3.4, Impacts OF Mon-tariff Barriers

o

The tabylzzion ¢n the fallcwing pagess -rovides 2 summary of
thase erfvects. Joint remcval of non=-tariff tarriers woulid nive a mgre
positive effect on real econemic activity and employment than
reguction of tariffs. Removal of barriers provides about one-na}f of
the gains to real GNP registared in the comdined case, 2ang Provices
employment gains equivalent to thosa of <the compined case. 7ihe
initial gains from changed net exports are approximately equivalent to
the effects of tariff reduction, but net expdrts are negatively
affected over the longer term, reflecting both stronger positive
effects on final demand and accelerating inflaticn.

There are generalizec positive effecis on industry output,
including Canadian menufacture of non-durables, which are
comparatively insensitive to such changes. The emplowvment gains
reflect this. An interesting consequence of this, however, is a
reductfon fn the general unemployment rate of more than 0.f per cent
by the mid-19905.- In conseguerce of the tighter labour markets, unit
labcur costs rise compared to thosa of the base case, anc inflation
accelerates beyond that of the tase case at the ¢lose of the 1990s.
This indicatfon of diminfshing ccmpetitiveness leads to a particularly
sirong impact on imports, explaining the negative 2fTact con net
exports notecd above.

Again, the impact on government balances follows the pattern
of the combined case. And while the exchange ra2te appreciates

initially, it begins to depreciate again fn the Tlate 1860s =as

inflation accelerates. this too contributes to <ne lenger term
negative impact on net exports.
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