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Reductions in border assistance
The tariff reduction scenarios are designed to illustrate various aspects of preferential and non-preferential reductions in border assistance (table 
2.1). Since the database, including the protection data, represents the global economy in 2004, the scenarios represent the potential impact of changing barriers that prevailed at that time on the structure of the economies modelled. 
Table 2.

 SEQ Table \* ARABIC 1
Tariff reduction scenariosa
	Code
	Scenario
	Description

	
	Preferential
	

	T1
	Preferential trade agreement between Australia and a small country
	To illustrate the potential impacts of bilateral preferential arrangements between Australia and another small country, reduce estimated tariff rates to zero for all trade between Australia and Thailandb  

	T2
	Preferential trade agreement between Australia and a large country
	To illustrate the potential impacts of bilateral preferential arrangements between Australia and a large country, reduce estimated tariff rates to zero for all trade between Australia and the United Statesb

	
	Non-preferential
	

	T3
	Australian unilateral tariff liberalisation
	To illustrate the potential impacts of unilateral action to eliminate remaining tariffs on imports into Australia, reduce estimated tariff rates to zero for all imports into Australia from all countries

	T4
	APEC members’ tariff liberalisation
	To illustrate the potential impact of full achievement of the APEC Bogor Declaration, reduce estimated tariff rates to zero for all imports into APEC member countries

	T5
	Global tariff liberalisation
	To illustrate the potential impact of action to eliminate tariff protection globally, reduce estimated tariff rates to zero for all imports into all countries


a The base case assumes industry, trade and tariff structures prevailing in 2004. b This is not the same as modelling the impact of the Thailand-Australia or the Australia-United States trade agreements. The scenarios do not allow for factors including how the General System of Preferences (GSP) and developing country trade preferences might interact with the preferences modelled or other factors such as extended phase-in periods, carve outs for sensitive commodities, partial take up of preferences or the impact of rules of origin. The potential impact of some of these factors is considered in a range of sensitivity tests (see chapter 3).
The trade-weighted average applied rates for the countries represented in the model vary from zero in entrepôt economies (Hong Kong and Singapore) to more than 10 per cent in many developing economies (table 2.2). These averages mask large variations within the tariff schedules. For example, Australian tariffs on items of wearing apparel were 25 per cent in 2004.

Table 2.

 SEQ Table \* ARABIC 2
Estimated trade weighted average tariffsa
	GTAP region
	Tariff rate

	
	%

	Australia
	3.2

	New Zealand
	2.5

	China
	5.6

	Hong Kong
	0.0

	Japan
	3.2

	Korea
	5.3

	Taiwan
	3.8

	Indonesia
	3.4

	Malaysia
	5.2

	Philippines
	3.3

	Singapore
	0.0

	Thailand
	8.0

	Bangladesh
	16.8

	India
	12.8

	Rest of Asia
	7.1

	Canada
	1.3

	United States
	1.5

	Mexico
	2.7

	Brazil
	6.2

	Rest of America
	6.9

	European Union
	0.8

	Russia
	7.5

	Rest of Europe
	3.1

	South Africa
	5.0

	Rest of Africa
	11.3


a Trade weighted ad valorem equivalents, calculated by dividing estimated tariff revenue by estimated value of imports (cif). 

Source: GTAP database.
Calculating the shocks

The model shocks consist of reducing the appropriate tariff rates from their database values to zero, implying that no tariff revenue would be collected on bilateral merchandise trade between the partner economies. Tariffs on all items of merchandise trade were included in the scenarios.
Simulation results
Australian GDP and trade are projected to increase (table 
2.3) as the reach of tariff reductions increases with: 

· the importance of bilateral trade — in the GTAP database, Australia imports more from the illustrative large country (the United States in this supplement) — than the illustrative small country (Thailand); and 

· the coverage of countries and global trade flows — as trade liberalisation expands from unilateral tariff reductions by Australia to tariff reductions across APEC economies and to the world. 

Table 2.

 SEQ Table \* ARABIC 3
Projected effects of tariff reductions on real GDP, real GNP and trade volumes

	
	
	Australia
	
	World

	Scenario
	Real GDP
	Real GNP
	Export volumes
	Import volumes
	
	Global product
	Total trade

	
	
	% change
	% change
	% change
	% change
	
	% change
	% change

	T1
	Zero tariffs on all trade between Australia and a small country
	0.054
	0.045
	0.394
	0.471
	
	0.002
	0.011

	T2
	Zero tariffs on all trade between Australia and a large country
	0.117
	0.097
	0.967
	1.151
	
	0.001
	0.023

	T3
	Zero tariffs on all imports into Australia from all countries
	0.559
	0.482
	5.302
	3.715
	
	0.012
	0.066

	T4
	Zero tariffs on all imports into APEC member countries
	0.862
	0.782
	5.972
	6.342
	
	0.532
	3.427

	T5
	Zero tariffs on all imports globally
	0.940
	0.881
	6.320
	7.146
	
	1.179
	6.844


Source: Simulation results.
The potential increase in Australian GDP from eliminating tariffs unilaterally is projected to be: 

· around 10 times the increase from eliminating tariffs on imports from an illustrative small country; 

· nearly 5 times the increase from eliminating tariffs on imports from an illustrative large country;
 and

· more than half of the increase from eliminating tariffs globally.

Some of the projected expansion in Australian activity levels comes from Australia attracting capital from other parts of the world as the competitiveness of Australian industry improves. 
The preferential tariff reduction scenarios (T1 and T2) are projected to provide no noticeable change in global product or trade. The projected impact on global production from unilateral Australian reductions (T3) is small because the Australian economy is relatively small by global standards. Projected increases in global production and trade rise as the geographic coverage of tariff reductions is extended. 

All scenarios project net trade creation for Australia and globally. Nevertheless, the projected effects of the preferential scenarios on Australian exports and world trade are of a smaller order (0.011 and 0.023 per cent net increases in world trade, respectively) than the projected trade outcomes from the non-preferential scenarios (0.066 to 6.84 per cent — table 
2.3). 

While tariff reductions are projected to increase the level of activity and global income, government tariff revenue is projected to decline (box 
2.1).

Do not delete this return as it gives space between the box and what precedes it.
	Box 2.

 SEQ Box \* ARABIC 1
Some implications of tariff reductions on government revenues

	Reducing tariffs would reduce revenues collected on imports from trading partners. In the GTAP database, Australian tariff revenues are estimated to be in the order of US$ 4 billion.

Preferential reductions in tariffs have two immediate effects on tariff revenue. The first effect is the elimination of revenue from tariffs on imports from the partner country. In scenarios T1 and T2, Australia is projected to forgo tariff revenues collected on imports from the small country and the large country, respectively (see table below). The second effect arises from tariffs applied on imports from third parties. If imports from third parties increase, tariff revenues could increase. If, however, the preferential reduction in tariffs diverts trade away from third parties towards the preferential partner then tariff revenue on imports from third parties would decline also. This is the case in scenarios T1 and T2.

Under non-preferential tariff reductions (T3), all tariff revenues are projected to be foregone since tariffs are assumed to be reduced to zero for all partners. 

Projected effects of tariff reductions on real tariff revenues — Australiaa
Revenue collected from partner countries before tariff reductions

Change in tariff revenue collected 

US$ m

US$ m

T1. Australia–small country
124.3

-163.3

T2. Australia–large country
414.9

-498.5
T3. Australiab
3959.3

-3959.3

a( Real changes, which account for changes in relative prices around the world. b(Non-preferential elimination of tariffs reduces all tariff revenues to zero for T3, T4 and T5. 
Source: Simulation results.

	

	


Scenario 1 — Australia–small country bilateral tariff reduction

The level of the tariffs applied to trade between Australia and an illustrative small country influences the relative size of the effects on industries in both partners. On average, the illustrative tariffs in the small country are assumed to be higher than Australian tariffs: 

· the small country is assumed to apply tariffs of up to 40 per cent on many products and 25 per cent of 6-digit HS codes are assumed to have applied tariffs exceeding 20 per cent (figure 
2.1); and

· Australian tariffs are recorded at 5 per cent or less, except for some motor vehicle and textile products (table 
2.4). 

Figure 2.

 SEQ Figure \* ARABIC 1
Estimated MFN tariff rates — Australia and an illustrative small country, 2004a,b
Per cent of tariffs in range (HS6 sub-headings)
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a(Data for Thailand are used for the illustrative small country.  b(Ad valorem MFN tariffs only. 
Source: WTO Tariff Analysis Online database.
Generally, industries with the largest tariffs are projected to experience the largest decreases in output when their protection is removed. This is the case for bovine meat products and fruit and vegetables in the small country, and leather products, wearing apparel and textiles in Australia (table E.3). Resources are projected to move into other industries that can use them more efficiently, including into motor vehicles and parts, and machinery and equipment in the small country, and into crops and ferrous metals in Australia (table E.4). 

Trade in the goods with the highest initial tariffs is projected to increase between Australia and the small country (table E.4). For example, the results project Australian exports of sugar to the small country to increase when the tariff of more than 50 per cent is removed and the small country’s exports of leather products to Australia are also projected to increase.

Trade between Australia and the small country is projected to increase by more than 30 per cent (table 
2.5). Australia is projected to divert around 0.5 per cent of its exports away from other economies towards the small economy in response to the tariff reductions. The small economy is projected to divert a much smaller share of its trade to Australia because the estimated tariff reductions result in a small margin of preference over other imports into the Australian market. The preferential tariff reduction is projected to be net trade creating with imports replacing some domestic production in both economies and world trade projected to increase by 0.01 per cent, or US$ 1.1 billion (table 
2.3).

Table 2.

 SEQ Table \* ARABIC 4
Estimated bilateral trade weighted average tariffs — Australia and an illustrative small country, 2004a,b
	Commodity
	Australia
	Small country

	
	%
	%

	Paddy rice
	0
	0

	Wheat
	0
	27.0

	Cereal grains nec
	0
	27.0

	Vegetables, fruit, nuts
	0.5
	55.2

	Oil seeds
	0.2
	35.0

	Sugar cane, sugar beet
	0
	0

	Plant-based fibres
	0
	5.0

	Crops nec
	0
	35.2

	Cattle,sheep,goats,horses
	0
	11.3

	Animal products nec
	0
	0.7

	Raw milk
	0
	0

	Wool, silk-worm cocoons
	0
	1.0

	Forestry
	0
	16.6

	Fishing
	0
	59.4

	Coal
	0
	1.0

	Oil
	0
	0

	Gas
	0
	0

	Minerals nec
	0.1
	1.3

	Bovine meat
	0
	56.2

	Meat products nec
	0.3
	16.9

	Vegetable oils and fats
	0.5
	21.1

	Dairy products
	0.6
	7.7

	Processed rice
	0
	52.0

	Sugar
	0
	65.0

	Food products nec
	1.9
	22.6

	Beverages and tobacco products
	1.1
	34.4

	Textiles
	9.5
	3.4

	Wearing apparel
	22.0
	27.5

	Leather products
	11.9
	0.8

	Wood products
	4.7
	14.2

	Paper products, publishing
	2.6
	18.8

	Petroleum, coal products
	0
	1.0

	Chemical,rubber,plastic prods
	5.4
	9.2

	Mineral products nec
	3.8
	12.3

	Ferrous metals
	2.4
	5.0

	Metals nec
	0.2
	1.5

	Metal products
	4.6
	18.7

	Motor vehicles and parts
	5.3
	30.0

	Transport equipment nec
	1.8
	8.2

	Electronic equipment
	1.2
	7.2

	Machinery and equipment nec
	5.2
	7.3

	Manufactures nec
	4.3
	10.7


a(Data for Thailand are used for the illustrative small country.  b Trade weighted ad valorem equivalent average tariffs; ratio of relevant tariff revenue to cif imports.
Source: GTAP database.
Table 2.
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Projected changes in bilateral trade flows from eliminating tariffs on trade between Australia and an illustrative small countrya
	Imp  →
Exp   ↓
	Australia
	China
	Japan
	USA
	European Union
	Rest of APEC
	Rest of World
	Thailand

	
	US$ m
	US$ m
	US$ m
	US$ m
	US$ m
	US$ m
	US$ m
	US$ m

	Australia
	-
	-45
	-77
	-58
	-75
	-144
	-115
	944

	China
	-83
	-
	6
	18
	20
	17
	12
	-9

	Japan
	-99
	9
	-
	19
	17
	22
	9
	25

	USA
	-44
	4
	9
	-
	6
	10
	32
	-62

	European Union
	-101
	-6
	-2
	0
	-
	6
	16
	9

	Rest of APEC
	-40
	-4
	9
	2
	9
	-
	13
	-54

	Rest of World
	-21
	-2
	1
	-16
	-30
	9
	-
	8

	Thailand
	916
	-6
	8
	5
	-16
	-2
	-5
	-


a These changes exclude changes in the exports of transport margin services, because transport margin exports are not calculated bilaterally in the GTAP database.
Source: Simulation results.
Incomes in Australia and the small country are projected to increase when reducing tariffs preferentially. Australia is projected to experience a small increase in its terms of trade (0.11 per cent — table 
E.5) and, in both countries, real GNP is projected to increase (0.05 per cent in Australia and 0.37 per cent in the small country — table 
E.6). 
Scenario 2 — Australia–large country bilateral tariff reduction

Although Australia has, and the illustrative large country is assumed to have, low average tariff rates, both countries apply high tariffs to some goods (figure 
2.2). For example, the average Australian applied tariff on wearing apparel, motor vehicles and parts, and textiles imported from the large country exceeds 8 per cent. Australian sugar exports to the large country attract tariffs in excess of 40 per cent, and bovine meat and dairy exports face barriers of 12 per cent (table 
2.6).

Table 2.
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Estimated bilateral trade weighted average tariffs — Australia and an illustrative large country , 2004a
	Commodity
	Australia
	Large country

	
	%
	%

	Paddy rice
	0
	0

	Wheat
	0
	3.0

	Cereal grains nec
	0
	0.4

	Vegetables, fruit, nuts
	1.7
	2.3

	Oil seeds
	0.2
	1.8

	Sugar cane, sugar beet
	0
	0

	Plant-based fibres
	0
	11.9

	Crops nec
	0
	2.5

	Cattle,sheep,goats,horses
	0
	0

	Animal products nec
	0
	0.4

	Raw milk
	0
	0

	Wool, silk-worm cocoons
	0
	1.0

	Forestry
	0.3
	0.2

	Fishing
	0.2
	0.5

	Coal
	0
	0

	Oil
	0
	0.4

	Gas
	0
	0

	Minerals nec
	0.1
	0.1

	Bovine meat
	0
	12.2

	Meat products nec
	3.1
	1.1

	Vegetable oils and fats
	0.1
	6.0

	Dairy products
	1.0
	15.6

	Processed rice
	0
	7.2

	Sugar
	0.5
	42.9

	Food products nec
	2.6
	3.3

	Beverages and tobacco products
	4.1
	4.7

	Textiles
	9.4
	9.9

	Wearing apparel
	15.6
	11.3

	Leather products
	8.0
	5.6

	Wood products
	4.4
	0.7

	Paper products, publishing
	3.0
	0

	Petroleum, coal products
	0
	1.2

	Chemical,rubber,plastic prods
	2.8
	1.8

	Mineral products nec
	5.1
	4.1

	Ferrous metals
	4.7
	0.5

	Metals nec
	0.9
	0.7

	Metal products
	5.9
	2.0

	Motor vehicles and parts
	8.1
	2.0

	Transport equipment nec
	0.2
	0.3

	Electronic equipment
	0.4
	0.3

	Machinery and equipment nec
	3.1
	1.0

	Manufactures nec
	3.6
	0.7


a Data for the United States are used for the illustrative large country. 

Source: GTAP database.

Figure 2.
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Estimated MFN tariff rates — Australian and an illustrative large country, 2004a,b
Per cent of tariffs in range (HS6 sub-headings)
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a Data for the United States are used for the illustrative large country.  b(Ad valorem MFN tariffs only.  

Source: WTO Tariff Analysis Online Database.

When barriers to trade are reduced in Australia and in the large country, Australian exports are projected to increase correspondingly and outputs of bovine meat products, dairy products and sugar expand, along with outputs of the corresponding raw products that are required for their production including bovine cattle, raw milk and sugar cane. Similarly, in the large country, output of wearing apparel, leather products, and motor vehicles and parts is projected to increase. 

As total output in both countries is projected to increase, demand for factors of production also increases, raising returns to these factors. Returns to capital remain fixed according to the assumptions made about capital mobility. Capital stocks in both countries are projected to increase, largely by attracting investment from the rest of the world. As the capital–labour ratio increases, wages are projected to increase 0.02 per cent
 in the large country, and 0.45 per cent
 in Australia. 

Trade between Australia and the large country is projected to increase 14 per cent or US$ 2.1 billion (table 
2.7). In total, the preferential reduction in tariffs is projected to increase world trade by 0.02 per cent or US$ 2.3 billion (table 
2.3).

Table 2.
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Projected changes in bilateral trade volumes from eliminating tariffs on trade between Australia and an illustrative large countrya
	Imp  →
Exp   ↓
	Australia
	China
	Japan
	USA
	European Union
	Rest of APEC
	Rest of World

	
	US$ m
	US$ m
	US$ m
	US$ m
	US$ m
	US$ m
	US$ m

	Australia
	-
	-94
	-210
	2119
	-173
	-376
	-217

	China
	-185
	-
	21
	54
	29
	48
	17

	Japan
	-302
	20
	-
	79
	28
	61
	18

	USA
	2743
	-49
	-51
	-
	-308
	-301
	-147

	European Union
	-536
	4
	14
	53
	-
	62
	82

	Rest of APEC
	-258
	4
	56
	-196
	44
	-
	46

	Rest of World
	-97
	8
	24
	-175
	6
	56
	-


a These changes exclude changes in the exports of transport margin services, because transport margin exports are not calculated bilaterally in the GTAP database.

Source: Simulation results.
The terms of trade in both countries are projected to improve (0.27 per cent in Australia and 0.02 per cent in the large country — table 
E.10) and income is also projected to increase (an increase in GNP of 0.003 per cent in the large country and 0.1 per cent in Australia — table E.11). The projected increase in the large country is small due to the assumed small size of its trade with Australia and the relatively low tariffs in both countries. Real GDP is projected to increase in the large country by 0.003 per cent and in Australia by 0.12 per cent (table E.11). The difference between the projected changes in real GNP and real GDP in Australia arises because income paid on assets owned by foreigners but used in Australia exceeds the estimated income received from Australian-owned assets that are used overseas. 
Scenario 3 — Australian unilateral reduction in tariffs

Although average tariffs in Australia are low relative to those prevailing in many other regions, several industries are characterised by relatively high tariff rates, for example wearing apparel, textiles, leather products, and motor vehicles and parts. Not surprisingly, therefore, these industries are projected to experience the largest declines in activity as the corresponding protective tariffs are removed — wearing apparel output is projected to decrease by 14.7 per cent and textiles output by 9.8 per cent (table 
E.12). 

As the domestic market switches to cheaper imports, exports of wearing apparel, textiles, leather products, and motor vehicles and parts are projected to increase by more than 15 per cent. These industries all use a high proportion of intermediate inputs that attract a high tariff or receive high tariff protection. Once these tariffs are removed, access to cheaper inputs is projected to cause the price of exports to decline and foreign demand for the product to increase. Australian output is projected to increase by 0.5 per cent (table 
E.15).

Australia’s total trade is projected to increase as a result of the tariff reductions, with exports projected to increase more than imports (table 
2.8). Total trade is projected to increase in most other regions and in the world as a whole (0.065 per cent — table 
2.3). Australia is projected to experience a small terms of trade loss which would be expected from a unilateral tariff reduction.

Table 2.
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Projected changes in bilateral trade volumes from Australian unilateral reduction in tariffsa 
	Imp  →
Exp   ↓
	Australia
	China
	Japan
	USA
	European Union
	Rest of APEC
	Rest of World

	
	US$ m
	US$ m
	US$ m
	US$ m
	US$ m
	US$ m
	US$ m

	Australia
	-
	422
	605
	803
	950
	1769
	1214

	China
	2122
	-
	-195
	-470
	-441
	-457
	-275

	Japan
	1167
	-51
	-
	-224
	-165
	-359
	-158

	USA
	121
	59
	14
	-
	36
	-92
	-75

	European Union
	893
	83
	3
	-122
	-
	-223
	-374

	Rest of APEC
	-3
	196
	23
	103
	104
	-
	-55

	Rest of World
	-27
	27
	-18
	64
	195
	-87
	-


a These changes exclude changes in the exports of transport margin services, because transport margin exports are not calculated bilaterally in the GTAP database.
Source: Simulation results.
Australian GDP is projected to increase by 0.56 per cent as a result of an increased capital stock and improved allocative efficiency. Australian real GNP is projected to increase by slightly less (0.48 per cent) because returns to the additional foreign capital are assumed to be sent overseas (table 
E.15).
Scenario 4 — Unilateral reduction in tariffs by APEC members

In this scenario, the unilateral tariff reductions are extended to all APEC members.
 The effects of this scenario depend upon the level of the tariff rates in each APEC member region (figure 
2.3).

Figure 2.

 SEQ Figure \* ARABIC 3
Estimated MFN tariff rates — APEC and Non–APEC, 2004a
Per cent of tariffs in range (HS6 sub-headings)
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a(Ad valorem equivalents of MFN tariffs.

Source: WTO Tariff Analysis Online Database.

Results for Australia project a decrease in output of wearing apparel, leather products and textiles by 17.9, 12.7 and 11.5 per cent respectively (table 
E.16). The output of industries modelled as facing large barriers from other APEC countries is projected to increase the most, including for bovine meat products (31.7 per cent), processed rice (30 per cent) and paddy rice (25.1 per cent). Once tariffs on these goods are removed, the demand for these exports is projected to increase. Without a significant change in domestic demand (Australia did not apply high tariffs to these products before the tariff reduction so the removal of small tariffs is not projected to induce a strong switch away from domestically produced varieties towards imports), the increased demand for exports is projected to cause total output to increase. 

Trade is projected to increase between APEC members and, in some cases, with the rest of the world (table 
2.9). There is evidence that reductions in tariffs by APEC members might cause some trade diversion away from the EU and other non-APEC regions. The largest trade effects are projected to occur in China where average tariffs rates are assumed to be somewhat higher than in some other parts of APEC — table 
E.17. For Australia, exports and imports are projected to increases by more than 5 per cent and 3 per cent respectively (table 
2.3). 

Table 2.
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Projected changes in bilateral trade volumes from unilateral reductions in tariffs by APEC membersa
	Imp  →
Exp   ↓
	Australia
	China
	Japan
	USA
	European Union
	Rest of APEC
	Rest of World

	
	US$ m
	US$ m
	US$ m
	US$ m
	US$ m
	US$ m
	US$ m

	Australia
	-
	2074
	2829
	640
	-203
	1236
	-183

	China
	3238
	-
	11428
	24454
	13913
	37888
	6053

	Japan
	913
	17352
	-
	139
	-1200
	24713
	-891

	USA
	1269
	8608
	8864
	-
	17116
	-4914
	8817

	European Union
	506
	12922
	2856
	-5107
	-
	27479
	-9712

	Rest of APEC
	1612
	48135
	13148
	19447
	18749
	-
	14372

	Rest of World
	-142
	3121
	78
	-1627
	-4661
	9823
	-


a These changes exclude changes in the exports of transport margin services, because transport margin exports are not calculated bilaterally in the GTAP database. 

Source: Simulation results.
The projected terms of trade effects among APEC and non-APEC regions vary — Australia is projected to experience an increase in its terms of trade of 1.1 per cent. All regions are projected to experience an increase in allocative efficiency as resources shift away from protected industries to their highest value use. This, combined with an increase in the capital stock, causes projected increases in real GDP in Australia of 0.86 per cent (table 
E.19). 

Australian real GNP (the model estimate of income) is projected to increase by 0.78 per cent (table 
E.19). Projected real GNP increases exceed real GDP increases in some economies in North Asia, North America and Europe, consistent with these economies being modelled as providing most of the capital required for the projected expansion in other economies (table 
E.19). 
Scenario 5 — Global tariff elimination

Results for global tariff elimination build on those described for tariff reductions in APEC regions. Protected industries in Australia are projected to decline and export-oriented industries that faced barriers expand — for example, the projected outputs of processed rice, bovine meat products, paddy rice and wool all expand, by 33.4, 30.6, 25.1 and 21.3 per cent, respectively (table 
E.20). This pattern also emerges in other areas of the world such as in the EU where agriculture is projected to contract with the removal of protection, and mining and some manufactured outputs are projected to expand. 

Table 2.
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Projected changes in bilateral trade volumes from global MFN tariff reductionsa
	Imp  →
Exp   ↓
	Australia
	China
	Japan
	USA
	European Union
	Rest of APEC
	Rest of World

	
	US$ m
	US$ m
	US$ m
	US$ m
	US$ m
	US$ m
	US$ m

	Australia
	-
	2123
	2633
	359
	306
	1073
	200

	China
	2283
	-
	7298
	9335
	26087
	28438
	29514

	Japan
	300
	15616
	-
	-6062
	9264
	18364
	6411

	USA
	990
	9812
	9498
	-
	21662
	-6733
	13552

	European Union
	2740
	24276
	10187
	16963
	-
	49876
	62464

	Rest of APEC
	590
	46405
	11051
	7240
	23438
	-
	40576

	Rest of World
	1492
	10133
	6582
	28278
	88545
	30609
	-


a These changes exclude changes in the exports of transport margin services, because transport margin exports are not calculated bilaterally in the GTAP database. 
Source: Simulation results.

Income is projected to increase across regions, but by varying amounts. Australian real GNP is projected to increase by 0.88 per cent (table 
E.23) which is lower than the world average increase of 1.2 per cent (table 
2.3). This is due to Australia’s relatively low tariffs. Regions with higher recorded tariffs such as China and the rest of Asia region are projected to achieve higher than average income growth. 
Production in all regions is projected to increase with the elimination of tariff protection. The relative effects depend on the relative size of the tariffs. Real GDP in China and the rest of Asia (where tariffs are relatively large) is therefore projected to increase the most (nearly 3 per cent). Projected real GDP increases in the European Union and North America are smaller (0.48 and 0.11 per cent respectively). Australian real GDP is projected to increase by 0.94 per cent (table 
E.23). 

Trade is projected to expand in all regions with the largest increases occurring in China which is recorded as having some of the highest tariffs and import and export flows (table 
2.10). Australian and world trade is projected to increase by more than 6 per cent and 6.8 per cent respectively (table 
2.3). 

�	To the extent that Australia and other countries have reduced tariffs unilaterally since 2004, the simulations presented in this supplement might overstate the potential effects from bilateral reductions to barriers modelled. 


�	Changes in Gross National Product (GNP) are used for the purposes of this supplement to measure changes in economic welfare. GNP is a measure of income and accounts for what a country can either consume or save. Unlike GDP, it accounts for income from capital owned domestically but used overseas as well as income paid on capital used domestically but owned by foreigners. 


�	It should be noted that the gains from eliminating tariffs bilaterally with multiple partners are not linearly additive. That is, the gains from eliminating tariffs bilaterally with two (identical) small countries, or alternatively with two (identical) large countries, would not be double the gains from eliminating tariffs bilaterally with one small country, or one large country.


�	0.022 per cent for skilled labour and 0.021 per cent for unskilled labour. 


�	0.42 per cent for skilled labour and 0.50 per cent for unskilled labour. 


�	All APEC members are shocked in this simulation except Papua New Guinea, Chile and Brunei Darussalam because they are not identified separately in the aggregated GTAP databases. 
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