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The Trade and Welfare Effects of China’s Participation
in Regional Economic Cooperation
MA Ye-qing', ZHUANG Jin-feng', FAN Zi-jie’
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2. Institute of African Studies, Hunan University)

Abstract: Building a globally oriented high-standard free trade zone network constitutes a crucial
strategic initiative for China’s higher-level opening-up. This paper develops a general equilibrium
model that integrates micro-level firm heterogeneity in productivity, market demand, market entry,
and macro-level welfare, based on tariff variation patterns and Chinese firms’ export distribution. Our
model explicitly incorporates input-output linkages between intermediate and final goods markets to
capture cross-market tariff spillover effects. Using this framework, this paper quantitatively assesses the
macro trade and welfare effects of six regional trade agreements. Existing literature rarely bridges
macro-micro analytical dimensions in trade policy evaluation. This paper establishes a novel paradigm
by constructing a micro-founded analytical framework through detailed characterization of Chinese
firms’ sales scale and export patterns, enabling both aggregation of macro effects and decomposition of
firm-level trade benefit variations, effectively resolving the disconnect between macroeconomic shocks
and micro-level trade performance.

In the quantitative analysis, this paper first simulates four scenarios of 10% tariff reductions
(intermediate goods, final goods, both markets, and undifferentiated products) to validate model
properties. Furthermore, it designs counterfactual scenarios reflecting actual tariff changes under
regional trade agreements to quantify the trade and welfare effects of agreements, while evaluating their
response effects to trade frictions.

This paper has two main findings. First, tariff reductions exhibit distinct impacts on final and
intermediate goods markets in competitive effects, scale gradient effects, and domestic sales losses.
Input-output linkages induce supply chain transmission and cross-market amplification of tariffs,
generating spillover effects. Second, final goods enterprises experience higher elimination rates and
domestic sales losses than intermediate goods producers, with more pronounced scale gradient effects.
Trade benefits concentrate on large-scale and regional enterprises. All agreements enhance Chinese
household welfare, partially mitigating but not fully offsetting trade friction impacts. This paper further
corroborates the welfare-enhancing effects of trade liberalization, demonstrating that global trade
liberalization outperforms regional trade liberalization. China needs to not only further optimize its
regional opening strategies but also prioritize the reduction of trade barriers on intermediate goods in
trade negotiations, encouraging enterprises to participate in the international intermediate goods market.
At the firm level, China should actively leverage the leading role of flagship firms and support
businesses in “going global collectively” to achieve complementary advantages, thus enhancing
international competitiveness.

Keywords: regional trade agreements; heterogeneous enterprise model; foreign trade interests;
welfare effect
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