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The results suggest significant and widely distributed benefits from both 
tracks of agreements. They provide some surprises—mostly traceable to plau-
sible features of the model and data—and also confirm expectations about 
how trade liberalization affects income and trade. 

The most striking result is the sheer size of the predicted gains. By 2025, 
the TPP track would yield global annual benefits of $295 billion and the Asian 
track $500 billion. The benefits from regionwide free trade—the grand prize 
involving the consolidation of the tracks—would reach $1,922 billion, or 1.9 
percent of world GDP. These numbers are large both absolutely and compara-
tively—for example, Gary Clyde Hufbauer and colleagues recently estimated 
the benefits from a Doha Development Agenda agreement in the $63 billion 
to $283 billion range.1 And as we show, the gains are widely shared and result 
mainly from trade and investment creation, not diversion.

These and other quantitative estimates presented below are of course 
subject to considerable uncertainty and error. By analyzing related studies 
and conducting sensitivity analysis with the present model, in appendix F we 
attempt to provide more insight into the sources and interaction of possible 
errors. No precise error values can be calculated for the final estimate, but 
adding +/– 1/3 to specific income estimates would be very consistent with our 
sensitivity results. 

1. These estimates are not directly comparable to the present results because they are not scaled 
to the economy of 2025; in percentage terms they range from 0.1 to 0.5 percent of world GDP (see 
Hufbauer, Schott, and Wong 2010). Some larger estimates are also reported in Fergusson (2008). 

4
Economic Implications  
of the Trans-Pacific and  
Asian Tracks 
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Some outcomes confirm well-known expectations about trade liberaliza-
tion. The gains from liberalization, in percentage terms, are largest for smaller 
economies. The gains are also relatively large for economies with sizable initial 
barriers; the liberalizing home economy, rather than its foreign partners, gains 
the most from eliminating price distortions. Finally, liberalization amplifies 
trade and structural change based on comparative advantage—for example, 
it predicts strong gains for US services industries, which represent America’s 
dominant area of comparative advantage. 

Income Effects 

Income gains are measured using the standard “equivalent variations” ap-
proach, which identifies the income required, at fixed prices but without an 
agreement, to match the real expenditure changes that result from an agree-
ment. Income gains arise from various aspects of trade agreements that affect 
production, prices, and the variety of goods available to consumers and inves-
tors. A brief overview of the sources of gains measured in this study and their 
relative importance is provided in box 4.1. 

The benefits of the TPP and Asian tracks are likely to appear slowly but 
should accelerate rapidly toward the end of our projection period (figure 4.1). 
The slow start is the outcome of the complexity of trade liberalization in the 
current environment; even under our optimistic assumptions the initial agree-
ments will be relatively small, and their implementation will be gradual. Even 
given an optimistic schedule, the tracks will not generate benefits until 2014, 
when the first hypothetical TPP and China-Japan-Korea agreements would 
come into force, and in that year global benefits would be only $3 billion on 
the TPP track and $18 billion on the Asian track. (Benefits from other trade 
agreements already in effect are included in the baseline and are thus part of 
the “zero” axis in figure 4.1.) 

From these modest beginnings, the benefits on the TPP and Asian tracks 
would rise rapidly to $232 billion and $251 billion, respectively, by 2020. The 
dashed lines then show what would happen if the tracks remain separate. 
Gains on the TPP track would grow to $295 billion with economic growth. 
Gains on the Asian track would increase more substantially to $500 billion, 
reflecting the somewhat later implementation of the ASEAN+3 agreement 
and the relatively rapid growth of Asian-track economies.

What could happen next is especially important. The expansion of either 
track into a regionwide agreement is shown by the solid lines past 2020 (see 
figure 4.1). These point to dramatically higher returns: Enlarging the TPP into 
the FTAAP would push global income gains to $2.4 trillion, and enlarging the 
ASEAN+3 into the FTAAP would yield gains of $1.3 trillion, both relative to a 
baseline of no new agreements. Not only are the income effects on both tracks 
large but so are the differences between them. These are due to the difference 
in the underlying templates, since the membership of the endpoint agreement 
(the FTAAP) and the timing of its implementation are assumed to be the 
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Box 4.1     How countries gain from trade liberalization

The list of sources of gains from trade has expanded substantially since David 
Ricardo (1817) pointed out that Portugal could benefit from trade by shifting 
workers into winemaking, its relatively high-productivity industry. In addition 
to intersectoral factor shifts, the potential gains addressed by our model in-
clude economies of scale, availability of more product varieties, changes in 
the proportion of productive firms within industries, and improvements in the 
terms of trade. The promotion of international investment, now also routinely 
included in trade agreements, provides still another source of benefits. 

Table B4.1.1 separates total benefits into gains from FDI (as explained in ap-
pendix E), intensive margin trade, and extensive margin trade. Intensive margin 
trade effects—reflecting trade increases by already exporting firms—are simi-
lar to the benefits estimated in conventional general equilibrium models of lib-
eralization. Extensive margin trade effects—reflecting exports by firms that did 
not serve a particular market before—provide additional gains that are unique 
to heterogeneous firm models. We estimate intensive margin benefits by run-
ning a simulation that liberalizes only variable cost (and not fixed cost) trade 
barriers. This eliminates most of the benefits gained from new entry (see also 
appendix F).1 The difference between the total trade effects and those calculat-
ed in the intensive margin scenario are attributed to extensive margin trade.

Table B4.1.1     Income gains by type (percent)

Type World
United 
States China Japan Vietnam

TPP track

FDI effects 33.1 46.5 — 37.0 2.5

Intensive margin trade 
effects 

23.2 10.1 — 21.9 54.2

Extensive margin trade 
effects 

43.7 43.4 — 41.2 43.3

Total 100.0 100.0 — 100.0 100.0

Asian track

FDI effects 19.2 — 17.8 20.6 2.0

Intensive margin trade 
effects 

37.5 — 37.2 36.5 72.9

Extensive margin trade 
effects 

43.3 — 45.0 42.9 25.1

Total 100.0 — 100.0 100.0 100.0

Source: Authors’ estimates. 

 

1. This approach only approximates (actually sets an upper bound on) intensive margin effects, since 
even variable cost liberalization leads to some new entrants and hence extensive margin trade. 

(continued on next page)
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Box 4.1     How countries gain from trade liberalization (continued)

Extensive margin effects turn out to be the largest of the three types of 
gains on both tracks, accounting for 43 to 44 percent of total benefits. (This 
is consistent with the importance of the extensive margin trade in empirical 
studies of the effects of trade expansion, as reported, for example, by Hum-
mels and Klenow [2005].) The next most important factor differs across agree-
ments: For the TPP, it is investment liberalization, and for the Asian track, it is 
intensive margin trade. These results reflect differences in templates as well 
as the trade and investment patterns of the economies on the two tracks. For 
similar reasons, for the United States investment effects are most important, 
followed by extensive margin trade and then intensive margin trade. The rank-
ing is reversed for Vietnam on both the TPP and Asian tracks. China and Japan 
fall in between. 

Table B4.1.2 reports a second decomposition, showing trade changes by 
sector. The most striking result is that under the TPP the effects of liberalization 
are particularly concentrated on services; services account for a 32 percent in-
crease in world exports but only 18 percent of baseline exports. The difference 
is especially large for the United States (64 percent share of export increases 
versus 33 percent baseline share). On the Asian track, by contrast, manufac-
tures account for 80 percent of world export increases, compared with a 73 
percent baseline share. 

Table B4.1.2     Trade effects by sector (percent)

Sector World
United 
States China Japan Vietnam

Share of 2025 baseline exports

Primary products 9.4 7.9 0.1 0.2 9.6

Manufacturing 72.6 59.1 96.8 85.9 86.8

Services 18.0 33.0 3.1 13.9 3.6

Total 100.0 100.0 100.0 100.0 100.0

TPP track share of export increase

Primary products –0.4 1.6 — 0.1 –4.0

Manufacturing 68.9 34.9 — 89.3 105.5

Services 31.5 63.5 — 10.5 –1.5

Total 100.0 100.0 — 100.0 100.0

Asian track share of export increase

Primary products 2.3 — 0.1 0.2 3.0

Manufacturing 80.4 — 96.4 85.4 97.9

Services 17.4 — 3.5 14.4 –0.8

Total 100.0 — 100.0 100.0 100.0

Source: Authors’ estimates.

(continued on next page)
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same regardless of the pathway used. The provisions of the TPP template yield 
nearly twice the benefits that would be generated by an agreement covering 
the same trade flows but based on the Asian template. The scale of both tracks, 
the importance of regionwide consolidation, and the sensitivity of gains to the 
template used are among the key findings of this study.  

GRAPHICS 23

Box 4.1     How countries gain from trade liberalization (continued)

The estimated services trade effects are large. This is because initial servic-
es barriers are estimated to be high in many Asia-Pacific markets (averaging  
32 percent across all economies), services liberalization provisions are assumed 
to be ambitious, especially for the TPP (yielding a 52 percent reduction in barri-
ers), and the heterogeneous firms model predicts relatively large effects. Since 
the United States is the world’s principal services exporter, its results are espe-
cially sensitive to these assumptions. High potential gains are supported by 
some ex post evidence; the European Single Market is estimated to have gener-
ated a 32 percent increase in services trade (Fink 2009). Given the central role of 
services liberalization in the results, we will continue to review and update ser-
vices trade estimates in future work, for example, by including newly released 
World Bank data on services trade restrictiveness indexes.

GRAPHICS 7

Figure 4.1     World income gains, 2010–25

Source: Authors’ estimates.
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What would the agreements mean for particular countries? These results 
are reported in table 4.1 for 2025. In this and subsequent tables the scenarios 
appear as columns and the 24 countries and regions of the model are orga-
nized into four groups. The groups reflect assumptions about how differ-
ent countries enter the scenarios. Specifically, (1) TPP track economies are 
countries that join only TPP track agreements, (2) Asian track economies are 
those that join only Asian track agreements, (3) two-track economies include 
those that join both TPP and Asian track agreements, and (4) the other group 
consists of economies involved in neither track (although some are part of the 
final FTAAP). 

On the TPP track (second column of table 4.1), Japan and the United 
States would receive the largest absolute income gains, and Vietnam and 
Malaysia the largest percentage income gains. Korea and Mexico would also 
benefit substantially, despite the fact that both already have FTAs with the 
United States; their gains from the TPP track are attributable to new markets 
that will be covered by the agreement, including especially Japan. The results 
confirm expectations: Small and relatively protected economies have the larg-
est percentage gains, but the gains reach across all participants and are rela-
tively evenly distributed. 

On the Asian track (third column of table 4.1), China, Japan, and Korea 
would be the largest absolute beneficiaries, and Hong Kong, Korea, and Viet-
nam would see the largest percentage gains. The gains of China, Japan, and 
Korea reflect in large part access to each others’ markets, since they all already 
have bilateral FTAs with ASEAN. Hong Kong is projected to be a major ben-
eficiary because it is both a service and investment hub (as shown below, much 
of its gains result from FDI effects), and it has not been fully integrated so 
far into the network of Asian FTAs. ASEAN would gain less from Asian track 
agreements than Northeast Asian economies because it already has bilateral 
agreements with China, Japan, and Korea. Indeed, results not shown in this 
table also indicate that ASEAN would suffer some trade diversion losses ini-
tially, as the China-Japan-Korea agreement is implemented. 

The Asian track yields larger income gains than the TPP track. This is 
unexpected, because the Asian track covers less trade than the TPP track (see 
figure 3.2 in chapter 3) and is assumed to apply a less rigorous template. 
But Asian track economies have relatively high initial barriers, and there are 
no prior preferential agreements to blunt their impact on trade among the 
group’s largest economies, China, Japan, and Korea. Thus, even a less rigorous 
template leads to substantial new integration. Of course, these same factors—
high initial barriers and no prior agreements on Northeast Asian trade—also 
mean that progress on the Asian track will be harder and possibly slower. 

If the TPP and Asian tracks progress in parallel but independently (fourth 
column of table 4.1), the gains will reach $766 billion, close to the sum of their 
separate effects. Because the tracks are structurally different—one includes the 
United States, the other China, and their templates cover different objectives—
they provide mostly complementary benefits. The “two-track economies”  
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Table 4.1     Income gains under alternative scenarios

Economy

GDP, 2025 
(billions of  

2007 dollars)

Income gains in 2025 (billions of 2007 dollars) Percent change from baseline

TPP track Asian track
Both 

tracks FTAAP TPP track Asian track
Both 

tracks FTAAP

TPP track economies 26,502 128.7 7.8 135.6 405.4 0.5 0 0.5 1.5

United States 20,273 77.5 2.5 79.6 266.5 0.4 0 0.4 1.3

Australia 1,433 8.6 0.2 8.8 26.4 0.6 0 0.6 1.8

Canada 1,978 9.9 0.4 10.3 26.2 0.5 0 0.5 1.3

Chile 292 2.6 0.1 2.7 6.5 0.9 0 0.9 2.2

Mexico 2,004 21.0 4.2 24.7 67.7 1.0 0.2 1.2 3.4

New Zealand 201 4.5 0.3 4.8 5.8 2.2 0.1 2.4 2.9

Peru 320 4.5 0.1 4.6 6.3 1.4 0 1.4 2.0

Asian track economies 20,084 –55.9 304.2 253.3 844.4 –0.3 1.5 1.3 4.2

China 17,249 –46.8 233.3 189.3 678.1 –0.3 1.4 1.1 3.9

Hong Kong 406 –0.8 42.7 42.0 84.9 –0.2 10.5 10.3 20.9

Indonesia 1,549 –3.5 12.8 10.1 38.0 –0.2 0.8 0.7 2.5

Philippines 322 –1.1 5.5 4.7 15.9 –0.3 1.7 1.5 4.9

Thailand 558 –3.7 9.9 7.2 27.4 –0.7 1.8 1.3 4.9

Two-track economies 8,660 245.9 210.7 420.3 483.4 2.8 2.4 4.9 5.6

Brunei 20 0.2 0.6 0.7 1.1 1.1 2.8 3.6 5.4

Japan 5,338 119.4 103.1 209.5 228.1 2.2 1.9 3.9 4.3

Korea 2,117 45.8 87.2 115.1 129.3 2.2 4.1 5.4 6.1

(continued on next page)
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Table 4.1     Income gains under alternative scenarios (continued)

Economy

GDP, 2025 
(billions of  

2007 dollars)

Income gains in 2025 (billions of 2007 dollars) Percent change from baseline

TPP track Asian track
Both 

tracks FTAAP TPP track Asian track
Both 

tracks FTAAP

Two-track economies (continued)

Malaysia 431 26.3 8.3 33.5 38.4 6.1 1.9 7.8 8.9

Singapore 415 8.1 –2.0 5.8 13.6 2.0 –0.5 1.4 3.3

Vietnam 340 46.1 13.5 55.8 72.9 13.6 4.0 16.4 21.5

Other 47,977 –24.0 –22.9 –43.5 188.6 0 0 –0.1 0.4

Russia 2,865 –2.0 –2.6 –4.2 265.9 –0.1 –0.1 –0.1 9.3

Taiwan 840 –2.9 –15.9 –17.6 53.0 –0.3 –1.9 –2.1 6.3

Europe 22,714 –3.4 4.7 1.1 –32.6 0 0 0 –0.1

India 5,233 –3.8 –7.9 –11.0 –29.5 –0.1 –0.2 –0.2 –0.6

Other ASEAN 83 –0.4 1.0 0.6 3.1 –0.5 1.1 0.7 3.7

Rest of world 16,241 –11.4 –2.0 –12.4 –71.4 –0.1 0 –0.1 –0.4

World 103,223 294.7 499.9 765.6 1,921.7 0.3 0.5 0.7 1.9

Memorandum

TPP 35,162 374.6 218.5 555.9 888.8 1.1 0.6 1.6 2.5

ASEAN+3 28,828 189.5 515.9 674.1 1,330.8 0.7 1.8 2.3 4.6

APEC 58,951 313.7 504.2 787.3 2,052.0 0.5 0.9 1.3 3.5

Notes: The country groups correspond to membership assumptions used in different scenarios. “TPP track economies” participate only in Trans-Pacific track agreements. “Asian track 
economies” participate only in Asian agreements. “Two-track economies” participate in both sets of agreements. The FTAAP includes all of the above economies plus Russia, Taiwan, and 
Other ASEAN. 

Source: Authors’ estimates. 
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of our country classification scheme, those participating in both tracks, are 
projected to be the biggest winners under this scenario. Their income gains 
amount to 5 percent of their GDP compared with 0.5 percent for TPP track 
economies and 1.3 percent for Asian track economies. Indeed, two-track 
economies would capture 55 percent of the gains generated by the two tracks, 
even though they account for only 16 percent of the GDP of all participants. 

The consolidation of the tracks into a regionwide agreement offers the 
most favorable outcomes. This scenario (fifth column of table 4.1) would pro-
duce gains of $1.9 trillion, far more than either track alone or even the two in 
parallel. This estimate is based on a consolidation reached from the TPP and 
Asian tracks through compromise; it uses a template that is the average of 
the TPP and Asian track templates. A stricter TPP template would yield even 
greater gains, as reported in table 5.3 in chapter 5. Economies that participate 
in only one track would be especially important gainers from consolidation: 
TPP and Asian track economies would roughly triple the gains that they could 
achieve on their own tracks. By contrast, economies that participate on both 
tracks and thus have access to both markets before consolidation would gain 
much less; for them, the FTAAP would add only 15 percent more income.

Trade and Investment Effects 

Ambitious Asia-Pacific trade agreements would dramatically change world 
exports.2 The effects would start small: In 2014 the TPP track would generate 
$9 billion and the Asian track $77 billion in additional exports. But by 2025 
the projected increases on the TPP and Asian tracks grow to $444 billion and 
$945 billion, respectively, and $1.3 trillion together (table 4.2). 

As with income, the Asian track would have a larger impact on trade 
than the TPP track, even though it covers less intraregional trade ($1.2 tril-
lion versus $2 trillion). As already noted, Asian track economies have higher 
barriers to start. In contrast, the largest trade flows in the TPP—those among 
Canada, Mexico, and the United States, and between the United States and 
several partners—are already covered by high-quality FTAs. To the extent that 
the TPP contributes significant value, it will be in new areas such as services, 
IPRs, and investment. 

On the TPP track, Japan and the United States would have the largest 
absolute export increases, and Vietnam, Japan, Malaysia, and Korea would 
have the largest percentage increases. On the Asian track, China, Japan, and 
Korea would have the largest gains; in percentage terms they would be joined 
by Hong Kong. ASEAN countries would gain much less because they already 
have preferential access to all ASEAN+3 markets. The export effects of both 
tracks moving forward would be similar to the sum of their separate impacts. 

2. We report exports only. Given that the scenarios assume fixed capital account  balances, the 
effects of scenarios on total exports and imports are similar. Results for imports will be available 
at our website, www.asiapacifictrade.org.
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Table 4.2     Export increases under alternative scenarios

Economy

Exports, 2025 
(billions of  

2007 dollars)

Export increases in 2025 (billions of 2007 dollars) Percent change from baseline

TPP track Asian track
Both 

tracks FTAAP TPP track Asian track
Both 

tracks FTAAP

TPP track economies 4,555 201.5 0.5 199.5 779.9 4.4 0 4.4 17.1

United States 2,813 124.2 2.1 124.6 575.9 4.4 0.1 4.4 20.5

Australia 332 14.9 0.2 15.0 52.8 4.5 0.1 4.5 15.9

Canada 597 15.7 –1.4 14.2 32.0 2.6 –0.2 2.4 5.4

Chile 151 3.8 –0.9 2.9 8.2 2.5 –0.6 1.9 5.5

Mexico 507 31.5 0.4 31.3 94.3 6.2 0.1 6.2 18.6

New Zealand 60 4.7 0.1 4.8 6.0 7.8 0.1 8.0 9.9

Peru 95 6.7 0 6.6 10.0 7.1 0 7.0 11.3

Asian track economies 5,971 –73.8 618.4 544.1 1,772.2 –1.2 10.4 9.1 29.7

China 4,597 –57.4 516.3 456.8 1,505.3 –1.2 11.2 9.9 32.7

Hong Kong 235 –1.8 35.3 33.3 71.8 –0.8 15.0 14.2 30.6

Indonesia 501 –5.6 32.6 27.6 97.4 –1.1 6.5 5.5 19.5

Philippines 163 –1.9 8.8 7.1 27.2 –1.2 5.4 4.3 16.7

Thailand 476 –7.2 25.3 19.3 70.5 –1.5 5.3 4.0 14.8

Two-track economies 2,817 406.4 416.7 740.6 852.1 14.4 14.8 26.3 30.3

Brunei 9 0.3 0.3 0.5 0.6 2.8 3.5 5.9 7.0

Japan 1,252 175.7 220.7 364.5 423.1 14.0 17.6 29.1 33.8

Korea 718 88.7 168.3 220.4 245.2 12.4 23.4 30.7 34.1

(continued on next page)
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Table 4.2     Export increases under alternative scenarios (continued)

Economy

Exports, 2025 
(billions of  

2007 dollars)

Export increases in 2025 (billions of 2007 dollars) Percent change from baseline

TPP track Asian track
Both 

tracks FTAAP TPP track Asian track
Both 

tracks FTAAP

Two-track economies (continued)

Malaysia 336 41.7 12.4 51.3 50.8 12.4 3.7 15.3 15.1

Singapore 263 11.0 –9.0 1.3 –5.3 4.2 –3.4 0.5 –2.0

Vietnam 239 89.1 24.0 102.6 137.7 37.3 10.1 42.9 57.6

Other 15,072 –90.4 –90.2 –179.6 –53.5 –0.6 –0.6 –1.2 –0.4

Russia 1,071 –4.4 –4.0 –8.6 301.0 –0.4 –0.4 –0.8 28.1

Taiwan 712 –7.4 –37.7 –43.0 151.1 –1.0 –5.3 –6.0 21.2

Europe 7,431 –38.3 –28.3 –67.7 –268.2 –0.5 –0.4 –0.9 –3.6

India 869 –6.7 –7.5 –13.8 –44.7 –0.8 –0.9 –1.6 –5.1

Other ASEAN 34 –1.1 1.4 0.4 7.0 –3.2 4.3 1.1 20.8

Rest of world 4,955 –32.4 –14.2 –46.8 –199.7 –0.7 –0.3 –0.9 –4.0

World 28,415 443.7 945.4 1,304.6 3,350.7 1.6 3.3 4.6 11.8

Memorandum

TPP 7,372 608.0 417.2 940.1 1,632.0 8.2 5.7 12.8 22.1

ASEAN+3 8,822 331.5 1,036.5 1,285.1 2,631.3 3.8 11.7 14.6 29.8

APEC 15,126 522.3 993.9 1,432.6 3,856.3 3.5 6.6 9.5 25.5

Source: Authors’ estimates. 
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But again regionwide integration dominates the results. A comprehensive 
FTAAP would increase world exports twice as much as the TPP and Asian 
tracks independently, or by $3.3 trillion. These large gains—12 percent of 
baseline world exports—are much greater than those that might have resulted 
from the Doha Round. 

Both tracks would make large contributions to FDI,3 amounting to $560 
billion on the two together (see table 4.3). The United States, Hong Kong,4 
and Japan are projected to have the largest gains in outward FDI. The model 
also generates rapid increases in outward FDI stocks for China, but these start 
from a low initial base. Also, Chinese foreign investments have historically tar-
geted either countries outside the Asia-Pacific region or Asia-Pacific economies 
with low initial barriers to FDI (such as Australia, Canada, Hong Kong, and 
the United States). Hence the simulations of new regional agreements do not 
produce large absolute increases in China’s outbound FDI. The projections are 
arguably more speculative for China than for other countries, given the dyna-
mism of its transformation and potential changes in its investment patterns. 

The TPP track would generate greater FDI impacts than the Asian track; 
TPP members play a large role in outward foreign investment and often face 
high barriers abroad. Furthermore, the TPP template is specifically designed 
to improve investment rules. Foreign investments in Japan and Korea are 
especially important in the projections, since their barriers to inward FDI are 
estimated to be high. 

Structural Change

The tracks will also change what each economy produces (see table 4.4). Since 
manufacturing accounts for three-quarters of world trade, the largest effects, 
roughly two-thirds of export increases, would be in manufacturing. In pro-
portional terms, however, services would gain more, and primary products 
less. Under the FTAAP, for example, services exports would increase by 18 per-
cent, compared with 12 percent for manufactures and 3 percent for primary 
products. 

The shifting composition of trade reflects several trends. The structure 
of demand is shifting toward services everywhere as incomes rise. Also, the 
rise of manufacturing trade in recent decades has been driven by sharp in-
creases in import penetration rates, which are reaching such high levels that 
they are bound to slow. These historical increases in manufacturing import 
penetration have been driven by the dramatic rise of Chinese manufacturing  

3. We report outward FDI stocks only. Results for inward stocks will be available at our website, 
www.asiapacifictrade.org.

4. Hong Kong is a major regional investment hub. As discussed in appendix E, this appears to be 
the case even though we have attempted to correct reported foreign investment data for “round 
tripping” of investments in China by Chinese firms through Hong Kong and for Hong Kong’s role 
as a tax haven for foreign investment from other sources.
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Table 4.3     Outward FDI stock increases under alternative scenarios

Economy

Outward FDI 
stock, 2025
(billions of   

2007 dollars)

FDI stock increases in 2025 (billions of 2007 dollars) Percent change from baseline

TPP track Asian track
Both 

tracks FTAAP TPP track Asian track
Both 

tracks FTAAP

TPP track economies 10,980 190.9 0 190.9 540.9 1.7 0 1.7 4.9

United States 8,705 169.0 0 169.0 470.7 1.9 0 1.9 5.4

Australia 660 8.0 0 8.0 25.5 1.2 0 1.2 3.9

Canada 1,343 12.1 0 12.1 42.7 0.9 0 0.9 3.2

Chile 39 0.2 0 0.2 0.2 0.5 0 0.5 0.5

Mexico 199 0.8 0 0.8 0.8 0.4 0 0.4 0.4

New Zealand 29 0.7 0 0.7 0.8 2.4 0 2.4 2.9

Peru 7 0.1 0 0.1 0.1 1.6 0 1.6 1.7

Asian track economies 4,247 0 110.5 110.5 235.8 0 2.6 2.6 5.6

China 1,859 0 5.5 5.5 17.0 0 0.3 0.3 0.9

Hong Kong 2,171 0 98.3 98.3 204.4 0 4.5 4.5 9.4

Indonesia 44 0 0.6 0.6 1.2 0 1.4 1.4 2.8

Philippines 30 0 1.1 1.1 2.2 0 3.6 3.6 7.1

Thailand 143 0 4.9 4.9 11.0 0 3.4 3.4 7.7

Two-track economies 4,529 101.7 176.7 258.8 333.0 2.2 3.9 5.7 7.4

Brunei 22 0 1.4 1.4 2.6 0 6.2 6.2 11.9

Japan 2,172 74.1 111.5 171.2 198.4 3.4 5.1 7.9 9.1

Korea 607 11.3 59.6 66.2 78.0 1.9 9.8 10.9 12.8

(continued on next page)
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Table 4.3     Outward FDI stock increases under alternative scenarios (continued)

Economy

Outward FDI 
stock, 2025
(billions of   

2007 dollars)

FDI stock increases in 2025 (billions of 2007 dollars) Percent change from baseline

TPP track Asian track
Both 

tracks FTAAP TPP track Asian track
Both 

tracks FTAAP

Two-track economies (continued)

Malaysia 388 3.5 4.2 7.2 12.3 0.9 1.1 1.9 3.2

Singapore 1,336 12.7 0 12.7 41.4 1.0 0 1.0 3.1

Vietnam 4 0 0 0 0.4 0.1 0.7 0.8 10.4

Other 33,055 0 0.2 0.2 45.2 0 0 0 0.1

Russia 883 0 0 0 32.3 0 0 0 3.7

Taiwan 330 0 0 0 12.5 0 0 0 3.8

Europe 27,737 0 0 0 0 0 0 0 0

India 298 0 0 0 0 0 0 0 0

Other ASEAN 5 0 0.2 0.2 0.4 0 3.6 3.6 6.9

Rest of world 3,802 0 0 0 0 0 0 0 0

World 52,812 292.6 287.4 560.4 1,154.9 0.6 0.5 1.1 2.2

Memorandum

TPP 15,510 292.6 176.7 449.7 873.9 1.9 1.1 2.9 5.6

ASEAN+3 8,782 101.7 287.4 369.4 569.2 1.2 3.3 4.2 6.5

APEC 20,969 292.6 287.2 560.2 1,154.6 1.4 1.4 2.7 5.5

Source: Authors’ estimates. 
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Table 4.4     Changes in world export composition under alternative scenarios

Sector

Exports, 2025 
(billions of 

2007 dollars)

Export increases in 2025 (billions of 2007 dollars) Percent change from baseline

TPP track Asian track
Both 

tracks FTAAP TPP track Asian track
Both 

tracks FTAAP

Primary products 2,670 –2 21 18 75 –0.1 0.8 0.7 2.8

Rice 20 0 0 0 0 0 1.5 1.4 2.1

Wheat 49 0 0 0 –1 –0.3 0.2 –0.2 –1.7

Other agriculture 806 0 11 11 53 0 1.4 1.4 6.6

Mining 1,796 –2 10 7 23 –0.1 0.5 0.4 1.3

Manufactures 20,637 306 760 994 2,372 1.5 3.7 4.8 11.5

Food and beverages 1,188 6 15 19 60 0.5 1.3 1.6 5.0

Textiles 735 29 45 69 132 3.9 6.2 9.3 17.9

Apparel and footwear 788 36 42 72 144 4.6 5.4 9.1 18.2

Chemicals 3,967 46 148 182 566 1.2 3.7 4.6 14.3

Metals 2,932 29 107 126 340 1.0 3.6 4.3 11.6

Electrical equipment 2,370 29 108 127 221 1.2 4.5 5.3 9.3

Machinery 4,093 46 180 210 414 1.1 4.4 5.1 10.1

Transportation
equipment

2,806 56 56 107 232 2.0 2.0 3.8 8.3

Other manufactures 1,760 29 59 84 265 1.7 3.4 4.8 15.0

(continued on next page)
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Table 4.4     Changes in world export composition under alternative scenarios (continued)

Sector

Exports, 2025 
(billions of 

2007 dollars)

Export increases in 2025 (billions of 2007 dollars) Percent change from baseline

TPP track Asian track
Both 

tracks FTAAP TPP track Asian track
Both 

tracks FTAAP

Services 5,108 140 164 292 904 2.7 3.2 5.7 17.7

Utilities 79 0 0 0 1 –0.1 0.3 0.1 0.9

Construction 171 3 6 9 39 1.7 3.4 5.3 22.5

Trade, transportation,
and communications

2,017 61 99 152 430 3.0 4.9 7.5 21.3

Private services 2,356 73 55 126 403 3.1 2.4 5.3 17.1

Government services 484 2 4 6 31 0.5 0.8 1.2 6.5

Total 28,415 444 945 1,305 3,351 1.6 3.3 4.6 11.8

Source: Authors’ estimates. 
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capabilities. While the projections anticipate some further deepening, they 
envision manufacturing export growth gradually settling back toward gen-
eral economic growth. By contrast, the scope for deeper trade penetration in 
services remains very large. These shifts will also be encouraged by services-
oriented liberalization, especially under the TPP. 

On the TPP track, services trade would increase nearly twice as fast as 
manufactures, due to the factors noted above and the services-friendly tem-
plate expected for the TPP. Even under the Asian track, however, services trade 
increases would nearly match those in manufacturing. Since services are also 
among the most protected sectors of the global economy, there are large op-
portunities to increase trade and related production efficiencies. Technologi-
cal developments and new liberalization initiatives on both tracks will hope-
fully support these changes. 

The same trends play out somewhat differently across economies, as illus-
trated by sectoral results for the United States, China, and Japan (figure 4.2). 
The figure shows how different sectors will be affected by regionwide integra-
tion under the TPP and Asian templates. The pattern of changes is similar 
across templates, driven by the underlying comparative advantages of the 
three economies. Both sets of bars show increases in US services value added 
(especially for private services) and to a lesser extent agricultural value added 
and declines in some manufacturing sectors. In China’s case, the declines (of 
course, only relative to the baseline) appear primarily in services, while manu-
facturing value added would rise. Japanese results fall in between, with some 
services increases and a mixed pattern of changes in manufacturing. There 
are some notable differences between templates: The TPP template generates 
larger sectoral changes and more efficient specialization; in the United States, 
for example, this means more extensive shifts in value added from manufac-
turing to agriculture, food, and services. 

These implications of the trade agreements can—and surely will—be pre-
sented in different ways. An interesting contrast is provided, for example, by 
pictures of Japanese production changes when measured in percentage terms 
(figure 4.3, graph A) and value terms (figure 4.3, graph B). The percentage 
measure draws attention to large declines in small sectors, mainly in agricul-
ture, while the value-added measure draws attention to smaller percentage 
gains, which nevertheless add up to substantial benefits in large sectors such 
as services.

In a perfect world, trade agreements would strengthen economies across 
the board. This is true in a sense: The heterogeneous firms trade model pre-
dicts that liberalization will help to create pockets of productivity growth in 
all sectors of the economy, permitting incomes and wages to rise across the 
board. But benefits are still likely to have uneven sectoral effects, requiring 
workers and assets to shift among firms and sectors. In the case of the United 
States, relative to the baseline, resources will tend to move from manufactur-
ing to services and primary products; in China, they will shift primarily from 
agriculture and services to manufacturing. 
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Figure 4.2     Changes in value added in 2025: United States,  
 China, and Japan

a. United States 

(continued on next page)
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Figure 4.2     Changes in value added in 2025: United States,  
 China, and Japan (continued)

b. China
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Figure 4.2     Changes in value added in 2025: United States,  
 China, and Japan (continued)

c. Japan
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Figure 4.3     Two measures of Japanese output changes  
 in 2025

a. In percent
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Figure 4.3     Two measures of Japanese output changes  
 in 2025 (continued)

b. In billions of dollars

billions of dollars

Source: Authors’ estimates.
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Intersectoral effects would emerge gradually. As examined further below, 
the annual adjustments are modest compared with underlying production ac-
tivities. For example, even with ambitious regionwide trade agreements, there 
will be export growth in most US sectors, including manufacturing. The nega-
tive effects reported are relative to the baseline, and few imply actual declines 
over time. Moreover, the manufacturing-services distinction is itself becoming 
blurred. Manufacturing and services involve activities that may be reallocated, 
but most firms, industries, and workers are now typically involved in complex 
mixes of these activities. For example, firms such as Apple and IBM, once 
identified as manufacturers, thrive by shifting the mix of their activities into 
design and services and the management of international production chains. 
Indeed, the ability to shift costly activities abroad while producing high-qual-
ity products is itself a source of competitive advantage in advanced economies 
like the United States or Japan; it has enabled many companies to survive large 
technological and competitive challenges.

Employment Effects

The political debate about trade agreements, especially in the current mac-
roeconomic climate, is likely to focus on employment effects. An agreement 
that is thought to contribute to unemployment will be politically unaccept-
able, whether or not it generates long-term benefits. Unfortunately, the trade-
employment relationship is complicated and not well understood. For one 
thing, the relationship is very sensitive to underlying macroeconomic circum-
stances. The macroeconomic analysis of employment effects, in turn, requires 
very different models from those used to understand the microeconomics of 
international competition. 

In CGE models, employment effects depend on the crucial “labor market 
closure” assumption made in solving the model. This assumption determines 
whether a change in net aggregate demand leads to changes in prices (wages 
and exchange rates) or to changes in quantities (employment and output). To 
model economies under conditions of unemployment, modelers usually as-
sume that prices are fixed (say, in the short term for institutional reasons) and 
demand changes lead to employment and output changes. To model econo-
mies at full employment, they assume that the employment level is fixed and 
demand changes result in wage and real exchange rate adjustments (and hence 
real income changes). In the first case, benefits appear as output or employ-
ment gains; in the second, as income gains. For a given scenario and model, 
these two types of gains are closely related. For large economies, the output 
gains predicted by an unemployment closure roughly equal the income gains 
predicted by a full-employment closure.5

5. The unemployment model may then predict a larger or smaller final output effect depending 
on the Keynesian multiplier applied to the initial impact effect. 
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We use a full-employment specification in this study and therefore calculate 
income gains. We cannot predict the macroeconomic conditions many years into 
the future, when the full effects of trade agreements are likely to be felt; there is a 
much larger chance that the economy of 2025 will be near full employment than 
that it will be in recession. In any case, the rough equivalence of results between 
the closures implies that readers can translate income gains from our approach 
into employment gains in the alternative approach, simply by dividing by an 
employment/output ratio. Using US projections for 2025, one can calculate that 
the GDP of $20.3 trillion will be produced by 168 million workers; an income 
gain of $121,000 is roughly equivalent to creating an extra job. 

Even under full employment, trade liberalization will change the sectoral 
composition of output and may require workers to shift from one industry 
to another. Such adjustments matter because they could generate private and 
social costs. When a worker loses a job, he or she may be forced to undertake 
a lengthy job search, learn a new skill, or move to a new location. It may also 
take public resources to manage these adjustments, and some older workers 
may even leave the labor force. At least in principle, measures of gains from 
trade should net out these adjustment costs. 

The scale of the adjustment burden can be directly (although imperfectly) 
estimated from the annual results of the simulations. We define the “adjust-
ment burden” of a growth path in year t as the sum of reductions in employment 
that occur in that year, summing across all sectors of the economy. Formally:

As
t = –∑i min(0, Ls

it – Ls
i,t–1) (4.1)

where As
t is the adjustment burden at time t under scenario s, and Ls

it is employ-
ment in sector i at time t under scenario s. In some of the calculations below the 
absolute adjustment burden defined by equation (4.1) is expressed as a percent-
age of total employment. Note that this calculation defines the adjustment bur-
den in terms of intersectoral job shifts—the number of people who have to leave a 
sector and seek jobs in another—to distinguish it from macro-level employment 
effects that might or might not occur, depending on economic circumstances.

Adjustment burdens are a byproduct of economic change and emerge 
even on the baseline growth path. A sector’s employment level will contract 
whenever its labor productivity outpaces the demand for output. In countries 
with high overall growth rates, all else equal, few sectors are likely to experi-
ence absolute employment declines and adjustment burdens will be low. But 
this is not an iron law: If rapid overall growth is associated with rapid pro-
ductivity growth in a single, large sector with slowly growing demand (say, 
agriculture), then it will also result in high rates of adjustment. Adjustment 
burdens are much more likely to be large in countries with slow or even nega-
tive labor force growth, which implies slow demand growth and contracting 
employment in many sectors. 

The negative relationship between adjustment burdens and baseline GDP 
growth is illustrated in figure 4.4. The left-most points show, based on the 

© Peterson Institute for International Economics  |  www.piie.com



ECONOmIC ImPlICATIONS OF THE TRANS-PACIFIC AND ASIAN TRACkS  59

simulations, that adjustment burdens will be high (with total sectoral job 
losses of around 1 percent of total employment) in countries with employ-
ment growth in the low –1 percent range, such as Korea, Taiwan, and Russia. 

Does trade liberalization impose large adjustment burdens? The answer 
will depend, of course, on the country, agreement, and point in time; impli-
cations for the United States will be examined in the next section. But the 
overall relationship that emerges from the simulations, illustrated in figure 
4.5, is encouraging. This scatter diagram shows job shifts predicted by the 
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 Figure 4.5     Adjustment versus income gains from the FTAAP
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simulations (vertical axis, as a percent of employment) against income gains 
predicted under the FTAAP scenario (horizontal axis, as a percent of GDP) for 
22 countries and regions. It suggests a clear correlation between benefits and 
adjustment; income gains of 10 percent of GDP require that approximately  
1 percent of the labor force change jobs.6 The US example will also confirm 
this high ratio of returns to adjustment. Further, the adjustment burdens cal-
culated in this study end once an economy completes its transition to a new 
trade structure, while the stream of income gains continues indefinitely into 
the future. 

Impacts on Nonmembers

The results of the tracks show mostly gains, but negative effects appear for 
some countries (tables 4.1 and 4.2). These reflect the well-known trade diver-
sion effects of free trade agreements: Preferences cause imports to shift from 
efficient, nonparticipating exporters to FTA partners that receive them. Trade 
diversion harms both the importer, which now pays more (net of tariffs), and 
the exporter, which suffers deterioration in its terms of trade, leading to wider 
welfare losses. In table 4.1, such losses appear for “Asian track” countries 
under the TPP scenario and for “other” countries under most scenarios. 

The trade diversion effects of the TPP fall mainly on China—its exports 
would be 1.2 percent lower than on the baseline (table 4.2). The income im-
plications are smaller, at around 0.3 percent of GDP (table 4.1). These effects 
mirror the gains of TPP members, such as Vietnam, that compete with China 
for US markets. Although the results show trade diversion also for TPP track 
economies under Asian track trade agreements, the income effects would be 
slightly positive. In that case, productivity gains appear to be large enough to 
improve the terms of trade for nonparticipating countries such as the United 
States, offsetting trade diversion losses. Thus, outsiders will likely capture 
some part of the benefits of Asian integration.

Not surprisingly, trade diversion losses are greatest for economies that 
participate in neither track. For example, Russia and Taiwan would experience 
losses under both tracks, in which they are assumed not to participate. These 
two economies, however, would have large gains from the FTAAP, since both 
are APEC members and are therefore assumed to participate. This example 
illustrates the importance of the membership assumptions built into our sce-
narios. The lists of participants in the various groups are far from certain, and 
membership decisions will depend on how countries expect to be affected by 
the evolving agreements. 

6. The measure of job shifts used in this study accounts for intersectoral job shifts but not shifts 
within model sectors. It is therefore sensitive to sector detail; a model with 200 sectors would 
show more adjustment than one with 20. To be sure, shifts among the smaller subsectors of a 
large sector may involve lower adjustment costs because skill and location requirements may be 
more similar. Still, due to aggregation issues, our estimates may somewhat understate the extent 
of job shifts. 
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The implications for the European Union are especially interesting, since 
these might affect the global consequences of the tracks. The European Union 
has recently prioritized FTAs with Asia-Pacific economies; for example, it has 
concluded an FTA with Korea and has begun negotiations with ASEAN. The 
European Union is also discussing negotiations with the United States. These 
initiatives have been stimulated, in part, by increasing discrimination against 
Europe in Asia-Pacific markets. Our results do not suggest that the European 
Union would be much affected by Asia-Pacific preferential agreements; for 
example, the negative income effect of the TPP on Europe is estimated to be 
only $3 billion in 2025, in the context of a $23 trillion economy. The Asian 
track would actually yield a small increase in European incomes. But forgoing 
the potential positive benefits of membership in one or both tracks could be 
costly; we expect that the European Union will watch the negotiations care-
fully and may react to them. It might, for example, propose an early effort to 
transform the regional negotiations into a new global round. 

Importantly, trade creation benefits vastly exceed trade diversion losses. 
For example, under the FTAAP, when approached from both tracks, members 
would gain $2,052 billion, while excluded regions (Europe, India, and the rest 
of the world) would lose $134 billion; this implies that trade diversion losses 
account for only 7 percent of the benefits. Comparable ratios for the TPP and 
Asian tracks are 21 and 4 percent, respectively. The reason trade diversion 
is so limited is that both tracks are close to “natural blocs,” in that member 
economies already trade intensively with each other and each group comprises 
globally efficient producers for a wide range of products (Frankel, Stein, and 
Wei 1995). Liberalization also increases productivity in member economies 
and encourages further expansion of trade. Moreover, the large ratio of gains 
to diversion losses means that the participants will have resources available 
to blunt the negative impact of FTAs on excluded partners such as India and 
lower-income countries.
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