
integration among European countries and with other countries. Integration
through preferential trade agreements has also been a significant feature of the
trade policies of non-European countries. If APEC’s (Asia-Pacific Economic
Cooperation Forum) objective of achieving open trade and investment by the
year 2020 is formalized as a free trade area, all WTO members will be parties to at
least one trade agreement. In other words, all WTO members will simultaneously
be insiders to at least one trade agreement and outsiders to other agreements.

Second, many developing countries, particularly in Latin America and Asia,
have renewed their interest in regional integration since the Uruguay Round
began. As part of their adoption of outward-oriented policies, regional integra-
tion can help broaden the openness and internationalization of developing
economies while avoiding overdependence on world markets. Moreover, contin-
ued economic reforms, especially more developed macroeconomic and
exchange rate policies, suggest that the overall policy environment has become
more conducive to regional integration objectives.4

Third, the level of economic integration varies widely among different
agreements. Most regional integration agreements involve free trade areas, and
the number of customs union agreements is small. Among free trade agree-
ments, it is useful to distinguish between reciprocal agreements and nonreciprocal
agreements. In a reciprocal agreement, each member agrees to reduce or elimi-
nate barriers to trade. In a nonreciprocal agreement, some developed countries
may reduce trade barriers, allowing more exports from some developing
countries without a request for reciprocity from the latter.

North America: The North American
Free Trade Agreement (NAFTA)

The leaders of Canada, Mexico, and the United States signed a historic trade
accord, the North American Free Trade Agreement (NAFTA), on December 17,
1992, creating a trinational market area of more than 360 million people with a
combined purchasing power of approximately $6.5 trillion. NAFTA is the first
ever reciprocal free trade accord between industrial countries and a developing
nation (Mexico), which explains why this pact is of special interest to developing
countries, particularly those located in Latin America. NAFTA helps enhance the
ability of North American producers (especially U.S. companies) to compete glob-
ally. By improving the investment climate in North America and by providing
companies with a larger market, NAFTA also helps increase economic growth,
despite the fact that this increase is not equal among the three members.

NAFTA went into effect on January 1, 1994, uniting the United States with
its largest (Canada) and third-largest (Mexico) trading partners. Based on the ear-
lier U.S.–Canada Free Trade Agreement, NAFTA dismantled trade barriers for
industrial goods and included agreements on services, investments, intellectual
property rights, and agriculture.

NAFTA also includes side agreements on labor adjustment, environmental
protection, and import surges. The side agreement on labor adjustment came in
response to American workers’ concerns that jobs in the United States would be
exported to Mexico because of Mexico’s lower labor wages, weak child labor
laws, and other conditions that afford Mexican labor an economic advantage
over its American counterpart. The side agreement is an attempt to manage the
terms of the potential change in labor markets. The agreement involves such
issues as restrictions on child labor, health and safety standards, and minimum
wages. In addition to signing the labor side agreement, the Mexican government
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has pledged to link increases in the Mexican minimum wage to productivity
increases.

The side agreement on environmental cooperation explicitly ensures the
rights of the United States to safeguard the environment. NAFTA upholds all
existing U.S. health, safety, and environmental standards. It allows states and
cities to enact even tougher standards, while providing mechanisms to encour-
age all parties to raise their standards. The side agreement on import surges cre-
ates an early-warning mechanism to identify those sectors where a sudden,
explosive trade growth may do significant harm to the domestic industry. It also
establishes that, going forward, a working group can provide for revisions in the
treaty text based on the experiences with the existing safeguard mechanisms.
During the transition period, safeguard relief is available in the form of a tem-
porary retreat to pre-NAFTA duties if an import surge threatens to seriously dam-
age a domestic industry. These three side agreements were negotiated to alleviate
the fears of U.S. labor and industry groups that felt threatened by the possible
immediate adverse impact on their members.

With the integration of the Canadian, U.S., and Mexican markets, many com-
panies have changed their business strategies and plans to serve the integrated
North American market more efficiently. Many companies in Mexico, the United
States, and Canada closed inefficient plants and concentrated production where it
could generate highest possible returns. Whether it is the Mexican company
Cemex, the Canadian company Alcan Aluminum, or the American company
Ford, each can take advantage of cheaper labor or resources for certain compo-
nents and products. In the foreseeable future, assuming that Mexican worker pro-

ductivity is equal to or close to that of the U.S. or Canadian worker,
one would expect that labor-intensive production would be per-
formed in Mexico, where workers’ hourly wages are less than half of
those in the United States.

Europe: The European Union (EU) 

The postwar efforts to establish the European Union have been a
long process, beginning with the formation of the European
Economic Community (EEC) in 1957. After three enlargement
efforts ended on January 1, 1995, the European Community (EC)
was formed, consisting of 15 member states: Belgium, the
Netherlands, Luxembourg, France, Germany, Italy, Denmark,
Ireland, the United Kingdom, Greece, Spain, Portugal, Finland,
Sweden, and Austria. These EC member states constitute the core
as well as the deepest level of the European economic integration.
The outer tier of trade and economic liberalization within the
European Union is composed of countries in Central and Eastern
Europe (e.g., the Czech Republic, Hungary, Poland), as well as
Mediterranean countries (e.g., Slovenia, Malta). As of July 2007,
there were 27 member states in the EU (see Exhibits 8.4 and 8.5,)
with Croatia, Macedonia, and Turkey as candidate countries. The
EU has about half a billion people—surpassed only by China and
India.

The most fundamental step in strengthening economic and
political ties among EC member states occurred with the Treaty on
European Union (or the “Maastricht” Treaty). Signed in February
1992, the treaty was enforced in November 1993. This treaty not
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25 countries (as of September 1, 2006), the
largest regional block in the world.
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only promotes economic and trade expansion within a common market but also
embraces the formation of a monetary union, the establishment of a common
foreign and security policy, common citizenship, and the development of coop-
eration on justice and social affairs. Its significance was marked by the adoption
of the new name “European Union” (EU). The Maastricht Treaty contains 
several high-impacting provisions, including the following:
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Exhibit 8.5 European Union

SOURCE: © European Communities, 1995–2007.
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1. It creates a common European currency, known as the European
Currency Unit (ECU).

2. Every citizen in each member state in the EU is eligible to obtain a
European passport, which bestows the right to move freely from one
country to another within the Union.

3. It contains provisions on cooperation in the fields of justice and domestic
affairs.

4. It empowers the Union to play a more active role in areas such as trans-
European transport and environmental protection.

5. It increases the power of the European Parliament to enact legislation.

6. It removes all restrictions on capital movements between member states.

7. Finally, it establishes a European Central Bank, responsible for monetary
policy, and transforms the European Union into the European Economic
and Monetary Union (EMU), under which the currencies of the member
states are tied irrevocably to one another at the same exchange rate.

The ECU, or euro, is a “basket” of specified amounts of each EC currency.
The amounts are determined in accordance with the economic size of the
member countries and are revised every five years. The value of the ECU is deter-
mined by using the spot market rate of each member currency. The ECU has
become a popular unit for international payment, bond issuance, security
investment, bank deposits, commercial loans, and traveler’s checks since it was
created in 1999.

The EU is run by five institutions, each playing a specific role:

• European Parliament (elected by the people of the member states)
• Council of the Union (governments of the member states)
• European Commission (executive body)
• Court of Justice (compliance with the law)
• Court of Auditors (lawful management of the EU budget)

Apart from the European Union, there are several other trade unions in
Europe. For instance, in December 1992, several Central and Eastern European
countries (the Czech Republic, Slovakia, Hungary, and Poland) created the
Central European Free Trade Agreement (CEFTA), which provided for the estab-
lishment of a free trade area by the end of 1997. Also in 1992, Finland, Norway,
Sweden, and Switzerland concluded free trade agreements with each of the
Baltic states (Estonia, Latvia, and Lithuania).

Asia-Pacific

The Asia-Pacific Economic Cooperation Forum (APEC), founded in 1989, con-
sists of 21 economies (as of September 2006), including Australia, New Zealand,
Canada, Mexico, the United States, Chile, China, Hong Kong, Japan, South
Korea, Papua New Guinea, Chinese Taipei (Taiwan), Indonesia, Malaysia, 
Peru, the Philippines, Russia, Singapore, Thailand, Brunei, and Vietnam. APEC
member economies work together to sustain economic growth through a com-
mitment to open trade, investment, and economic reform. In the 1994 summit
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declaration, members agreed to build on the commitments they made in the
Uruguay Round of GATT, by accelerating their implementation and broadening
and deepening these commitments. By progressively reducing tariffs and other
barriers to trade, imports and exports between member economies have
expanded dramatically. Compared with other regional unions or areas, APEC is
cross-regional, spanning Asia, North and South America, and the Pacific.
Moreover, APEC is unique in terms of the mix of members involved, encompass-
ing large and small, rich and poor, as well as politically divergent nations (see
Exhibit 8.6). APEC member economies generate nearly 70% of global economic
growth, and the APEC region consistently outperformed the rest of the world,
even during the Asian financial crisis.

APEC operates as a cooperative, multilateral economic and trade forum. It is
unique in that it represents the only intergovernmental grouping in the world
committed to reducing trade barriers and increasing investments without
requiring its members to enter into legally binding obligations. The forum aims
to promote dialogue and equal respect for the views of all participants and deci-
sion making based on consensus to achieve its free and open trade and invest-
ment goals. APEC members take both individual and collective actions to open
their markets and promote economic growth. Each year, one member economy
plays host to APEC meetings and serves as the APEC chair. The APEC host econ-
omy is responsible for chairing the annual Government Leaders’ Meeting,
selected Ministerial Meetings, senior officials meetings, and the APEC Business
Advisory Council and also fills the executive director position at the APEC sec-
retariat. The Forum has several special committees, including the Committee on
Trade and Investment, the Economic Committee, Special Task Groups, and the
Budget and Management Committee, working for the above meetings.
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Exhibit 8.6 The Asia-Pacific Economic Cooperation (APEC)

SOURCE: The Asia-Pacific Economic Cooperation Fourm (APEC).
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Relative to APEC, the Association of Southeast Asian Nations (ASEAN) is
much older, established on August 8, 1967, by Indonesia, Malaysia, the
Philippines, Singapore, and Thailand (Brunei joined in 1984). The aim of ASEAN
is to promote peace, stability, and economic growth in the region. Since January
1995, member countries have earmarked products for low-duty status from a list
of 3,141 items. To become a free trade zone by the year 2003, when the average
tariff was reduced to 2.6%, ASEAN countries had cut the tariffs on various 
products such as cement, ceramics, chemicals, pharmaceuticals, and dozens of
others. Although located in the same region, ASEAN members are diverse in
terms of economic, geographical, political, and cultural backgrounds. This diver-
sity sometimes increases the difficulty in achieving the specific goals or imple-
menting plans set by ASEAN members.

Accounting for one-fifth of world trade, Asia is distinctive in several ways.
First, many countries in the region have accelerated their trade liberalization at
the subnational level by authorizing export processing zones or special invest-
ment areas within each country. In China, for instance, the Standing Committee
of the National People’s Congress approved in August 1980 the establishment of
four special economic zones: Shenzhen, Zhuhai, Shantou, and Xiamen. Thailand,
Vietnam, Indonesia, Malaysia, India, Bangladesh, and the Philippines, to name a
few, also established such zones within their own territories.

Second, many geographically proximate neighbors in Asia reached less formal
trade agreements. For example, members of the South Asian Association for
Regional Cooperation (SAARC)—Bhutan, India, the Maldives, Nepal, Pakistan,
and Sri Lanka—concluded a trade agreement in April 1993. Similarly, the China
Circle is now an extremely dynamic region exerting substantial influence on
world trade and investment. This circle, which includes Hong Kong, Macau,
Taiwan, and Mainland China, comprises—from the standpoint of degree of eco-
nomic integration—three concentric layers. The core consists of the Hong
Kong–Guangdong economic nexus; the inner layer, “Greater South China,”
embraces Hong Kong, Guangdong, Fujian, and Taiwan; and the outer layer,
“Greater China,” includes Hong Kong, Taiwan, and China. Hong Kong is the pivot
for integration of the China Circle and plays a role in each of its three layers.

Finally, numerous subregional economic zones have emerged. Intense trade
and investment flows have grown among geographically contiguous but politi-
cally separated border areas, taking advantage of the complementarity in factor
endowment and technological capacity among countries at different stages of eco-
nomic development. These zones are alternately called transnational export process-
ing zones, natural economic territories, or growth triangles. They include the Tumen
River Area Development Project in northeast Asia, composed of the Russian Far
East, Mongolia, northeast China, the Korean Peninsula, and Japan; the Baht
Economic Zone, encompassing Thailand and the contiguous border areas of
southwest China, Myanmar, Laos, Cambodia, and Vietnam; the Mekong River
Basin Project, involving the riparian countries of Thailand, Myanmar, Vietnam,
Laos, Cambodia, and southwest China; and three growth triangles in ASEAN—
the Southern Growth Triangle (Singapore, the Johor state in Malaysia, and Batam
Island in Indonesia), the Northern Growth Triangle (western Indonesia, northern
Malaysia, and southern Thailand), and the Eastern Growth Triangle (Brunei, east-
ern Indonesia, southern Philippines, and Sabah and Sarawak in eastern Malaysia).

Latin America

Attempts to form free trade blocs in Latin America were made as early as 1960
when the Latin American Free Trade Association (LAFTA) (involving Argentina,
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Bolivia, Brazil, Chile, Colombia, Ecuador, Mexico, Paraguay, Peru, Uruguay, and
Venezuela) and the Central American Common Market (CACM) (consisting of
Costa Rica, El Salvador, Guatemala, Honduras, and Nicaragua) were initiated.
Both failed to achieve their objectives because of different economic conditions
and economic policies among member countries that worked against regional
economic integration.

LAFTA was superseded in 1980 by the Montevideo Treaty, which established
the Latin American Integration Association (LAIA). Its goal was to increase bilat-
eral trade among its member countries, carried out on a sectoral basis. In 1991,
Argentina, Brazil, Paraguay, and Uruguay signed the Southern Common Market
Treaty (MERCOSUR), which called for a common market among the four countries
with free circulation of goods, services, capital, and labor. The member countries
also aimed to coordinate macroeconomic policy and to harmonize legislation to
strengthen the integration process. Since January 1, 1995, MERCOSUR members
have used a common tariff structure and common external tariff rates.

Other LAFTA members, including Bolivia, Colombia, Ecuador, Peru, and
Venezuela, formed the Andean Free Trade Area in 1992 with a common external 
tariff. Since 1995, these members adopted a four-tier external tariff structure of 
5%, 10%, 15%, and 20% when trading with other members of this agreement. The
CACM reactivated its objectives and established a customs union on January 1,
1993. Countries in the Caribbean region started the Caribbean Community and
Common Market (CARICOM) in 1973. The major objective of this treaty is to
achieve economies of scale in the regional production of services, such as transporta-
tion, education, and health, and to pool financial resources for investment in a
regional development bank. This treaty also targets the coordination of economic
policies and development planning (see Exhibit 8.7).
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Exhibit 8.7 Free Trade Blocs in the Americas
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Africa and the Middle East

The Economic Community of West African States (ECOWAS), established in
1975, is composed of Benin, Burkina Faso, Ivory Coast Mali, Mauritania,
Niger, Senegal, Guinea, Liberia, Sierra Leone, Cape Verde, Gambia, Ghana,
Guinea-Bissau, Nigeria, and Togo. ECOWAS eliminated duties on unprocessed
agricultural products and handicrafts in 1981 and implemented free trade for
all unprocessed products in 1990. Other activities of the community have
included progressive liberalization of industrial products, steps to avoid the
use of hard currencies in intramember trade through a regional payments-
clearing system, and cooperation on industrial and agricultural investment
projects.

Established in 1966 in former French Africa, the Central African Economic and
Customs Union (UDEAC) consists of Congo, Gabon, Chad, the Central African
Republic, Equatorial Guinea, and Cameroon. EDEAC provides a framework for the
free movement of capital throughout the area and for the harmonization of fiscal
incentives, as well as the coordination of industrial development. A common exter-
nal tariff was introduced in 1990 by four members of the community—Cameroon,
Congo, Gabon, and the Central African Republic.

In former British East Africa, the establishment of the East African Economic
Community (EAEC) in 1967 by Kenya, Tanzania, and Uganda formalized the
common market. The EAEC was dissolved in 1979 and the three members later
joined with other states (Angola, Burundi, Comoros, Djibouti, Ethiopia, Lesotho,
Malawi, Mauritius, Mozambique, Namibia, Rwanda, Somalia, Sudan, Swaziland,
Zambia, and Zimbabwe) to establish the Preferential Trade Area (PTA) for eastern
and southern African states in 1981. Its goals include the establishment of a
common market and the promotion of trade and economic cooperation among
its members.

In the Middle East, Kuwait, Saudi Arabia, Bahrain, Oman, Qatar, and the
United Arab Emirates established the Gulf Cooperation Council (GCC) in 1981.
A free trade area covering industrial and agricultural products (excluding petro-
leum products) was established. In 1989, the Arab Maghreb Union was also
established by Algeria, Libya, Mauritania, Morocco, and Tunisia to lay the foun-
dations for a Maghreb Economic Area.

Regionalization Versus Globalization

Does regionalization work? Let us look at how the preceding regional blocs or
agreements have actually contributed to the increased share of intraregional
trade. Indeed, intraregional trade increased in Western Europe (e.g., from 53%
in 1958 to 70% in 1999), as it has done in North America. For example, Canada
expanded its exports to the United States by 18% between 1997 and 1999, and
Mexico’s exports and imports, heavily linked to the U.S. market, grew by 20%
over 1997–1999. This seems to support a view that regionalization can increase
the share of regional trade. However, the uniqueness of the European Union and
NAFTA—in terms of the structure and commitment to carry integration—differs
markedly from what has been envisaged in other regional integration agree-
ments. Caution is required in generalizing the unique experiences of NAFTA and
the European Union to other regional agreements (e.g., MERCOSUR experienced
a contraction of its intratrade by about one-quarter during 1997–1999). In fact,
many developing countries encountered problems when implementing these
agreements. Moreover, as Asia’s experience indicates (e.g., despite absence of any
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