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The European Union (BU} is the most prominent
scheme of international economic integration (IEI).
The first aim of this chapter is to provide a precise
definition of IEI, since what it means to those spe-
clalizing in trade theory is very different to what one
would expect on purely linguistic grounds. IEI cre-
ates 'clubs’ between some nations, which discriminate
against non-mermbers, in contrast to multilateralism,
which extends agreed ‘arrangements’ to all nations.
The World Trade Organization (WTO), which regulates
trade, is based on the principle of non-discrimination,
so the second aim of the chapter is to examine how IEI
fits within the WTO framework. IEl can take several
forms, and the third aim is to describe the various
schemes that have actually been adopted worldwide
and to set the EU within this broader context, substan-
tiating the statement made in the opening sentence
about the EU. The fourth aim is to show why most
countries seek IEI - that is, to consider what economic
or other benefits become possible as a consequence
of IEL

IEI is one aspect of ‘international economics’, which
has been growing in importance since the middle of
the twentieth century. The term itself has quite a short
history; indeed, Machlup (1977) was unable to find
a single instance of its use prior to 1942, Since then

the term has been used at various times to refer to
practically any area of international economic rela-
tions. By 1950, however, the term had been given a
specific definition by international trade specialists to
denote a state of affairs or a process which involves the
amalgamation of separate economies into larger free

trading regions, It is in this more lmited sense that
the term is used today. However, one should hasten
to add that recently the term has been used {0 mean
simply increasing economic interdependence hetween
nations, now glamorized as globalization.

More specifically, TEI (also referred to as ‘regional
integration’, ‘regional trading agreements’ {RTAs),
‘preferential trading agreements’ (PTAs) and ‘trad-
ing blocs’} is concerned with (a) the discriminatory
removal of all trade impediments between at least
two participating rations, and with (b) the establish-
ment of certain elements of cooperation and coordina-
tion between them. The latter depends entirely on the
actual form that IE} takes. Different forms of IE1 can be
envisaged and many have actualty been implemented
{see Tabie 1.1 for a schematic presentation):

1. In free trade areas (FTAs or PTAs), the member
nations {(MNs) remove tariffs among themselves,
but retain their freedom to determine their own
policies vis-a-vis the outside world (the non-
participants). Recently, the trend has been to
extend this treatment to investment.

2, Customs unions (CUs} are very similar to FTAs/
PTAs, except that MNs must conduct and pursue
common external commercial relations - for
instance, they must adopt common external tariffs
{CETs) on imports from the non-participants.

3. Common markets (CMs} are CUs that also allow for
free factor mobility across MNs' frontiers ~ that is,
capital, labour, technology and enterprises should
move unhindered between MNs.

4. Complete economic unions, or economic unions
(EcUs), are CMs plus the complete unification of
monetary and fiscal policies - that is, MNs must
introduce a central authority to exercise control
over these matters, so that MNs effectively become
regions of the same nation.
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5. In complete political unions (PUs), MNs literally
become one nation - that is, the central authority
needed in EeUs should be paralleled by a common
parliament and other institutions needed to guar-
antee the sovereignty of one state.

However, one should hasten to add that political
integration need not be, and in the majority of cases
will never be, part of this list. Nevertheless, it can of
course be introduced as a form of unity and for no eco-
nomic reason whatsoever, as was the case with the two
Germanys In 1990, and as is the case with the pursuit
of the unification of the Korean Peninsula, although
we should naturatly be interested in its economic con-
sequences (see Section 1.5, page 14). More generally,
we should stress that each of these forms of IEI can be
introduced in its own right; hence they should not be
confused with stages in a process which eventually leads
to complete econontic or poltical union.

It should also be noted that there may be sectoral
integration, as distinct from general, across-the-board
1EL, in particular areas of the economy, as was the case
with the European Coal and Steel Commumity (ECSC;
see Chapters 2 and 17), created in 1951, but sectoral
Integration is considered to be only a form of coopera-
tion because it is inconsistent with the accepted defini-
tion of IEL, and also because it may contravene the rules
of the General Agreement on Tariffs and Trade {GATT),
which began to be run by the WTO in 1995 (see next
page). Secioral integration may also occur within any
of the mentioned schemes, as is the case with the Ef's
Common Agricultural Policy (CAP; see Chapter 20),
but then it is nothing more than a ‘policy’.

1t has been claimed that IEI can be negative or posi-
tive, The term ‘megative IEI' was coined by Tinbergen

(1954} to refer to the simple act of the removal of
impediments on {rade between MNg. The term ‘posi-
tive integration’ relates to the modification of existing
instruments and institutions, and, more importantly,
to the creation of new ones so as to enable the market
of the integrated arga to function properly and effec-
tively and also to promote other broader policy aims
of the scheme. Hence, at the risk of oversimplification,
according to this classification, i can be stated that sec-
toral integration and FTAs/PTAs are forms of IRl which
reguire only negative integration, while the remaining
types require positive integration, since as a minimum
they need the positive act of adopting common external
trade and investment relations. However, in reality this
distinetion is oversimplistic, not only because practi-
cally all existing types of IEI have foundit essential to
introduce some elements of positive integration, bu
alsa because theoretical considerations clearly indicate
that no scheme of IEl is viable without certain elements
of positive integration - for example, even the ECSC
deemed it necessary to establish new institutions to
tackle its specified tasks (see Chapter 2).

There are four basic WT'O principles: (a) trade liberaliza-
tion on a most favoured nation (MFN) basis (the lowest
tariff applicable to one member must be extended o all
members); (b) non-discrimination; (c} fransparency of
instruments used to restrict trade (now called tariffica-
tion}; and (d} the promotion of growth and stability of
the world economy. More generally, these principles
are reduced to three: non-discrimination, transparency
and resiprocity. GATT's Article XXIV {GATT 1986, p.
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42; gsee also WTO, which subsumed GATT in 1994,
and hence can be used interchangeably)} allows the
formation of IEI schemes on the understanding that
(a) they may not pursue policies which increase the
tevel of protection beyond that which existed prior to
their formation; (b) tariffs and other {rade restrictions
(with some exceptions) are removed on substantially
(increasingly interpreted to mean at least 90 per cent of
intra-MN trade) all the trade among MNs; and (c) they
become established within a reasonable period of time.
Box 1.1 provides the full text of ftem 5 of Article XXIV,
The drafters of Article XXIV.5 recognized the benefits
of closer IE], even though this contradicted one of the
basic WTO principles, that of non-discrimination.
There are more serfous arguments suggesting that
Article XXIV is in direct contradiction of the spirit
of WTO (see Chapter 8 and, inter alios, Dam 1970).
However, Wolf (1983, p. 156} argues that if nations
decide to treat one another as if they were part of a
single economy, nothing can be done to prevent them
from doing so, and that IEI schemes, particularly the
BU at the time of its formation in 1957, can have a
strong impulse towards liberalization; in the EU case,
the setting of CETs by 1969 {see Chapter 24} happened

to coincide with GATT's Kennedy Round of tariff
reductions (by about 35 percent) in 1967, However,
experience suggests that IEI can be assoclated with
protectionism - for exampie, in the EU case, after the
first oil crisis there was a proliferation of non- tariff bar-
riers {NTBs), which is why the single European market
(SEM} programme {Chapters 2 and 7) was introduced
in 1992 - but the point about the WTO not being able to
deter countries from pursuing IEI has general validity:
the WTO is ultimately dependent on MSs respecting
its rules,

Of course, these considerations are more compli-
cated than is suggested here, particularly since there
are those who would argue that nothing could be more
discriminatory than for a group of nations to remove
all tariffs and other trade impediments (import quotas
and NTBs) on their mutual trade while at the same
time maimalning the initial levels against outsiders.
Indeed, it is difficult to find ‘clubs’ which extend equal
privileges to non-subscribers, although the Asia Pacific
Economic Cooperation {APEC) forum aspires to ‘open
reglonalisny’, one interpretation of which is extending
the removal of restrictions on trade and investment
to all countries, not just MNs. This point lies behind
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the concern about whether IEI hinders or enhances
the prospects for the free mnltilateral reductions in
trade barriers that the WTO is supposed to promote
(see El-Agraa 1999, for the arguments for and against).
Moreover, as we shall see in Chapter 6, 1Bl schemes
may lead to resource realiocation effects that are eco-
nomically undesirable, However, to deny nations the
right to form such associations, particularly when the
main driving ferce may be political rather than eco-
nomic, would have been a major sethack for the world
community. Hence, much as Article XXIV raises seri-
ous problems in terms of how it fits in with the general
spirit of the WT'0, and many proposals have been put
forward for its reform, its adoption also reflects deep
understanding of the future development of the wozld
economy.

Although this book is concerned with the EU, it is
important to view the BU within the context of the
global experience of 1EL This section provides a hrief
summary of this experience. {See Fl-Agraa 1997 for full
and detailed coverage, and Crawford and Fiorentino
2006 and the WT'O website for the latest information.)

Since the end of the Second World War various forms
of TEI have been proposed and numerous schemes
have actually been implemented. Bven though some of
these were subsequently discontinued or completely
reformulated, the number adopted during the decade
following 1957 was so great as to prompt Haberler in
1964 to describe that period as the ‘age of [IEI]'. Since
1964, however, there has been a further proliferation
of IEI schemes, so Haberler’s description may be more
apt for the post-1964 era: by December 2008, 421 RTAs
had been notified to the WTO,! and 230 of these are still
in force.

1.4.1 Economic integration in Europe

The BU is the most significant and influential of 1EI
schemes. There are three reasons, which, when taken
together, explain this significance:

1. Of the six BU founding states, Germany, France and
Italy were top-ten world economies. Since then,
two such economies have joined, the UK and Spain.

So the EU today includes five of the world’s top ten
economies. Also, the EU has proved a magnet for
new members, so in addition to the founding MNs,
known as the Original Six {hereafier, the Six}, there
are now an exira 21 MSs (see Table 1.2 for a tabula-
tion of Buropean states and their IEI arrangements),
‘The EU of 27 continues to receive applications for
membership, hence it is set to include practically
the whole of Europe and may go beyond the geo-
graphical area if Turkey succeeds in joining in 2015
(see Chapter 2). No other scheme matches this eco-
nomic size and diversity.

2. In terms of the voluntary nature of membership,
the EU is the oldest 18] scheme in operation. This
longevity is part of its atiraction.

3. Most vitally, the EU has the deepest scheme of IE],
It is almost a complete economic union (EcU; see
pages 1 and 2): (a) it is practically a complete CM;
(b) 17 of its 27 MSs have the same currency {euro),
with the European Central Bank in charge of euro-
Zone monetary policy; (c) it has a system for moni-
toring and influencing fiscal policy, the Stability and
Growth Pact (see Chapters 11 and 12); (d) it has its
own budget, financing a range of policies; and since
the Treaty of Lisbon came into force on 1 December
2009 it has {e) a single president of the European
Council; and (f) a fereign policy chiefwho controls a
vast diplomatic corps, now being established,

The influence of the EU is simply due to its relative
global weight. Using 2008 data {see Table 1.3), the
population of EU27 exceeds that of NAFTA (Canada,
Mexico and the USA) by about 43 miliion (9.7 per cent)
and is the third largest in: the world, after China (1,325
million) and India (1,140 million). 'The combined eco-
nomic weight of EU27, in terms of GNI, converted using
the World Bank’s Atlas method for exchange rates,
exceeds that of NAFTA by about $249 billion (1.46 per
cent}), and, using purchasing power parity (PPP}, falls
short of it by about $2,384 billion {13.59 per cent),

The Buropean Free Trade Association (EFTA) is the
other major scheme of IEI in Burope. To understand
its membership one has to know something about its
history {detailed in Chapter 2). In the mid-1950s, when
the European Economic Community {BEC) of the
Six plus the UK was being contemplated, the UK was
unprepared to commit itself to some of the economic
and political aims envisaged for that Community
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al EuIOpean Free Trade Agreement (CEFTA)

enlargement members have left when they
EU and new countries have )omed so it has

- far example, the adoption of a Commeon Agricultural Before the dramatic events of 1989-90, IEI schemes
Policy and the eventual political unity of Western in Burope were not confined t¢ the BU and EFTA;
Burope were seen as aims that were in direct con- The socialist planned economies of Hastern Europe’
flict with the UK's powerlu] position in the world and had their own arrangement: the Council for Mutual
s interests in the Commonwealth, particularly with Economic Assistance (CMEA), or COMECON as it wag:
regard to ‘Commonwealth preference’, which granted generally known in the West. The CMEA was formed-
special access to the markets of the Commonwealth, in 1949 by Bulgaria, Czechoslovakia, the German.
Hence the UK favoured the idea of a Western Buzope Democratic Republic, Hungary, Poland, Romania
which adopted free trade in Industrial products only, and the USSR; they were later joined by three non
thus securing for itself the advantages offered by the European countries: Mongolia (1962), Cuba (1972) and
Commonwealth as well as opening up Western Europe Vietnam (1978). In its earlier days, before the death of
as a free market for its industrial goods. In short, the UK Stalin, CMEA activities were confined to the collatio
sought to achieve the best of both worlds, but such an of MNs" plans, the development of a uniform system.
arrangement was not acceptable to those seriously con- of reporting statistical data and the recording of for
templating the formation of the BEC, especially France, eign trade statistics. However, during the 1970s the
which stood to lose in an arrangement excluding a CMEA adopted a series of measures to implement a
common policy for agriculture (see Chapter 20). As a ‘Comprehensive Prograrnme of Soclalist Integration’,
result, the UK approached those Western European hence indicating that the organization was moving'
nations which had similar interests, with the purpose of towards a form of integration based principally on plan '
forming an alternative scheme of 1EI to counteract any coordination and joint planning activity, rather thar: o Al .'cém Community (EAC, established by the
possible darmage due to the formation of the EEC. The on market levers {Smith 1977). The CMEA comprised - }
outcome was EFTA, which was established in 1960 by a group of relatively small countries and one ‘super-
the Steckholm Convention, with the object of creating power’, and the long-term aim of the association was to

mtegrauon The Nordic Community involves
i’ counirles: Denmark, Finland, Iceland,
aﬁd Sweden.? In spite of claims to the contrary
us ind Wikiund 1979), the Nordic scheme is
af ooperatlon rather than IE], since its members
ither the BU or the EEA, through which eco-
integration is organized,

conomic integration in Africa

fumerous schemnes of 1EI {see Table 1.4),
ctically all the African countries belonging
1i: one scheme. If we include involuntary
gration, Africa could claim to have the

: n_i_'o'n (SACU, 1910, which is dominated by
i¢a; with all members except for Botswana

a free market for industrial products only; there were achieve a highly organized and integrated bloc, without ouest-Africaine (UEMO A} and Mano River Union
some agreements on non-manufactures, but these any agreement ever having been made on how or when . with the Economic Community of West
were relatively unimportant. that was to be accomplished. {ECOWAS), with considerable member-

The membership of BEFTA consisted of Austria, The CMEA’s dernise inevitably came about due to: rlap. A similar situation exists in Central Africa,

Denmark, Norway, Portugal, Sweden, Switzerfand the dramatic changes that took place in Fastern Europe
(and Liechtenstein) and the UK. Finland became an and the former USSR in the 1980s, together with the..
assoclate member in 1961 and Iceland joined in 1970 fact that the CMEA did not really achieve much in’
as a full member. But Denmark, Ireland and the UK terms of economic integration - indeed some analysts.
joined the Buropean Community {EC; what the EEC have argued that the entire organization was simply
became) in 1973; Portugal and Spain did so in 1986; an instrument for the USSR to dictate its wishes to the:
and Austria, Finland and Sweden joined in 1995, All the rest of the group (El-Agraa 1988b). However, soon afte
remaining BFTA countries except Switzerland - that is, the USSR’s demise, twelve of the fifteen former Soviet:
Iceland, Licchtenstein and Norway ~ now belong to the Republics formed the Commonweaith of Independent
European Ecoromic Area (EEA), a scheme introduced States {CIS) to bring them closer together in a refation- -

in 1992 which provides economic but not political ship originally intended to match the EU's, but the 5
membership of the EU - being part of the SEM without relationship remains very limited.
having a say in BtJ decisions. . Before leaving Europe, mention should be made of |

he Ecdnomic Community of Central African
{UCAS), the Communauté Fconomigue et
s Brats de I'Afrique Centrale (CEMAC)
¢onomic Community of the Countries of
akes (CEPGL). In eastern Africa there is
mmon Market for Bastern and Southern Aftica
with the Intergovernmental Authority on
IGAD) and the East African Community
aller inner groups, In sowthern Africa there
thern African Development Community
nd - the Southern African Customs Union
Northern Africa used to be the only subregion
' gle scheme, the Arab Maghreb Union {UIMA),

but the recent creation of the Community of Sahel-
Saharan States (CENSAD) has brought it in line with
the rest of Africa.

UMA, created in 1989, aimed for a CU before the
end of 1995 and a CM by 2000, but has yet to achieve a
mére FTA, CENSAD, established in February 1998, has
no clear objectives, not even with regard to a trade lib-
eralization strategy, but since its MNs belong to other
blocs, the aims of these are pertinent. ECOWAS was
launched in 1975 with the aim of creating an econoniic
and monetary union, but its revised treaty envisaged
a mere CU by 2000, later delayed fo 1 January 2003,
and some MNs do not even apply an FTA. UEMOA,
created in 1994 by the francophone MNs of ECOWAS,
is now a CU, introducing its CETs in January 2000,
but applying them io the rest of ECOWAS as well, and
some MNs are still not even FTAs! MRU, established
in 1973, is a CU with a certain degree of cooperation
in the industrial sector. ECCAS has been dormant for
almost a decade, but has recently been resuscitated,
CEPGL was created in 1976, but is virtually inactive due
to the conflicts within the bloc. Most activity in this part
of Africa is confined to CEMAC, which has a comimon
currency and has taken steps towards a ClJ. COMESA,
established in 1993, launched an FTA in October 2000
comprising nine of its MNs. Note that of the MNs of
the EAC (first fruly established in 1967), Kenya and
Uganda are also members of COMESA, while Tanzania
also belongs to SADC, having earlier withdrawn from
COMESA, The BAC and COMESA, in their May 1997
Memorandum of Understanding, agreed to become a
CU. SADC aims to achieve an FTA within the next five
years. Note that IGAD (formed in 1996 to replace the
equivalent Association on Drought and Development
of 1986) and the Indian Ocean Commission {I0C, set
up in 1982, with vague aims and ambitions, except for
concentration on some functional cooperation areas,
such as fisheries and tourism) have agreed to adopt
COMESA's aims.

Hence the unique characteristic of IEI in Africa is
the multiplicity of overlapping schemes, made more
complicated by the coexistence of intergovernmental
cooperation organizations. For example, in West Africa
alone, in 1984 there was a iotal of thirty-three schemes
and intergovernmental cooperation organizations,
and by the late 1980s, about 130 intergovernmental,
multi-sectoral economic organizations exsted simul-
taneously with all the above-mentioned 1EI schemes
(Adedeji 2002, p. 6). That is why the United Nations




8 Ali El-Agraa

The EU within the context of regional integration worldwide

9

Commission for Africa (UNECA) recom-
nefed in 1984 that there should be some ration-
the economic cooperation attempts in West
refore, some would claim that the crea-
by all the African nations except Morocco, of the
c_:_ono:mic Community (AEC) in 1991, and the
ion: (AU) in 2001 by the Constitutive Act,
fopriate response; the AU replaced the
for African Unity (OAU). However, such
vould: be incorrect, since the AEC not only
'y__'endq'r'ées all the existing African IEI schemes,
_cd&rages the creation of new ones, while

:sitent on how they can all coexist (Bl-Agraa
he ‘this uniqueness is combined with the
0 pf"schemes, one cannot disagree with
1997) when he declares that, regarding IEI,
¥ mieux sauter is not a dictum that seems to
w_i;ight ... On the contrary, if a certain level
10t be made to work, the reaction of policy

mote elaborate, more advanced and more demanding
in terms of administrative requirements and political
commitment.’

1.4.3 Economic integration in the western
hemisphere

1El in Latin America has been too volatiie Lo describe
in simple terms, as the post-1985 experience has been
very different from that in the 1960s and 1970s. At the
risk of oversimplifying, one can state that there are
four IEI schemes in this region (see Table 1.5). Under
the 1960 Treaty of Montevideo, the Latin American
Free Trade Association (LAFTA) was formed between
Mexdco and all the countries of South America except
for Guyana and Surinam. LAFTA came to an end in
the late 1970s, but was promptly succeeded by the
Association for Latin American Integration (Asociacidn
Latinoamericana de Integracidn, ALADI or LATA) in
1980. The Managua Treaty of 1960 established the
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“ithe USA in the North American Free Trade
AFTA; see below) and Argentina, Brazil,
rid Uruguay, the more developed nations of
6a ng MERCOSUR {(Mercado Comiin del Sur
ommon Market) by signing the Treaty
ni in: 1991. MBRCOSUR became a CU on 1
(695 and aimed to become a CM by 1995, but
t happen. Bolivia and Chile became asso-
bers ih mid-1995, a move which Brazil sees
first step towards the creation of a South
.‘_f_".l'. ¢ Trade Area {SAFTA), a counterweight
fotts in the north (see below); indeed, by 2005
mber of associates increased to six, with the
of Colombia, Ecuador, Peru and Venezuela,

006 Venezuela joined and is in the process of
ominig 4 full member, In 1999 MERCOSUR reached
th the EU io start negotiations on an
sment for free trade and investment between
hich has vet to be concluded. Also, on 29
‘Citba, Bolivia and Venezuela signed an
‘reating the Bolivarian Aiternative for the
(ALBA) to thwart US plans for a Pree Trade
ericas (FTAA; see below).

15 one scheme of IBI in the Caribbean. In 1973
tbbean Community (CARICOM) was formed
ally all the nations in the area. CARICOM
"the Caﬂbbean Free Trade Association

! dpéa to construct FTAA, to be concluded by
{'}0"._5-,'.but due to a strong movement against
‘poverty, led by Argentina, Bolivia, Brazil and
tl_ﬂ's' did not happen, Chile has been negoti-
ership of NAFTA. Tt should be added that
‘American Free Trade Agreement (CAFTA),
¢ USA, five Central American nations {Costa
aivador, Guatemala, Honduras and Nicaragua)
Dormmcan Republic was to take effect on 1
05, but due to various inconsistancies in the
£ ;e'gél reforms in these countries, with the
Xcebtion of the USA, this did not happen.

Central American Common Market (CACM) between
Costa Rica, Bl Salvador, Guatemala, Honduras and
Nicaragua. In 1969 the Andean Pact (AP} was estab-
lished under the Cartagena Agreement, forming a

closer link between some of the least developed nations
of LAFTA, now LAIA,

Since the debt crisis in the 1980s, IEI in Latin
America has taken a new turn, with Mexico joining

1.4.4 Economic integration in Asia-Pacific

Until recently, Asia did not figure prominently in the
league of IEI schemes (see Table 1.6 for a tabulation of
IEI arrangements in the Asia-Pacific region), but this
was not surprising given the existence of such large (if
only in terms of population) countries as China and
India. Nevertheless, there was the Regional Cooperation
for Development (RCD), a very limited arrange-
ment for sectoral integration between Iran, Pakistan
and Turkey. In addition, there was the Association of
Southeast Asia (ASA), which was a collaborative effort
between Malaysia, the Philippines and Thailand;
and Maphilindo, which foliowed soon after, joining
together Indonesia, the Philippines and Thailand. the
Association for South-Fast Asian Natlons (ASBAN),
which is now comprised of ten MNs, was founded in
1967, but after almost a decade of inactivity, ASEAN ‘was
galvanized into renewed vigour in 1976 by the security
problems which the reunification of Viemam seemed to
present to its membership’ (Arndt and Garnaut 1979).
The drive for ASEAN's establishment and for its vigor-
ous reactivation in 1876 was both political and strategic.
However, right from the start, economic cooperation
was one of the most important aims of ASEAN; indeed
most of the vigorous activities of the group since 1976
have been predominantly in the ecoromic field, and the
admission of Vietnam in 1995 is a clear manifestation
of this. Moreover, at the fourth ASEAN summit, held in
Singapore in January 1992, ASEAN initiated the ASEAN
Free Trade Area {AFTA), which set out a comprehensive
programme for tariff reductions between MNs, to be
implemented in phases by 2008; this was completed in
2002, st years ahead of schedule. In the meantime, the
programme of tariff reductions has been broadened
and accelerated, and a host of ‘AFTA Phus’ activities
initiated, including efforts to eliminate NTBs and to
harmonize customs nomenclatures, valuation and pro-
cedures, and develop common product certification
standards. In addition, ASEAN later signed framework
agreements for intra-regional liberallzation of trade in
services and for regional cooperation in intelectual
property rights (IPRs), and on 23 August 2006 its trade
ministers agreed on an EU-style association by 2015
instead of 2020, On 4 November 2002 ASEAN and China
signed a PTA, covering both trade and investment, to
he completed by 2010 by the original six MNs and by
2015 by the remaining four. Moreover, an ASBAN+3
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ast Asian Community (see, inter alios, El-
04, b) in mind, was agreed with China, Japan
orea in 2003, but has yet to be finalized;
also true of an ASEAN+6, which includes
: adia and New Zealand.

@ December 1985 the South Asian Association
: Cooperation (SAARC} was established by
“Bhutan, India, Maldives, Nepal, Pakistan

“SAARC agreed to admit Afghanistan as a
ant China and Japan observer status and
omimit to the realization of a South Asian
tnion as well as an FTA (SAFTA).
g5 Ansiralia and New Zealand entered into
lied thie New Zealand Australia Free Trade
‘replaced in 1983 by the more important
i Zealand Closer Economic Relations and
ment (CER, for short): not only have major
s haen removed, but significant effects on the

the' late 1980s 1 argued {Bl-Agraa 1988a,
veri:the diversity of couniries within the

afree i:_rade and investment area embracing
¢ed:MNs by 2010, with the rest to follow ten

] _s&:ika, Japam, in 1995, and came up with
i __g'_r‘e_@solution that each MN should unilat-
its'own measures for freeing trade and

the reckening; China immediately obliged by declar-
ing that it would do this for a vast number of products,
an act conditional on WTO membership which China
was negotiating at the time. In November 1998 Pery,
Russia and Vietnam joined APEC, increasing its totat
membership to twenty-one nations. In its 2004 meeting
in Bangkok, Thailand, APEC outlined its priorities to be
the promotion of trade and investment liberalization,
the enhancement of human security, and using the
organization to help people and societies to benefit
from globalization. And in the 2010 summit, with the
financiat crisis in mind, its leaders declared their sup-
port for the goals of the G-20 London 2009 Framework
for Strong, Sustainable and Balanced Growth, by join-
ing in their commitment to:

1. work together to ensure that macroeconomic,
regulatory and structural policies are collectively
consistent with more sustainabie and balanced tra-
jectories of growth;

2. promote current account sustainability and open
trade and investment to advance global prosperity
and growth sustainability;

3. undertake macro prudential and regulatory policies
to help prevent credit and asset price cycles from
becoming forces of destabilization; and

4. promote development and poverty reduction as
part of the rebalancing of global growth.

Officially speaking, APEC aims to further enhance eco-
nomic growth and prosperity as well as strengthening
the Asia-Pacific region. It claims to be the only inter-
governmental grouping in the world that operates on
the basis of non-binding commitments, open dialogue
and equal respect for the views of all participants. It has
no treaty obligations and reaches decisions by consen-
sus and commitments entered into voluntarily; hence it
is consistent with the WTQO.

1.4.5 Economic integration in the Middle
East

There are several schemes in the Middle East, but some
of them extend beyond the geographical area tradition-
ally designated as such. This is natural since there are
nations with Middle Eastern: characteristics in parts of
Africa. The Arab League (AL) clearly demonstrates this
reality since it comprises twenty-two nations, extend-
ing from the Persian Gulf in the east to Mauritania and
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Morocco in the west. Hence the geographical area cov-
ered by the scheme includes the whole of North Africa, a
large part of the ‘traditional’ Middle East, plus Djibouti
and Somalia. The purpose of the AL is to sirengthen the
close ties linking Arab states, to coordinate their poli-
cies and activities and to direct them to their common
benefit, and to mediate in disputes between them.
‘These are vague terms of reference, consistent with very
limited achievements. For example, the Arab Economic
Council, whose membership consists of ali Arab
Ministers of Economic Affairs, was entrusted with sug-
gesting ways for economic development, cooperation,
organization and coordination. The Council for Arab
Economic Unity (CAEU), which was formed in 1957,
had the aim of establishing an integrated eConomy
of all AL states. Moreover, in 1964 the Arab Common
Market was formed by Bgypt, Iraq, Jordan and Syria,
but in practice never got off the ground. The excep-
tlon seems to be the Gulf Cooperation Council (GCC),
established on 25 May 1981, which is keen to stress that
long-fasting and deep religious and cultuzal ties link its
members, and strong kin relationships prevail among
its citizens, The GCC claims to have concrete objec-
tives as an economic and political policy-coordinating
forum, and has growing cooperation, inter alia, on cus-
toms duties, inteliectual property proteciion, standard
setting and intra-area investment, and has resolved
most of the practical details for establishing a CU. This
was set for 2003, but has yet to happen. The target date
for introducing a single currency was 2010, but disputes
regarding the location of the common central bank in
Riyadh rather than the UAE have put this on hold, In
short, the GCC wants to bring together the Gulf states
and to prepare the ground for them to join forces in the
economic, political and military spheres.

With regard to economic integration in the Middle
East, UMA, which aims to create an organization similar
to the BU, has already been mentioned in the context of
Africa. But there is also the Arab Cooperation Council
{ACC), founded on 16 February 1989 by Egypt, Iraq,
Jordan and the Yemen Arab Republic, with the aim of
boosting Arab solidarity and acting as ‘yet another link
in the chain of Arab efforts towards integration’.

1.4.6 An intricate web of relationships

All these schemes are connected by an increasing
number of PTAs. This had resulted in an intricate web
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of interrelationships. Considering the RU alone, sincs
it is the main protagonist of PTAs, and adding thé
seventy-eight African-Caribbean-Pacific {ACP) nationg:
of the ACP-EU® arrangement {see Chapters 24 and 25)
as well as those of the EEA, one can understand why
the term ‘spaghetti bowl’ has been used to describe thig
web surrounding the EU. :

otrie. real economic progress; indeed that was
tionale behind the UN's encouragement and sup-
' i efforts. More recently, the drive for IEI has
beltef that the opening up of markets would
Jnece. thi economic performance of the countries
see Chapter 6 for a list of possible gains). It is
at the gains would be even greater if pur-
% but frustrations with the WTO's stowness

1.4.7 Sectoral digressions

There are two schemes of sectoral TEi that are not bas: :

on geographical proximity. The firstis the Organization by de_'ﬁ_n ition, it wouid reduce the number of par-
for Petroleum Exporting Countries (OPEC), founded There are also practical considerations
in 1960 with a truly international membership; its aim .' n'. {es may feel that 1EI would provide security
was to protect the main interest of its MNs, petroleur; ' ng the participants, These possible gains
by seiting production quotas, and hence determin: & addressed in Chapters 6 and 9.

ing prices. The second is the Organization for Arah
Petroleum Exporting Countries (OAPEC), establishéd
in January 1968 by Kuwait, Libya and Saudi Arabia;
joined in May 1970 by Algeria and the four Arab Guif
Emirates (Abu Dhabi, Bahrain, Dubai and Qatar);
March 1972 Iraq and Syria became members, and
Egypt followed them in 1973; Tunisia joined in 1983;
but withdrew in 1986 (CAPEC was temporarily g
dated in June 1971). There are also the Organjzatic_ﬁ
for Econemic Cooperation and Development {OECD
and the World Trade Organization (WTO). However, all
these are organizations for intergovernmental coopé
ation rather than for economic integration. 'lherefbie’,
except where appropriate, nothing more shall be said
about them in this book,

clu ns are reached from this brief pano-
mic integration. First, akthough GATT's
V allows for the formation of IEI schemes, it
thin the general spirit of the organiza-
s Because the formation of clubs between
_oné_.haunaﬂy discriminates between MNs
mermbers, which is in direct contradiction

::_le'of the WT(O's non-discrimination. But
of the strength of the commitment o 1B of
E'm'opea'r_'l_: nations, a compromise was needed;

icle is in the nature of an accommoda-
ahneéj, which enabled a wide membership
be achieved at its inception. Second, prac-
ountry in the world belongs to at least
_ 'f:IEI, with Africa going mad in terms of
umber of schemes and overlapping membership,

the EU'is the most significant and influential
es,; Pourth, the drive behind IEI is not
3] $sible economic gains; indeed, political

We shall see in Chapters 2 and 10 that the driving force
hehind the formation of the EU, the earliest and mo
influential of all existing IEI schemes (see page 4), wi
the political unity of Burope, with the aim of realizin
eternal peace in the continent. Some analysts woul
also argue that the recent EU attempts for more intei
sive economic integration can be cast in the same vein;

ns are of the essence in some cases.

especially since they are accompanied by one curency,
the euro, a full-time president and a “foreign poli
supremo’ (see page 4 and Chapter 2). At the same time,
during the fate 1950s and early 1960s, IEI among deve
oping nations was perceived as the only viable way: (

tined as a state of affairs or a process which
he: amalgamation of separate economies
I 'ér_ “free trading regions,

tually, IBI can take several forms: free trade

areas or preferential trading agreements; customs

unicns; common markets; and complete economic

unions. But actual schemes do not strictly conform
to these terms.

« IEI promotes the creation of ‘clubs’ between some
nations, and because clubs will always discriminate
against non-members, this contradicts GATT’s fun-
damental principle of ‘non-discrimination’.

» GATT's Article XXIV allows the formation of IEI
schemes provided that: (a) they do not increase
their level of protection relative to what it was
before their formation; (b) tariffs and other trade
restrictions (with some exceptions) are removed on
substantially all the trade among MNs; and (c) they
become established within a reasonable period of
fime.

» Despite the provisos, many analysts are uncomfort-
able with GATT’s Article XX]V since it still contra-
dicts the WTQ's principle of non-discrimination,
They concede, however, that without it some
European countiries would not have joined GATT.

» ‘There are over 400 schemes of 1Bl in the world, of
which the EU is the most significant, influential
and committed o the deepest type of economic

" Imtegration.

» IElhas become popular for two reasons:

1. One reason is that individual countries believe
that their economies will benefit from free access
to a larger market, lower costs through removal
of barriers on trade, enhanced competition
leading to better products and/or lower prices,
greater innovation, and so forth.

2, The other is that countries have become increas-
ingly frustrated by the slow progress in achieving
giobal agreements through the WTO because
with 153 members it is difficult to reach a consen-
sus: the Doha Round commenced in November
2001 and hasyet to be finalized, 1t is also believed
that the proliferation in IEI schemes may actu-
ally induce countries to galvanize the WTO into
establishing the favoured multilateral regime.

1, Discuss the claim that [E] as defined by trade theo-
rists is far removed from what one would expecton
purely linguistic grounds.
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. What form can IEl integration take?

What are ‘positive’ and ‘negative’ IEI?

What does ‘WTO’ stand for?

. Under what conditions does GATT/WTO condone
IEI? Assess the reasons for and the adequacy of

these conditons.

6. What are the arguments for and against GATT's
Article XX1V?

7. Multifateral trade negotlations under GATT/WTO
have been reasonably successiul. So why do coun-
tries pursue the formation of IEl schemes?

8. Isit true that a unique feature of IEI in Africa is its
overlap and proliferation? If so, to what factors
would you attribute such proliferation? ‘

9. What makes the EU the most significant of all TEI
schemes?

10. What makes the EU the most influental of all IEI
schemes?

1l. Discuss the proposition that IEI hinders effosts to
achieve the multilateral freeing of trade.
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NOTES

1 305 of these agreements since 1995.

2 Except Slovenia.

3 Plus the autonomous territories of the Faroe Island.
Greenland and Aland. T

4 There were and continue to be four such bodies: (1)':
Pacific Economic Cooperation Conference (PECC);
which is a tripartite structured organization with rep:
resentatives from governments, business and aca
demic circles, with the secretariat work being handled
between general meetings by the country next hosting
a meeting; (2) Pacific Trade and Development Cenire
(PAFTAD), which is an academically oriented Grgani'zaﬁ
tion; (3} Pacific Basin Economic Council (PBEC), which:
is a private-sector business organization for regional
cooperation; and (4) Pacific Telecommunications
Conference (PTC), which is a specialized organization
for regional cooperation in this particular fleld. -

5 Cuba became the seventy-ninth member in 2000, but
has not participated in the agreements.

2 A history of European integration and the evolution of the EU
3 EU institutions

4 The legal dimension in EU integration

5 The European economy: bare essentials

‘The aim of this part of the book is to provide a general background to the EU.
Chapter 2 gives a short account of the history of Buropean integration and the devel-
opment of the BU. Chapter 3 provides a general description of EU institutions and
their flunctioning. Chapter 4 explores the legal dimension in BU integration. Chapter

5 is a general survey of the bare essentials of the EU economy, mainly using charts,

with the full statistical tables available on the website; it covers the major economic
indicators for the present EU27 MSs, as well as those involved in imminent enlarge-
ments and, to enable comparison, for the rest of those in the group of eight (G8, now
G20).
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