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a b s t r a c t 

Li, Chunding , and Whalley, John —How close is Asia already to being a trade bloc? 

FTA bilateral and regional negotiations in Asia have developed quickly in the past decade 

moving Asia ever closer to an economic union. This paper uses a fifteen-country global 

general equilibrium model with trade costs to numerically calculate Debreu distance mea- 

sures between the present situation and potential full Asia integration in the form of a 

trade bloc. Our results reveal that these large Asia economies can be close to full integra- 

tion if they act timely in agreements through negotiation. All Asia countries will gain from 

Asia trade bloc arrangements except when the Asia FTA can only eliminate tariffs. These 

countries’ gain will increase as bilateral non-tariff elimination deepens. Larger countries 

will gain more than small countries. Asia FTA, Asia Union and RCEP will benefit member 

countries more than ASEAN + 3. Global free trade will benefit all countries the most. Jour- 

nal of Comparative Economics 0 0 0 (2016) 1–18. Institute of World Economics and Politics, 

Chinese Academy of Social Sciences, Beijing, China; Department of Economics, Western 
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Waterloo, Ontario, Canada; National Bureau of Economic Research (NBER), Cambridge, 

Massachusetts, USA. 
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1. Introduction 

In Asia formal FTA arrangements have developed more slowly than in North American and Europe. Until now, there is 

no comprehensive FTA in Asia, but instead a number of lesser arrangements. At present, the Trans-Pacific Partnership (TPP) 

has already reached an agreement, and some important negotiations are in progress, including the Regional Comprehensive 

Economic Partnership (RCEP), the ASEAN plus Three (APT), and the China–Japan–Korea FTA. In the future, Asia may thus 

probably move to some form of comprehensive trade bloc. Under these circumstances, it is helpful to numerically explore 

how close Asia is already being a trade bloc as well as what will be the effects of potential Asian blocs like arrangements 

on individual economies. 

Here we utilize the Debreu (1951 , Econometrica) coefficient as a measure of closeness to be a formal trading bloc. Little 

research has used this measure in application, and there are only a few papers in which this measure plays a role in the 
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theoretical structure, including Raa (2008), Ahlheim et al (1988), Anderson and Neary (1996), Brown and Srinivasan (2007) . 

Riezman, Whalley and Zhang (2011) also construct distance measures to estimate distance of economies from free trade, but 

do not use Debreu’s distance coefficient. 

Computational general equilibrium methodology has been widely used to explore free trade agreement (FTA) effects. The 

Hicks (1943) welfare variation measures are the most common index used for analyzing FTA effects. This paper thus injects 

the Debreu distance into exploring FTA effects. 

Literature on Asia trade blocs is sparse and mostly analytical, such as Shiino (2012), Fukunaga and Isono (2013), Williams 

(2012), Lewis (2011), Ezell and Atkinson (2011) , and Stubbs (2002) . Some earlier research numerically explores the effects of 

regional free trade agreements (see the survey by Lloyd and MacLaren (2004) ), but few papers try to capture the potential 

effects of recent FTA developments in Asia. Petri et al (2011), Itakura and Lee (2012), Kawai and Wignaraja (2008) are 

the exceptions. Our paper departs from these in using a Debreu distance indicator to explore the closeness of Asia trade 

arrangements to being formal trade blocs. We also use Hicks (1943) compensation and equivalent variation measures to 

compare these results in sensitivity analysis. 

Our global general equilibrium model has 15 countries, which are China, the US, the EU, Japan, Korea, Canada, Mex- 

ico, India, AN (Australia and New Zealand), CP (Chile and Peru), BMSV (Brunei, Malaysia, Singapore and Vietnam), CILMPT 

(Cambodia, Indonesia, Laos, Myanmar, Philippine, and Thailand), ODDC (other developed countries), ODC (other developing 

countries), and the Rest of World (ROW). Each country produces two goods (Manufaturing goods and non-Manufacturing 

goods) with two factors of production (Capital and Labour). The model uses an exogenous trade imbalance structure and 

includes trade costs as trade barriers. We use a trade cost calculation method that recognizes limitations of data by utilizing 

an estimation method that follows Wong (2012) and Novy (2013) . 

Our calculation results show that the distances of present situation to Asia FTA, Asia Union, RCEP are nearly the same, 

but the distance to ASEAN + 3 is nearer, which means ASEAN + 3 will benefit involved countries less than other Asia FTAs. 

Distances to global free trade are farther than all regional Asia FTAs, which means that the global free trade agreement 

will gain all countries more than regional free trade arrangements. All countries in Asia trade bloc will gain from FTA 

arrangements when tariff and non-tariff can both been eliminated. But if the FTA arrangements can only remove tariff, 

some of big countries will be hurt. All countries’ gain will increase when non-tariff barriers are removed further. In the 

meanwhile, large countries will gain less than small countries. 

2. Asia FTAs and their developments 

Asia has not formed comprehensive free trade agreement, but multicounty Asian FTAs have been the subject of discussion 

particularly after the 20 08/20 09 global financial crisis. These include ASEAN + 3, ASEAN + 6 and RCEP (Regional Comprehen- 

sive Economic Partnership). A comprehensive Asia FTA may come into being in the future, and result in a formal Asian bloc 

like NAFTA (North America Free Trade Agreement) and EU (Europe Union), but for now, Asian trade integration rests on the 

accommodation of overlapping sub Asian FTAs rather than blocs in Europe and North American, which reflect the design of 

an overachieving arrangement in the absence of prior agreements. 

In contrast to Africa, the Americas and Western Europe, before 1992 Asia had no regional or bilateral free trade agree- 

ments (FTAs). In January 1993, the ASEAN Free Trade Area (AFTA) came into force over the last decade; Asia has seen a 

rapid increase in FTAs. According to the Asian Development Bank (ADB) FTA statistics as of 2015, there are 215 FTAs in the 

Asia Area (compared with just 51 in 20 0 0),with 148 concluded, 56 under negotiation and 5 proposed. Within these, 154 are 

bilateral, and 61 are plurilateral. The leading countries involved in Asia FTAs are Singapore (30), India (28), Japan (24), Korea 

(23), China (22), Thailand (21), Malaysia (21) and Pakistan (17). 1 

Among Asia FTAs, larger agreements such as ASEAN act as a hub. For example: ASEAN’s own FTA is complemented 

by FTAs between ASEAN and other economies (China, India, Japan, Korea); FTAs between individual ASEAN countries and 

other countries and comprehensive economic partnership agreements for East Asia. Among FTAs still under negotiation 

in Asia region, the most prominent arrangements are ASEAN Plus Three (APT) and the Regional Comprehensive Economic 

Partnership (RCEP). The proposed Trans-Pacific Partnership (TPP) also involves the Asia Pacific region. 

The ASEAN Free Trade Area (AFTA) is a trade agreement involving the Association of Southeast Asian Nations signed 

in January 1992 in Singapore. When the AFTA was originally signed, ASEAN had six members, namely Brunei, Indonesia, 

Malaysia, Philippines, Singapore and Thailand. Vietnam jointed in 1995, Laos and Myanmar in 1997 and Cambodia in 1999. 

AFTA now comprises ten countries of ASEAN. 

ASEAN Plus Three (APT) coordinates cooperation between ASEAN and the three East Asian nations of China, Japan, and 

Korea. The APT is the latest example of East Asian regional cooperation. It reflects earlier proposals for an Asian Free Trade 

Bloc, such as Korea’s call for an Asian Common Market in 1970 and Japan’s 1988 suggestion for an Asian Network. The first 

APT’s leaders meeting was held in 1996, until now it has 13 summits; the latest one in October 2010. 

The Regional Comprehensive Economic Partnership (RCEP) members include the 10 ASEAN countries and prospective 6 

FTA partners: Australia, China, India, Japan, Korea and New Zealand. The RCEP negotiation aims to conclude by the end of 

2015 and cover more than 3 billion people. The area has a combined GDP of about $17 trillion, and accounts for about 40% 

1 See Asia Development Bank “Asia Regional Integration Center” statistics, http://aric.adb.org/fta . 
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