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Trade and Welfare Effects from RTA

» Ambiguous effects

Not always trade creating or welfare enhancing

Distribution of gains is an issue

Concerns in the RTAs in South Asia: Is SAFTA welfare
enhancing for all members?
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Welfare Effects of SAFTA
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Source: Raihan (2010), Full SAFTA Simulation, using the GTAP model
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Mitigating the adverse consequences and
benefiting from the regional cooperation

+ Isreducing the MFN Tariff an easy option for the relatively
weaker economies in South Asia?

« These countries recognize the need to provide protection to
some of their domestic industries, and they are dependent on
these tariff revenues.

- However, despite the associated difficulties, unilateral and
multilateral liberalization is likely to remain a critical factor in
mitigating some of the adverse welfare consequences.
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NTBs

 Nontariff and para-tariff barriers

« Cooperation is needed to create harmonization of standards
and policies. Lack of harmonization of policies is currently a
major nontariff barrier obstructing trade flows.

« The cost of trading across borders is high

» Importance of trade facilitation

Why Non-Tariff Based Issues of Trade
Facilitation Are Important?

- Import duties are continuously falling in most product
categories and there is limitation to trade gain through
Tariff reductions.

« Gains from reducing transaction costs and expedited
transportation. An Illustration*

= Customs clearance: One day less equals 0.5 percent reduction in
tariff.

= EDI at customs: up to 0.5% Trade cost reduction
= E-Commerce: 10% increase in web hosts increases trade by 1%

*Source: OECD Secrétariat
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The Enabling Trade Index 2010
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Logistic Performance Index
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LPI: South Asia vs. other Regions
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Trade Facilitation Simulation in SAFTA

« Simulation exercise based on GTAP model
« Database: GTAP version 77
o Full SAFTA scenario of tariff cut

+ cut in trade cost for intra-SAARC agricultural and
manufacturing trade by 25%
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Welfare Effects of SAFTA: Incorporation of trade

facilitation and services trade liberalisation

Million US$ Trade
in 2004 price facilitation
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