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Choose X1 and X2 to minimize P1X1 + P2X2 subject to 
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Introduce technological change: Choose X1 and X2 to minimize P1X1 + P2X2
subject to 
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This is equivalent to: Choose X1 and X2 to minimize 
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This gives
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That is 
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In MONASH we write 
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Note that, in the absence of changes in Z, P1 and P2, the MONASH representation gives 
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Thus, twist = 10 is a way of imposing a cost neutral 10% increase in the import/domestic ratio.  

In MONASH forecasts we use endogenous twists to absorb extraneous information on the import/domestic mix of domestic sales.  Then in policy, we assume the same twists as in forecast.

A twist is equivalent to movements in A1 and A2 that satisfy 
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Thus when we impose a twist we are in effect assuming that 
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In the MONASH forecasts, the TCF twists are strongly positive, that is they strongly favour imports.  The substitution elasticities (() for TCF products are all greater than 1, averaging about 3.  Hence, the forecasts are equivalent to a situation in which A1 trends up and A2 trends down.  

With cuts in TCF assistance, import shares (S2) increase and domestic shares (S1) decrease.  Hence, if we assume that twist is the same in policy as in forecast, then we are allowing the imposition of the policy to cause an increase in the rates of growth of both A1 and A2.  The situation is illustrated in the figure below.

We conclude that in the presence of strong forecast twists in favour of imports, the assumption that the policy twists are the same as the forecast twists can introduce an unintended technological deterioration as we go from forecast to policy.  This can lead to an understatement of the benefits from the policy.
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