
TRADE BLOCS?
The Future of

Regional Integration

edited by Vincent Cable
and David Henderson

THE ROYAL INSTITUTE OF n
INTERNATIONAL AFFAIRS H i

international Economics Programme



CONTENTS

Contributors vii
Acknowledgments viii
Abbreviations ix

1 Overview 1
Vincent Cable

The changing context of regional arrangements 1

Recent developments - Rationale

Different approaches to regional arrangements 5

Market-led versus institutionally driven regionalism -
Complementary versus competitive economic structures - 'Open'
and 'closed' regional arrangements — Deep versus shallow
integration

Impacts of regionalism 10
Regionalism versus multilateralism 12
Conclusions: where regionalism goes from here 13

2 The Principles and Practice of Regional Economic Integration 17
Alasdair Smith

Introduction 17
The economics of integration 18

Trade creation and trade diversion - Trade creation and trade
diversion in the European Community - The nature ofintra-EC
trade - Integration with returns to scale and imperfect competition
- Trade, growth and geography - Trade and income distribution -
The lessons of economic integration



iv CONTENTS

Regional blocs as global actors 27

Protectionist effects of European integration — Liberalizing effects of
European integration - Rhetoric and reality in trade policy-making -
EC trade policy on Japanese cars - European protection in the •
longer run

3 The EC, European Integration and the World Trading System 35
J.M.C. Rollo

Introduction 35
The size of the new European economy 38

Enlargement — The European Economic Area — The association
process - Free trade arrangements and the former Soviet Union

The new European economy 44

How much integration? - Commercial policy integration

Institutional options for the new Europe 48

An ever greater union? —Alternatives to membership — Variable
geometry — Timetable

Implications for the rest of the world 55
Conclusion 57

4 Regional Economic Integration in East Asia: Special Features
and Policy Implications 59
Masami Yoshida, Ichiro Akimune, Masayuki Nohara and Kimitoshi Sato

Introduction 59
Intra- and inter-regional trade in East Asia, North America and the EC 61
Foreign direct investment in the EC. North America and East Asia 67

FDI in the EC - FDI in North America - FDI in East Asia -
Quantitative evaluation of FDI in the three regions - Summary

The driving forces of regional integration in the three areas 75

REI in the EC - REI in North America - Regional integration in
East Asia

The role of the Japanese MNCs in the REI of East Asia 89

The special characteristics of Japanese FDI in East Asia -
A comparison between Japanese MNCs and US MNCs ~ The share
of Japanese MNCs in inter-regional trade creation within East Asia
- Technology transfer through Japanese MNCs



CONTENTS V

Policy implications of REI in East Asia 101
Free trade regimes and the high growth of East Asia - Merits of
regionalism and its implications for East Asian economies- The
need for an 'open' regionalism

5 Regional Integration and Multinational Production 109
Stephen Thomsen

The economics of geography 110
Trends in regional integration 111

North America - South America - Europe - American firms in
Europe - East Asia - Summary of regional trends

Conclusion 123

6 Competition, Integration and Regulation in EC Capital Markets 127
Benn Steil

Introduction 127

EC capital market competition and integration 128

Equity markets - Bond markets

EC capital market regulation 141

National regulatory regimes — EC securities markets legislation

Europe and the world 155
Intermarket linkages — Prospects for non-EC investment firms in

Europe - International cooperation and agreements

Conclusions 157

7 European Monetary Integration and Prospects for Monetary Union 160
David Currie and John Whitley

Introduction 160
The background: the postwar history of monetary policy cooperation 161
The rationale for policy cooperation 163
The collapse of the hard EMS: what went wrong 164
Can the hard EMS be restored? 166
The need for European coordination 168
A role for the European Monetary Institute? 171
Progress to EMU? 175



vi CONTENTS

8 Putting'Trade Blocs'into Perspective 179
David Henderson

'Trade blocs', liberalism and cross-border integration 179
'Trade blocs' in the world of today 180

What makes a 'trade bloc'? - 'Trade blocs' today: myths and
reality—A dual pre-eminence

Regionalism and other influences: developments over the past

half-century 186

The evolution of policies in the OECD area - The non-OECD world

Looking ahead: the prospects for a liberal world economy • 191

A path of opportunity - the EC, the US and others - Regionalism
within a liberal international order


