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The Domino Effect, Space Imbalance and Stability for the
Free-Trade Zone — A Brief Analysis of the Reasons for the
Britain Exiting from EU and Its Enlightenment to China

Liu Junhui
(School of Economics, Shanxi University of Finance and Economics, Taiyuan 030006, China)

Summary: This research is setting up a free-trade zone model between multi-countries, which is based
on the Footloose Capital Model in the New Economic Geography Theory, including comparative advantages,
factor endowment and capital income tax, and gets conclusions by strict mathematical and empirical analyses.
From the research we find that: (1) The establishment of the free-trade zone will have damage to external
countries, then these countries have motivation to enter into the free-trade zone, which illustrates the establish-
ment of the free-trade zone has the “domino effect”; (2) As the level of integration increasing, the member
country who is at a disadvantage position will be marginalized, which will lead to a spatial imbalance inner
free-trade zone, and then will affect the stability of the free-trade zone, while members can sustain the stability
by transfer payments and differentiated opening policies; (3) The root cause of Britain’s departure from
Europe is the spatial imbalance caused by the deep integration of EU, and the Britain exiting from EU has its
consideration to avoid taking responsibility to EU, but for Britain, maybe it is not the best choice to exit from
EU for self-interest maintaining. The conclusions of this paper are of great significance to the development of
China’s regional cooperation. According to the conclusions of the paper, China should not only actively parti-
cipate in or establish regional trade groups at all levels, but also foresee their spatial imbalance and instability.
However, in view of the complexity of inter-country transfer payments and the lesson of Britain’s departure
from Europe, we should adopt differentiated opening policies with the outside world as much as possible to re-
solve the instability of regional trade groups. When negotiating with powerful countries, we should avoid ex-
cessive integration with them; while negotiating with weak countries, we should maintain appropriate integra-
tion with them. In this way, we can not only gain the benefits of integration, but also avoid the negative effects
caused by over integration. This article reveals the operational mechanism of regional trade blocs, and provides
a theoretical support for China’s regional economic cooperation strategies. Besides, the multi-country FTA
model established in this paper can be easily extended. Therefore, it has high theoretical values and applica-
tion values.

Key words: New Economic Geography; Briexit( Britain exiting from EU) ; domino effect; space

imbalance; free-trade zone
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