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Foreword

In recent years, Australian governments have entered a range of bilateral and
regional trade agreements, and negotiations are presently underway for more. These
agreements typically seek to reduce trade barriers between partner countries on a
preferential basis, and some also contain provisions affecting broader areas of
policy.

The Commission was asked by the Government to examine the effects of such
agreements on a range of matters, including trade and investment barriers, prospects
for multilateral reform, regional integration and Australia’s economy generally.

In preparing this report, the Commission has drawn on a range of information and
evidence, including material put forward in submissions and during consultations
with interested parties, studies in the academic literature, and research and
quantitative analysis undertaken within the Commission.

Preparation of the report was overseen by Commissioner Patricia Scott and
Associate Commissioner Andrew L. Stoler. Mr Stoler was appointed by the
Government on a part-time basis specifically for the purposes of this study. He has
extensive experience as a United States trade negotiator in Geneva and then as a
Deputy Director-General at the WTO, and his views and knowledge have
contributed to the report in various ways. Mr Stoler does not agree with a number of
the recommendations in this final report, as well as some of the supporting analysis
and findings. His views are set out in appendix A. The Commission considered
these carefully in reaching its conclusions.

The Commission is grateful to all those businesses, organisations, individuals and
officials who participated in the study through submissions, consultations,
workshops and surveys. The research team for the study was led by Paul Gretton
and Tom Nankivell and located in the Commission’s Canberra Office.

Gary Banks AO
Chairman

November 2010
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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

v TERMS OF
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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;

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.

NICK SHERRY
Assistant Treasurer
[received 27 November 2009]
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Disclosure of interests

The Productivity Commission Act 1998 specifies that where Commissioners have or
acquire interests, pecuniary or otherwise, that could conflict with the proper
performance of their functions during an inquiry they must disclose the interests.

Andrew L. Stoler has advised that he holds the position of Executive Director with
the Institute for International Trade at the University of Adelaide. The Institute
undertakes projects related to bilateral and regional trade agreements (as well as
other trade matters) for a range of clients in both the private and public sectors,
including the Department of Foreign Affairs and Trade.
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Explanations

Billion The convention used for a billion is a thousand million (109).

Findings Findings in the body of the report are paragraphs high-
lighted using italics, as this is.

Recommendations  Recommendations in the body of the report are high-
lighted using bold italics.
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