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Abstract

Computable general equilibrium (CGE) models are often considered to be the “Gold
Standard” of applied economic policy research. Yet unresolved problems remain at the
foundations of the modeling enterprise. For example, the ethical underpinnings of the
models are usually obscured by the technical details. As a consequence, the implications
of contestable assumptions are sometimes presented as though they were scientific
results. These modeling issues can be illustrated by a series of simple and transparent
examples. A thought experiment in which members of different generations trade with
each other in a virtual market will be used to examine the effects of alternative
assignments of global environmental rights on prices, interest rates, and the global
distribution of income. In a simple model that is “semi-calibrated” to current and
projected levels of the output of produced goods and to present and future quantities of
global environmental goods, multiple equilibria cannot be ruled out. In addition, giving
the present generation control over future environmental rights increases current interest
rates. Assignment of the environmental rights in a way that leaves the present-day
distribution of income unchanged but moves in the direction of equal per capita
environmental rights in the future reduces projected future inequality, and may result in
levels of future inequality comparable to today’s average within-country inequality.
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