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After the establishment of ASEAN Free Trade Area (AFTA) in 1993 , member
countries have enjoyed international trade and international investment expansion. The
objectives of this study are : 1) to examine the impact of AFTA formation on trade creation
and trade diversion in each member country , and 2) to analyze the impact of AFTA
establishment on consumer welfare. Empirically , we use gravity model to examine trade
creation and trade diversion , and we adopt the concept of Hicks' consumer surplus to

evaluate the impact on consumer welfare.

The empirical results show that the establishment of AFTA develop created
trade both within and outside member countries. Therefore , there was not much trade
diversion. Singapore gained the most benefits from the highest record of net trade creation.
Consumers in each country also enjoyed overall welfare gain. In summary , this study partly
proves that the establishment of AFTA has contributed to both net trade creation to member

countries and net welfare gain to all consumers.



