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WFZe RO EE (9530) : We investigate the effects of free trade agreements (FTAs) on
welfare of member and nonmember countries in the context of a vertical trade structure,
which is characteristic of East Asia. We consider a three—country model, where an FTA
is formed between a country exporting an intermediate good and a country exporting a final
good. There are some cases in which the FTA increases welfare in all member and nonmember
countries. However, in most cases, the FTA would decrease the welfare of any of the three
countries.
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