Regional Trade Agreements

e Multilateral integration of economies - GATT/WTO
e Regional groupings, an alternative route to integration.
e.g. European Union, NAFTA, 150+ others.

e Why? 2007 very important year for trade policy.
* WTO talk deadlocked
e 2-3 potential PTAs/FTAs coming up for vote
e Fast-track authority expired in June, not renewed
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Views on Regional Trade Agreements

For Against

e Benefits from Free trade *Political economy of trade

e Easier to negotiate and policy — some groups will lobby
manage than multilateral against free trade

agreements e Loss of national identity/

e Politics by economic means sovereignty

(Ex: EU) e Slippery slope argument:

where will integration stop?
e Could distract from
multilateral agreements

e Trade Creation versus Trade
Diversion




Initial situation, before establishment of FTA
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FTA Equilibrium
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P Trade Creation and Diversion
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Trade creation makes E+G. Trade diversion destroys H.
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Gain in consumer surplus=D+E+F+ G
Loss in producer surplus = D
Loss in tax revenues = F + H

Net gain from FTA=E+G-H
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