B FEam L

HURRE A DR L REEA
An Acceleration of Regional Economic Integration and Its Effect on

Economic Welfare
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Abstract

We examine the effect of an acceleration of regional economic integration on
macroeconomy and economic welfare. We construct an open macroeconomic model
with production relocation under free trade. In our model, nominal wage is
endogenously determined by bargaining between the firm and trade unions. We find
that a decrease in the risk of a country leads an acceleration of the inflow of
production relocation, an increase in national income (and welfare) of this country, but
a decrease in them of the other country. These effects on economic welfares of both
countries completely cancelled out, hence a decrease in the risk does not change the

total welfare of the region.
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