NAFTA 2.0: The USMCA

ohinNg:-CasSe

5201‘S preSIiZ:tlal Campilgn, Donfald Trump repeatedly criticized the North American Free Trade
iu&(}NAF Na;;_: :njlr deal in which Americans had been taken to the cleaners by Mexico.
tLINAR ad cost American manufacturers millions of jobs, even though there is scant

"_

B

> " & - .
> 5

"‘. v

2
Pai B b
ey b PR S0

n.,t
A A (¥

’vf:m,“‘.
Sl

£

‘

4

,.;s" case. After becoming president, Trump stuck 1o his word and initiated a

Y g
A N < & U
A‘»‘-yi"v-,s' g -l » —-ﬂ-»’)\"?‘

ent shockwaves through industry on both sides of the border. Since NAFTA

a8 o

o the United States, Canada, and Mexico has tripled to $1.3 trillion. In
ces to Canada and $277 billion to Mexico,

. Mexico. The US. ran a $2.8 billion surplus

deficit with Mexico. Canada and Mexico are now the largest ex-

Sy : .
>tates, accounting for a third of all US. exports, and the largest sources of

‘Canada and $355 billion from

5 R
LR

ated by the fact that multilayered supply chains now span both
<e than in the automobile industry. Auto parts

e finished cars are assembled

il
v ;\ - ‘.\} f Qm pl lC

) B

Jowhere is this more the ca
w'(:é_\;shipped to plants in Mexico, wher
«f» for final sale (the converse also occurs, with parts manufac-
e plants). In 2017, U.S. producers exported $21 billion of
xico but imported $84 billion in autos and parts from
tos and auto parts, the United States would be running

LT
G %

SR ‘;{
"\
= 5 gR

-~ > f

rd 4

»r

nature of trade in auto and auto parts between the United

fif( upon himself to criticize auto producers that have moved
) Following criticism from Trump, Ford canceled plans 1o build
ticized General Motors, Toyota, and

asident Trump has also cri
\bly operations. Jawboning aside, as part of the NAFTA re-

Ag at different options for restructuring trade with Mexico.

4
.

ched agreement with Mexico and
lnited States-Mexico-Canada Agreement, or USMCA

ators in all three count ias. The USMCA does make

tly, NAFTA required automakers 1o

,¥

)
g " |

dost significan

continuead

Chapter Nine Regionat Economic Integration




L RL LT A Bt S AR E GRS
SRR e
: . & =

RESUEARN oY, d #
SIVren gt ¢
x o5

production of automq.
<o note that the COnsa.

s e d g R SN

A

o ST

‘ n, “Gloom Descends on Mexico’s NAFTA
0} RObb'?SV:S\T:‘?A plan Would Confront Globalized Ay,

posed to Pressure Mexico on Trade,” The Wall

wall StreetJoumal, March 5, 2018.

1

4 regional trade blocs that propy,
anization (WTO) members are requireq y,

[he p e o n World Trade: Urge’
s ‘; N ‘—‘| [, U\L\\—;"\}:I\: {.,- ,‘u\} lbﬂ Dl : \/\ 15 __'/,’: ':,:;" "E i Gt te. By 2018, all mem-
| 82 e 15 onal trade€ agic SIMEIIS LU W e

{

jore regional trade agreements. Ag of

e QAOUILY o s T ~f narticipation 1n one ¢

'\-A‘ m} h -

. . ' l 1] / AA . -\ _‘\ % . " (1 N\ 1; al St !
: “+c amona countrico i « £ ~ I MWW 1) O} Ddl titipat R R
. -1 . .‘ J ™ -( ] ”~ "o & . /{'ﬁ\‘ J L ‘-\\__‘ 4 | - N = 4 e )h .:_ 4 )
o 2 > ' ~ £ 1 i L S8 A A , ‘ ” ' ‘ e S < b i &l
y ¢ - ! \ Y ( QY [ > 1 [ f & ¥ ] = I AN __\1 —~— e ~ Y - :5' 8 n N

. : - L MmNy 114 J1 AL : e~ X7 £ , ; =S - 11! ¥ W : ’ ' { - Q T -'-'*"'\.1 ) 7 ot J
G L) f i e ACLLLL Y il N2 P D | o ~f nternat E@‘MQ""\ U
_ e to the free flow of goods g 11 the nredictiONSHOIFINUICEA G s et oo

y ——
e

‘ ;cpry and particularly the theory of
£ ed to pr()m()te freer trade Wlthlﬂ

P o M - . r
~ Chanter 6). agreemein S
o A\ lj" A D’.,'\.L,tg';( NZLTS%) od @) YR

yetween eacn ouie LOllipa : XA i d1ice 9ains
e - ; ¥ SR ~ 4 T’ Y | (@ Q ] F '(‘_\ ﬂ 1 L‘ ‘( w >..t (‘:-—u .J.:r 4 3: ‘
s R - V=31 -Ya | A X/ E\ ,\', k\)q\agg—‘:}:‘[g\l;\éj 1[0 }[\ ) & JL - WA N N ,L_:j,‘ | :
~oions are believed Dy CLOLL S R N ssor, the World Trade Organiza-
: b { & y ! 11' . \\ ,

4 £0% o,

c

- \ ) 5\ J ' | ! R o > -

) ’ f ] ‘ ’ 1 \\ < “, h ) . y B }— L y ','l WA _ - . « - L Ags T

G l ) C i - Vo t; A D— S Vg A
—— _— w—— >

N EATA AO0TCCl1iIU11IL Vil A AL ASS ' Y TN\ i
Jgeneral Aglvelivy | S AT s a global perspective an &
et A R 3 - - s gl - \ ] - b!’" XX JEAY /_‘:\) ( 1% ‘ o : . ! ¥

- f ' . \ % F i y S 4 -l ' 4 | \ 0, - . g

% o
; : ) 9
& P N ] "\ =\
- | SRR R & wn /‘__}‘ £ \C}’;\l\ [] 1 ;:—-é. £ ~Q' J 7] ‘\ ‘\,\}IV ' ¥y oy =
. coanl tn reallce IT4AUC Uc  AN/A O == 2 %
‘ . alen cepk fO TEAUCC LLAUL UaAlLl
r 2 " - B ] we A/ ~ v * 4 - A 2 >
R i A : '® % L v/- \'// \_—,1 > y— L. PR ; el
LA s 3 1 i em A YO OTNATY =3 Y :
. e s “y =g ] f Y Y ﬁ |9 S ! —r ! [ - ‘ y A 5 :
T A SR 1 ok e TEA( \1 T1% A1l A¥ 1 OU\ AN/ ALAN -
» o > : p - . . - - T - .
£ = -~ p . 4 ( 2 B S L, l ©rTéh \./, ALA § \ e A A o A ) .
‘.\'[' o ¥ ) & J F‘\ B f A R B AL 2 S /“_ b : - —— ~'/ o’ S s (-"f N iyt : 3
- 4 [ b r / < ~ g - == } : X
' \. . Dy 3 / ‘ t a w aC eve
_ » 8 4 ] - 3 I I l ‘ ‘ :
at - % O | p— " v ”s 4
. | e A P L -~ & a (:f_\ - ” ‘ \ y 4 - 3 1 ‘ - ‘ 3 - d , e ra 1
i Yy e y ! 3 ) ' | - r ‘
p- - — - -~ c/ ;: ) /(_ % “i ’, 1 B f :‘ \ {\ rJ l : 'f ‘ [ ) \  } K— s ‘* - \ ‘ ’ . .\ J-\ A ’ ) D v
_— - w v‘\. 4 f ' }. & < - 5 X { » i l L ; S ,v': + ! () F W W ;. h * \ / -— - 2 . T i & &
Y (YT'LE - 1 JILWLJUILU/D Vil VUSLARR &= ™ - . ,
, | y ; [ . : AP -— . - . r g | 3 .' . ' ; . rO aC
-l - - S - . ‘ z.
- / ' .Y - ,—' ;— % Bl PN ) - ' e - ™ 4 '\ . ;\": o A Y S {" 2y ) n 1 0 an O IC
| f the WTO '1hiS haS DECOIIC dadll 11l 1 mpoI )
- - - P . N - 4 | ; <
% > » —n N L aY e Al y J ACAN : \ R
—— -~ y : ; . > g : » i '-
4 - " — - y / Yy . . - / :

“
.
¢
|
[
!
Lo .
<l
—
. Y J

-
L\
——
- \
v
4
~
-
~—
-
\
r
” -

Sy L  fa1] ‘() to make ar progress with 1ts latest round of
L e ed in 2001 but currently in limbo (see Chapter 7). Given the

7 i s ',. . % ¥

oo sovernments have felt that they can better advance their trade

] > b- - - : i 7 g 4 Y4 i :1 :‘
| f f . - v - ‘ S u -y 4
'ﬁ F /£ ’ ”" % ‘ { : ’E Ii} 3 ~ 2
f > p { y . - ‘«, 5 L
\\‘
»/ ” ~\' ! : & L9
S ' doing
‘ | ved many barriers 0 9%
5" . y
» Enirone nia ' removce .
- S ) "‘ o e i - - . / ; - , - N
4 k i ‘ ¢ 0
,;' :‘ , ' “ k t WIth
; ' , X b J /\" T gl P
i i e TRl Bl S R AT 1ttempt to create a smgle marke

R A 3 meStiC
ynsumers. Todav. the EU has a o ion of more than 500 million and a ngSS do ,

S et o i . itly smaller than the

¢

'

S

-



onomic integration is the focus of Chapter 9, and the value-

ortion of gIobaIEDGE that captures the ongonng development

(€.9., overview of each agreement, its history, countries included in the
rad e agreements worldwide is called “Regional Trade

renxembgrship, related agreements, online resources, statistics, and an
g (globaledge .msu.edu/global- -resources/regional-trade- eculive summary of what the agreement entails). In Chapter 9, we

his section of globalEDGE™, the most critical a cover several of the trade agreements to provide an overview of the
o that exist today are included, with direct dree-  global marketplace. But which agreements are not covered in detail in
dccess  the book, and which ones are covered on globalEDGE? What do you

know, for example, about ECOWAS and SADC? How many members are

In ECOWAS and SADC, respectively, and are any of these agreements
overlapping? When were the treaties of ECOWAS and SADC started?

{ N i
v - 3 2 )
: A I AN &
x > - X, >
a5 A
(2% /4
AT S . o
Ay s &
] Y - .
e :
- tl

L @ WMM,%\ ec c) ;wm growth in the region.

mu mic m o‘htlcal debate surrounding regional economic integra-

. to m,;@ and political benefits and costs of integration;
.:d,%mn 11 economic mte gration around the world; and maps the important
ONC mm{' ‘,tio""n for the practice of international business. We will

"x_"{ ; ¥ <
WY

at threate the future of the EU and NAFTA. Before tackling

TR B }
AT "
.'

ymine tk é levels of integration that are theoretically possible.

@ 091

Describe the different levels of
. s
le in theory (see Figure 9.1). From least egiogal,economiciearaton

q free mqi aIea 2 customs union, a common market, an

- i g

olitical union.
' STl &) T TR A

Levels of economic integration




nd Serwces among membe o
nt

countrles may vary fmm

Me
| economic ; mb

Nte grat

i
‘i
f.
i
:
{

A currently joins four countrieg

Z\S: '11: om seven in 1995 (three EFTA p

rl’]
on January l 1996) The EFFA was fOUn

decided not to be part of the Europegp, 0
included Austria, Great Brltam D

f the EU. The emphasis of the e R
out of the arrangement each p,
Members are also free to deterp, min

EFTA. Other free trade areag ;

ection applied * &=~ _which we discuss in depth later in the chapte,
\. \eric m‘? | ad to full economic and politicg] ; inte
o senices o is barriers between member countries and adopts , :
rade policy. ARCUSIOMS UNOD v shment of a common external trade poliCy necessitateg g; 0
{ . - | s . , € _/  ‘ l ' V Cfsee trade relatlons with nonmembers. Most Countrieg t
L e - otrative machinery to ! t e r economlC integration down the road. The EU ,

e
Ommu.
MMy

FTA has

ncl

['%Y
ol P4
o o

gration.
Omm o
nlﬁcam
hat Chter

;&))" ( f -'..

L Cgan g
T e _ _ st d ' stage Other customs unions include t :
pa . o and factors of product ﬂ{l R 1. | /Do v ‘,._js}“* -- =i

) Ser "_t LES, v:’{ YE 1Al iviIo VI e .4__»,_,,,..\- s . A S I l A l] d a r] PaCt) m B rrent
R “ g : . LA S AAAN N S T A ¥ B i s e ) : -1 £\ e a
o B T S LS e il : AR )‘-f'( [ l\, ‘;».;‘-';,\! ;, p SuU p 0] ' 7 st R St | ~.‘-.‘-.,_.‘ 4 3 : . : ' as e Ong OhVIa COl
\5\,J':_:'E:‘ ,:.: . L[ ;)r}'f:f‘:?‘_!(-_fjll._ 'S 'r: S R o it s g R y \x r (gi “i gl Uil Y A\AV. m AL .h;_ ‘.. - R e i ; ? .,,'8, X __ . j 2o¥ Ombla’

5 common external trade policy. version of the B e ct ee trade between
* a common external rade poii s i /‘\W@m, Communi gggre Member countrieg

d f_t@ | G % | 25 f 3
o ; 1adOr, v s u ;m rted from ou
. ooses a common tariff, of 5 to 20 percen et ' C o) D00 Y tSlde

e i .‘::” 2 ; % ‘,, -~ S} aad ‘\r f 'C : i = : = 4 .- Py : ~ ‘ " u ‘,.’.I.
aroup of countries committed (0 Tl A~ emavi loave f@:) O q] C % HK 4 bon St
b totes s e S R "he next lev el Jf €COIOIL DI etk ottty ooy ﬂg
e tj v’ ,: y g : L = _" Sy -~ ;.--.‘- - w.,;‘\‘f;":' iM\/._,'\ " ,’,’.::_) (~~)‘5%EF 1 ﬁ{&i ”v‘}\ ] &‘ 'Yg UM/‘* ;K - | / 'w ‘ “__: . ';.‘ A} =l 2t ' _ ’: £ n [
een each 'szi.i 18h ’ | ' :JF-?.-%;}’-r‘-‘ onora move freely ai 35-" mem "]DQJ @( La o e, venibnd tric-
e L\ ¥V N A A - X ~ p 2t - )
AR : : '/ a3y - po ol Sl / N30 27

, s 1‘ ration, emigration, or cross-border : s of capital among member countnes
common external trade policy. Establishing a commoI 1 ,“WTM ket d hﬂ 1ands a ¢

--—n
~—
s
-
-
™
-
Y
,Q.
 V—
i
i o= )
~
&
N -

|Yl)
—
=
ada )
pras—
“Q
',-\
\
L
h-—
paety
b
ar
(L
W
G
"‘"\
rd
;‘
\",
'—-
v
"\
OU
,&
\‘\
o—
\("’
'nl

" AT e
= 4 3 o 2 '}
() TG R S A N X g
(‘v o X AR g A P L
T A N ,
Ve T R X FR
s b Y fo S ) oo 4
) 3

%
)

KA.
Lad
o
e I CY e > -2 P s S A
T e RS Vi -
ey

o >
R
TR e
v
— ;\

=

Al
t
)
i
b

Sl o A
.

4 -
: p . > g - > : A ) > : s Sk PN bl b i, it s e . 3
- £ . N bkt e e e Sl o e b iy, b e o Rl Y AT AL AN Dt . E I el i, " s il S LS s WS st S Nt Pt s’ | i 4 A € s et e i . S . P It e - -\\ L AT . «\
. e - 0 e -~
F \ 1 f l D
. — 4 e
v - " Ql:’)—
O

-

7.

il A= Fuirones nion fu .
1HI Vil | A ruropéan V N K"‘w fi"%‘“

Nt

¢
—

NP
Kl s
.

'

.

'R

.. . gm | sz . l‘p* S NOW IMOVE( ] f;
) s : \ 4 . . A . . g b v 3 A v ! 2%
{ o ! { - h : \ . k o " . " T - B v > - 4 ) - - .
‘ g . 7 H | y 3 & ' i

i N S
AT e -
4o 23

T e 2 e | S

o

A\
N
3
' k ’r\ L
N

L s

\
\
\:.:\.

»
4 r v o &
.| 'y i N g o L e -
- -t"\“ﬁim‘( &.‘ $al o S O Ny M . e
— L y A gl L%, N, L 2, 5 - e N e,
e N A ey N T 3 AN T R b v B T,
T g~ N PRy af ALY e - A 4 8 AR
X 29 o . r ~ _ AP O T T Y o . - - O 4
s L YR E "A. 8 . : i WK NNy T g o Capt. g
< ! L . e o . e ) . e - < > o]
. B 5 AN A S e T S A A P N S s v -
‘ “ Sl SF Pt A o ey SR g s L Tl T o LM o T
O o Y « T A - A N e A T G R Pesom R S e o
s I g 0 e <l . P SN RS STt iy o I S g Ay T T ’a
b ) - R AT WS ,.'.. ST Al .- R Ry e O T A N X, o
‘ 7 P LA .. & TV 5 R S o W i Y
he v PR < \! > gt o 3N ) T TN A L 3
oo G E - o3 b '
- 37 g T2

Loy

-

NS 4V
SR e
SABe ’6,1'2\1' '_y;' e
. . )-.v - \'"V-ﬂ . ¥ -
-~ - ; Y Sy

o {;*_’(Argentlna Brazﬂ Paraguay, and

2
3 » { " i & 1 L ! ) : E \ o ! - ¥ - { £ < ) Eﬁ | / o s 5 \d{;’:’
d, -~ y ‘ B i S o> I @ e ¢ g 5
, ! d : r 4 A : ) 4 - ”

| i e e ruguay—hopes ntually establish 1tself as a commor

_-wm:“‘ 'g!

| s - . > . B | | . - | s e o y »
GO Jeorh <% AR P - e — S B 340 e o 5 L AR AL A An . B % -
v — . 4 a8 iy — e s St n 2 - - LA U0 o - - : o v . < < Ca o
e S 0 R A ——— 2 TR D L s = ) W e e a3 A0
e ” - VIO T > AP Y 3 . AW U et > . b > > . . - 2 -
" . SR ey, s v i T o CW 3 o y —agh Zar. G4 O we 2 A <
X 2ok RN NN AR iy o, . - . N LA RN v \ - n , 9
- ® a7 = - - Lo TR et Sl o e - e SO0 I ON P ? = 3
R L . Lt Ty - S5 e R I D gy y - b A RN N o ¢ & . &
e ~ WENTRe > e A S TN S . > VT e o - -
X e - . . : Tavd T TN ey, ’
_ wre & ¥ sk <D A O Bt - s P -3 _— S "t
B W) LE RN e gy o « » "2 \e ‘ N - z Lo
M o & PR

el economic s rion Toc ke ek e Al €CONOmIC union w even closer economIC integrallC
on involves the free flow of prod

-d‘\,

:up afl

( mn Y r P ] ' w i} ' b ’ ' et — d the
CHECL Conomic union harcatica n~s | | A LA\ ICLOUIS O Droacan m b Countrles an
MUV o oeause 1101 A4 Ner , { Qar & PMPAVN "-” \ " on a Ong mem er
LY /= ' T o ok ‘ | | "'7 5
LA OIPIEGIE ' ™ Y. b _ L

1L e e e LUEIIEY, N1E 2D, and colNifASE VPR 0mMmon w; temal trade pohcy but it also req o
it the moact Ahil i e se e Ao HRAL D ] AR ~UL1IC r of memberS tax ral :
- YEVIVUWD 1CaS0!) 1ne i | S dN Ilmi arfort . O N Y ,""“Q‘r.f‘:' f’ 1 1. SUCh a hloh degre
BSOf tha{ndorar o : , 1 Honetary ! 1 fiscal policy. 1

rent, from the Nordic countriae v s, C35€5 2 gration d fa _coordlnatlng bureaucmcyty o tho

Fy Shave o S AT 9 — “
-r - o N e € ) e
. & 5]

S

N R, - Vj -~
v Wy T )
¥ 2N !

-
-

BRI AN SR I O i S T T B
4 0 e S fap/

LTRSS WA
S - -

S IR e T
e ‘:‘,"".‘_?\ ‘_ &l-i_ o~

e
L Y

e o s i1
e TR Pl
P .\:\”\5' ft..‘v

™ o e 2P
5 3 v

IS ok

ity

..’}- .‘ ‘.::>'1
- ) o ay

7 -

e P

— A
RO

A B Y




owal'd economic union raises the ;
o the citizens of member nations.

political union

A central political apparatus coordinat e
ecanomic, social, and foreign policy :

.z;,_' AAAAA

@) test PREP

Use SmartBook to help retain what
you have learned. Access your
Instructor's Connect course to check
out SmartBook or go to
learnsmartadvantage.com for help.

I

or peglonal integration 1s both economic and political, and i is

upS within a country, which explains why most attempts
i f S i on have been contentious and halting.

typically not accepted

to achieve regional eco- @ 1092
In this section, we examine the economic ~ Understand the economic and

atlon and two 1 » ,
gr impediments to integration. In the next section. we Zil‘,ﬂ;ﬂi?;f:;ﬁ;:r Aanls

..ﬂ

e DL X -
3 o ¥ { ~- . 7 -
f, ..‘ § 6 :I';-_‘ bl "“-l{":‘-&
- ) . “ : \ 5
y o / » ~ A 8 ey ‘ . 5 ." k
Ao LY. S o/
A : » ndl \l..'( ’:\ ’ :
{ { - 4 ~ng .

OR |NTEGRAT|0N The economic case for

e saw 1n Chapter 6 how economic theories of international
rade will allow countries to specialize in the production of goods
m eff1c1ently The result is greater world production than

on w at chapter also revealed how opening a country to free
creates dynamic gains from trade. Chapter 8 detailed how
rans er technological, marketing, and managerial know-how to
Kr oWledge in boosting economic growth, opening a country
CONC »n c growth In sum, economic theories suggest that free

yam e, in which all participating countries stand to gain.
ence of barriers to the free flow of goods, services,
ever as we saw in Chapters 7 and 8, a case can be
tiiinal trade and FDI. Because many governments
vel ?ﬁon unrestricted free trade and FDI have proved
futlons such as the WTO have been moving the
s | ' n less than total. In a world of many nations and
all countries to agree to a common set of rules.
: gratlon can be seen as an attempt to achieve
tment between countries beyond those attain-
S easier to establish a free trade and investment
han among the world community. Coordi-
functlon of the number of countries that
lved the more perspectwes that must be
, Thus, attempts at regional economic

u free trade and 1nvestment.

,‘
Vil U,
- &

' PEC3™N  The poiitical case for
\% eral aftempts +o establish free

ng ecommu-' 'md making them
ARSI 3| the

Vv’hU Qave u(‘“:r:, it a
M vy Faropeans also

1arg\ enough to hold



Ko TPy

deal with the Up;

d of many of the EC’g fou“
Should erect a statue t()

d eCO Co
would reduce the flow of :

the strong Mexican economy hg, ;

7017 the number Mechan

C
Me 1C0 By 5

'8 million.

Despite the strong €Conomic an
hleve or sustain for two majp, reas

osts. While a nation g4 : Wﬁns

ment, certain groups will loge at le,

regime can involve painful adjustments Du Uy
1S, workers in such industries ¢ teth
as Canadian and U.S. firp,

to the Canadian and U S ¢,
NAI-"T A. Such groups have peg, atth
_. widening of the agreemey e
over national Sovereignty, o, .6x
il interests resulted in an agreeney

T AN 5 T T

TR
e

mOVed
H()mies

e | "E’E!"‘—{C" 19 “ufi kmww@)(:m@) ﬁal&’}l}\Ah ) .

";/ N 11UVILIW A0 A8 EF f \\J ﬂr ”\ ;_»"[@[ \'%“L‘ ’%@) li "'ﬂ“’ : ‘.‘. &g

F
@

o ' o  pnteant of opposition to IN
A ARG T T ’}’H B “l .E ?I “ 5 i _g % (GJ Qj ll[ ° #’ Fa T “ y d f
; [ i can Oj 1n ustry from any hberahzauon of
vith Canada and e '

a0 | A seco. nd 1r }:;:t\eksenlrdﬂlf {o 11 “\"? gqjﬂkﬂ)ﬂ ! mU } iy
| i ambp. 'r; L\/ CX10 9) ”L%) ml\\) (’L ]1
s United %mm to exempt @'@N i ' TR,
e o estment regulations achieved under . '\V”\M S . onal SOVereigny

: i f »cause close econom nic mﬁ%’”ﬂi@ﬂ L@aa(ﬁne’g SRR 111 Nitro|
ywer such key issues as monetary policy, f1scal policy ¢ LCy. This hyg

heen a major Stur ﬂfﬁ)fﬁ“@% block in the EU. To @‘@wp 2T g oormc union, the EU mthduceda
sommon currency, the euro, controlled by a central E g, 57‘._. __ Ithough most member staes by

AR ¥ g AN .
] e & e | &

5 o A , LS ,

o N . N oy p

i~ A s 85 ) —
A P 0, T

P ” AN A -~ —

£ ", o S 3 - - - !

- X ,, ol , :
- .

Lt
\‘ ¥ "'l _\ (" 2} “ (r' [;%%E £ }@j‘.}“ (flﬁj m [( /} "’}?:f“ g@jt C!] m iﬂ@{;t{@)lﬂ f(; ﬁ:éﬁi‘ La:, ’6:‘3__@.,- A% . pOIItIC ally lmp Ort ant Segment Of

L ¥
v % B
T 4

W AL N > N
,f'“';:; -~ ,~ '*,:}M" ¥ 1',?.'_ v
0 o AP YR s A A R

hublic opinion in that country @”9)@@@ d a common curre |
elinquishing control of the coun nr\ monetary policy t

Wy tCos T NLI a pureaucracy run s )y nf 0) [(e,, l*ﬁ,_n ers. J_ 30|

the right to opt out of any sing
currency agreement. In 2016. the British held a referendur

eSO et e urrency agreement. 10, the british held a re [eren a“ ml ()n thelr Contlnun]g membershlp
') ¢ ictor’s L’”} ect course to c ” 2 J1 LIIC LU /'r )l f O { u/’ ) V/( ] ,{.;?lp‘, J[ U) (;\( 11N VV_z_u‘,\_.,;ﬁg Ccad l14aler ..::.' & A Chapter) Concerns Over nanonal

artDA - o N TR PRSI § OMNITAAL rves v v b
G L JUK .")[’ (;r{; y"[‘l \\P(; \,/k’_/)"/\i/ [ J ' !{ ',/- u}/l" 41 i [
AVAISIILY,

I- l\/ \\‘7 “1"‘ 'e .,‘L"“‘r.*)‘ H(‘

. \ X % < i

’ g ' ) LMY ratioon \";
P P - N ; . .
"‘"" ( ("3' ‘ : : fal anln ™y 4
N R t © ! \Jr [r:\}s, L' (b '.-'J 'l_,.:.,:?! ’y— Y N »-, "GO G /L l_ = g e fod o ) ‘
o SI'1ILISN] 90ve | l AT 3 rererencdintm TV 3 PO G i e o
LIUSII BOVEIrNImMent that a referendum was necesc AT\
' b L B A P A \)

: 1 .
3 {/ i 2 ! : ' ‘ 4 1 \ { ’ \ ' A 4 t
§ E » Ny (,"‘ - l Va . <, ’ 3 \ ‘ } | .( 'r ' ’l [ i - | \
{._; : 8 18 s ars { ! sall f )t \ ( ‘I » | 3 | | \‘( | | . 4 it l{ \‘ N ' i
i villiiv. a a ny & eyl & | § BB <] | B |
‘F 1 J X l
Y B e n ) ! .~ [ . - ! ‘ |
:'ﬁg‘: - "- "!’ fa) ;'7 . - '
f,_,‘s" ' ! : r I 8011 ‘ | '
- v . v N ] —
) &Y S : : L
e = BRJ -l S / - . - 8 ! <
et £ ) » P L4 4 - . P 3 & - : 1’ L‘ : l
4 3 ’ 8 ~— L!,_, » ] Ly‘r % ’l i ,' .
y 5

ssed c S s e *trade agreements, Some economlSlS

- | i ter
| mnined 1 i Y T 1t the arce
A ‘due to re ' AAVU DY UIC €Xtent of trad 0 regional integr
£ ! - ) i} 1 \/' ' I i \E’ E N “ ‘.
kY ' 4 f
3 \A" ' A { 'L 4 he
L s N i "
' : £ ' \
'high-co; 1gh-cost domestic YOSEA 1o trade diver: jon occurs
" ‘ . w S ' { ‘ . - = a4 @d W
] - - \ ‘ t (__, = B x f£9% B , e ra a
. © | - ( € e r ’ / e | = : =G i F N - il ‘ ! - .v'»
: 4 . ’ » / » ‘ | \ - § i ,‘.. - /’ ! ‘: E l . o , - A - - | - . | | 3 ' v A. ‘:!-‘ I : a
ANV VY 11 1IN A\ 139 | . i S S fv'-.i .
: f 4 . ! i - : ¥ : . . . A ™ o ‘ .'v' ) ) -
) l F ' 11 M - Sfal s 5 o - g s i / Y/ i" ! : -. - : : : _ ' < ! '. ] ¢ . .
AN e ‘l ! [ F (¢ Y. r. 4 . A A ‘;l - ‘ 1 . ‘ ? . - ; . :
. [ s !
’ [ ‘. . ! - -
i ’ e !
{ 3 ) —
|\ ¢ ! i l ) t ! R
:.. . £ | ™ 4 . i[ : ¥ | r L
: \ Y : 3 - P > ke W
i "'k' A i v & l Su
“_ < )
3 ; 1 | A 1 T > men[
rr ; J [ !
4 § i ; '
Y p , - -
F % i : ] . J‘ "
| Vi [
:{'s ' ‘
v * o
L : 5 Y
» » -
; | L
! [

MO



B i T e D o
o T S R S AT ‘
£ -

~ordinely, we will concentrate our attention on the EU.

2 Jpe G \i ’ THE EURO PEAN UN ION The European Union (EU) is

. N W 4 o g 5% Ve
B RS SN e TR SRS
Y ‘S\\‘.‘“ Gty AN sqbah; o

2 Y e AN «

S NEE B - 8T ) q g 4 f
Pl :._.‘;. i e A RN £ Vol T v SN
R L LAy BT LS PN RLE »} b %
fip T 2 P A e ; T S P e et AT e

%

< ,. § :’ ) ‘\‘/ ) { :_,. - ,‘

Use SmartBaook 10 help retain what
YOU have |earned Access your

INstructor’s Connect course 10 check
Out SmartBoak or go to

\earnsmanadvamage.com for help

v .--.vu-/;,--ﬁf...t DA A
} 4 A A DT
PR e
o .‘3.-,.\, r
. R AL

=~

b St & 3 Y, ;\' o
SR et L
N G
Ll )
N
e
S A Ay #
:"‘ - ,'x
>
B f: '."
E B -
» ¥
o
p e L

® 094

Explain the history, current scope,

and future prospects of the world's

most important regional economic
dgreements.

The EU has been v

‘ T] 1ewed as an emergj
ame order as the United States, although the

A &~
""""

exit of Britain may alter this perception.

e . European Union (EU)
“two political factors: (1) the devastation of western Europe during two world wars  An economic and political union of 28

or a lasting peace and (2) the European nations’ desire to hold their own on the  cUniries (2017) that are located i
tical fa economic stage. In addition, many Europeans were aware of the potential Sl
yenefl economic integration of the countries.
aner of the EU, the European Coal and Steel Community, was formed in 1951 by
West Germany, Italy, Luxembourg, and the Netherlands. Its objective was to
shipments of coal, iron, steel, and scrap metal. With the signing of
Community (EC) was established. The name changed Treaty of Rome
an the Et ommunity became the European Union following the ratifi-  The 1957 treaty that established the
E European Community.
astricht scussed later).
e creation of a common market. Article 3 of the treaty laid
unity, calling for the elimination of internal trade
1 xternal tariff and requiring member states to abolish
B of production among the members. To facilitate the

tors of production, the freaty provided for any neces-
882 laws. Furthermore, the treaty committed the EC to
ind transportation. 026
soin Treland, and Denmark oined. These three

' . 1 R ’ “.‘_a_,-\ ‘ | [2XV ia
nzin and Portugal; and in 1995 by Austria,

B ip 10 15 (East Germany became part of the
« 10 couniries joined the EU on May 1,
B the small Mediterranean nat :

9013, bringing the total number o
s. the EU has become global
mbers will fall to 27 in 2019

d Croatia in
nlarg(‘ﬁl’fient
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- ompetitive conduct during the period f
' ntel® - 07. During this per 'om Octob
| : S peri ) er 20 guafante '
g pecllt 20| to ergonal (F:DO 0d, Intel's market share of n?-Zt the appee\for e fine, although that
e ocessor Sa1€> P mputer manufactu s "=al process fs exh P S SRR B ok i
w: o = pr ded 70 percent According to the com €IS consistenty For its part, Intel | s
~ exce t . 'mission, Intel jj nsisted th mmediately appealed
B s market power to ensure that its major rival e ; at it had never coe the ruling. The company
# used ! B disadvantage, thereby harming ..m.“,a , AMD, was at 3 Inducements and mamtamed';:‘-d computer makers and retailers with
| P ComPSE Al e R Hions of European UCts from reaching the market i:tg‘t had never paid to stop AMD prod-
that it did offer urope. Although Intel acknowledges

N arged that i '
ssion charg Intel granted major rebates to PC man- sPecific actions

_including Acer, Dell, Hewlett-
—including tt-Packard, Lenovo, and NEC_ In June 2014, an EU court rej

_~ndition that they purchased all o - | |
gition ths y r almost all their supplies Judgment against the company

tol made payments to some manufacturers i
e AN ° - <
em postponing, ca nceling, or putting restrictions on the ~ Sources: M. Hachman, “EU H
it U prOductS. i PCMAG.com LiTs .2009. i‘tséntel wi}h $1.45 Billion Fine for Antitrust Violations,”
SO . , J. Kanter, "Europe Fines Intel $1.45 Billion in Ant\trus{ Case’

yayments to Media Sat | AN
jme urn Holdings, the owner of  |ntel” The &'EJ'Q'ZZZ’E? 14'I2J0 0%:T.Faitess, “EU Court Upholds Record Fine agalnst
' urnal, June 12, 2014
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~OMp¢ u Pohcy in the member nations of the EU. As with antitrust authorities in
5.5% wé] the Federal Trade Commission and the Department of Justice
mpetition commissioner 1s to ensure that no one enterprise uses its marke,t

Sut competitors and monopolize markets. In 2009, for example, the commission

i €1.06 billion for abusing its market power in the computer chip market. (See

1 -\";v...'ﬁ;é/ ;':"\3-':“ Nl >3 / >
p Management Focus for details.) The previous record for a similar abuse was
sed on Microsoft in 2004 for blocking competition in markets for server com-

< e
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!* o s S > :
';The commissioner also reviews proposed mergers and acquisitions to
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»

*\ enterprise with substantial market power.” For example,

between Time Warner of the United States and EMI of the United
y companies, was withdrawn after the commission expressed
sduce the number of major record companies from five to four

) billion global music industry.

‘g 1 [ 3
he interests of member states. It is clearly the ultimate  European Council
The heads of state of EU members and

Seause draft legislation from the commission can become
B the president of the European

w ;j? is composed oi one representative from thelZOVe e
mbership, however, varies depending on the topic being
o] discussed, the agricuiture ministers from each state
is being discussed, transportation ministers aitend;
, f_.&d t0 be decided by unanimcus agreet ent among
Seouncil sessions and 4 failure to make progress ot
B, feer the resulting logjams, the

In an attempt 1o cled

B o on issues f‘which have as their

jjority voting rilies on 1ssues  WhiChl e

Bl- marke:” IMost other 1ssu€s, however, such as

fire unanirity among council members If they

E- (he council are related O the size of the
votes, whereas Denmark, a much smaller
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European Parliament
tly eleCted by t,he P(?Pu' Elected EU body that provides
nce, 15 prlmar lly d  copsultation on ISSUES proposed by the

mmission and European Commission.

yers and is direc
ets in Strasbourg, Fra

-
o
.':(

On proposed by the CO

nal Economic Integratiofly
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ears 1S whethe.:r the coungj o
. the EU. Some in Europe expresthe
gcracy. One side argueg i Seq
‘n the power of the p'dl‘liament’ W}:he
ted governments, acting thre llg
e. in December 2007, the men:‘bgh
or

qnder which the power of the Eul'()pe

ber 2009, for the first time in hiStory tan
most all Buropean laws. 'l The Treatyh:
0

pean Council, who serves 3 30"m0nth

ne judge from f:ach country,.iS the &
e requlre?d to act as independe, :

terests. The coMMISSION Or a member g - :
et treaty obligations. SlmilaIlYa mernbry
bring the commission or coungil 5 tl?;

Preme

Vo T

.
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e The Single European Act was born of 3 frusg
rHE SINGLE EUF i to its promise. By the ear] :
:on among members that | . £ies obiectives to remove barriers to the free flow of trade
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yas clear that the BEAE 20 20 1o and to harmonize the wide range of technical ang |eg
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G Ty ’ . P
DT on in the early 1980s to ¢ ‘g: EC’s economic divisiopg,
The EC responded by creating the Delors Commission. L HCELTC, C

the chairperson Jacques Dejy
! § T SRR S A g e . R R +1 & fiN E., A :iun@ @. % ; S . : ;
the commission proposed that all impediments to the L@LJ;@# oI a jg}ﬂngle market be eliminse i

" 1007 The recylt was the Single Eu: ct, which became EC law ;

However, the
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European ACt, g‘e European Commul‘:it;/ aan]cstc
its name to the Europea ] 0
PERA Unidh onés the ads ‘ti\ Greece a Good Member of
e European Union?

In Apri |
pril 2014, Greece held its first bond sale since 2010, raising

e Single European Act has had an
g an impact on the about $4.2 billion as investors flocked to secure bonds from the
the

13 The act provided the 1m |
S ¢ P or: p(?tus for the restructur- hard-hit country. Greece stopped issuin honds in 2010 amid
tjal sections O uropean industry. Many fj country’s ec PRSEE g ‘
y firms onomic crisis. The 2014 bond sale Was hailed as a3

. -ational to pan-European i - | | i
mn P P production and dis- 2gn that Greece is recovering and heading in the right direction.
s most observers agree, Greece has struggled 1o deal with its

ms in an attempt to realize scale economies and

ein a single market. The results have included financial crisis, and has, among many measures, taken on M7=

.. orowth than would otherwise have been the tha.n $330 billion worth of bailouts and implemented various aus-

1o 10 empirical research, the sin gl sxntinies iy terity meas.ures to fix the country’s finances. The govemment’s

B . Ac _ N st s N ears (difr C bond sale is a return to international markets for Greece and a
gt B n st : 1rrerent step tc?ward the country reducing its dependence on foreign aid—
_ s, although all a crucial step to regain confidence from investors and other coun-

c*fﬁ{_"r—'--‘f “ . 14 5
| _,;_;:\However, 25 years after the for- tries. The bond sale’s success is a reason for optimism in Greece
and throughout Europe, especially the European Union countries,

,,“ A . ) AR o o e 1 ; k;‘,;,,,;.,. , 3" < . i ’ 2 p
ot ideal. Alth e the EU 1s Undoubtedly as it not only shows investors renewed confidence in the Greek
I e mERkeiplace, long-cstablished legal, SERTSM perhaps also in the euro zone’s recovery In genere,
noving " ouage diff ences among il e e et 0 you thmk that the European Union is only as strong as WIS
rral, ait x weakest link or as strong as its strongest country?
npl b1 A gttt 2 g Source: T. Ford, “globalEDGE Blog: High Demand for Greece’s Return to Bond
a-;-»,{' Market,” April 11, 2014, htlp://g\oba\EDGE.msu.edu.

In= . g9p, EC members S ed the Maastricht Treaty,
= g 2 common Currency by January 1, 199 ' i :
' d to in 1992, but not ratified

L " 1., 0 member states Ol he European Union; these 19 states arc members of what is often Treaty agree

] OL Tt , ‘11: o . until January 1, 1994, that committed the

Y e oz oneaeEncoOmpa ses 330 million EU citizens and includes the powerful 7 \

oferred O @2 = : e ) T 12 member states of the European o\

; _ v and France. Many of the countri€s that_]()lned the EU on May e 2004, and  Community to a closer economic and =,
o when they fulfilled certain  Political union.

oonomies OF 7% 9007 origin to adopt the eur
stable exchange rates,

e yrice stability, 2 sound fiscal situation,
\ members had to meet the same criteria). ..;
‘ : 23U sovereign debt crisis of 20102012 persuaded many of a
: t least for the time being (further details provided later).
Y Jle political feat with few historical precedents. It

currencies and national control

onal sovereignty for the greater
adopting the euro, the

SIS 1 governments to giVe 1p their own
52 rifice natl
attach to the euro. BY

: z ey in the world after the U.S. dollar. Some
‘\ he most important Currency in the world.
,:  k, and Sweden—decided {0 sit on the
heir exchange rates against each other
;,,issued until January 1, 2002. In he
3p state. However, i each country, the
B Tanvary 1, 2002, enic nowes 200
but of circulaticn. Gy mid-2007%, 2U
Be were in euros.
_ gle currency inthe B 302 @
realize siprificas SAVInZS
vir gs come from Lwer foreign
Biny to France no Jonger have
Linto French francs. Instead,
, on, such savings amount to
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f ecONOMIC aclivity make it feasible (g dency area
ate as an instrument of macroeconomic p§1-0pt a s s ol el reis
sone, however, are very .dismmllal. For examl;lyé hgany of the European ec:n (?n:.“:qg!e ‘tt:\,:,‘/”:‘::“\‘,‘“” oty
B o0 ey may gy i, ortoER) heve difereny R
shocks- A change 1n the euro exchange rae that helpg ;gry differently to external A
such d.lffeljence.s complicate macroeconomic policy Ig(f)r ‘lnland May hurt Portugal
ot growing 1.n unison, a common monetary policy mz;y mei’:]a:\}:pk?, when euro econo-
pI'eSSed regions and too low for booming regions. an that interest rates are too

¢ dealing with such divergent effect .
ofers, taking money from prosperous regions and “One Is for the EU to engage in

ve, however, opens a political can of worms.
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Ge Since 1ts e§tabllshment January 1, 1999, the euro has had a vola.
the §wor1ds major currency, the U.S. dollar. After starting life in 1999
‘at a robust all-time high of €1 = $1.54 in early March 2008. One
ue f the euro was that the flow of capital into the United States
arkets fell during 2007 and 2008. Many investors took money out
f@%llar—denominated assets such as U.S. stocks and bonds, and
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-0 never reached the 13 percent of global reserves made up
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ek Sovereign Debt Crisis

r0 Was established, some cri Sv.29.%1 | UL
,“’men the ?rl: R 9.5 el s 'tat'|CS worried that free-spendj g Greece's ﬁnancir:gnn. These loans were judged sufficient to cover
L ol untﬂ | y and Greece) might bo ernment agr eeds for three years. In exchange, the Greek
runnmg up large public-sector deficit row greed to implement 48
s that they could not hese Included tax in a series of strict austerity measures.
creases, major cuts in public-sector pay, reduc-

X s would then rock the value of the euro, r \
e T equiring their ons In bene

n uch as Germany or France, to step in and bail 0\:? <t)‘:e ment age w;‘stsi: Lo Rl sl duniadodirn

o creased to 65 from 61, and limits were placed on

\‘fi“ﬁ'b'er brethren 2 12010t
qation. In is worry became a reality
asl R pensions), a
Greece O EaiEsiti euro financial ¢ - 6,0())0 tﬂodzrfz)c(l)té)ction's in the number of public-sector enterprises
000. However, the Greek economy contracted so fast

ndal cﬂsns had its roots in a decade of free spending b In 2010 and 2

t 011 tha

ernment, Wthh ran up a high level of debt to flnancg ythe = Greek economy wa ttamx Ll et bl s
exten- s almost 29 percent smaller than it had been in

* c sector.Much of the spending ncrease could 1o v i tne sty of the

e pt by the government to buy off po tax base limited the abili proached 20 percent. The contracting
L ’:f“"oclety, from FEL e r powerful gy aarl lity of the government to pay down debt.

. € s and farmers to public- y early 2012, yields on 10-year Greek governm

with high pay and extensive bene- 34 percent, indicating that many investors Now S ead caidnd

0\ ér:ment ed e ThErmataAa) default on its sovereign debt. This forced the G?Z&f%iie?r:?necetm
\ dness n October 2009 a new seek further aid from the euro zone countries and the \MFenAsto
ar ‘* 6unced that the 2009 public- condition for a fresh €130 billion bailout plan, the Greek government
5 B & arounid 5 percent. would had to get holders of Greek government bonds to agree to the biggest

‘u arnment had apparently iovere|gn debt restructuring in history, In effect, bondholders agreed

o write off 53.5 percent of the debt they held.
atio nal - vestors might have had ‘thlj\e the Greek government did not technically default on its sover-
ﬁ e ek government debt quickly tcé) rg(;jne r\eb't to many it seemed as if the EU and IMF had orchestrated an
tac e boints higher than the rate y partial default. By early 2014, 1t looked as if the Greek economy
atlonal ating agencies also had finally turned a corner and was on the way 1o recovery. Yields on

ed e e TR 10-year bonds had fallen helow 8 percent, and the government Was
i at ‘e Greek government running a budget surplus before interest payments.
'_{%.*.9 bllllon R ot Unfortunately, things took a turn for the worse in 2014, when 1t

: ncern M s el hecame clear that despite aconomic progress, Greece did not have the
‘ funds to repay its creditors on time and would have to issue NeW bonds
--‘»‘ er to make the large cuts  jn order to do so. Following a decision to call a snap election, in
e deflut and restore  january 2015, a radical left-wing «anti-bailout” party was swept into
T power. The financial minister of the new government suggested that

ect f deﬂuts Three  Greece should default on its <cheduled debt repayments {0 its largest
N —-also had  creditor, Germany. This initiated a crisis in the euro zon< and helped
investors precipitate a sharp decline in the value of the euro against the U.S.
)e scale  dollar. Following further negotiations. Greece’s creditors agreed 10 d
did occur,  third bailout In ate 2015—but only after Greece agreed to implement
> cue the  fyrther austerity measures and economic reforms. \Whether this will

emote prove to be any more cuccessful than the prior two bailouts remains to

'of the  pe seen.
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Central American Common
Viarket

A trade pact among Costa Rica, El
Salvador, Guatemala, Honduras, and

Nicaragua, which began in the early
1960s but collapsed In 1969 due to war.

Central America kree Trade
Agreement (CAFTA)

The agreement of the member states of

the Central American Common Market
joined Dy the Dominican Republic 10
trade freely with the United States.
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