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Abstract
Globalization has failed to relax barriers to the movement of labor, especially 
unskilled workers. So have North-South Regional Trade Agreements (RTAs), while 
South-South RTAs have failed to implement good intentions. A literature review 
of the labor effects of RTAs underscores context specificity precluding general-
izations across categories of RTAs. Most ex-ante studies have focused on global 
welfare effects rather than anticipated labor market effects while ex-post studies 
have had difficulty isolating any direct effects attributable to implementation 
of the RTA because of confounding effects as illustrated by a discussion of the 
wage puzzle in Mexico under NAFTA. The survey reviews labor market and wage 
results from ex-ante CGE estimates and ex-post household-based econometric 
estimates. … /…
   
Keywords :  Regional Trade Agreements, Labor markets.

JEL Categories : F18 and Q56

* This paper has benefited from funding from the European Union (EU) in the context of the International Labour 
Organization (ILO) project “Assessing and Addressing the Effects of Trade on Employment”. The contents of this work 
are the sole responsibility of the authors and can in no way be taken to reflect the views of the EU or the ILO. Thanks 
to Olivier Cadot, Richard Newfarmer, Marcelo Olarreaga, Sherman Robinson, David Tarr for helpful discussions and to 
David Cheong for detailed comments on an earlier draft. De Melo is grateful to FERDI for support. Remaining errors 
are ours.
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 These models with imperfect competition were inspired by the ground-breaking work of Harris (1984) and 
Cox and Harris (1986) on CUSFTA where they showed that Canada would reap substantial gains from the 
agreement if Canadian firms were obliged to adopt a more competitive pricing strategy. Similar results were 
also predicted by de Melo and Tarr (1992) when they compared the costs of tariff and non-tariff barriers in 
autos, textiles and steel for the US economy under different assumptions about market structure for autos and 
steel. 
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Authors/Study Model Structure Factor Markets/●Experiments Macro closure Main Results 

Flores (1997): 
MERCOSUR 
(Argentina, Brazil, 
Uruguay) 

MR-GE(7); Sectors=5+4; 
R=7. Armington : 
Monopolistic competition 

Labor and capital: full employment. Factors 
mobile across MERCOSUR countries. 
●Removal of tariffs on MERCOSUR trade 
under different assumptions about the CET 

Government 
redistributes tax 
revenue  

a
 Real wage changes  

Argentina [+1.5%-+2.6%] 
Brazil [+3.1%-+3.9%] 
Uruguay [+3.4%-+3.5%] 

Decaluwe,Dissou, 
Robichaud (2004) 
UEMOA (Benin, 
Burkina Faso, Cote 
d’Ivoire, Mali, Niger, 
Senegal, Togo) 

MR-GE 
CRTS; Armington 

Capital; Formal and informal labor; total labor 
supply fixed.  Labor mobility w/n countries; 
Minimum wage in formal sector. Unemployed 
in formal seek work in informal sector, driving 
down the wage down in the informal sector. 
●Removal of tariffs on UEMOA trade and 
application of a CET  

Savings driven. 
Downward wage 
rigidity of formal 
workers in terms of 
numéraire (the 
exchange rate) 

b
  Formal wage, informal wage in parenthesis 

under flexible wage closure followed by 
unemployment of formal labor and informal 
wage change in brackets when nominal wage 
is fixed in the formal sector. 
Burkina Faso (-7.3%;-5.4%) [+5.5%;- 9.1%] 
Ivory Coast (20.3%;5.9%)[0;5.9% ] 
Senegal (-3.9%;-3.6%); [+4.4%;-13.1%] 

Lewis and Robinson 
(2004). Estimates of 
EU-SADC FTA for 7 
individual SADC  
members and 5 other 
regions 

MR-CGE based on GTAP5 
data base. CRTS; AIDS 
system for aggregating 
imports. CET for exports; 17 
sectors 

Capital, skilled and unskilled labor; land and 
natural resources. Factors of production do 
not move across countries. 
● EU-SACU FTA + SADC-FTA 

Aggregate 
consumption and 
investment fixed. 
Wage of unskilled 
labor fixed in terms 
of the numéraire 

c
 Range of percentage increases in unskilled 

employment in brackets 
SAF [3.5-4.%] 
Botswana [11-14%%]  
Zambia [2-4%] 

Balistreri and Tarr 
(2011) 

MR-GE: 3 regions, 55 
sectors; CRTS+ IRTS sectors 
Dixit-Stiglitz for services 

Skilled, semi-skilled, unskilled labor; land; 
mobile and immobile capital 

Full-employment 
across skills; flexible 
wages and prices;  

d
 Factor adjustments (Percentage changes) 

Skilled (0.5;0.7;2.1) 
Semi-skilled (0.7;0.8;2.1) 
Unskilled (0.2;0.0;1.3) 
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  If, on balance, the more highly protected sectors operate under constant returns to scale, then there will be 
extra gains from releasing resources to sectors with increasing returns. However, as argued by Katayama and 
Tybout (2003), the extent of unexploited returns to scale calibrated in the models is greater than suggested by 
the econometric evidence from plant data. 
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  The much larger gains from non-discriminatory liberalization come from the combination of a larger share of 
goods coming from the ROW combined with the assumption of a high elasticity of variety for goods from the 
ROW.  
23

 Historical simulation as discussed by Dixon and Rimmer (2012) whereby modelers adjust various shift 
parameters is of little interest in the context of evaluating RTAs. For example, RoO could be included in the 
models, but that would imply modeling these requirements directly. This could be done (see e.g. Cadot et al. 
(2005)) but it requires a considerable detail on the specifics of these RoO that vary across products.  
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 See Table 1 in Golberg and Pavcnik (2007) where they describe the other policy reforms that occured 
simultaneously with trade liberalization across their group of seven countries (Argentina, Brazil, Colombia, 
Chile, India, Mexico, Hong-Kong). 
26

 Reductions in other barriers to trade were less important. Thus some tariff-quotas would remain for 
agriculture and restrictive rules of origin would hamper trade expansion while anti-dumping and countervailing 
duties would continue to be applied by the partners according to their own trade laws.  
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27 When they turn to study the effect on employment and wages for skilled and low skilled labor of the trade 
and foreign investment regulation reforms before NAFTA (over the period 1975-1988), Feenstra and Hanson 
found, consistently with their model, that a higher level of maquiladora activity in a Mexican industry within a 
state led to a higher share of total wages’ going to skilled workers. 
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Authors/Study Characteristics/specificity  Results
 a

 

Porto (2006) 
 
MERCOSUR 
 
Argentina 

• 3 categories of labor: Unskilled (Primary 
education); middle skilled (Secondary) and 
skilled (College) 
• 4 Traded goods (Food and Beverage, Clothing, 
House equipment and other goods) 
• 3 Non traded goods (Housing, trans.& comm., 
Health &Education, and Leisure goods) 
• Assume complete pass-through from tariffs to 
prices of traded goods. 

b
Total Welfare Effect: [rich: 0%; middle-

income: +3%; poor:+ 6%].  
Consumption effect:  
Traded goods: [poor:-0.5%, rich: +0.75%];  
Non-traded goods: [poor: +0.3%; rich: +1%]. 
Labor income effect: [poor: +7%; rich: -5%] 
Increase of unskilled/ skilled worker’s wages. 

Nicita (2009) 
 
Tariff 
liberalization. 
and NAFTA 
 
Mexico 

• Two types of goods: Agricultural and 
Manufacturing goods. (no distinction between 
traded/non-traded) 
• 2 categories of workers: Unskilled and skilled  
 • Introduce an income for farm production 
(agricultural income) in addition to labor 
earnings. 
• Relax the full pass-through assumption from 
tariffs to prices: estimates the link between 
tariffs and consumption prices of traded goods. 
• Evaluate effect across geographic area in 
Mexico (difference in pass-through and 
consumption share). 

c 
Total Welfare Effect:  National: +1.8%. 

Across geographic areas:  South :+0.9%; 
Center:+1.8%; North:+2%; Border: +3%.

b
  

Average tariff pass-through: Agriculture (33%) 
manufacturing (27%)

C
.   

Consumption price effect:  National: +1.6%. 
Across geographic areas:  South: +1%; Center: 
+1.5%; North: +1.8%; Border: +2.4%.  
High level of auto-consumption (40%) in the 
South: lower gain.  
Labor income effect: National: +0.3%.  
Across geographic areas:  South: +0.1%; 
Center: +0.4 %; North: +0.3%; Border: +0.7%.  
Increase of skilled/ unskilled worker’s wages. 
Agricultural income: National: -0.1%. 
Across geographic areas:  Border: -0.2%; 
Center, North and Border: -0.1%  

Borraz , Ferrés 
and Rossi (2012) 
 
MERCOSUR 
 
Brazil 

• 3 categories of labor: Unskilled; middle skilled 
and skilled 
• 4 traded goods (Food and Beverages, Clothing 
and Footwear, house equipment and 
electronics, other traded goods). 
• 4 non traded goods (health and education, 
transport and communications, housing and 
other) 
• Relax the full pass-through assumption from 
tariffs to prices. 
• Compute changes on poverty indexes and of 
values of inequality index (Gini). 
 

b
Total Welfare Effect:  

Brazil [poor: +1%; rich: +1.6%]. 
Uruguay [poor: +4.8%; rich:+5.5%], 
 Paraguay [poor: -5%; rich:-25%] 
Consumption price effect: 
Traded goods:  
Brazil [poor:-0.5%; rich: +0.75%];  
Uruguay [poor:0.2%; rich: +1.3%];  
Paraguay [poor:+2%; rich: +0.8%]  
 Non traded:  
Brazil [poor:+0.3%; rich: +1%];  
Uruguay [poor:+4.3%; rich: +5.7%];  
Paraguay [poor:+1%, rich: +2.8%] 
Labor income effect:  
Brazil [poor :-5%; rich: + 7%];  
Uruguay around -1.08%;  
Paraguay [poor :-10%; rich: -30%] 

F. Borraz, M. 
Rossi and D. 
Ferrés (2011) 
 
MERCOSUR 
 
Uruguay  
Paraguay 
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1 0 1 0 1 0( ) ( )CA CA CA US US US

i i i i i i iy y                   (0.1) 

CUSTFA 

a) Employment and productivity effects Across 213 Industries
a
 

 Employment Labor Productivity 

Canadian Tariffs (71 Most impacted)  -0.12 0.15 

US Tariff (71 Most Impacted Labor 
Productivity 

         -0.03 (n.s.) 0.04 

Total FTA impact (Average over 213 
industries) 

-0.05 0.04 

b) Sources of Productivity Gains Within and Across Plants
b 

Change in labor productivity (1988-
1996) by group (bin) size (firms 
starting to export) 

1 

Bin 1 
19.6 

Bin 2 
26.4 

Bin 3 
26.7 

Bin 4 
14.6 

Bin 5 
7.1 

Total 
15.3 (3.5%+0.5%)

2 

Decomposition of Total  (TOT) 
Change in labor productivity 

TOT= [4.8%](within)+ [4.3%) (exit) +[4.1%] (expan.)=  13.2% 
 

MERCOSUR: Argentina
c 

 Below median Above Median 

 (Skilled/Unskilled) Labor share
d -8% +6% 
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