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Some trends in trade and BRTAs
The Commission’s study on Bilateral and Regional Trade Agreements was conducted against the backdrop of a rapid increase over recent years in the number and reach of BRTAs worldwide. With this growth has come some debate about the impact of BRTAs on trade flows.

To provide some context for the econometric studies presented in the chapters that follow, this chapter outlines key trends in the formation of BRTAs and the share of trade links between countries that they potentially cover. It also outlines some difficulties in using simple statistical observations to seek to determine whether, and how, BRTAs affect trade flows. 
Growth in the number and coverage of trade agreements

Since the early 1960s, the number of trade agreements in force and notified to the WTO has grown from 9 to almost 280, more than 200 of which deal with merchandise trade.
 More than half of these agreements have been finalised since 1990 (figure 
1.1). In addition to the agreements notified to the WTO, there are a substantial number of other regional and bilateral agreements that influence trade relations between countries (for example, APEC and those agreements between some members of the former Soviet Union). As well as increasing in number, the scope of agreements has expanded from covering tariff preferences in merchandise trade to including many non-merchandise trade provisions.
Figure 1.

 SEQ Figure \* ARABIC 1
Number of agreements notified to the WTO in force, 
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a Only agreements pertaining to merchandise trade.
Source:  WTO (2010).

The spread of BRTAs has led to a significant increase in the number of global trade relationships potentially affected by preferential arrangements — both directly (trade between members) and indirectly (trade between members and non-members): 

· The potential share of global trade directly affected by one or more trade agreements increased from 23 per cent in 1970 to approximately 49 per cent of global trade flows in 2008 (figure 
1.2 left panel).
 
· The potential share of global trade directly and indirectly affected by trade agreements increased from 75 per cent in 1970 to more than 99 per cent in 2008 (figure 
1.2 right panel).
 
· Available information also indicates that the proportion of trade, by value, that may be directly influenced by two or more agreements has steadily increased.

Figure 1.

 SEQ Figure \* ARABIC 2
Trade agreements influence on global merchandise trade, 1970 — 2008a
	Direct influence (member to member)
	Direct and indirect influence (member to member and member to non-member)
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a Per cent of merchandise trade (in current USD
) based on trade between all countries included in the UN Comtrade database and 416 agreements (223 in force and notified, 88 expired and notified and 105 not notified to the WTO)
. Does not include APEC.
Source: Trade data from UN Comtrade, trade agreements compiled from WTO (2008) and Medvedev (2006).
Historically, because of the economic size and extent of bilateral trade between European economies, and to a lesser extent South American economies, the formation in the decades following the Second World War of agreements such as the EU, EFTA and the Central American Common Market (CACM) resulted in a significant portion of global merchandise trade occurring between BRTA members. 
The share of global trade occurring between members expanded substantially during the late 1980s and rose further with the formation of regional agreements such as ASEAN and NAFTA, and numerous bilateral agreements, to just under half of global merchandise trade by 2008. 
This rapid increase in the number of BRTAs in force globally has led to many overlapping agreements (multiple agreements which share common members); in 2008 more than 5 per cent global merchandise trade was between countries that shared membership of two or more BRTAs (figure 
1.2, left hand panel). 

Impacts on merchandise trade between BRTA members?
The establishment of a trading agreement, or expansion of membership of existing BRTAs, is not necessarily associated with an increase in the importance of trade between member economies (figure 
1.3). For example:

· Following the formation of the Australia–New Zealand Closer Economic Relations Trade Agreement (ANZCERTA), the share of trade between Australia and New Zealand remained fairly stable (at around 5 per cent of the combined trade of Australia and New Zealand in current US dollars).

· Intra-group trade shares for the NAFTA economies increased from an average of 24 per cent in the 4 years prior to the agreement to approximately 30 per cent in the early 2000s before falling to approximately 26 per cent in 2008. 

Figure 1.
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Intra-group merchandise trade shares of major BRTAsa
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a For the purposes of this figure, ‘membership’ of each agreement for the entire period 1970 - 2008 includes all countries that were members of the agreement for at least one year between 1970 and 2008. Share of trade is calculated as the share of trade in current $US between ‘members’ as a percentage of their total trade.
Source: Commission estimates using UN Comtrade data.
Overall, simple statistical observation reveals no consistent pattern between the formation of a BRTA and the magnitude of trade between BRTA member economies relative to the total trade of those economies. Even when there is an association with increased trade between economies and the formation of the agreement, the association does not necessarily imply causality. Other factors may be at work, including economic size and propensity to trade, economic stimulus arising from general micro-economic reform programs (such as unilateral MFN tariff reductions and other trade reforms, and competition policy reforms) and improved macroeconomic stability. 
A more sophisticated analysis is therefore required to separate the impact of BRTA formation and membership from the influence of other factors. 
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�	The Commission was asked to examine the impacts of ‘bilateral and regional trade agreements’ (BRTAs). BRTAs is interpreted to include agreements, including ‘free trade agreements’ and ‘customs unions’, between one or more countries involving the provision of tariff or other trade preferences to members of the agreement. In addition, for the purposes of the Commission’s study, the term is also interpreted to include 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 was agreed by APEC members in the 1994 Bogor Declaration.


�	In 1962, the agreements in force comprised: the Central American Common Market (CACM), European Free Trade Association (EFTA), the Treaty of Rome (from which the EU evolved), EFTA–Finland Association, the Latin American Free Trade Area (LAFTA), the Canada–Australia trade agreement, the Ghana–Upper Volta trade agreement, the EEC–Greece interim agreement and the Equatorial Customs Union (comprised of the Central African Republic, Chad, Congo and Gabon). 


	The WTO reports 204 agreements pertaining to merchandise trade notified to the WTO and in-force in 2010, but this underestimates the actual number of agreements in-force as many are not notified to the WTO. In 2006, there were at least 130 agreements not notified to the WTO (Medvedev 2006).


�	Direct influence refers to trade between countries which have one or more trade agreements in place. However, it should be noted that the figure represents total trade between trade agreement members, rather than the share of that trade that is granted preferences under BRTAs.


�	Indirect influence refers to trade between countries where only one of the countries is a member of any particular trade agreement.


�	Non-US currencies are converted to US dollars using an average annual exchange rate, calculated by weighting the monthly exchange rate with the monthly value of trade.


�	Using a comprehensive sample of trade agreements and the UN’s Comtrade database, it is possible to estimate the proportion of bilateral trade links and volume of global trade flows that are potentially influenced by bilateral and regional trade agreements. The sample was compiled from a WTO sourced list of all notified trade agreements (311 in-force and expired) and from Medvedev (2006) for 105 trade agreements not notified to the WTO. 
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