	
	


	
	



About this supplement
The Australian Government asked the Productivity Commission to undertake a study of bilateral and regional trade agreements (BRTAs). Among other things, the Commission was asked to assess:

· 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. 
To assist in addressing this issue, the Commission has undertaken two streams of quantitative economic modelling. In one, an econometric analysis was used to examine the effects of 27 representative trade agreements, as implemented, on the value of actual merchandise trade flows using a comprehensive trade database over the period 1970 to 2008. That stream of work utilised a gravity model of trade, with results reported in a separate supplement.

This supplement reports the results of the other stream: a quantitative analysis of some economic effects of selected features of trade agreements using computable general equilibrium modelling (CGE).
Some trade agreements display preferential characteristics while others can be non-discriminatory. The scenarios in this supplement are designed to illustrate some of the economic mechanisms at work in agreements. This is done through a variety of scenarios in which barriers to trade and investment are reduced. 

The economic effects of any particular agreement, however, are specific to the modalities of that agreement and the barriers and structures of the economies involved. In particular, the modalities of an agreement usually consist of more than tariff reductions: they often include trade facilitation measures, reductions in barriers to investment, mutual recognition of products and qualifications, which affects trade in goods and services, and reductions in other barriers to trade in services. 
The results presented in this supplement are drawn from a range of simulations to illustrate some of the possible effects of various elements commonly found in trade agreements.

The simulations illustrate that:
· Reducing tariff barriers is likely to afford larger projected increases in trade, output and income when: 

· the reductions are non-preferential and include a larger geographical area;

· the commodity coverage is extensive; and 

· in preferential arrangements, the costs of Rules of Origin (RoO) are minimised.

· Reducing barriers to trade facilitation is likely to generate increases in international trade and income. The magnitude of these effects would depend on the amount and type of trade facilitation pursued. 

· Reducing barriers to investment has the potential to increase output and income in an economy, and this potential is more likely to be achieved when the barriers are lowered on a non-preferential basis and new Foreign Direct Investment (FDI) is associated with improvements in productivity.
The supplement has benefited from the input of participants at a workshop, which was held on 17 May 2010 and from two referees: Associate Professor Terrie Walmsley (Principal Fellow, Department of Economics, The University of Melbourne and Director of the Center for Global Trade Analysis, Purdue University) and Mr Ken Heydon (former Deputy Director, Trade Directorate, Organisation for Economic Co-operation and Development, Paris).

This supplement supports the Commission’s report on Bilateral and Regional Trade Agreements, which was released on 13 December 2010. 
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