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Abstract

Preferential trade agreements with major trade partners can play an important role
in maintaining and deepening of current trade. This is especially important in the
case of Iran; because it needed to develop non-oil exports and needs to enhance its
role and level of participation in the global production value chains of various
industries. As production tariffs have fallen around the world, trade agreements have
shifted their focus to other issues, including: foreign investment rules, e-commerce
regulations, service trade, technical standards harmonization, health regulations, and
simplify the rules. International trade occurs in physical space and moving goods
requires time. The customs process of international trade and the movement of goods
takes time. This article examines the importance of time as a trade barrier, estimates
the cost of time, and relates it to patterns of trade and the international organization
of production. The relative decline in transportation prices over time reduces time
costs, and this is a convincing explanation for the growth of total trade, the combined
effects on trade growth. The present study intends to investigate the simultaneous
effect of the economic agreement between Iran and Turkey and the implementation
of customs automation on reducing trade costs using a dynamic GTAP model
according to the tariff reduction scenario under this agreement for the period 2011-
2025. In order to measure both the primary and secondary impacts of these nontariff
barriers, we use the General Trade Analysis Project-GTAP- model to simulate the
reduce trade costs under customs automation and PTA agreement between between
Iran and Turkey. The results show that the reduction of customs costs in concluding
the agreement is very significant when customs automation is implemented.
Keyword: Preferential Trade Agreement, Customs, Global Trade Analysis Project,
Trade Costs.
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1. Introduction

Preferential trade agreements with major trade partners can play an important role
In maintaining and deepening of current trade. This is especially important in the
case of Iran; because it needed to develop non-oil exports and needs to enhance its
role and level of participation in the global production value chains of various
industries.

As production tariffs have fallen around the world, trade agreements have shifted
their focus to other issues, including: foreign investment rules, e-commerce
regulations, service trade, technical standards harmonization, health regulations, and
simplify the rules. International trade occurs in physical space and moving goods
requires time. The customs process of international trade and the movement of goods
takes time. This article examines the importance of time as a trade barrier, estimates
the cost of time, and relates it to patterns of trade and the international organization
of production. The relative decline in transportation prices over time reduces time
costs, and this is a convincing explanation for the growth of total trade, the combined
effects on trade growth. The present study intends to investigate the simultaneous
effect of the economic agreement between Iran and Turkey and the implementation
of customs automation on reducing trade costs using a dynamic GTAP model
according to the tariff reduction scenario under this agreement for the period 2011-
2025. In order to measure both the primary and secondary impacts of these nontariff
barriers, we use the General Trade Analysis Project-GTAP- model to simulate the
reduce trade costs under customs automation and PTA agreement between between
Iran and Turkey. The results show that the reduction of customs costs in concluding
the agreement is very significant when customs automation is implemented.

2. Method
The present study intends to investigate the impact of preferential trade agreement
between Iran and turkey and implementation of customs automation on trade costs
in Iran using a dynamic GTAP model (Global Trade Analysis Project) for the period
2011-2025.

3. Conclusion
The very favourable result of reducing customs costs has several explanations. First,
this is the only criterion of the agreement that is non-discriminatory and benefits all
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trading partners. Second, in contrast to the reduction in tariffs, which leads to a loss
of revenue, the reduction of customs costs by customs automation saves time and
thus lowers the effective price of the product.



Applied Economics Studies, Iran (AESI) 40
Volume 10, Number 40, Winter 2022

References

Abu Nouri, Ismail; Saadat, Rahman; Beki Haskooi, Morteza; and Zare, Mohammad Hassan, (2017). "The
welfare effects of Iran's accession to the World Trade Organization within the framework of a dynamic
computable general equilibrium model.” Quarterly Journal of Business Research, No. 84, Pp: 131-167. (In
Persian).

Adams, P.D.; Horridge, M. & Wittwer, G., (2002). “MMRF-GREEN: a dynamic multi-regional applied general
equilibrium model of the Australian economy, based on the MMR and MONASH models”. Draft
Documentation Prepared for the Regional GE Modelling Course, 25-29 November 2002. Centre of Policy
Studies, Monash University.

Akhbari, R., Jalaei, A. M., Nejati, M., & Javadinia, M. (2019). Investigating the Impact of International
Agreements on Environmental Quality through Foreign Direct Investment Channel with CGE Model
Approach: A Case Study of Borjam Agreement. Economic Research, No.54 (4), Pp: 819-787 (In Persian).

Aminizadeh, M., Karbasi, A. R., Riahi, A., & Ramezani, M. R. (2019). Evaluation of the effect of Iran's
membership in trade agreements on saffron exports. Journal of Saffron Agriculture and Technology, No.
7(4), Pp: 549-537 (In Persian).

Arbab, H. R. (2001). Iran's economic benefits from the expansion of trade relations with ECO countries. PhD
Thesis, Faculty of Economics, Allameh Tabatabaei University (In Persian).

Ayoki, M., (2013). “Trade Policies and Poverty in Uganda: A Computable General Equilibrium Micro
Simulation Analysis”, Nairobi: African Economic Research Consortium.

Aczerbaijani, Karim; Ranjbar, Homayoun, (2013). "Commercial achievements of concluding a free trade
agreement between the selected countries of Mena and the ASEAN bloc (Case study: Iran)”. Quarterly
Journal of Business Research, No. 69, pp: 1-22. (In Persian).

Bagheri, F. (2014). Investigating the effect of exchange rate shocks on investment and employment with the
approach of computable general equilibrium model in several regions, Master Thesis, Shahid Bahonar
University of Kerman. (In Persian).

Bagwell, K. & Staiger, R., (2003, Fall). Economic Theory and the Interpretation of GATT/WTO. The American
Economist.

Bchir, M. H.; Decreux, Y.; Gurin, J.-L. & Jean, S., (2002).” MIRAGE, A Computable General Equilibrium
Model for Trade Policy Analysis”. Working Papers 2002-17, CEPII.

Berfisher, Marie, (2013). Introduction to computable general equilibrium models. Translated by Fatemeh
Bazazan, Tehran: Database of Statistics Center of Iran, Central Bank and Customs of the Islamic Republic
of Iran. (In Persian).

Bernanke, B. S.; Gertler, M. & Gilchrist, S., (1999). “The financial accelerator in a quantitative business cycle
framework”. In: Handbook of Macroeconomics, vol. 1, Part C. Elsevier, Amsterdam, Pp: 1341-1393
(Chapter 21).

Beverelli, C.; Neumueller, S. & Teh, R., (2015). “Export Diversification Effects of the WTO Trade Facilitation
Agreement”. World Development, No. 76, Pp: 293-310.

Brenton, P.; Di Mauro, F. & Lucke, M., (1998). “Economic Integration and FDI: An Empirical Analysis of
Foreign Invesment in the EU and in Central and Easern Europe”. Kiel Working Paper, No. 809, Insitute for
Economy of the Kiel University, November.

Bhagwati, J. & Panagariya, A., (1996). “Preferential Trading Areas and Multilateralism: Strangers, Friends or
Foes?”. Papers 9596-04, Columbia - Department of Economics .

Bouét, A.; Fontagné, L.; Mimouni, M. & Pichot, X., (2002). “Macmaps: une mesure bilatérale et désagrégée de
l'acces au marché”. Econ. Int. No. 89 (1), Pp: 39-64.

Brockmeier, M., (2001). “A Graphical Exposition of the GTAP Model”. GTAP Technical Paper, No. 8.

Bickerdike, C. F., (1907). “Review of Protective and Preferential Import Duties by A. C. Pigou”. Economic
Journal, 17, March, Pp: 98-102.



Applied Economics Studies, Iran (AESI) 41
Volume 10, Number 40, Winter 2022

Ca'Zorzi, M.; Rubaszek, M., (2012). “On the empirical evidence of the intertemporal current account model for
the euro area countries”. Rev. Dev. Econ. No. 16 (1), Pp: 95-106.

Chen, Sh. & Ravallion, M., (2004). “Welfare Impact of China Accession to the WTO”. The World Bank
Economic Review, Vol. 18, No. 1, Pp 29-57.

Jean-pierre, C., (2009). “The Disributive Impact of Vietnam’s Accession to the WTO”. Economie Internationale,
Pp: 43-71.

Codsi, G.; Pearson, K. R. & Wilcoxen, P. J., (1992). “General-purpose software for intertemporal economic
models”. Comput. Sci. Econ. Manag. No. 5 (1), Pp: 57-79 .

Djankov, S.; Freund, C. & Pham, C. S., (2010). “Trading on Time”. The Review of Economics and Statistics,
No. 92 (1), Pp: 166-173.

Dixon, P.; Parmenter, B.; Sutton, J. & Vincent, D., (1982). “ORANI: A Multisectoral Model of the Australian
Economy”. Contributions to Economic Analysis, VVol. 142, NorthHoll and Publishing Company, Amsterdam.

Edgeworth, F. Y., (1894). “Competition and Custom”. In: R. H. Palgrave (Ed) Dictionary of Political Economy,
London: Macmillan & Company .

Elahi, Sha'ban; Hassanzadeh, Alireza, (2007). "Study of the role of electronic customs in facilitating exports.”
Quarterly Journal of Business Research, No. 43, pp. 120-93. (In Persian).

Elena, I. & Terrie L. W., (2012). Dynamic-modeling-and-applications-for-global-economic-analysis.
Cambridge University Press.

Eromenko, 1., (2010). Accession to the WTO, Computable General Equilibrium Analysis: The Case of Ukraine.
Munich Personal Repe Archive (MPRA).

Fisher, W. H., (2005). “Current account dynamics in a small open-economy model of status seeking”. Rev. Int.
Econ, No. 13 (2), Pp: 262-282.

Fox, A.; Francois, J. & Londofio-Kent, P., (2003). “Measuring Border Costs and their Impact on Trade Flows:
The United States-Mexican Trucking Case”. GTAP Resource. No, 1282.

Qalandari, Ahmad, (2012). "Study on the Feasibility Study of Economic Convergence of Iran, Turkey and the
South Caucasus". Master Thesis, University of Tehran. (In Persian).

Qarabaghian, Morteza, (1997), "Demand for money and income distribution (1959-1993)". Planning and Budget
Quarterly, No. 15, pp. 3-12. (In Persian).

Greenway, D.; Morgan, W. & Wright, P., (2002). “Trade liberalization and growth in developing countries”.
Journal of Development Economics, No. 67, Pp: 229-244.

Ha, P. V. & Kompas, T., (2016). “Solving intertemporal CGE models in parallel using a singly bordered block
diagonal ordering technique”. Econ. Model. Part A, No. 52, Pp: 3-12, (Special Issue on Recent Developments
in Decision-Making, Monetary Policyand Financial Markets).

Ha, P. V.; Nguyen, H. T. M.; Kompas, T. & Long, C, H., (2017). “Building a better trade model to determine
local effects: A regional and intertemporal GTAP model”. Economic Modelling, No. 67, Pp: 102-113.

Harrison, W. J. & Pearson, K. R., (1998). An Introduction to GEMPACK. GEMPACK Document No. GPD-1
(4™ ed.). Melbourne, Australia: Centre of Policy Studies and Impact Project, Monash University.

Hertel, T. W., (Ed.). (1997). Global Trade Analysis: Modeling and Applications. Cambridge University Press,
Cambridge, New York.

Hosseini, Mir Abdullah; Zahedtalaban, Ali, (2006). "Estimating the quantitative effects of the Iran-EU Trade
and Cooperation Agreement on Iran's foreign trade development.” Journal of Commerce, No. 40, pp. 53-94.
(In Persian).

Horridge, M., (2003). “ORANI-G: a generic single-country computable general equilibrium model”. Edition
prepared for the Practical GE Modelling Course, June 23-27, 2003. Centre of Policy Studies and Impact
Project, Monash University, Australia.

Hummels, D., (2001). “Time as a Trade Barrier”. Working paper, Purdue University, July 2001.

Hummels, D. L. & Schaur, G., (2013). “Time as a Trade Barrier”. American Economic Review, No. 103 (7), Pp:
2935-2959.



Applied Economics Studies, Iran (AESI) 42
Volume 10, Number 40, Winter 2022

Jacob, V., (1950). The Custom Union Issue. New York: Carnegie Endowment for International Peace.
Johnson, H. G., (1953). “Optimum Tariffs and Retaliation”. Review of Economic Studies, Vol. 21, No. 2, Pp:
142-153.

King, R. G. & Wolman, A. L. (1996). “Inflation targeting in a St. Louis model of the 21% century”. Review, Pp:
83-107.

Lohmar, B.; Diao, X.; Somwaru, A.; Tuan, F. C. & Chan, K. K., (2003). “Softening the Impact of Adjustment
to Reform: The China Experience”. Policy Reform and Adjustment Workshop, October 23-25, Imperial
College London, Wye Campus 15733, International Agricultural Policy Reform and Adjustment Project
(IAPRAP).

Lipsey, R., (1958). “The Theory of Customs Unions: A General Equilibrium Analysis”. Ph.D. Dissertation.

Limao, N., (2006). “Preferential Trade Agreements as Stumbling Blocks for Multilateral Trade Liberalization:
Evidence for the United States”. The American Economic Review, No. 96(3), Pp: 896-914.

Liu, X. et al., (2007). “Agricultural Trade Liberalization and Poverty in CHINA: Linked CGE Model Analysis”.
Presentation at IATRC Conference Held in Beijing China on July 7-9™.

Majdzadeh Tabatabai, Sharareh; and Rahmatkhah Fardjahromi, Amin, (2015). "Study of the effect of electronic
customs on improving the customs performance of exports and imports in Fars province customs". The First
International Conference on New Developments in Management, Economics and Accounting, Tehran. (In
Persian).

Mahmoudi, A. (2015). Global Trade Analysis Project (GTAP). Islamic Azad University, Mahabad Branch. (In
Persian).

Mahmoudi, A. (2014). The effects of economic convergence of ECO member countries in a standard model of
general equilibrium (GTAP). Quarterly Journal of Economic Research and Policy, 70, 5-30. (In Persian).
Marzban, Hussein; Nejati, Mehdi, (2012). "Effect of Foreign Direct Investment Overflow and the Role of Ability
to Attract Domestic Enterprises in the Industrial Sector: The Case of Iran (1997-2007)". Quarterly Journal

of Economic Research, Volume 47, Number 4, pp: 219-201. (In Persian).

MahdiPortmali, F. (2005). Evaluation and Determination of Iran's Bilateral Trade Capacities with the Member
States of the Preferential Trade Agreement of the Organization of the Islamic Conference. Quarterly Journal
of Business Research, 9(36), 107-139. (In Persian).

Mc Dougall, R.; Walmsley, Z. A. T.; Hertel, T. & Villoria, N., (2012). “General Equilibrium Mechanisms and
Real Exchange Rate in the GTAP Model”. Third Draft of a Technical Document, November. Pp: 1-40.

McKibbin, W. J. & Sachs, J. D., (1991). Global linkages: Macroeconomic Interdependence and Cooperation in
the World Economy. Brookings Institution, Washington, DC.

McKibbin, W. J. & Wilcoxen, P. J., (1999). “The theoretical and empirical structure of the GCubed model”.
Econ. Model, No. 16 (1), Pp: 123-148.

Mart inez-Zarzoso, I. & M'arquez-Ramos, L., (2008). “The Effect of Trade Facilitation on Sectoral Trade. The
B. E”. Journal of Economic Analysis & Policy, No. 8(1), Pp: 1-44.

Mill, J. S., (1844). Essays on Some Unsettled Questions of Political Economy. London: Parker.

Morely, S. & Pinerio, V., (2004). The Effect of WTO and FTAA on Agriculture and the Rural Sector in Latin
America. Washington, D. C: International Food Policy Research Insitute .

Najjari, Jafar, (2012). "Simulation of a computable general equilibrium model for trade reform and poverty in
the Iranian economy." Master Thesis, Zabol University. (In Persian).

Omolo, M. W. O., (2011). The Impact of Trade Liberalization on Poverty in Kenya. Nairobi: Insitute of
Economic Affairs.

Persson, M., (2013). “Trade facilitation and the extensive margin”. The Journal of International Trade &
Economic Development, No. 22 (5), Pp: 658-693.

Pirayeh, Iman, (2015). "Feasibility study of creating economic convergence between Iran, China, India, Russia
and Turkey". Master Thesis, University of Tehran. (In Persian).

Rahimi Boroujerdi, A. R. (2006). Economic convergence, preferential regional trade arrangements and common
markets. organization of study and compilation of university humanities textbooks .(In Persian).



Applied Economics Studies, Iran (AESI) 43
Volume 10, Number 40, Winter 2022

Rahimi Boroujerdi, Alireza (2010). Globalization; University of Tehran Publishing Institute.

Raisi, Z. (2010). Feasibility study of establishing regional trade arrangements among the countries of Mena
region. Master Thesis, Faculty of Economics, University of Tehran (In Persian).

Ravalion, M., (2006). “Looking Beyond Averages in the Trade and Poverty Debate”.

World Development, No. 34, Pp: 1374-1392.

Rogers, J. H. & Smith, H. P., (2001) “Border Effects Within the NAFTA Countries”. Board of Governors of the
Federal Reserve System, International Finance Discussion Papers, No. 698, March 2001, Pp: 1-30.

Rutherford, T., (2005). Poverty Effect of Russia’s WTO Accession: Modeling Real Household and Endogenous
Productivity Effects. World Bank Policy Research Working Paper.

Saqgeb, H. (2004). A Study of the Static Effects of the Preferential Trade Agreement of D-8 Member States on
Trade Flows, Government Revenues and Welfare in Iran. Institute of Business Studies and Research, Islamic
Common Market Management (In Persian).

Salvatore, D., (2013). International Economics. 11" ed, the US of America: Fordham University.

Seung J. K., (2013). Trade Complementarity between South Korea and Her Major

Trading Countries: Its Changes Over the Period of (2005-2009). World Review of Business Research.

Shagagi Shahri, Vahid, (2017). "Economic, Regional Integration and Its Impact on Foreign Direct Investment™.
Quarterly Journal of Business Research, No. 84, pp: 63-27. . (In Persian).

Shahverdi, Amir; Motafakerazad, Mohammad Ali; Mohammadzadeh, Parviz; and Asadzadeh, Ahmad, (2020).
"Simulation and forecasting of Iran's economic exports using the PSO algorithm in order to achieve the goals
of the 20-year vision document (a case study comparing with the Turkish economy". Quarterly Journal of
Applied Economic Studies of Iran, No. 9 (36), pp: 87-69. (In Persian).

Sheihaki Tash, M.; Bin Jajri, I. & Shahiki Tash, M. N., (2012), “An Analysis of Bilateral Trade between Iran
and D-8 Countries”. Global Journal of Management and Business Research, Vol. 12, Issue 2 Version 1.0,
Pp: 26-34.

Summers, L., (1991). “Regionalism and the World Trading System”. In: Policy Implications of Trade and
Currency Zones, Federal Reserve Bank of Kansas .

Taybi, Seyed Kamil; and Misrijad, Shirin, (1386). "Commercial Liberalization of the Agricultural Sector and
the Application of Computable General Equilibrium Models: A Study of Iranian Households". Quarterly
Journal of Economic Studies, No. 1, pp. 23-5.

Torrens, R., (1833). Letters on commercial policy. London: Longman.

Trefler, D., (2004). “The Long and Short of the Canada-US Free Trade Agreement”. The American Economic
Review, No. 94(4), Pp: 870-895.

Wendner, R., (1999). “A calibration procedure of dynamic CGE models for non-steady state situations using
GEMPACK”. Comput. Econ., No. 13 (3), Pp: 265-287.

Winters, L. A.; McCulloch, N. & McKay, A., (2004). “Trade Liberalization and Poverty: The Evidence So Far”.
Journal of Economic Literature. Vol. XLII, Pp: 72-115.

Xinshen, D.; Peter, H.; Danielle, R. & James, T., (2003). The Role of Agriculture in Development Implications
for Sub-Saharan Africa. International Food Policy Research Institute.

Zaki, C., (2014). “An empirical assessment of the trade facilitation initiative: econometric evidence and global
economic effects”. World Trade Review, No. 13 (1), Pp: 103-130.



