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How to use this Issues Paper

This paper is intended to assist you in preparing a submission to the Productivity
Commission’s Review of Bilateral and Regional Trade Agreements. In undertaking the
study, the Commission intends to consult widely with interested parties.

The paper outlines a range of issues about which the Commission is seeking
information. However, you do not have to answer all of the questions posed in this
paper or limit your comments to the issues mentioned. You are free to submit any
information you consider relevant to the study’s terms of reference. You should give
evidence to support your views, such as data and documentation.

The Commission is seeking information from all sections of the community, including
bodies involved in the development and administration of trade agreements,
researchers, and businesses and their representative organisations. In order to assess
the impact of trade agreements on Australian industry, the Commission is particularly
seeking information from business about their experiences in relation to the
development and operation of trade agreements. For example, in relation to existing
agreements, information on the benefits or costs associated with specific liberalisation
measures or other aspects of agreements could provide helpful case study material.
Views and insights regarding possible future agreements and how they can best meet
the practical needs of business are also being sought.

Please read attachment B for details about how to make a submission, and use the
submission cover sheet provided at the end of this paper. While the Commission would
welcome earlier submissions, your submission should be lodged by no later than
1 March 2010. This will ensure that the Commission can give your input due
consideration in formulating the study’s draft report, which is intended to be released
by the end of June 2010.

1 What has the Commission been asked to do?

The Australian Government has asked the Commission to undertake a study of
bilateral and regional trade agreements (hereafter termed simply ‘trade agreements’
—box 1).

The study is to examine the effectiveness of such trade agreements in responding to
national and global economic and trade developments, and in contributing to efforts
to boost Australia’s engagement in the region and evolving regional economic
architecture. Among other things, the Commission must examine:

« the contribution of such trade agreements to reducing trade and investment
barriers and safeguarding against the introduction of new barriers;

« the role of such trade agreements in lending support to the international trading
system and the World Trade Organization (WTO);
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Box 1 What are bilateral and regional trade agreements?

The terms bilateral trade agreement, regional trade agreement, free trade agreement,
and preferential trade agreement are used at different times and in different ways. The
term customs union is also used to describe a particular form of trade agreement.

The terms of reference ask the Commission to examine the impacts of ‘bilateral and
regional trade agreements’. For this study, the Commission has interpreted the term to
cover:

e agreements concluded between two parties in which the parties, whilst maintaining
their own tariffs, obtain concessional entry to the market of the partner, such as in
the Australia-New Zealand Closer Economic Relations Trade Agreement — such
agreements are variously referred to as preferential or free trade agreements;

« similar agreements between multiple parties, such as Australia’s recent regional
agreement with ASEAN and New Zealand and the North American Free Trade
Agreement — also referred to as preferential or free trade agreements;

e agreements between two or more countries in which members adopt a common
external tariff while allowing concessional trade between partners, such as the
European Union Customs Union; and

o agreements between trading partners to lower their own trade barriers with respect
to all parties (including those outside the agreement) either according to
arrangements bound under the agreement or on a voluntary basis, such as the
APEC Bogor Declaration.

These agreements are distinguished from multilateral, or general trade agreements
concluded between a broad community of countries to provide a most favoured nation,
rules-based system for international trade and investment between members. The
General Agreements for Trade and Tariffs (GATT) and the General Agreement for
Trade in Services (GATS) administered by the WTO are the principal agreements of
this type currently governing global trade.

The actions taken under bilateral and regional trade agreements and general
agreements are also distinguished from unilateral actions by individual countries to
change their own barriers to international trade and investment without the agreement
of others to do likewise.

the potential for such agreements to facilitate adjustment to global economic
developments and to promote regional integration;

the impact of trade agreements on Australia’s trade and economic performance,
in particular any impact on trade flows, unilateral reform, behind-the-border
barriers, investment returns and productivity growth; and

the scope for Australia’s trade agreements to reduce trade and investment
barriers of trading partners or to promote structural reform and productivity
growth in partner countries.
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How have the broader provisions contained in trade agreements affected trade
and investment?

Where broader provisions have been included in trade agreements, have they
been preferential in nature or non-discriminatory?

Overarching issues

In considering the impact of trade agreements on barriers to trade in goods, services
and investment, an overarching issue is the extent to which the provisions in
agreements reduce such barriers in practice.

Are there examples where agreements have largely codified what is already in
place, rather than achieved liberalisation? To what extent is a legal binding on
current practice effective?

To what extent have regulations intended to enforce trade and investment
preferences negotiated under trade agreements limited the liberalising potential of
the agreements?

Is there any evidence that some provisions in trade agreements have in fact
increased barriers to trade and commerce?

A further consideration is whether the agreements have effects that go beyond the
direct effects from trade and investment liberalisation measures.

Is there evidence that trade agreements have prevented the development of new
barriers to Australia’s exports and investment in overseas markets?

More generally, how has the nature and pace of trade and investment reform
been influenced by the formation of trade agreements? Is there evidence that the
formation of trade agreements has contributed to greater reform than could
otherwise have been achieved?

When assessing the effectiveness of any trade agreement in reducing trade and
investment barriers overall, consideration must be given not just to the effect on
barriers applying to intra-agreement trade, but also the barriers applying to trade
with non-partner countries. One issue here i1s whether the existence of a trade
agreement alters the incentives for members to change the barriers to trade with
other countries.
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Does the formation of a trade agreement result in higher tariffs or other barriers
being applied to non-member countries including administered protection such as
anti-dumping duties or non-tariff barriers?

Are there examples of where Australian trade and businesses have been
hampered by the introduction and operation of trade agreements that do not
involve Australia as a party?

4 Economic impacts

The terms of reference ask the Commission to examine the impact of trade
agreements on trade and economic performance, including impacts on trade flows,
investment returns and productivity growth.

Trade and investment flows

The economic impacts of trade agreements for Australia and partner countries (and,
indeed, for other countries not party to the agreements) will depend largely on the
net impacts on trade, investment, production, consumption and government revenue
(including from customs duties).

Economic theory suggests that whether these effects will be positive or negative
depends in part on whether the particular trade agreement in question is ‘trade
diverting’ or ‘trade creating” — that is, does it result in genuinely new trade, or
rather cause pre-existing trade to be switched from third parties to the (potentially
less efficient) trade agreement member.

Rules of origin, and other regulations that enforce the preferential nature of the
agreement, may also influence economic outcomes. For example, the tariff
concessions available under a preferential trade agreement can provide incentives
for producers to change their production decisions to meet the requirements of the
rules of origin, including where to purchase inputs; where to locate production;
where to market their products; and production arrangements (for example,
depending on the nature of the rules of origin there may be an incentive to use less
efficient technology or production processes).

As with the provisions dealing with goods trade, services and third wave provisions
in trade agreements may benefit some within Australia while disadvantaging others,
as they may for entities in partner countries and third countries outside the
agreements. One view is that the economic impacts will largely stem from the
opening up of markets to greater competition — this is generally the case with
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respect to services, investment, intellectual property and government procurement
provisions. A related school of thought is that trade agreements, by encouraging
‘deeper integration’ between partner economies, can generate productivity
improvements by, for example, encouraging a greater diffusion of know-how and
technology among the partners.

Economic impacts can also result from changing technical standards, or standards in
relation to labour and the environment. And as with trade flows, changes in investment
patterns prompted by trade agreements may reflect either diversion or creation.

What has happened to trade flows — both in goods and services — and
investment flows between Australia and partner countries with which it has
entered trade agreements?

To what extent have these trade agreements created new trade and investment,
rather than diverted pre-existing trade and investment from third parties?

What impact have trade agreements had on competition in affected markets?
Which domestic industries, if any, have gained and which, if any, have been harmed?

Have agreements led to lower costs to consumers and other users? What impact has
there been on the range and quality of goods and services available in Australia?

What have been the economic effects of ‘third wave’ provisions? The Commission
is seeking information on the impacts on Australian businesses and consumers of
provisions contained in recent agreements, including those dealing with
intellectual property, government procurement and standards.

To what extent has the Australian Government assisted local businesses to take
advantage of trade agreements? For example, has Austrade assistance been
steered towards countries that are partners to trade agreements?

Compliance and administration costs

In addition to any costs incurred by business associated with changes in competition
(including consequent changes in production methods or input mixes) trade
agreements and the associated rules of origin and other regulations may generate
additional compliance costs for business. For example, a single producer can face
several origin rules for a single product, depending on its export markets. Trade
agreements also generate additional administration costs for government.

The Commission is seeking information from interested parties about the nature and
magnitude of such costs. Some types of costs are incurred regardless of trade
agreements (for example, for general accounting, taxation or audit purposes), so
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ideally interested parties should only provide information on the incremental costs
attributable to trade agreements (that is, the additional activities or component of an
activity’s cost that would not otherwise be incurred). Some potential sources of
compliance and administrative costs are outlined in box 4.

Box 4 Sources of compliance and administration costs

Business compliance costs
o Costs of participating in consultations in relation to proposed agreements.

o Costs to manufacturers and importers in gaining familiarity with terms of
agreements and in particular different rules of origin.

e Cost of calculating and proving origin of goods — including cost of implementing new
systems, process or programs; day-to-day costs of determining origin for each
product or shipment; record keeping; costs in the event of an audit or dispute.

o Costs of submitting tenders and meeting associated process requirements resulting
from changes to government procurement rules.

Government administration and compliance costs

o Costs of negotiating agreements — including staff time and costs involved in
research, consultation, preparation of documents, participation in meetings and
overseas travel.

« Costs of ongoing monitoring/oversight, administration and enforcement — including
providing information, training and rulings to importers and manufactures; and costs
of compliance inspection, audit activity and dispute resolution.

o Costs of meeting provisions in agreements, such as requirements for tender
processes for public projects.

What business compliance costs and government policy-development and
administration costs are incurred as a consequence of Australia participation in
trade agreements?

For merchandise trade, how do these administrative and compliance costs vary
depending on the nature of the rules of origin — for example, whether they are
based on the change-of-tariff classification method, the regional value of content
method, technical tests, or some combination of these?

Are there other factors (for example, the size of the business, frequency of import
or export, nature of production process) that have a significant impact on the
level of compliance costs borne by business?

What are the implications for these costs of the growth of trade agreements and
their different regulations?
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Overall assessments of the economic impacts

The Commission has been asked to analyse the impacts of trade agreements on
Australia’s trade and economic performance, including impacts on productivity
growth. Ideally, any assessment of such broader economic impacts should abstract
from the influence of many other important factors that simultaneously affect
economic performance and the composition and volume of trade, including changes
in general economic conditions (such as terms of trade and exchange rate
movements, and population, employment and general productivity growth) and the
effects of other policy changes.

Analysis of the broad economic effects or assessment of the net welfare
implications of trade agreements for Australia are also complicated by differential
impacts across firms and industries, variation in the effects of agreement-specific
factors and the potential for flow-on or second round effects.

In view of these complexities, an issue for this study is the extent to which
economic impacts can be properly quantified. Box 5 outlines some techniques that
might be used to gauge the economic effects of trade agreements and of alternative
trade liberalisation strategies.

What contribution can the various models and tools (including computable
general equilibrium models, ex post econometric studies, and restrictiveness
indexes) make and what are their limitations?

How have Australia’s existing trade agreements impacted on Australia’s
productivity, international competitiveness, returns to investment, national income
and employment? What are the strengths and weaknesses of assessments of such
impacts?

What contribution can analysis of the features of an agreement make, for
example against a checklist of best practices?

Prior to entering into trade agreements, the Australian Government has typically
commissioned empirical analysis and economic modelling of the prospective costs
and benefits of the agreements.

How have previous empirical studies and economic modelling contributed to
assessments of prospective trade agreements?

What are the strengths and weaknesses of previous studies? To what extent could
the studies’ methodologies be improved upon?
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Box 5 Tools and frameworks for measuring economic impacts

There are a variety of frameworks or tools used to evaluate the economic effects of
trade agreements. Four broad categories may be identified.

« The first is a statistical examination of various economic variables before and after
an agreement is in place (for example, the levels of bilateral trade and investment or
GDP). Such analysis provides a narrative about the economic relationship between
countries over time, but does not, on its own, demonstrate a link between the
provisions of an agreement and any of the economic variables examined.

« The second involves a qualitative analysis of the features or content of an
agreement. Such analysis seeks to evaluate to what extent the provisions contained
in the agreement are likely to affect the economic relationships among the members
of the agreement (and sometimes those countries excluded from the agreement).
One variant on this approach involves assessing the provisions of an agreement
against a check list of best practices or desirable features. Restrictiveness/
liberalisation indexes are another variant, which attempt to map qualitative
assessments to a quantitative framework. Examples include the Member
Liberalisation Index! and the Rules of Origin restrictiveness index2 which map
qualitative assessments of various agreements to a numerical index.

« The third takes an econometric approach in seeking to determine the likely link
between trade agreements and changes in trade, investment and other economic
variables, after controlling for other factors.

« The fourth involves computable general equilibrium (CGE) modelling analysis,
providing detailed assessment of the economy-wide effects of specified changes in
trade policy that flow from a trade agreement.

1 See Adams, R., Dee, P., Gali, J. and McGuire, G. 2003, The Trade and Investment Effects of
Preferential Trading Arrangements — OIld and New Evidence, Productivity Commission Staff Working
Paper, Canberra.

2 See Productivity Commission 2004, ‘Restrictiveness Index for Preferential Rules of Origin’, Supplement
to Productivity Commission Research Report, Rules of Origin under the Australia—New Zealand Closer
Economic Relations Trade Agreement, Canberra, June.

5 Foreign policy and strategic considerations

Trade agreements have the potential to be used as a vehicle for promoting broader
economic integration and serving diplomatic, foreign policy and strategic interests.
Trade agreements, or elements of trade agreements, may be aimed at facilitating
economic and political cooperation; strengthening political cohesion and stability;
encouraging structural reforms and improving governance systems and processes;
promoting development or aid objectives; and enhancing security in partner
countries or our region.
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What foreign policy, strategic and other non-economic objectives have Australia’s
trade agreements sought to achieve?

To what extent can trade agreements support structural and governance reforms
within participating economies? How might this potential be achieved? Is there
evidence that agreements to date have contributed to reform and to beneficial
economic outcomes within participating economies?

How effective have trade agreements been in contributing to efforts to boost
integration in the region? What are the potential benefits and costs of greater
integration?

How do trade agreements entered into with selected countries or regions impact
on our relations with other countries? Can these wider impacts compromise the
trading relations with other countries and the achievement of broader trade and
foreign policy objectives?

To what extent has the conclusion of a trade agreement enabled Australia to
conclude a cooperation agreement in another area with a trade agreement
partner?

6 The future role of bilateral and regional trade
agreements

As noted in the terms of reference, it is widely acknowledged that the benefits of
trade liberalisation are greatest if the liberalisation is undertaken multilaterally. The
Australian Government has indicated that it is committed to reinforcing the primacy
of the multilateral trading system. The terms of reference request that the
Commission consider the role of trade agreements in lending support to the
international trading system and the WTO.

What role should trade agreements play in supporting the international trading
system and the WTO?

Are trade agreements useful as ‘test beds’ for liberalisation strategies in areas not
now covered by the WTO? What are the priority areas for such testing and how
may they prepare the WTO membership for an eventually expanded agenda?

To what extent are trade agreements suited to tackling trade and investment
barriers? How is this affected by the growth in the number of such agreements,
many with different provisions, between other countries?
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Does the evolving web of trade agreements, entered into by trading partners,
mean that Australian businesses would effectively face significant trade
discrimination in many other markets if the Australian Government were not to
pursue trade agreements? What would the consequences of such discrimination
be for Australia’s trade and economic performance?

Alternative mechanisms for achieving the Government’s objectives

As noted above, the Australian Government seeks to achieve various trade and non-
trade objectives through comprehensive trade agreements. The Commission is
interested in exploring the merits of any alternative approaches (outside of unilateral
and multilateral reform) that warrant detailed consideration. Approaches to
agreements can vary in a number of ways. Among other things, they can:

o be preferential or non-discriminatory. The Australia-United States FTA is an
example of the former approach. The APEC Bogor Declaration is an example of
the latter approach — under such ‘open regionalism’, a group of countries agree
to reform their trade barriers with respect to members and non-members alike;

« be comprehensive or focus on particular sectors or issues;

« be voluntary ‘non-binding’ cooperative arrangements or legally binding
agreements, such as treaties;

« entail concrete actions or general statements of intent; and

« seek to agree on all measures up-front or commence with a subset. For example,
some countries aim initially for agreement on a modest range of measures and
build in mechanisms for ongoing review and cooperation to extend the reach of
the agreement over time.

Box 6 sets out some examples of different forms of bilateral and regional
agreements that have been used to achieve trade and non-trade objectives.

What are the relative advantages and disadvantages of these, or any other,
alternative approaches in addressing trade and investment barriers? For example,
are there any particular merits or drawbacks in:

(a) framework agreements that set a future agenda for cooperation; or
(b) more focussed sector-specific agreements?
Are comprehensive trade agreements the most appropriate vehicle for handling

complex service sector market access issues and for addressing behind-the-border
barriers to trade and investment?
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What role should comprehensive trade agreements play in achieving Australia’s
foreign policy objectives and other non-trade related objectives such as
influencing labour and environmental standards in partner countries? What are
the advantages and disadvantages of using trade agreements as the vehicle for
achieving such objectives? Would alternative mechanisms achieve these
objectives more effectively and efficiently?

Box 6 Some forms of agreements between countries
Options available to governments to pursue trade and other policy objectives, include:

» Treaties (conventions or protocols) which are written agreements between two or
more governments that are binding in international law. While a treaty can cover
agreements focussed specifically on trade (including the GATT), it can also apply to
a wide range of topics, such as movement of persons, national security and human
rights.

« Memoranda of Understanding (MoU) (or joint declarations) which are non-binding
statements of intention or commitment by the parties. They can cover almost any topic,
providing a formal statement of the outcome of diplomatic negotiations. Examples
include the MoU between the MERCOSUR members and Singapore on trade and
investment cooperation and the MoU on Defence Cooperation between Australia and
India.

In the area of trade and investment, alternative arrangements to trade agreements
include:

o Trade and Investment Framework Agreements (TIFAs) and Economic Framework
Agreements, such as the EU-Australia partnership framework as well as various
agreements used by countries such as the United States and Japan, provide a
framework for governments to regularly meet and discuss trade and investment
issues, and typically identify priority areas for cooperation.

« Bilateral Investment Treaties (BITs) between two countries which aim to protect and
encourage investment by domestic companies in the partner country. They set
general rules (including MFN and national treatment principles) and provide
frameworks for dispute settlements. Australia is party to 21 BITs (there were 5 500 in
force globally in 2009).

« Sector-specific agreements that cover only a particular range of goods or services.
These agreements can also have limited scope, such as the APEC Mutual Recognition
Agreement (MRA) for Conformity Assessment of Telecommunications Equipment that
recognises conformity assessments of the nominated products, but does not harmonise
the applicable regulations. Wider MRAs also exist between trade agreement partners,
such as the Trans-Tasman MRA between Australia and New Zealand.
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7 Best practice principles for bilateral and regional
trade agreements

The Mortimer Review of Export Policies and Programs proposed that, if the
Australian Government is intending to pursue trade agreements, it adopt clear
principles to guide its future approach to free trade agreements. The Review
proposed a number of benchmarks or best practice guidelines that could be applied
when assessing the merits of prospective future agreements (box 7). APEC and the
Asian Development Bank, amongst others, have also developed best practices or
guidelines for negotiating trade agreements.

How useful are these benchmarks/guidelines, or other ‘template’ approaches, when
considering potential trade agreement partners and the design/content of prospective
agreements? Could such approaches unduly restrict negotiating flexibility?

Are there alternative or additional strategies and design principles that should be
adopted to ensure that any future trade agreements deliver the maximum
economic and other benefits for the Australian community?

If so, what would these entail? For example, should they provide criteria for
determining appropriate partners with which to negotiate agreements, as well as
desirable forms of agreements?

How could rules of origin, or other regulations intended to enforce preferences
under agreements, be changed so as to increase the benefits of trade agreements?

How do Australia’s trade agreements compare with those negotiated by other
countries? What are the relative strengths and weaknesses?

Box 7 Benchmarks proposed by Mortimer Review

When assessing prospective future ‘free trade agreements’ (FTAs), the Government
should determine whether the agreement has the potential to:

o counter trade diversion or deliver substantial commercial and wider economic
benefits more quickly than would be possible through other efforts;

« be fully consistent with WTO provisions;

o deliver ‘WTO-plus’ outcomes in the form of liberalising commitments that are
broader and deeper than those undertaken in the WTO;

« provide for substantial liberalisation — including by eliminating virtually all tariffs and
delivering new and significant access opportunities for services and investment —
within a reasonable time period;

« allow, where possible, for the accession of third countries and be consistent with the
goal of regional free and open trade and investment; and

« promote Australia’s foreign and security policy interests.
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Are comprehensive agreements the best way forward?

What are the pros and cons of comprehensive trade agreements?

o To what extent are non-trade issues included in more comprehensive
agreements? What are the implications for domestic policy of such inclusions?

o Do the costs of negotiating broad agreements vary significantly from those of
negotiating narrower agreements?

o How do broader agreements interact with domestic reform efforts and national
efforts to liberalise trade and investment policies on a non-discriminatory
basis?

Would there be benefits if Australia adopted a different, lower ambition, template
for its negotiations with some countries? Could agreements be issue or sector-
specific instead of attempting to be comprehensive?

Should Australia adopt a phased approach to negotiating trade agreements
instead of attempting to finalise a comprehensive agreement as a pre-condition
for it entering into force?

Can processes be improved?

Significant costs may be incurred by governments, in negotiating and implementing
trade agreements, and by business, in participating in consultations. The
Commission is therefore seeking the views of interested parties on whether there is
scope to streamline or otherwise improve current processes and if so, specific
suggestions for change.

What are the key strengths and weaknesses of existing trade agreement
negotiation processes?

Is the process for determining prospective partners for possible trade agreements
with Australia appropriate?

o Are there ways that the current approach to prioritising and sequencing of
negotiations could be enhanced so as to deliver greater net benefits for
Australia?

o Can feasibility studies be improved, and how might this be done? For example,
is there scope to improve the economic and strategic analysis of the likely
gains and costs of a trade agreement?
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Are agreements taking too long to negotiate and, if so how can the process be
streamlined or expedited?

o Can protracted negotiations be counter-productive to fostering greater
economic cooperation and integration?

o What existing processes or mechanisms exist to deal with extended delays in
negotiations?

o Would there be advantages in including exit clauses in agreements to
negotiate, in order to provide a mechanism for the suspension or termination
of negotiations where the process is not meeting expectations? What other
approaches should be considered?

Are the resources (including in terms of the quantum and quality/skills) currently
committed by government departments and agencies to the negotiation,
implementation, maintenance and review tasks adequate?

Is the type, extent and timing of consultation with business appropriate? If not,
how could consultation processes be improved? Would there be benefits in a more
formalised and structured approach to consultation?

Are existing processes for the ex post review of agreements sufficient? Is there a
need for a more rigorous evaluation of costs and benefits? What can be done to
improve processes for identifying successes and other outcomes, including those
that may be less tangible or difficult to attribute to the existence of a trade
agreement?

Evolution of existing agreements

In addition to seeking feedback on how the nature of agreements in the future may
evolve to be different from those being negotiated today, the Commission also
needs to assess the scope for individual agreements, once in place, to evolve over
time to deliver further benefits, including through review provisions and built-in
agenda.

What features of current agreements provide scope for the agreements to evolve
over time and deliver benefits in the future?

How can review provisions be best used to ensure the outcomes of agreements are
periodically evaluated and that there is scope to negotiate new or amended
provisions where the effects are not those intended?
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Is there scope to make greater use of built-in provisions that allow for continuing
negotiations or commitments to achieving deeper liberalisation or other reforms
over time?

What other mechanisms or design features should be considered for inclusion in
agreements that would enhance them over time? For example, to what extent
should trade agreements provide for the later accession of other countries to the
agreements?

What strategies can be pursued to progressively translate liberalisation of trade
and investment achieved through preferential provisions in the trade agreements
to broader, non-discriminatory liberalisation?
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Attachment A: Terms of Reference

REVIEW OF BILATERAL AND REGIONAL TRADE AGREEMENTS

The Productivity Commission is requested to undertake a study on the impact of bilateral and
regional trade agreements on trade and investment barriers and on Australia’s trade and economic
performance.

Context

It is widely acknowledged that the benefits of trade liberalisation are greatest if the liberalisation is
undertaken multilaterally. Nevertheless, conclusion of the current round of multilateral trade
negotiations has proven elusive and many countries have sought more quickly realisable outcomes
through bilateral and regional free trade agreements. Free trade agreements have also been seen by
many as promoting broader economic integration and serving foreign policy and strategic interests.

Globally, bilateral and regional trade arrangements have thus emerged as part of the policy
landscape. The World Trade Organization estimates that close to 400 free trade agreements will be
in force globally by 2010. The proliferation of free trade agreements poses many challenges for
Australia and for the global trading system. Depending on the nature of the agreements they can
carry the risk of trade diversion. Countries not party to agreements can be disadvantaged by the
preferences offered to others under the agreements.

The Australian Government is committed to reinforcing the primacy of the multilateral trading
system and resisting any rise in global protectionist measures. Australia has been pursuing bilateral
and regional agreements intended to support the multilateral trading system while also enhancing
commercial opportunities between Australian businesses and businesses in partner countries and
enhancing Australia’s broader economic, foreign and security policy interests. Australia has
therefore signed a number of trade agreements and is in the process of negotiating, or considering,
several others.

Against this background, the Commission is requested to provide advice on the effectiveness of
trade agreements in responding to national and global economic and trade developments and in
contributing to efforts to boost Australia’s engagement in the region and evolving regional
economic architecture.

Scope of the Study
The Commission is requested to:

. examine the evidence that bilateral and regional trade agreements have contributed to a
reduction in trade and investment barriers. Consider also to what extent such agreements are
suited to tackling such barriers, including in the context of the proliferation of such
agreements between other countries;

. examine the evidence that bilateral and regional trade agreements have safeguarded against
the introduction of new barriers. Consider also the potential for trade discrimination against
Australian businesses without full engagement in the evolving network of bilateral and
regional agreements;

. consider the role of bilateral and regional trade agreements in lending support to the
international trading system and the World Trade Organization;
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analyse the potential for trade agreements to facilitate adjustment to global economic
developments and to promote regional integration;

assess the impact of bilateral and regional agreements on Australia’s trade and economic
performance, in particular any impact on trade flows, unilateral reform, behind-the-border
barriers, investment returns and productivity growth;

assess the scope for Australia’s trade agreements to reduce trade and investment barriers of
trading partners or to promote structural reform and productivity growth in partner countries.
Consider alternative options for promoting productivity improving reform in partner
countries; and

assess the scope for agreements to evolve over time to deliver further benefits, including
through review provisions and built-in agenda.

Key Considerations

In conducting the study and making recommendations the Commission shall:

seek public submissions and consult widely with the business sector, government agencies
and other interested parties;

draw on available, credible evidence both nationally and internationally and take into account
the changed international trade, economic and strategic environment;

have regard for the Government’s commitment to uphold Australia’s international treaty
obligations and to play a constructive role in any global response to the economic challenge of
rekindling sustained growth; and

have regard to the report of the independent Review of Export Policies and Programs
undertaken by Mr David Mortimer AO and Dr John Edwards and the work undertaken by the
associated FTA Reference Panel.

The Commission is to produce and publish a final report within twelve months of commencement.

A MKM/\

NICK SHERRY
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Attachment B: How to make a submission

There is no specified format for a submission (for example, it may be in written or
audio format). Submissions may range from a short letter outlining your views on a
particular topic to a much more substantial document covering a range of issues.
You are free to submit any information you consider relevant to the study’s terms of
reference. You should give evidence to support your views, such as data and
documentation. While every submission is welcome, multiple, identical submissions
do not carry any more weight than the merits of an argument in a single submission.

The Commission will make all submissions available for others to read on its
website. Copyright in submissions sent to the Commission, however, resides with
the author(s), not with the Commission. Submissions will become publicly available
documents once placed on the Commission’s website, which will normally occur
shortly after receipt of the submission, unless it is marked confidential or
accompanied by a request to delay release for a short period. Confidential material,
which will not be made public, should be provided under a separate cover and
clearly marked ‘IN CONFIDENCE".

Each submission should also be accompanied by a cover sheet on which submitting
individuals and organisations can provide personal and organisational details. For
submissions received from individuals, personal contact details (including home
address, phone and fax number) in the text of the submission will be removed
before it is made publicly available. Only the submitter’s name and State or
Territory of residence will appear in the published submission in order to ensure
compliance with privacy laws. A submission cover sheet is attached.

Submissions may be sent by email, fax, audio cassette or mail. Arrangements can
also be made to record oral submissions over the telephone. An electronic copy, if
not already provided, would be appreciated either by e-mail or on disk. The
electronic version can be either a text document (.doc, .txt) or Adobe Portable
Document Format (.pdf). Submissions will be published on the Commission’s
website in pdf format. Please ensure that the version sent to the Commission is the
final version and that you have removed any drafting notes, track changes,
annotations and other hidden text and marked revisions. Please also remove any
internal links and large logos and decorative graphics (to keep file sizes down). This
will enable the submission to be easily viewed and downloaded from the website.
Please note that submissions will remain on the Commission’s website indefinitely.

The Commission has 12 months to complete this study. It intends to release its draft
report by the end of June 2010. To ensure that adequate consideration can be given
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to submissions prior to finalisation of the draft report, submissions should be lodged
by 1 March 2010.

By mail: Review of Bilateral and Regional Trade Agreements
Productivity Commission
GPO Box 1428
Canberra City ACT 2601

By fax: 02 6240 3311
By email*: tradeagreements@pc.gov.au
* If you do not receive notification of receipt of an email message you have sent to

the Commission within two working days of sending, please contact the
Commission.

ISSUES PAPER 27






Productivity Commission

SUBMISSION COVER SHEET

(not for publication)

Review of Bilateral and Regional Trade Agreements

Please complete and submit this form with your submission:

By email: tradeagreements@pc.gov.au OR By fax: (02) 6240 3311

Or by post: Review of Trade Agreements Study

Productivity Commission

GPO Box 1428
Canberra City ACT 2601

s
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CONFIDENTIAL MATERIAL

|:| Please indicate if your submission contains confidential material (such as commercially sensitive data).

This material should be provided under a separate cover, or otherwise separated from the rest of the
submission, and clearly marked ‘IN CONFIDENCE’

Please note:

e For submissions made by individuals, all personal details other than your name and the state or territory
in which you reside will be removed from your submission before it is published on the Commission’s
website.

e Submissions, except for any confidential material, will be placed on the Commission’s website, shortly
after receipt, unless accompanied by a request to delay release for a short period, where they will remain
indefinitely.

e Copyright in submissions resides with the author(s), not with the Productivity Commission.






