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1.	 Introduction

The European Commission is committed to 
evidence-based policy making. As part of this commit-
ment, European Commission services use a variety 
of evaluation tools to ensure that policy decisions are 
supported by research, analysis and an understanding 
of their likely impacts. The Better Regulation Framework, 
which was introduced in 2015, is a mechanism put in 
place within the European Commission to support the 
development of its policy initiatives and the assessment 
of their impact both ex-ante and ex-post. The European 
Commission is increasingly integrating evaluation into 
the policy cycle to continuously improve the quality of 
European Union (EU) decision making.

When developing the EU trade policy, the European 
Commission makes use of the Better Regulation 
Framework to feed into the cycle of negotiation of trade 
agreements as well as the preparation of EU regulations 
in the field of trade. The trade department of the European 
Commission, the Directorate-General for Trade (DG 
Trade), has a specific evaluation policy tailored to the 
specific needs of EU trade policy that is embedded into 
the Better Regulation Framework but also goes beyond.

In principle, EU Trade Policy is an EU-only policy and 
administrated by the European Commission representing 
the common EU interest. The European Commission 
therefore has a particular interested in a transparent 
evaluation of this policy, both for reasons of improving 
the impact of EU policies as well as for informing the 
EU co-legislators, the European Council (EU Member 
States governments representatives) and the European 
Parliament (directly elected by the EU citizens). It also 
serves to inform the general public about the impacts of 
trade policy and thereby allows to hold the EU account-
able for its policies.

In fact, EU trade policy is one of the EU policies most 
evaluated, both in terms of detail as well as in terms of 
analysis throughout the policy-making cycle.

This paper presents DG Trade’s evaluation policy. It 
first discusses the rationale for putting in place such a 

policy (section 2). It then discusses some specificities 
of evaluations in the field of trade policy (section 3) and 
details the evaluation cycle in DG Trade (section 4). 
Finally, it outlines the types of impacts studied (section 5) 
and the methodology used (section 6).

2.	 Why is the European Commission conducting 
evaluations

In the early 1990s, there was significant public con-
cern about the impact of trade liberalisation on social 
and environmental issues. There was considerable 
pressure on the European Commission to respond to 
these concerns and to engage in a structured dialogue 
with civil society. The pressure increased following the 
conclusion of the Uruguay Round and culminated at 
the Seattle World Trade Organization (WTO) Ministerial 
Conference of 1999. It is against this background that 
the European Commission conducted a study on the 
impact of trade on sustainability issues of the then new 
multilateral negotiating round: the first Sustainability 
Impact Assessment (SIA) was born.

During the following twenty years, DG Trade has 
modernised its evaluation policy to adapt to the evolving 
context. It has notably introduced analysis in new areas 
such as human rights and gender issues. However, 
the most significant contextual change since the first 
SIA in 1999 has been the development of European 
Commission-wide ex-ante and ex-post evaluation tools 
from 2003 onwards, further reinforced by the adoption 
of the Better Regulation Agenda in 2015 (European 
Commission, 2015a).

Evaluation is usually conceived as having three sets 
of objectives. It is a key contributor to the European 
Commission’s accountability, providing assessments 
of its effects both before and after implementation. This 
is an outward looking aspect of evaluation: oriented 
towards the European Parliament, the Council, EU 
Member States and the public at large.

It also creates a regulatory culture which shapes policy 
as analyses of impacts. An organisation with a culture of 
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evaluation is one where all actors are committed to using 
evidence and evaluation findings to inform decisions, 
where risks and trade-offs are systematically identified, 
and where genuine mitigation measures are proposed and 
implemented. The EU evaluation policy can contribute 
to this by fostering a better mapping of trade-offs and 
choices, as well as a more systematic definition of objec-
tives and possible policies to reach them.

Evaluation also contributes to organisational learning 
as it increases the European Commission’s capacity 
to create, retain and share knowledge within the 
Commission services of what did work and what did 
not work in past endeavours. This is the inward-looking 
aspect of evaluation.

At its core, policy evaluation is nothing more than 
comparing the overall impact (the potential or actual 
result) of a public policy with its stated goals (the desired 
impact of a public policy) via its diverse effects on the 
economy, the environment, and social factors.

Evaluation is an evidence-based assessment: it takes 
a critical look at policy interventions by analysing their 

objectives and whether these policy options can meet 
those objectives (ex-ante) or have met them (ex-post). It 
aims at providing policy-makers with reliable information 
and evidence, enabling them to take better decisions. 
As illustrated in Figure 1, evaluation contrasts with both 
monitoring and audit by having a broader focus, from the 
start of a project to its final impacts: evaluation looks at 
all causal steps from the policy instruments put in place 
to the overall final impacts.

3.	 Specificities of trade policy evaluations

In a world affected by increasing distrust among 
members of the public towards legitimate sources of 
information, the importance of establishing a sound basis 
of facts, as well as the explanation and justification of 
public policy is high. Trade policy is no exception: the 
current public debate around the EU’s trade policy is 
marred with misinformation and sometimes faulty rea-
soning. The problem is exacerbated by the fact that 
trade is one of the most difficult policy areas to evaluate. 

FIGURE 1

SCOPE OF EVALUATION COMPARED TO THAT OF AUDIT AND MONITORING

Evaluation

Monitoring

Intended/unintended consequencesResultsWhat we do

Audit

Input Output Outcome Intermediate 
impact Overall impact

SOURCE: Own elaboration.
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Several characteristics set trade policy apart from other 
EU policies:

	● Trade policy affects many segments of society and 
arguably all sustainability dimensions. Given the 
complexities of trade policy, leaving the evaluation 
of the likely impact of policy measures to an informal 
and unstructured process cannot do justice to the 
diversity and complexity of the mechanisms in play 
in the economic, environmental, social and human 
rights areas. Evaluations need to provide global 
assessments of the type and size of impacts.

	● Given the size of the EU economy and its vast internal 
market, macroeconomic impacts of the EU external 
trade policy are small relative to other drivers of 
economic activity,1 such as fiscal policy, monetary 
policy, the business cycle, the regulation of the 
internal market, or developments in the innovation 
cycle.2 Furthermore, the scale and distribution of the 
impacts of a trade policy initiative (whether favourable 
or adverse) depends to some extent on the existence 
and effectiveness of accompanying measures taken 
by the competent authorities, often EU Member 
States’ national governments. In addition, its positive 
impacts, often in form of more and cheaper choices for 
consumers are dispersed, while its potential negative 
impacts such as competitive pressures for sectors 
are concentrated.

	● Trade policy is multidimensional in its objectives and 
is at the intersection of economic and foreign policy. 
While the core aim of the EU trade policy is to open 
economic opportunities to EU economic operators 
and to ensure a level playing field in areas such as 
public procurement and intellectual property rights, 

1  Evaluations have shown that the impacts of larger EU trade 
agreements are mostly in the lower second digit decimal of GDP 
impacts, while the GDP changes of the business cycle alone can be 
a multiple this. Compare results at: https://policy.trade.ec.europa.eu/
analysis-and-assessment/ex-post-evaluations_en

2  This is not to negate the decisive positive impact the EU trade policy 
can have for specific sectors, its companies, investors and employees, as 
well as in particular for efficiency gains in small open economies among 
the EU Member States.

the political relevance of non-economic objectives 
is increasing. Geopolitical tensions have again put 
trade policy in the limelight, both with regards to 
the weaponization of trade policy as well as with 
regards to ensuring access to critical supply chains. 
In addition, sustainable development dimensions 
are gaining prominence, with climate change in the 
forefront of public concern. Evaluations ensure that 
all these dimensions are considered when designing 
and assessing trade policy initiatives.

	● Trade policy often takes place via negotiations/bar-
gaining with third country governments. Evaluations 
in such contexts are politically sensitive, in particular 
when they aim at levelling the playing field among 
trade partners. Evaluations should not undermine 
the EU’s capacity to negotiate with its partners or to 
react to unfair trade practices.

	● Successive negotiations of trade agreements share 
many similarities, which facilitates learning from one 
trade agreement to the next. This matters for the 
questions raised, both externally (how successful were 
previous exercises at achieving their stated objec-
tives?) and internally (what lessons can be drawn 
from our past successes and failures?). Evaluations 
ensure that the lessons of previous negotiations are 
considered when a new negotiation is launched.

4.	 The European Commission’s evaluation cycle 
for trade policy

European Commission services are using a wide 
array of evaluation and assessment tools throughout 
the policy-making cycle. The role of these tools is to pro-
vide trade negotiators and policymakers (both at the EU 
level and the Member State level) with evidence-based 
assessments of the economic, social, human rights and 
environmental impacts that are likely to arise from a 
specific trade policy initiative at different stages of the 
trade policy initiatives.

The systematic use of impact assessments and 
ex-post evaluations is a key element of the European 

https://policy.trade.ec.europa.eu/analysis-and-assessment/ex-post-evaluations_en
https://policy.trade.ec.europa.eu/analysis-and-assessment/ex-post-evaluations_en
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Commission’s commitment to better policy making. 
In April 2015, the European Commission adopted the 
Better Regulation Agenda with the aim of enhancing 
transparency and scrutiny in EU decision making. 
Better Regulation sets the guiding principles, objectives, 
tools and procedures which underpin impact assessments 
and ex-post evaluation of EU policies (and not only 
regulation as the name could suggest).3 To help the 
European Commission implementing the better regulation 
principles, a new Regulatory Scrutiny Board (RSB) was 
set up, superseding the former Impact Assessment 
Board, to check and provide advice not only on impact 
assessments but also on major evaluations and fitness 
checks, also and in particular in the area of trade policy.4

Figure 2 provides an overview of the timeline of the 
evaluations conducted by DG Trade throughout 
the policy making/negotiation cycle. Every significant 
initiative in the field of trade policy is subject to an impact 
assessment (IA). During the negotiation of major trade 

3  See https://ec.europa.eu/info/law/law-making-process/
planning-and-proposing-law/better-regulation-why-and-how_
en#documents for an overview.

4   See https://ec.europa.eu/info/law/law-making-process/
regulatory-scrutiny-board_en

agreements, sustainability impact assessments (SIAs) 
are carried out. After the conclusion of negotiations, 
the economic impact of what has been achieved is 
analysed ―economic assessments of the negotiated 
outcome (EANOs)― and, finally, ex-post evaluations of 
provisions and policies are undertaken after they have 
been implemented for enough time.

It is important to note that, in principle, the Commission 
will not submit a proposal to start negotiating a trade 
agreement or an important policy initiative without having 
conducted an IA. Usually the IA is accompanying the 
draft negotiation directives when submitted to the Council 
of the European Union and ultimately made public. The 
evaluation of the EU trade policy therefore generally 
starts before the actual policy is conducted.

The European Commission follows an integrated 
approach by combining an assessment of economic, 
social, human rights and environmental impacts of trade 
policy initiatives at all stages of policy making and under 
a single framework with an open and wide consultation 
process during the evaluation cycle. Impact analysis and 
evaluations contribute to assessing and demonstrating the 
impact of the EU’s trade initiatives (including at the individ-
ual Member States level) and increase the transparency 

FIGURE 2

NEGOTIATION CYCLE - TIMELINE FOR EVALUATION OF TRADE POLICY

Council adopts 
neg. directives 

SIAIA EANO Ex-post

End of 
negotiations

(5-8 years)

SOURCE: Own elaboration.

https://ec.europa.eu/info/law/law-making-process/planning-and-proposing-law/better-regulation-why-and-how_en#documents
https://ec.europa.eu/info/law/law-making-process/planning-and-proposing-law/better-regulation-why-and-how_en#documents
https://ec.europa.eu/info/law/law-making-process/planning-and-proposing-law/better-regulation-why-and-how_en#documents
https://ec.europa.eu/info/law/law-making-process/regulatory-scrutiny-board_en
https://ec.europa.eu/info/law/law-making-process/regulatory-scrutiny-board_en
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of trade policy by providing publicly available analysis; 
two aspects that are at the forefront of public attention.

Impact Assessments (IAs)

IAs are European Commission-wide analytical tools 
prepared for European Commission initiatives that are 
likely to have significant and clearly identifiable eco-
nomic, environmental or social impacts. IAs are prepared 
in accordance with the Better Regulation Guidelines and 
Tools. In trade matters, IAs will usually be prepared for:

	● All major trade negotiations for which the European 
Commission will adopt a recommendation for a nego-
tiating directive.

	● All major regulations proposed for adoption by the 
Council and European Parliament.
IAs are about gathering and analysing evidence to 

support decision-making. They accompany the European 
Commission’s College decision to request an authori-
sation to launch negotiations from the Council and are 
attached to the draft negotiating directives. They aim to 
provide answers to questions such as: “Is a trade nego-
tiation the best course of action for our trade relations 
with partner X, Y, Z?”; “Which issues should be covered 
in the negotiation?”

In line with a European Commission-wide standard-
ised process, an IA verifies the existence of a problem, 
identifies its underlying causes, assesses whether EU 
action is needed and analyses the advantages and 
disadvantages of available options and their impacts.5 
On this basis, the IA identifies the best course of action 
and accompanies the negotiation directives proposal 
when it is sent to the other EU institutions, especially 
the European Parliament and the Council.

One recent example is the Impact Assessment 
prepared to back the Commission’s proposal for an 
Anti-Coercion Instrument (2022).6

5   For examples of trade related IAs, see https://policy.trade.ec.europa.
eu/analysis-and-assessment/impact-assessments_en

6   https://eur-lex.europa.eu/LexUriServ/LexUriServ.
do?uri=SWD:2021:0371:FIN:EN:PDF

Sustainability Impact Assessments (SIAs)

SIAs are DG TRADE specific assessments carried 
out simultaneously with major trade negotiations. DG 
TRADE is the only Directorate-General carrying out such 
assessments. They complement IAs by allowing a more 
in-depth analysis of the potential economic, social, human 
rights and environmental impacts of the agreement under 
negotiation. SIAs promote transparency by relying on a 
wide-ranging and continuous provision of information to, 
and consultation of, stakeholders including critical ones, 
early on in the process and during the negotiations. They 
are a channel through which stakeholders can inform 
negotiators of their views on the likely impact of the trade 
agreement under negotiation and have an opportunity to 
influence negotiations. SIAs also help to steer the trade 
negotiations by supporting them with evidence dur-
ing the negotiations, in particular on sustainability issues.

SIAs deepen our understanding of sustainable 
development impacts. Building on impact assessments, 
they allow for a more in-depth analysis of the potential 
economic, social and environmental impacts of trade 
agreements, including on consumers, human rights, 
developing countries, small- and medium-sized enterprises 
(SMEs), and specific economic sectors. Detailed case 
studies and sectoral analyses provide in-depth assess-
ments of the potential impact on areas of specific interest.

While IAs are produced by the European Commission 
services, SIAs are run by independent external consult-
ants. Contractors conclude their analyses with recom-
mendations for measures to minimise potential risks and 
maximise opportunities for sustainable development 
that may be created by the trade negotiations. Building 
on the study that supported the Impact Assessment, 
the SIA consists of specific chapters examining spe-
cific areas in greater depth. SIA chapters cover topics 
where the agreement is most likely to have an impact 
on sustainability issues, or where the agreement opens 
opportunities for achieving non-trade policy objectives.

The most recent finalised SIA was prepared in sup-
port of Angola’s accession to the Economic Partnership 

https://policy.trade.ec.europa.eu/analysis-and-assessment/impact-assessments_en
https://policy.trade.ec.europa.eu/analysis-and-assessment/impact-assessments_en
https://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=SWD:2021:0371:FIN:EN:PDF
https://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=SWD:2021:0371:FIN:EN:PDF
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Agreement between the European Union and South 
African Development Community (2023).7

Economic Assessment of negotiated outcome

In the Communication Trade Growth and World Affairs 
in 2010,8 the European Commission committed itself to 
assessing the impact of major trade agreements: “Once 
negotiations are concluded and before signature, we 
will prepare for the Parliament and Council an analysis 
of consequences of the proposed deal for the EU.” 9 
Five years later, in the Communication Trade for All,10 
the European Commission reiterated that it “…also 
analyses the economic impact of agreements after their 
conclusion…” These EANOs constitute the third step in 
DG Trade’s assessment cycle of trade policy initiatives. 
EANOs examine the results of the negotiations in detail 
and assesses the impact of the agreement in economic 
terms.11

IAs and SIAs provide for comprehensive analyses of 
the potential and likely economic, social, environmental 
and human rights impacts of the agreements subject to 
analysis. Therefore, at the stage when negotiations have 
been concluded and EANOs are conducted, only the now 
foreseeable economic impact is examined as knowledge 
now exists about what exactly has been achieved in terms 
of trade cost reductions and other trade facilitating meas-
ures. This should be seen in comparison to IAs and SIAs 
which assesses the economic impact of the agreement 
under different scenarios, often in terms of varying levels 
of ambition in terms of the degree of liberalisation.

Further analyses of social, environmental and human 
rights impact normally do not form part of the EANOs, 
as they were already analysed in depth in preceding IAs 
and SIAs. Nevertheless, should new elements pertaining 

7   https://circabc.europa.eu/rest/download/c74f1594-7d48-45e4-96ad-8
b155f6c69a9

8   European Commission (2010). 
9   Ibid. p. 15.
10   European Commission (2015b).
11   See e.g., European Commission (2018). 

to these issues have resulted from the negotiations, the 
EANO will review these as well.

Ex-post evaluations

Ex-post evaluations are European Commission-wide 
tools that use the available evidence to assess whether a 
specific policy intervention was justified and if it worked (or 
is working) as expected in achieving its objectives and if it 
was efficient in doing so. Ex-post evaluations also look for 
unintended effects (i.e., those which were not anticipated 
at the time of the IA or SIA) and look for evidence of 
causality. Such ex-post evaluations help further develop 
the trade policy vis-à-vis the partner with which the trade 
agreement was concluded. They can additionally be 
useful in designing other trade agreements with other 
counterparts. Ex-post evaluations are undertaken after 
the trade agreement or trade measure has entered into 
force, commitments have been phased in and sufficient 
time has passed to gather a robust body of data and 
evidence. Ex-post evaluations are prepared by DG 
Trade in accordance with the related Better Regulation 
Guidelines and Tools. The ex-post evaluation policy in DG 
Trade can include thematic ex-post evaluations on specific 
elements of EU trade policy or that are part of several 
agreements, as well as ex-post Evaluations of major 
trade agreements with particular economic or political 
relevance.

An example of an ex-post evaluation is the one 
that was conducted on six Euro-Med trade agreements. 
It was finalised in 2021.12

5.	 Which topics are covered?

IAs, SIAs and ex-post evaluations look more broadly at 
how the trade and trade-related provisions of trade policy 
instruments could affect or have affected economic, social, 
human rights and environmental issues in the EU, partner 

12   https://op.europa.eu/en/publication-detail/-/publication/fab9bddd-91
06-11eb-b85c-01aa75ed71a1

https://circabc.europa.eu/rest/download/c74f1594-7d48-45e4-96ad-8b155f6c69a9
https://circabc.europa.eu/rest/download/c74f1594-7d48-45e4-96ad-8b155f6c69a9
https://op.europa.eu/en/publication-detail/-/publication/fab9bddd-9106-11eb-b85c-01aa75ed71a1
https://op.europa.eu/en/publication-detail/-/publication/fab9bddd-9106-11eb-b85c-01aa75ed71a1
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countries and sometimes globally (while EANOs focus on 
the economic impact of the agreement). These evaluation 
tools also examine possible impacts in specific relevant 
countries, especially least developed countries, and, in 
the case of SIAs, propose measures (trade or non-trade 
related) to maximise the benefits of the agreement and 
prevent or minimise potential negative impacts. Evaluations 
thus look at a wide range of impacts, both in the EU and 
in third countries. In addition, there is a particular focus 
on small and medium enterprises, developing countries, 
least developed countries, the EU’s outermost regions as 
well as neighbouring countries and gender issues.

Assessments and evaluations can cover any type of 
impact resulting from a trade policy initiative. Impacts 
are typically grouped into four different dimensions:
a)	Economic impacts: These include impacts on GDP, 

trade flows, foreign direct investment (FDI), wages, 
consumer prices, fiscal revenue; sectors most affected; 
effects on competitiveness, small- and medium-sized 
enterprises (SMEs), least developed countries (LDCs) 
and the informal economy.

b)	Social impacts: These include impacts on employment 
(including sectoral job creation/losses), promotion of the 
International Labour Organization (ILO) Decent Work 
Agenda and core labour standards, equality, gender, 
consumer welfare, public health, education, etc.

c)	Human rights impacts: This covers whether the initi-
ative could enhance/impair the enjoyment of certain 
human rights (particularly by vulnerable groups) or 
strengthen/weaken the ability of the signatory parties 
to fulfil their Human Rights obligations.

d)	Environmental impacts: These centre around effects 
on greenhouse gas emissions and biodiversity. Does 
the initiative contribute to greening the economy, 
to resource efficiency objectives and sustainable 
consumption/production?

6.	 Methodology

To assess the impact of Free Trade Agreements 
(FTAs), both quantitative and qualitative approaches are 

used in the form of economic modelling of the impacts 
on the one hand and qualitative analysis, surveys, 
stakeholder consultations and civil society interactions 
on the other.13

Economic modelling

In terms of economic modelling, depending on the 
nature of the agreement to be analysed and at what 
point in time the analysis takes place, the most common 
tools are computable general equilibrium (CGE) models, 
partial equilibrium (PE) models, as well as econometric 
tools. Each of these three approaches are briefly dis-
cussed below.

Computable general equilibrium models14

Most studies undertaken to assess the economy-wide 
impact of trade agreements ex-ante are carried out using 
CGE models, which are state of the art tools for overall 
assessments of trade agreements at region, country and 
broad sector level. These models are computer-based 
simulations, which calculate the future state of the global 
economy (including any country or region specifically 
analysed) as a consequence of a specified set of (trade) 
policy changes. The main advantage of CGE models is 
that they analyse the effects of trade policy considering 
the main links between the domestic and international 
production of goods and services, including sectoral 
input-output relations.

These types of model help answer ‘what if…’ ques-
tions by simulating the price, income and substitution 
effects of different policy changes and comparing them 
to a so called baseline (i.e., what would happen without 
a policy change). The formulation of a correct baseline is 
important, since it is the counterfactual against which the 
economic outcome of the initiative is assessed. Hence, 

13   Moïsé and Rubínová (2021) provide a critical review of the topics 
covered in trade evaluations and the methodologies used.

14   Parts of this section draws on Nilsson (2018).
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these models allow economists to simulate how sectors 
and actors adjust to the changes of costs, prices and/
or incentives that a trade policy change would cause. 
This allows for an assessment of the direct and indirect 
effects of changes to trade policy.

Figure 3 describes the potential impact of a free trade 
agreement (FTA). An ex-ante analysis of the impact of 
an FTA is projected to assess the effects once the agree-
ment is fully implemented. In Figure 3, this would be at 
time t. The impact is defined as the difference between 
the thick line (GDP growth) and the baseline without the 
FTA as measured by the thin line in the figure. Moreover, 
ex-post analyses have shown that after FTA negotiations 
have started, but before agreements are applied, it is 

sometimes possible to detect anticipation effects of an 
FTA (see e.g., Lakatos and Nilsson, 2017).

For example, assume that policymakers decide to 
lower import tariffs on products of wood via an FTA. 
A CGE model would then demonstrate that opening 
the wood sector to competition would have a positive 
impact on downstream industries that use wood prod-
ucts as an input (they will substitute imported wood 
products for domestic wood products due to lower 
import prices). Moreover, the inter-linkages in the 
model would identify the effect on upstream industries. 
More wood will be used overall in the country and, 
therefore, there will be more demand for complemen-
tary goods and services such as business services like 

FIGURE 3

STYLISED EFFECTS OF AN FTA OVER TIME

GDP

Anticipation 
effects

Negotiations 
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Baseline without 
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SOURCE: Own elaboration, based on Civic Consulting and the Ifo institute (2018).
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logistics and transport. CGE models are thus important 
tools for assessing direct and indirect effects of specific 
trade policy decisions. 

One of the most common data sources that feed 
into CGE models for trade policy making is the Global 
Trade Analysis Project (GTAP). The latest version of 
the data base ―GTAP 10― includes 120 countries and 
20 aggregate regions. For each country/region, the data 
base reports production, intermediate and final uses, 
international trade and transport margins and taxes/
subsidies, see Aguiar et al. (2019).

In order to provide harmonised data for 140 coun-
tries and regions, the number of sectors is limited to 
65, out of which, roughly one third each is made up of 
agricultural products. Other sectors include services 
sectors and merchandise products and raw materials. To 
compare, one should recall that at the 6-digit level of the 
Harmonised System, there are about 5,000 products.15

CGE models have been subject to general critique, 
but also in the way they sometimes are employed. Critics 
claim some analysis exaggerates welfare gains from trade 
liberalization, by omitting important mechanisms. For 
example, when trade costs are reduced the mechanics of 
the model ensure that the output of the more competitive 
sectors of an economy increases (relative to the baseline) 
while the opposite holds true for the less competitive 
sectors. For this to happen labour has to move from con-
tracting to expanding sectors, where wages increase. This 
process is assumed to be friction free (see Boeters and 
Savard, 2013). This assumption may be more appropriate 
within sectors, but it is less so between sectors. Moreover, 
the fiscal implications that this adjustment entails in the 
presence of labour market frictions (re-training, temporary 
wage replacement payments, etc.) are not accounted for 
in the macroeconomic welfare analysis.

On the other hand, some arguments have been put 
forward suggesting that the impact of trade liberalization 

15   See http://www.wcoomd.org/en/topics/nomenclature/overview/
what-is-the-harmonized-system.aspx for an overview of the Harmonized 
System. 

as assessed using CGE models may be underestimated. 
Several arguments along this line carry importance. 
Firstly, the CGE models that are used in trade liberaliza-
tion simulations do not account for increased productivity 
effects associated with greater incentives to innovate 
from enhanced competitive pressure and knowledge 
transfers through trade (see Hall, 2011). Secondly, the 
impact of liberalization of foreign investment (an increas-
ingly important component of modern trade agreements) 
is unaccounted for in most models, including its likely 
impact on sectoral and economy-wide productivity. This 
is an important drawback as foreign direct investment 
(FDI) is a significant part of modern economic integration 
and the presence of FDI has been shown to be in itself 
a catalyst for knowledge and technology advancements 
in recipient countries, which eventually lead to relevant 
productivity gains.16

Thirdly, CGE models do not capture the impact of 
reduced uncertainty FTAs bring about. For example, a 
country’s applied tariffs are in many cases lower than 
its bound tariffs. Removing this ‘water in the tariff levels’ 
has positive impacts in terms of removing economic 
uncertainty, since applied tariffs rather than bound tariffs 
are cut in the simulations and hence models do not 
account for this.17 The same holds for the services area 
for which, in most cases, FTAs bind currently applied 
levels of protection rather than generating real new 
market access.

Another shortcoming (as in all trade models) 
relates to the need to deal with cases where initial 
levels of trade are low. This could e.g., be the case 
if current trade barriers are prohibitive. This problem 
may render trade models inappropriate especially for 
the analysis of trade agreements with some developing 
countries and least developed countries which may have 
their bulk of trade concentrated in a few sectors and only 
with a limited number of trading partners (see Kehoe 

16   For example, Smarzynska Javorcik (2004) finds positive productivity 
spill-overs from FDI.

17   See e.g., Lakatos and Nilsson (2017) for goods and Lamprecht and 
Miroudot (2018) for services. 

http://www.wcoomd.org/en/topics/nomenclature/overview/what-is-the-harmonized-system.aspx
http://www.wcoomd.org/en/topics/nomenclature/overview/what-is-the-harmonized-system.aspx
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et al., 2017). In these cases, CGE models underesti-
mate the impact of trade liberalization since they tend to 
multiply existing trade with a specific estimated impact 
coefficient and if there is no (or little) trade initially, there 
will be no (or little) trade also after trade liberalisation.

Nevertheless, given their ability to capture input-output 
relations and a large variety of policy decision-making 
relevant variables, CGE models remain the best avail-
able tool for economy-wide and in particular for ex-ante 
assessments of the impact of FTAs and trade policy.

Partial equilibrium models

FTAs are negotiated at tariff line level, which may 
mean products at the 8-digit, 10-digit or 12-digit 
level and thus 10,000 or more products depending 
on the negotiating parties. Trade liberalisation at the 
product level must subsequently be aggregated to GTAP 
sector level before the policy change can be simulated 
in a CGE model. CGE models are thus not well-suited 
for specific analyses of trade liberalisation of detailed 
product- or industry level. It is therefore common to turn 
to PE models. Even though PE models lack linkages 
between sectors, countries and regions and thus cannot 
provide an assessment of the economy-wide impact of 
trade policy changes, PE models may sometimes be 
preferred to CGE models for trade policy analyses since 
they can assess the impact at detailed product level. But 
contrary to CGE models mentioned above, PE models 
do not capture impacts on substitute goods and services.

PE models are partial in nature, with the underlying 
meaning that they assess the impact of trade liberalisa-
tion product by product without considering the effects 
on intermediate inputs used to produce the goods in 
question and with the resulting income effects. That 
is, using the example of wood products from above, 
if imports of products of wood face lower tariffs, a PE 
model is likely to find that an increase in the value 
of imported wooden products and a decrease in the 
domestic production of such products (if production data 
is available). However, the producers of wood as raw 

material are not part of the analysis, and neither are any 
logistics services in the form of e.g., truck services that 
transport the wood.

A significant advantage of PE modelling however is 
that these models require little data. Trade flows are 
needed, but in addition to that, in principle, one only 
needs data on trade barriers (duties) and on how much 
more of wood products consumers would purchase given 
e.g., a 10 % decrease in duties (import demand elasticity) 
and how easily they would substitute away from similar 
products of another material (elasticity of substitution).

Econometrics

Econometrics uses economic tools, mathematics, 
and statistical inference to quantify policy changes. For 
example, how much has trade changed following the 
introduction of an FTA? A common econometric tool is 
the linear regression model, which provides a formal 
approach to estimating how a change in one economic 
variable ―among the explanatory or control variables― 
affects the variable being explained, while accounting 
for the impact of all the explanatory variables in the 
model and holding everything else equal. This latter 
precision is important as a regression estimates the 
marginal impact of an explanatory variable. In the case 
of trade, one might try to assess the impact on trade of 
a one percentage point decrease in duties, while holding 
all other determinants of trade constant.

The explanatory variables in the model are specified 
based on theory and practice, but it is not possible to 
account for everything that affects the dependent varia-
ble, e.g., because of data availability. Therefore, an error 
term ―which is assumed to have certain properties― is 
added to the model. An econometric software is then 
used to run the regression and produce the results, which 
have to be looked upon with care. Does the outcome 
make sense? Do the explanatory variables perform as 
expected and in line with theory, etc.? If yes, the results 
of the empirical model may help policy makers in defining 
potential choices to be taken by quantifying effects.
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One of the most successful and popular empirical 
trade models is the so called “gravity model”, which 
states that the value of trade between two countries 
is proportional to their economic mass and a measure 
of their relative trade frictions. It got its name from the 
analogy to Newton’s law of gravity where the force of 
attraction between two bodies is proportional to the 
product of their masses and inversely proportional to 
their distance squared. The gravity model’s popularity 
stems from its ability to explain a large share of the 
variation in bilateral trade flows.

In its most basic version, trade (Xij) between importing 
country i exporting country j is explained by the two 
countries’ gross domestic products (Yi and Yj) and the 
geographical distance between them as follows, after 
a logarithmic transformation:

ln(Xij) = β1ln(Yi) + β2ln(Yj) + β3(distij) + ln(εij)

where εij is normally assumed to be a log-normally 
distributed error term.

The gravity model has been used widely among 
empirical trade economists over the past 50 years. Its’ 
theoretical underpinnings have been greatly expanded 
and improved, in particular over the past two decades and 
with it how the model should be estimated, depending 
on the underlying characteristics of the issues analysed.

Another common approach used in econometrics 
is the difference in differences (diff-in-diff) technique, 
which examines the effect of applying a policy change, 
e.g., an FTA, on trade compared to a control group i.e., 
trade unaffected by the policy change.

Other tools used

Economic modelling is often the preferred quanti-
fication tool of evaluations, but a wide range of other 
methods are used to provide the full picture across all 
sustainability dimensions.

Typically, quantitative estimates of economic impacts 
will provide the foundation which will support the other 

analyses: when it is known which economic sectors are 
most likely to be impacted, it is possible to analyse where 
social, environmental and human rights impacts are likely 
to happen. In order to reinforce the reliability of the results, 
it is often important to use: i) a variety of different sources 
of data, ii) appropriate tools and methods beyond eco-
nomics, and particularly both quantitative and qualitative 
methods at the same time, if possible and iii) different eval-
uators (not relying on one expert).

The methodology to be used for human rights and bio-
diversity impacts have been formalised in two separate 
documents: Guidelines on the analysis of human rights 
impacts in impact assessments for trade-related policy initi-
atives (European Commission, 2015c) and Methodology for 
assessing the impacts of trade agreements on biodiversity 
and ecosystems (European Commission, 2021). This is 
part of ongoing efforts to improve the quality of analyses in 
all sustainability dimensions and to ensure a high degree 
of comparability between studies.

7.	 Conclusions

EU trade policy is one of the EU policies most eval-
uated, in terms of detail and rigour, but also in terms of 
accompanying analysis throughout the policy cycle. With 
regards to transparency and accessibility of the analytical 
results, the EU is at the forefront of evidence based 
policy-making by providing publicly available analysis 
at all stages of the conducting of its major trade policy 
initiatives.

EU trade policy and trade agreements are evaluated 
before (Impact Assessments), during (Sustainability 
Impact Assessments) and after their conclusion (Eco
nomic Assessment of Negotiated Outcome) as well as 
after implementation (ex post Evaluations). This resource 
intensive but meticulous approach allows a constant 
review of whether the proposed, conducted and imple-
mented trade policy initiatives effectively and efficiently 
serve EU policy goals.

European Commission services are using a wide array 
of evaluation and assessment tools (computable general 
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equilibrium models, partial equilibrium models, econo-
metrics, and other quantitative and qualitative analysis) 
throughout the policy-making cycle. The role of these tools 
is to provide trade negotiators and policymakers, as well 
as the public, with evidence-based assessments of the 
economic, social, human rights and environmental impacts 
that are likely to arise from a specific trade policy initiative.
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