CEBN Y T4 ThHEE XD THA),

# 2.1 IR XOIZ, ME RS MEN BIRLRIE, JelEih [E T THD LTI IR FilS Tk
He- 2K, B0 -BOBFCh D, ZNHMMIFEFHE B IZR W TEERLO THDH) 5, MEN BIRLOKER

(Z&o T, MHI D FEOIR AN KR EELZTH LN THIND,

FUA 2 M5 1 S A BB DR

2FUA 1 THE 2 A BBLOERIINZ T, WUk Ot 2% 10%720 L 20% EH-THH0L
T2, ZOEE O FAEIIRBEMICRESNIZbOTHY, Zhud, BN E—THANO T OB o
23 pZ LT kR L E B TN BN 22 &880 - FE S8R B SR AT 519
(272 DO DS BB B CIXIE R IZ T RN 2 5T D, 7ok, FIHIRE AU D& X, GTAP

T =R NR—ZANDR DT,

A 3 i HH [ 7 FH o HE N L A BE RO B ER
VA 1 TEZ A BEBLORIRIZ N2 T, kM oo B E &2 10%720: L 20%38E 003
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HZlwEZD, A 2 EEIUL B TEDIEWMN W02, ZOE HOBIE I IR B IR E
ENT-bDTHD, 128, 2O FUA1E, Melitz BE7 /L tf OBALORFIENHD 6 IOV TD
&S, Armington BUET /LTI TR, Bl [E 2 2 LW DO ZED N2, ZOEE 2

SETHIGEED 2,

RO RGUENBALEESLTVEAE T, FTD 3 >0 EU B F U4 D EELS T, 22T,
ETCHFIER LSO, BN — T8N TIRIESN TWA T 20 3 DO H H | ICBTHEHR 47X
BB LTS, LTERS T, 32— a Siroxt &b TWOATIF OIS EVHER T, Fx O

TG RITRSTRYZR F 700 B BEU B O8O T IRMEA/ R THDIZRDHEE LD,

4. TRalb—TalrfE R

4.1 NSRRI =

Armington ! CGE EF L&MW TIFUA 1 DI Iab—iar % 7ol a8  Rbba¥n R
BB 2 720 B ABIBL OGRS Lo TR O 5 1%, 1ZEAE TR TOMIZONWTREAD T
(B 4.1, #i/h T 26005 EIT, M- AR - B0 E A 6-12%FLE K& T2, 3
Eho EU27 AEA~O#HE, ZOWMIEE SO RIFERD 3508, Me—OFISMT B B 5 - ki
I THD, HEDOZOEMIL, BIN B — G ~OFIHEL L COREIZH S WA EBERFEETH
B3, 20 BEU27 »EA~0# %, EU27 7 [EHSLEE A~ HOWA RO 2 (5HE O KRS/ HIA
I LD, WA BIBURERIZ N Z T, SRR Ok 2% 10% E721% 20% 72 ML 7= &= (U 2)
Wi, Ll BB B 5 DI HIAFIT H LS Teb D TR, Fo, MR TELD R Z BT

I 1 OFREREFLILIEb D225,
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4.1: EU B3 E S EU27 HEA~O#EH (L) & EU27 HE)SHE E ~Of H (F /<%
TN -2 D58
LU DD D LAV ER, %)
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7] ArmnIon Tariff

[@ Armington Trans. C. (+10%)
@ Armington Trans. C. (+20%)
W Melitz Tariff

M Melitz Trans. C. (+10%)

W Melitz Trans. C. (+20%)

M Melitz Fixed C. (+10%)

W Melitz Fixed C. (+20%)

MAN TRS SRV

@ Armington Tariff

@ Armington Trans. C. (+10%)
@ Armington Trans. C. (+20%)
W Melitz Tariff

M Melitz Trans. C. (+10%)

W Melitz Trans. C. (+20%)

m Melitz Fixed C. (+10%)

W Melitz Fixed C. (+20%)

MAN TRS SRV

B3 ¥ B3 28912, Melitz 1 CGE €7 Vv HW=5EI2IE, T

HESNDHE G OB EPIEFITRERD | 21U, FRORFEEEZFF> 6 DO THHE Th

%o PRSI FHRIZ, MHE - 208k, SR80 - )8 G, B B AL i b pk L . £ Ol S 3 T,

Armington # CGE E7 /L DfERELNTH 2 512725, v FUA 2 THEIEEO LA ZBINIZE

L TH, T UA 1 OFEREHEVREREVN AL EIE, Armington ! CGE €7 /L O#E R
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HETHD, i EEE O EFIE, EROEERIIC, B5 B2 SHICREER TEE 5, 2k
EIT AR, RER- R B . A B - . B RO 2o TIHE Th D,

Melitz % CGE &7 /L ClE, 2HL-E 5 OB I H Hi5 (b b, HEEICE > T EU27 7[H)
MBDAEFEDIR LT3 > TD( 4.2), B AREBIOIERE T4 DIck->T, EE O
BT - AT 80-50%., &t - BT 25-40%FR 0 7a<7e D, H B E - Sis B P <,
DTN 3%EVHERNWEIBLE TH - THENNRINDET, I B EH (B L, WA D AT=T
NT 14% D775, ZIVE TR B — s~ H e U TR B L CE 72 [ B 5 - i S

Inagaki (2016)=°CHPN(2016) 23k 9- 2 1010, R&EApfE/ MB35 A REME R H D,
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4.2: EU BEREASTEE S EU2T A [E A~ A ZEE (B x )& EU27 A E ) [E] ~ Ot H 4
£ QA VAR
CLEHER DD R, %)
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TXA FOD
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M Melitz Tariff
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W Melitz Trans. C. (+20%)
® Melitz Fixed C. (+10%)

W Melitz Fixed C. (+20%)
-50.0
CHM STL AUT MAN

4.2 REREHED FIZHT2bINDRHEBUR O/NSTe k)

Armington ! CGE &F L2 W THiET5&, EU BERLIC K > T, S E TR EOA N - Ao e
ST —EBDOIMMNEFELILRSELIENTED(K 4.3), ZNHEARETEDL T MMDZIDHEHE
ERRNEICT 22 81T70D, &<IT, MHE - ACBE, AL, SR80 - @ BB I KON A B H - R B AR A3 A FE

Zifi/ NS D, MUK CTEANAEDOZLIEZ DL, FETIEEEIT 1%RERADT5—F T,
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EU27 ZETIHIO TR EEED, ZOE T, i s [ TR BN K E B D L12)F
Bonsd, Thbb, #EEET, EU27 ZEIZ GDP T4.7£%, A0 T 6.9 fE0H#EL#ES, [RUS
FEBENBADLEZELTH, TN ENEE~GEZ D BITWERTH L RE B o= 07

60

4.3: EU i s E O ENAEE(E S vE BU2T VEOEWNEECT SR/ G2 D558
GEHER DD DAL, %)
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