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Creating a free trade area sliminates both tariff and non-tariff barriers.
Eliminating non-tariff barriers is more complex than eliminating tariif barriess
because their diverse [ormats and justifications make them difficult to compare
and neg-:‘::iat-e-.l. This nagetiating complexity implies: the nesd for a goncurrent
bilateral agréement to establish principles and procedures for their elimimztion,
Thus, choosing the free trade area option requires a bilateral agreement

governing negotiations to remove nen-tariff barriers,

Public policy on fareign investment screening could also require changes
withir a free rade ‘area environment. The causal factors ;gs_qc-nsible for
teshnicatly advanced foreign direct im-'_e;tment differ markedly {rom those
responsisle for branch plant foreign investimant. The impacis on productivity
differ because technical advancement rajses productivity, while branch plants
piten diminish praductivit'y, owing to their relatively inefficient scile of
operaligns. Hence, within'a iree wrade area public pelicy on foreign investment
scresning could be zljered to specify changes in productivity pericrmance as a

maior criteria for suitabie foreign investment.

Tariffs are an instrument of tax policy as well as trade policy. Hence,
tariff elimination in a free trade area requiras a thnr-uug’ﬁ investigation af tax
policy fo determine if other taxes have the same impact on foreign ownérship as

tariffs. This might imply the need for modifications to tax policies that

diszourage imports. Tax policy would also require modification to recoup tax

losses resulting from élimination of tariffs.



