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Agreement on anti-dumping

(ii)

Agreement on import licensing procedures

(iii) Agreement on rules of origin.
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11.0 OBJECTIVES
After studying this unit, you should be able to:

1
1

I
I

i

I

explain the developments that have resulted in the forrnation of regional groupings
e

describe the different forms that regional groupings have taken

e discuss the rationale behind formation of regional groupings

evaluate, to what extent, formation of regional groupings contradict the principles of
free trade and result in replacement of free trade by restricted trade
a

evaluate the impact of regionalism on third countries
suggest, in the light of the above, some strategies to promote exports

11.1 INTRODUCTION
In the earlier units, you have learnt about the influence of environment on international
business as also about the role played by international organisations and national governments in the orderly growth of global trade. Unit 9 exposed you to the trends in and
structure of world trade with particular emphasis on the problems faced by developing
countries in promoting exports, while Unit 10 dealt, in detail, with the multilateral trading
system and the role of GATT and WTO. This Unit deals with an important phenomenori in
global trade i.e. regional groupings. The origin and growth of this phenomenon is traced
and the factors that have brought about the development are enumerated. The question of
regionalism versus multilateralism is also addressed. The possible impact of regional
groupings on third countries, as far as export promotion is concerned, is also dealt with,
The Unit concludes with some suggestions for third countries to make best use of the
conditions.

11.2 OVERVIEW
One of the significant developments that has taken place in the world economic scenario
since the second half of the fifties has been the emergence of regional econolnic groupings.
No region in the world appears to be free from regional groupings and most of the coun-
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tries irrespective of the stage of their economic development, seem to be interested to
become full members of or in forging some sort of alliance with one grouping or the other.
There is, in fact, a growing feeling among many that, in future, external trade and economic relations may take place and issues pertaining to them may be tackled more among
groupings than among nations. Though a large variety of groupings of different types have
emerged confining their scope either to the limited objective of achieving exchange of
commodities with mutual preferences or enlarging it far beyond, and move towards total
economic integration, the main aim is to accelerate the development process and
improve the quality of life of the residents of the region by providing them with
gceater choice both as producers and as consumers. In short, in a regional grouping, the
economic significance of national political boundaries is completely lost.

11.3 HISTORY

.
L

Two distinct waves of regional groupings appear to have swept the world since the end of
the second world war. The first one surfaced during the 1950s with the formation of
European Common Market (ECM) by the then West Germany, France, Italy, Belgium,
Luxemburg and the Netherlands on 1st January 1958. The formation of ECM was only one
of a number of steps initiated by West European nations to create a "United States of
Europe" or "One Europe from Urals to Atlantic" as a means to revive the war torn European economy and, more significantly, to avoid future wars among European nations.
ECM was preceded by the European Coal & Steel Community (ECSC) during August,
1952 by the same six West European countries. In fact, much before formation of ECSC
and ECM an economic union between Belgium and Luxemburg was in operation since
1922 and, with the addition of the Netherlands to the two countries, a customs union,
Benelux came into existence during 1948.

ECM trade during the sixties, regionalism spread through Africa and South America and,
to some extent, Asia during the sixties. Thus the developing world witnessed the establisli~nentof Central American Com!non Market, Andean Common Market, Latin American
Integration Association, Arab Common Market, West African Customs Union, Southern
African Customs Union and the Association of South East Asian Nations (ASEAN).
When all this was going on in the other parts of the world, North America remained
passive to the idea of formation of regional groupings. The first' wave of regionalism can
be said to have come to a halt by the end of 1960s or, the latest, by the first half of 1970s.
The second wave surfaced during the mid 1980s wjth the United States of America (USA)
as a significant player. Thus, the Canada-US Free Trade Agreement was negotiated in
1989 and later, the North American Free Trade Area (NAFTA), with USA, Canada and
Mexico as members, came into existence during 1992.

I
.

Attempts are continuing towards greater integration and increased cooperation among a
number of countries. The ECM, which has evolved into the European Union (EU) with 15
countries as members (many member nations of EFTA, led by the UK, had subsequently
left EFTA and joined the ECM and most of the remaining members are also seeking
inembership of EU), is moving towards not only expanding the size of the Union by
admitting more nations as full members but also Lowards achieving integration in monetary, defence and foreign policies a greater European Economic Area (EEA) has come into
existence between the European Free Trade Association (ElTA) and the EU; NAFIA is
preparing to enlarge its membership; ,moves are afoot to establish Asia Pacific Econolnic
Cooperation (APEC) and an Indian Ocean Rim Initiative; the original five nation member
ASEAN is doubling its membership; the South Asian Association for Regional Cooperation
(SAARC) member nations are intending to move towards a South Asia Free Trade Area
(SAFTA) by 2000 AD.

Cooperation among European nations after the Second World War saw a beginning with
the establishment of the Organisation for European Economic Cooperation (OEEC) by 16
West European countries during April 1948. Subsequently, an European Payments Union
(EPU) was also instituted within OEEC. OEEC was later expanded to include more
members including non European nations and converted into the Organisation for Economic Cooperation and Development (OECD) on 1st October, 1961.
The year 1955 witnessed the establishment of the Western European Union (WEU) with the
six ECM countries and the UK as members with the objective of coordination of the
defence policies of the member nations and cooperation in their political, social, legal and
cultural affairs. Encouraged by the success of Benelux - in one year customs duties on
intra-trade were totally abolished and a common tariff on trade with third countries was
established aid, during the next year, quota restrictions in intra-trade were completely
removed - and the progress made in moving towards greater cooperation and integration
among the European nations as evidenced by the establishment of OEEC, WEU and
ECSC, attempts were made to'establish the European Defence Community (EDC) and the
European Political Community (absorbing ECSC and EDC) during the 1950s. The attempts, however, did not succeed.
The failure of attempts at political and military integration on the one hand, and, the
success, on the contrary, of the functioning of a customs union in the region in the form of
Benelux and other institutions such as OEEC, ECSC and WEU had a lesson to the European statesken. It meant that the path to creation of a "United States of Europe" was
through economic integration. Hence, following the report of a committee which formulated proposals for an economic union and an atomic energy pool in the region, the "Rome
Treaty" was signed during 1957 which saw the birth of the European Common Market
(ECM) on 1st January 1958. Along with ECM, the European Atomic Energy Community
(EURATOM) was also established.
Following the formation of ECM, 14 other countries in West Europe led by the UK, formed
the European Free Trade Association (EFTA) in 1960. Inspired, perhaps, by the above
developments in West Europe and to some extent atleast, by the substantial growth in inua-

The above dcvelopments triggered more initiative and activities among many countries.
Thus, in South America, MERCOSUR, the Southern Cone Common Market, has been
formed; in the Pacific, there is ANZCERT, the Australia-New Zealand Closer Economic
Relations Trade Agreement; in Africa, the Preferential Trade Area for Eastern and South
African States (PAT) exists, besides the Economic Community of Central African States
and, in the Arab world, five countries have formed the Arab-Maghreb Uriion (AMU).

II

11.4 FORMS
Regional Groupings can be classified, conceptually, into five major types:
I

Preferential Trading Arrangement, where the member countries lower barriers to imports
of identified products from one another;
Free Trade Area, where barriers to trade in respect of all items among member countries
are completely eliminated while each member country follows its own policy in regard to
trade with lion-member countries;
Customs Union, where, apart from elimination of all barriers to trade among themselves,
the member countries follow a common policy in regard to their trade with non-members;
Common Market, where the region becomes a common market for all factors of production including labour, services and capital; and
Economic Community, where the member countries follow common policies in respect of
all economic matters;
~ h e ' r e ~ i o ngroupings
al
that exist today fall in one or more of the above categories or are
variations/combinations of some forr~~/forms,
the Bangkok Agreement among Bangladesh,
India, Laos, South Korea and Sri Lanka is a specimen of a preferential trading arrangement: E'FTA and NAFTA are free trade areas: there are a number of examples of customs
union and common market: they include Central American Common Market, Caribbean

Rcgionsl Economic Groupings

World Trading Systems and
Institutions

Common Market, ANDEAN Cornman Market and Arab Common Market while the
European Union i i perhaps, the best example of evolution of a regional grouping through
the stages of customs union to common market to economic community.

S.
No.

Name of the
Arrangeinen t

Year
Launched

Organization of Eastern 1981
Caribbean States (OECS)

Antigua and Barbuda,
Dominica, Grenada,
Montserrat, St.Kitts-Nevis,
St. Lucia, St.Vincent and
Grenadines, British Virgin
Islands

Customs
Union

10

Lqtin American
Integration Association
(LAW

Argentina, Brazil, Chile,
Mexico, Paraguay, Uruguay
and Andean Countries

Trade
Preferential
Arrangement

11

Southern Cone Common 1991
Market (MERCOSUR)

Argentina, Brazil, Paraguay,
Uruguay

Common
Market

12

Arab Con~monMarket
(ACM)

Egypt, Iraq, Jordan, Lebanon,
Libya, Mauritania, Syria

Common
Market

13

Gulf Cooperation Council 1981
(GCC)

Bahrain, Kuwait, Oman,
Qatar, Saudi Arabia, United
Arab Emirates

Common
Market

14

North American Free
Trade Agreement
(NAFTA)

1991

Canada, Mexico, United
States

Free
Trading
Bloc

15

Australia-New Zealand 1983
Closer Econon~icRelations
Trade Agreement
(ANZCERT)

Australia, New Zealand

Free Trading
Bloc

16

Economic Community of 1975
West African States
(ECOWAS)

Benin, Burkina Faso, Cape
Verde, Cote d' Ivoire, The
Gambia, Ghana, Guinea,
Guinea-Bissau, Liberia,
Mali, Mauritania, Niger,
Senegal, Sierra Leone, Togo

Common
Market

17

Southern African
Customs Union
(SACU)

1969

Botswana, Lesotho, Namibia,
South Africa, Swaziland,
four South African
'homelands'

Customs
Unior;

-

Table 11.1: Major Existing Regional Trade Arrangements
S.
No.

Name of the
Arrangement

Year
Launched

Member
Countries

Type of
Arrangement

Type of
Arrangement

9

11.5 PRESENT POSITION
No comprehensive compilation is available, as on date, on the number of regional groupings in the world. A Study (Norman S. Fieleke "one Trading World or Many : The
Issue of Regional Trading Blocs" :New England Economic Review, May-June, 1992, pp.319) carried out sometime back listed 23 such arrangements in 119 countries accounting for
about 82 per cent of global trade in commodities. In an address (GATT Press Colhmunique
No. GATT11596 of 16th September 1993) at a Seminar organised by the BC/Rio Group on
Regional Integration (CEFIR), Mr. Peter Sutherland, the then Director General of GATT
mentioned that there were, in all, 85 regional arrangements in the world, of which 28 had
been notified to GATT since 1992. These arrangements include Economic Communities,
Common Markets, Customs Unions, Free Trade Areas and Trade Preference Associations.
Countries which are not members of such arrangements seek to link themselves to regional
groupings in some way or the other as is evidenced by the arrangements between 70 ACP
countries (countries in Africa, the Carribean and the Pacific), East European Countries,
Gulf Countries and Israel with the European Union. Look at Table 11.1 which lists some
of the better known groupings that are in operation today.

Member
Countries

-

1980

1964

1

Association of South
East Asian Nations
(ASEAN)

1967

Brunei, Indonesia, Malaysia,
Philippines, Singapore,
Thailand, Vietnam

Free Trading
Bloc '

2

Bangkok Agreement

1976

Bangladesh, India, Laos,
South Korea, Sri Lanka

Trade
Preferential
Arrangement

3

European Union

1958

Belgiup, Denmark, France,
Germany, Greece, Ireland,
Italy, Luxemburg, Portugal,
Spain, Netherlands,
United Kingdom, Austria,
Finland, Sweden

Common
Market

Finland, Iceland,
Liechtenstein, Norway,
Sweden, Switzerland

Free Trading
Bloc

18

West African Customs
Union (CEAO)

1959

Benin, Burkina Faso, Cote
d11voire,Mali, Mauritania,
Niger, Senegal

Custon,
Union

Industrial
Free Trading

19

Preferential Trade Area
for Eastern and South
African States (PAT)

1981

Burundi, Comoros, Djibouti,
Ethiopia, Kenya, Lesotho,
Malawi, Mauritius,
Mozambique, Rwanda,
Somalia, Swaziland,
Tanzania, Uganda, Zambia,
Zimbabwe

Trade
Preferential

4

European Free Trade
Association (ERA)

1960

5

EU and EFTA

1972

6

Central American
Common Market
(CACM)

1960

7
8

Costa Rica, El Salvador,
Guatemala, Honduras,
Nicaragua

Customs
Union

Andean Common Market 1969
(Andean Group)

Bolivia, Colombia, Ecuador,
Peru, Venezuela

Comtnon
Market

Caribbean Common
Market (CARICOM)

Antigua and Barbuda,
Bahamas, Barbados, Belize,
Dominica, Grenada, Guyana,
Jamaica, Montserrat,
St. Kitts-Nevis, St. Lucia,
St. Vincent and Grenadines,
British Virgin Islands

Common
Market

1973

Arrangement

20

Economic Community for 1978
Ground Lakes Countries
(CEPFL)

Rwanda, Zaire, Brunei

Trade
Preferential
Arrangement

21

Customs and Economic
Union of Central Africa
(UDEAC)

Cameroon, Chad, Congo,
Equatorial, Guinea, Gabon,
Central African Republic

Trade
Preferential
Arrangement

1978
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