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The regionalism is an important concept in international political economy which is 
expanding since the cold war. Nations states aligning with one another create 
significant changes in global politics not neglecting the national interests and 
encouraging common interests in the long run. This study is narrative illustrated on 
need and significance of regionalism in international political economy. 
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Introduction  

The globalization implies a tendency towards a tendency towards a global social 
system, its origins may be traced far back in history, but one could also argue that 
process reached new stage in the post cold war era. The subjective sense of 
geographical distance is dramatically changed; some even speak of “end of 
geography”. The new regionalism could form the basis for an improved multilateral 
system. The new regionalism and multi-polarity are, in fact two sides of same coin. 
The decline of US hegemony and break down of communist sub system created a 
room for manoeuvre. In which new regionalism could develop. The new regionalism 
was often described as “open” and this compatible with interdependent world 
economy. However,  the idea of certain degree of preferential treatment of countries 
with the region implied in the idea of regionalism in international political economy 
in recent scenario. Joseph Nye defined an international region “as a limited number of 
states linked by a geographical regionalism and by degree of mutual 
interdependence”, and (International regionalism as “the formation of interstate 
associations or groupings on the basic regions”. The definition, however, was never 
unanimously accepted, and some analysis noted for example, that the plethora or 
regional organizations founded at the initiative of developing countries had not 
fostered the rapid growth of regionalism in the third world. Other authors, such as 
Ernst B. Haas, stressed the need to distinguish the notions of Regional Corporation, 
regional system, regional organizations, regional integration and regionalism.  

The terms regional economic integration and regionalization are commonly used to 
describe process that lead to greater regional economic interdependence. For example 
a stronger co-movement of business cycles, increased transmission of macro shocks, 
increasing intra-regional trade and investment or substitutability of financial products 
across the region. The highest level of economic integration that can be reached is a 
single market, where goods, services, capital and labour move freely. One of the most 
striking developments in the world trading system since mid 1990’s is an increase in 
the regional trade agreements (RTAs). Traditionally, regional trade arrangements 
involved only in reducing or eliminating barriers to trade, but since 1990 such 
agreements also involve what has come to be called “Deep Integration” which 
includes additional elements of harmonizing national policies in line with reform 
agenda that favours greater freedom for market forces and reduces options for 
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government intervention. The fact that regional cooperation extends beyond the 
reduction of trade barriers is not entirely new, regional cooperation often covered 
areas such as monetary and financial cooperation or common projects in energy or 
industrial policy. Regionalism means that establishment of trading agreements among 
geographical grouping or non geographical grouping of the countries. 

Norman Palmer pointed out, “Well developed, effectively functioning regional 
organizations are the most conspicuous concrete evidence of high degree of 
regionalism; but regionalism may be well advanced even if it has not led to the 
establishment of major organizational forms. It may be evidenced primarily by an 
extensive pattern of cooperative political, diplomatic, commercial, and professional 
contacts, relations and associations”.1  

Origin and Development of Regionalism 

The growth and study of formal regionalization dated principally from the Second 
World War and is part of general pattern of growth in international institutions. This 
is important since a study of regionalism necessitates a parallel study of 
multilateralism or at least understanding interdependence relationship between the 
two states. From a longer perspective however, regionalism has always been with us. 
Region as empire, spread of influence, or   Union of states have been apparent in 
different international system. In the 19th century in particular one can point to the 
idea of regional integration is no new phenomena.2 While such unions flourished 
among European states, in the America’s inter American system, within it root in the 
late 19th century provides evidence of a set of semi formal non European institutions. 
Embedded in this American system was the idea of regional security regime as 
expressed in the Monroe Doctrine, which signalled out the America as part of sphere 
of influence and Europe alongside the economic union and political projects. Security 
regimes were also evident as demonstrated, by the existence of a ‘Concert’ or balance 
of power which informed understanding of regional order.  

Indeed it was the breakdown of this loose regime –the European Concert-in the events 
culminating in the first world war that encouraged world leaders led by US president 
Woodrow Wilson. To make first sustained attempt at constructing a formal 
international security institution, League of Nations with important implications for 
subsequent, institutional development either global or regional. 

The league experiment through intended to be universal betrayed a number of 
regional features not least that its dominant members were all European. A reference 
in the covenant, in Article 21 to “regional understanding “, was included to reflect the 
interest of US in the America’s, though the latter attempt became ‘a member’.3 More 
broadly, League period set the tone for much wider debate about how to deal with 
what Inis Claude would later; call the “problem of regionalism” or how to integrate 
regional arrangements into frame work of general security organization.4 This debate 
was over taken –though not forgotten-by the events of the 1930’s when Europe and 
much of the rest of the world became embroiled in new war. At this time it appeared 
league had failed as a global security institution and regionalism, whether as an 
economic or political process had also been associated with failure or with 
expansionist.  And hegemonic project like Japan’s, Pan Asian project or Nazi 
Germany’s Pan –European one.     



Online International Interdisciplinary Research Journal, {Bi-Monthly}, ISSN 2249-9598, Volume-VII, Jan 2017 Special Issue 

 

 
w w w . o i i r j . o r g                      I S S N  2 2 4 9 - 9 5 9 8 

 
Page 176 

According to Bruce Russet, an international region may be defined by a set of criteria, 
either individually or collectively. These criteria include: 1) social and cultural 
homogeneity; that is, a region is composed of states which are similar with respect to 
several kinds of internal attributes; 2) similar political attitudes or external behaviour , 
as shared by the states in a region;3) political interdependence, that is , the countries 
in a region are joined together by a network of supranational or intergovernmental 
political institutions; 4) economic interdependence , as identified by intra regional  
trade as a proportion of the nations national income ; and 5) geographical proximity.5 
According to the above criteria, BRICS is grouped as an international region 
primarily by social and political interdependence with economic cooperation.      

Levels of Regional Economic Integration 

Consider regional trade agreements where two or more countries reduce or abolish 
tariffs on a limited number of products. This level of economic integration is referred 
to as a preferential trade agreement between the two countries. Generally, this type of 
agreement is illegal under the WTO .WTO regulations state that in order for a 
regional trade agreement to be legal under their guidelines, trade barriers must be 
lifted on “Substantially all” of the trade between two countries.6 Levels of regional 
economic integration are graphically illustrated bellow: 

Figure1.1 
Levels of Regional Integration 

 

Regional Trade Agreements 

Nearly half of the current regional trade agreements were adopted after 1990, and a 
number of these establish regional trade blocs, or countries that have granted 
preferential trade status to one to one or more nations. There are five basic types of 
regional agreements.7 

1. Preferential Trade Arrangements 

It is a one type of regional trade agreement where two or more countries reduce or 
abolish tariffs on a limited number of products. The least restrictive sort of regional 
trade agreement is preferential trade arrangement, under which a nation grants partial 
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trade preferences to a set of trading partners.8 Pomfret (2007) distinguishes between 
three waves of preferential trade activity. The first was in the 1960s, following the 
creation of the European Economic Community (EEC), which induced other 
European countries to create EFTA(European Free Trade Area), and many developing 
countries to form blocs of their own – many of which were unsuccessful and 
collapsed. The second was initiated in the 1980’s with decision of the US to negotiate 
PTAs and move by the EU to deepen its integration process through the single market 
and program and widen its membership its integration process through the single 
market program and widen its memberships (achieved in 1995). This was 
complimented by the negotiation or revitalization of PTAs between developing 
countries that more outward oriented-indeed, preferential liberalization went hand –in 
–hand with (or followed ) unilateral liberalization. In the early 2000s , a third wave 
started , led by East Asian countries, partly as a response to the financial crisis of the 
late 1990s and partly a reaction to the rapid increase in China’s economic power. The 
specific of each PTA vary greatly from case to case, but they all generally have one 
thing in common: discrimination against other countries. Preferential trade 
agreements take many forms. At their simplest they lower or remove tariffs on 
imports originating in partner countries. Many go beyond tariffs to also non tariff 
measurements. 

2. Free Trade Area   

Free trade agreement is an agreement between countries to reduce or eliminate trade 
barriers between countries which maintaining separate national tariff schedule. One 
type of reciprocal trade arrangement is a regional trade agreement that establishes a 
free trade area, within a free trade area, participating nations agree to remove all trade 
barriers, each nation, however, retains its own barriers to trade with countries outside 
the free trade area. Members of Arab League revitalized their long standing but stalled 
integration efforts by creating a Pan Arab Free Trade Agreement (PAFTA) to remove 
tariffs on intra-regional trade, which was implemented ahead of schedule in 2005. 

3. Customs Union         

Customs union is an agreement between countries to maintain a free trade area and 
common external tariff. Common external tariff is an agreement between countries to 
eliminate their respective national tariff schedules and replace them with a common 
tariff schedule. When nations participating in a regional trade agreement go beyond 
removing trade barriers among themselves and adopt common barriers to trade with 
other countries, then they have established a customs union. To ensure equivalent 
trade policies, member of customs union most establish elaborate coordination 
schemes. In principle, therefore, a customs union entails a more significant 
commitment as compared with a free trade area. The main features of customs union 
include the following. 

1.  A common set of import duty rates applied on goods from non-member 
countries. Common External Tariff (CET). 

2. Duty free and quota free movement of tradable goods among the constituent 
customs territories. 

3. Common safety measures such as sanitary requirements and food standards for 
regulating the importation of goods from third parties.  

4. A common set of customs rules and procedures including documentation. 



Online International Interdisciplinary Research Journal, {Bi-Monthly}, ISSN 2249-9598, Volume-VII, Jan 2017 Special Issue 

 

 
w w w . o i i r j . o r g                      I S S N  2 2 4 9 - 9 5 9 8 

 
Page 178 

5. A common coding and description of tradable goods Common Tariff 
Nomenclature (CTN). 

6. A common valuation method for tradable goods for tax (duty) purposes is 
called common valuation system. 

7. A structure for the collective administration of customs union. 
8. A common trade policy that guides the trading relationship with non- member 

countries trading blocs outside the customs union that is, guide lines for 
entering into preferential trading arrangements with third parties.  

4. Common Market 

Common market is an agreement between countries to maintain a free trade area, a 
common external tariff and free mobility of capital and labour. Preferential trade 
arrangements, free trade areas, and customs unions establish rules breaking down 
barriers to cross border trade in goods and services. When countries also agree to 
remove barriers to free movement of factors of production, they have created a 
common. Thus, nations that form a common market agree to open cross border flows 
of both final out puts of goods and services and inputs used in production.   

5. Economic Union 

Economic Union is an agreement between countries to maintain a free trade area, a 
common external tariff, free mobility of capital and labour and some degree of 
unification in government policies and monetary policies. The next step beyond 
freeing up cross- border flows of goods, services and factors of production is to 
coordinate uniform national economic policies. Countries that take this next step have 
established an economic union. Political Union is not technically a pre requisite to 
economic union, but successful implementation often requires considerable political 
coordination among participating nations. 

BRICS full fill above two type of regional trade arrangement like as preferential trade 
arrangements and customs union. So that this bloc to became more power full blocs in 
international trade among developing countries.  

Regional Trade Blocs 

During recent years there has been a proliferation of special trade deals among nations 
granting trade preferences in the form of reduced or eliminated tariffs, duties, or 
quotas. There are currently hundreds of regional trade agreements in force or under 
negotiation around globe.  Bellow figure indicates that of roughly 200 most 
significant regional trade agreements, just under  three quarters involve merchandise 
trade, and reminder relate to trade in services. Less than one quarter of the agreements 
is among developed nations only. More than a third of them involve only developing 
nations and the reminder have memberships including both developed and developing 
countries.9 
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Figure1.2 
Regional Trade Blocks 

 

The present condition of nation states are alliance with globalised world, which eager 
economically linked through trade, International trade is being encouraged. The  main 
cause is that benefits trading countries by means of lower domestic prices, 
development of modern and efficient methods of production, emergence of  new 
products and wider consumption choices. The economic philosophies of trade theories 
emphasis that diversions of resources from low productivity to high productivity jobs 
result in higher levels of consumption and investment in an open trading system 
ultimately benefiting all the trading countries. Regional trade arrangements promote 
more than just trade through economic integration find new markets and trade 
opportunities.10 The big regional trade arrangements such as European Common 
Market and North Atlantic Free Trade Agreement (NAFTA) are capable of tilting the 
balance away from multilateralism and may ultimately result in the fragmentation of 
world trading system. 

Trade between regional trade arrangement members is growing as the number of 
agreements increases, and one third of world trade new takes place between RTA 
members disregarding intra- EU trade bilateral trade flows between RTA members 
have been growing at a rate similar to growth rate of agreements themselves. 
However, tariff schedules of many RTA members increasingly contain duty free MFN 
rates on which no preference can be given. The amount of preferential trade among 
RTA members, after accounting for MFN rates at zero, is much lower at 21% of 
world trade. While the number of RTAs has been increasing, the importance of 
preferential trade has been falling, reflecting lower barriers, especially in OECD 
countries. 

The developing countries receive new inspiration for the emergence of regional trade 
arrangements to strengthen their national economies by reducing tariff and non tariff 
barriers. The establishment of regional trade arrangements in the wake of 
globalization of world economy is in consonance with the article 24 of WTO (GATT) 
treaty that permits the establishment of trading blocs, 11which grant reciprocal trade 
preferences to member countries and not necessary to extend the same to non member 
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countries. The structure of regional trade arrangements are differs widely but what is 
common among them is that they have reduced trade barriers between member 
countries. The member countries of Regional Trade Agreements are free to set their 
own barriers to trade against non member countries. The increasing degree of 
Regional Trade Agreements starts from preferential trade agreements (PTAs), Free 
Trade Area (FTA), Customs Union (CUs), Common Market and to economic union or 
economic regionalism. 

Paul Krugman supports the view that regionalism is un easier alternative to 
multilateralism in international trade.  However, Jagadish Bhagawathi cautioned rapid 
spread of regional trade arrangements that would unduly endanger of world trading 
system. Developing countries are the victim of strict Trade Related Intellectual 
Property Rights (TRIPS), environmental and labour clauses and restrictive Bilateral 
Investment Treaties (BITs) of WTO that friction their industrialization process. The 
trade experience of East and South Asian countries show that regional trade is more 
important for economic growth of export dependent economies than global trade. 

Regional trade arrangements provide opportunities to reconstitute the bargaining 
process to the acceptable level, while the ability to arrive at a cooperative solution is 
completely lacking at multilateral level. One of the important reasons for regionalism 
is that regional trade agreement link the economies of member countries to become 
more interpedently that reduce the likelihood of conflict among them. 

The BRICS play a pivotal role in trade negotiations of WTO; all these countries show 
rapid increase in economic growth and global trade. The trade and investment profile 
of them grew substantially between 1993 and 2007.They also exhibits a growing role 
as the important host countries of FDI. All these economic characteristics of BRICS 
gave strength in dealing with issues in WTO. Brazil and India assumed key roles in 
Doha round. Brazil organized a G20 group of developing countries to coordinate 
position on Doha’s agricultural negotiations in WTO’s ministerial in Cancun. India 
also co-chaired a similar work on trade in services. In 2008, China agreed to 
participate in Doha steering group but China aligned with India in opposing farm 
reforms to detriment of Brazil and other developing nations. 

The provision of preferential trade agreement was enshrined in the GATT article 
XXIV for accelerating the growth of multilateral system. The RTA’s have grown 
rapidly under WTO regime and it reduced 300 in 2012. 12The reason for the immense 
growth is due to the fact that RTA’s are considerably as a catalyst for economic 
growth of far reaching economies. Among the regional trade agreements, bilateral 
agreements account for more than 75%. In fact, all the member countries of WTO are 
involved in regional trade arrangement   activities in one form or another. The major 
economist argues in both ways as regional trade arrangements are good or bad for the 
world trading system. J.M Keynes and Cordell Hull argued in favour of regional trade 
activities. Jacob Viner (1950) preferred trade liberalization over trade diversion. 

The expansion of regionalism also requires the features of systemic delivery of goods, 
relative comparative advantage , dismantling of trade distorting tariff as well as non 
tariff barriers, geographical advantage of location and complementarities and 
competitively. The functioning of regional trade arrangement should be similar to a 
forceful wave that could lift all the nations with perfect synchronism. 
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Concept of Regionalism 

Economic integration is a process of eliminating restrictions on international trade, 
payments and factor mobility. Economic integration is the result of uniting two or 
more national economies in a regional trade arrangement. Regional trade 
arrangements are defined as groupings of countries formed to enter into preferential 
trading arrangements with each other. These groupings may be countries not 
necessarily belonging to the same geographical region. More than half of world trade 
now occurs within mutual or perspective trading blocs, and nearly every country in 
the world is member of one or more regional trade arrangements.13 There has been 
enormous creation of regional agreements in the 1990’s, particularly after the 
completion of Uruguay round of negotiations of World Trade Organization. Such 
agreements have been concluded among developed countries, lower developed 
countries and most recently developing countries. Europe, Americas, Asia, the Middle 
East and Africa are all undergoing regional integration to some degree. Long histories 
of cooperation or animosity between nations do not disappear when a group of 
countries forms a union. Because of the benefits and despite the draw backs of 
regional trade agreements, economic integration is taking place throughout the world.  

The structure of regional agreements varies hugely but they all have one thing in 
common. The objective of reducing to trade between member countries, Countries are 
allowed to set their own barriers to trade against all non member nations as they see 
fit. At their simplest, they merely remove tariffs on intra bloc trade in goods, but may 
go beyond that to cover non tariffs barriers and to extend liberalization to trade and 
investment. On the whole, the newer agreements tend to have deeper coverage 
extending to areas of domestic disciplines beyond the exchange of tariff concessions. 
A number of agreements now also cover the service sector. 

The regional trade agreements have several positive features. They are regarding as 
the building blocks of multilateral trading system. Krugman (1993) suggests that 
countries find regionalism an easier alternative because large number of participants 
in multilateral trade negotiations reduces the cost of non cooperation and creates 
rapidly in the system.14 According to him, modern trade barriers are much more 
complicated to negotiate in a multilateral forum and most countries find it easier to 
deal with these issues on bilateral or regional level (Pal Prathupritum, 2008).15 

Economic Reason for Rise of Regionalism  

The formation of regional trade agreements like by linking their economies together, 
so that countries become interdependent countries after reducing the likelihood of 
conflict among them, or by developing a common purpose and acting in concert to 
promote and protect it by group of nations after enhancing their international 
bargaining power. This is major reasons for the rise of economic regionalism in 
international trade. Forming of economic integration through the formation of 
regional trade arrangements implies a best policy. Regional trade arrangements 
enlarge the size of the domestic market reduce the risk and uncertainty and have 
increase domestic investment in general. Further benefits also arise from the capital 
and labour mobility associated with regional common markets. 

Developing countries favour regional trade strategies over multilateralism, there are 
three major reasons. First, countries may hope to maximize their benefits through ie, 
they focus on the gains could obtained from signing on agreement with a large trading 
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partner before competing countries do so. Second, countries may seek to guarantee 
permanent access to particular markets signing an agreement bilaterally or regionally 
is the quickest and easiest way of achieving their goals. Third, a bilateral agreement 
may be used as leverage to facilitate domestic reforms, particularly in areas that are 
not dealt with multilaterally, such as investment, competition and environment and 
labour standards. Today regionalism is cast in far more hybrid or ambivalent terms.  

Regional trade integration helped to increase specialization of its member states. It 
reduces the transportation costs. In example of BRICS regional trade context India 
can specialize more IT soft ware engineering products and China can specialized in IT 
hard ware engineering products. So that both products are assembled together, we 
finally get finished IT product with cheap rate in international market. In other words 
both countries get comparative advantages from BRICS regional trade process. Cheap 
labour productivity also influences to produce large scale of production among 
BRICS member states themselves.  

Theoretical Framework on Economic Regionalism 

Regional Integration theory 

The attempts to explain economic regionalism in theoretic terms in the post war era 
started with emergence of regional integration in Western Europe. Regional 
integration theory includes functionalism and its modified version, neo-functionalism. 
The logic of functionalism that, which was first developed by David Mitrany. 
Functionalism therefore attempts to explore regional organizations to deal with these 
common and social problems. 

Neo-functionalism modifies functionalism in several important aspects. The primary 
modification is that makes essentially a theory of supranational state –building and 
not just an approach to the management of international interdependence through a 
“working peace system”.16   

 Customs Union theory 

Jacob Viner was the eminent economist support economic regionalism and regional 
trade arrangements in post war periods. Jacob Viner pointed out that regional trade 
arrangements can lead to trade creation, if due to the formation of regional 
agreements; regional trade arrangement members switch from in efficient domestic 
producers and import more from other members of regional trade agreement. On the 
other hand, trade diversion take place if, because of regional trade agreement, 
members switch imports from low cost production in the rest of the world and import 
more from higher cost producers in the partner countries. Trade diversion lowers 
welfare not only of the partner countries, but rest of the world too. Viner’s analysis 
shows that trade creation and trade diversion have opposite welfare implications and 
the net effect will happened on which of these two effects dominate.17 

His famous book” The Customs Union Issues” published in 1950 is the one 
undeniable classic in its field. Among contemporary international economist it has 
become a classic marking off and justifying a field of enquiry. The writings of the 
classical economist on preferential trading arrangements are the first important 
influence on Viner’s work. Viner took a broad view of regional customs union, and 
his analysis is relevant to most regional preferential trade arrangements.” One of the 
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number of arrangements for reducing tariff barriers between political units while 
maintaining barriers against imports, from outside the regions” while “a perfect 
customs union” is defined as an arrangements which “meets the following 
conditions.18 

1. The complete elimination of tariff as between the member territories. 
2.  The establishments of uniform tariff on import outside the union. 
3. Appointment of customs revenue between the members in accordance with an 

agreed formula. 

Customs union is more likely to operate in the regional free trade direction, whether 
the assessment is in terms of its consequences for customs union area alone or for the 
world as whole. 

With polarization of RTAs the question arises as too such arrangements benefit world 
trade, contribute economic development, enhance the welfare of regions (countries) 
and increase overall global welfare? The answer depends on the difference between 
trade creation and trade diversion effects of regional economic integration. RTAs 
have been the subject of considerable economic analysis. Regionalism is beginning 
with the seminal contributions to the subject of customs union by Viner (1950) and 
Meade (1955) who stands economic costs and benefits of the customs union to its 
members and to the rest of the world. 

Viner’s theory was later modified and broadened by Franz Geherls (1956),19 Richard 
Lipsey (1957), 20 and Paul Collier ( 1979) ,21 who introduced into their models other 
welfare effects, such as consumption effects and terms of trade effects, in addition to 
the production effects. Lipsey’s 1960 survey article was an important summary of the 
developments of customs union theory in the 1950’s, though research on the welfare 
effects of changing trade flows continued thereafter.22  

After Lipsey’s 1960 paper, economists shifted their research emphasis from the 
economic effects of customs unions to the question of why customs unions are formed 
in the first instance. Such a change, according to Melvyn Krauss, “reflects both 
theoretical and institutional imperative: the former being response to the failure of 
traditional international trade theory to explain why policies other than the free trade 
or modified free trade followed by governments; the latter, to recent interest in 
economic integration on the part of the world’s developing countries as a means for 
accelerating their rate of economic progress”,23 The issue was tackled by C.A Cooper 
and B.F Massell (1965),24 Harry G.Jhonson (1965),25 Melvyn B.Krauss (1972),26 
Gunnar Floystad (1975),27 Roma Dauphin (1978),28 Eitan Berglas (1979),29 and 
others, who attempts to search for both economic and non-economic rationales for 
forming a customs union.            

Advantages of Customs Union in Economic Regionalism 

1. The larger economic area of customs union and therefore the grater the 
potential scope internal division of labor. 

2. The lower the ‘average’ tariff level imports from outside the customs union 
area as compared to what the level would be in the absence of customs union. 

3. The greater the correspondence in kind of products of the range of high cost 
industries as between the different parts of the customs union which were 
protected by tariffs in both of the member countries before the customs union 
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was established ie, the less degree of complementarities or the greater degree 
of rivalry of the member countries with respect to protected industries, prior to 
the customs union. 

4. The greater the differences in unit costs for protected industries of the same 
kind s between the different parts of customs union, and there for the greater 
the economies to be derived from regional free trade with respect to these 
industries within the customs union area.   

5. The higher the tariff levels in pointed export markets outside the customs 
union area with respect to commodities in whole production member countries 
in the customs union would have  a comparative advantage under free trade, 
and therefore less the injury resulting from reducing the degree of 
specialization in production as between the customs union area and the outside 
the world.  

6. The greater the range of protected industries in which an enlargement of the 
market would result in costs lower than those at which the commodities 
concerned could be imported from outside the customs union area. 

7. The smaller the range of protected industries for which an enlargement of the 
market would not result in unit costs lower than those which commodity is 
concerned imported from outside the customs union area but which would 
nevertheless expand under customs union.   

Jacob Viner concludes the discussion of economies by emphasizing that with  “ 
Customs union are from a regional free trade point of view , not necessarily good nor 
necessarily bad; the circumstances discussed above are the determining factors”.30 

Jacob Viner argued historically that most customs unions that had actually been 
formed were driven by political rather than economic considerations that political 
union always preceded economic union, and that is for good reasons ( such as the 
absence of workable redistributive mechanism). More over most economically 
beneficial customs union are the hardest to form, a point rediscovered by Grossman 
and Helpman (1995) and the contemporary political economy of trade literature. 
Jacob Viner mentioned trade diversion from multi level to regional level. Freund and 
Ornelas (2010) identify Viner as the originator of distinction between trade diversion 
and trade creation and this distinction gives their survey shape, as they assess whether 
recent empirical and political economy studies indicate whether trade diversion or 
creation predominant. The picture that emerges from the contemporary surveys of 
Viner as lauded but un read is reinforced by a scan of the contemporary journal 
literature on preferential trading arrangements. 

Viner pointed out those regional trade arrangements can lead to trade creation, if due 
to the formation of regional agreements, regional trade arrangements members switch 
from inefficient domestic producers and import more from other members of regional 
trade arrangement. On the other hand, trade diversion take place if, because of RTA, 
members switch imports from low cost production in the rest of the world and import 
more from higher cost producers in the partner countries. Trade diversion lowers 
welfare not only of the partner countries, but the rest of the world too. Viner’s 
analysis shows that trade creation and trade diversion have opposite welfare 
implications and the net effect will happened on which of these two effects dominate.   

Adam Smith famous economist advocated the concept of free trade in international 
trade. According to Smith, in order for individuals, two regions, or two countries to 
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trade with one another, both must gain from exchange. Adam Smith wanted to show 
that international trade was not zero sums gave like poker, but an n-sum game where 
all countries can benefit. To do this he created the concept of absolute advantage 
which is the ability of a country to use fewer resources to produce a good than other 
countries. Adam Smith challenged the view of international trade (free trade) in the 
late 18th century when he formulated the concept of mutually beneficial trade between 
countries based on absolute advantage. 

Comparative advantage is the decided by the ability of a country to produce a good at 
lower (opportunity) cost than another country. Intra industrial trade is one of main 
reason for increases the trade volume among particular group or organizations. Intra 
industrial trade means trade that occurs when a country exports and imports goods 
within the same industry or product group. Example in the case of BRICS, India 
produces soft ware engineering product and China produces hard ware engineering 
product to one another. 

According to Qureshi (1996) and Krugman (1978, 1986) the integration of regional 
economies is seen as a first step in creating a larger regional market for trade and 
investment. The stimulates greater efficiency, productivity gains and competiveness. 
Not just by lowering boarder barriers but they reducing other costs and risk of trade 
and investment. RTA is however seen as development tool if it encourages a shift 
towards greater market openness any is geared towards global integration. A strong 
theoretical foundation to the admissibility of RTAs has been analyzed by among 
others Viner (1950), Meade (1955), Lipsey (1957) and Vanek (1965) who have all 
indicated that as long as RTAs do not lead to the diversion of trade, they are 
permissible since they could not pose a stumbling block to the attainment of global 
free trade (as espoused by the WTO).             

Regional Context: Channels of Inter-linkages 

There is a two way linkage between trade and development. While trade can initiate 
achieving developmental objectives through scale expansion, productivity gains, 
employment generation and consequent poverty reduction, the development process 
itself enhances trade capabilities and hence can help augment trade flows. This needs 
to be understood in a regional context by taking into account specificities that are 
presents in a regional trade and economic cooperation agreement. In what follows, the 
economics of trade-FDI-poverty reduction is captured in a partial equilibrium frame 
work in a time neutral setting.31 

Regional integration through trade and FDI can help to achieve economic growth 
outcomes in a regional grouping. Growth outcomes in turn can yield growth 
convergence among the members the members of a regional grouping. Subsequently, 
growth and growth convergence outcomes could lead to poverty reduction through 
employment effects, especially in labour abundant developing countries regional 
groupings. 

The complexity inherent in the economies of regional trade and FDI integration could 
be captured as:32 

RT= α+β1(MA)+β2(TC)+β3(I)+β4(T)+β5(K)+β6(ROO)+µ 
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Where RT stands for regional trade; MA for market access; TC for transaction cost; I 
for investment; T for trade barriers; K for knowledge and technology and ROO for 
rules of origin. 

Some of the determinants of regional trade like MA, T and I need some elaboration. 
Market access is a function of trade barriers and possibilities of scale 
expansion(S).Trade barriers include both tariff and non-tariff barriers. Investment is a 
sum of domestic investment, intra-regional FDI from extra regional sources. It is 
worth mentioning that it is possible to explain (as done more elaborately 
subsequently) an increase in these different types of investment due to trade 
integration in a free trade agreement (FTA) or regional trade agreement (RTA). For 
instance, due to enhanced market access in an FTA, export oriented domestic 
investment increases to take advantage of the additional market access in the partner 
country. Similarly, intra-regional FDI increases in order to exploit the economies of 
scale, scope and specialization in an RTA or a bilateral FTA.33   

One of the arguments against regional groupings since the work of Viner (1950) and 
subsequently Meade (1955) and Lipsey (1970) has been that they may not necessarily 
bring about welfare gains, especially in the short run, due to their trade diverting 
effects. Trade diversion occurs when the participating countries in a regional grouping 
are not low- cost producers. In this sense, the grouping may be efficiency – reducing 
arrangement. Due to regional trade liberalization, the member of countries acquires an 
advantage over extra-regional countries in terms of lower product prices resulting 
from the reduction in trade barriers. A member country thus switches its imports from 
the more efficient rest of the world producers to the lesser efficient and higher cost 
partner member country. This results in resource misallocation and amounts to trade 
diversion.  

The theory of regional economic integration has passed through two different periods 
in history (Krauss, 1972). The first period put emphasis on the impact of customs 
union formation on production (Viner, 1950) Consumption (Meade, 1955, Lipsey, 
1957) and trade flows. In the period from 1960 onwards economist began to question 
what the real objectives were of those entering integration schemes some time earlier, 
with development of second best theory, economist had reached the conclusion that 
regional economic integration would not lead to maximum gains in comparison to the 
global integration which would result from multilateral tariffs reduction. Work by 
Johnson (1955), Cooper and Massell (1965), and later Berglas (1979) were the most 
significant in this respect. In fact, until the mid 1970’s, theoreticians were fairly 
sceptical about economic value of customs union and other regional integration 
arrangements as they considered them second best in comparison with the multilateral 
trade liberalization advanced by GATT , which has been subsumed into the WTO. 
With the development of the theory of intra-industry trade in the mid 1970’s, new 
light was shed on the usefulness of regional trade liberalization.  

Baldwin (1995) applied the trade creation and diversion analysis to justify the 
expansion of European Union (from1994) to accommodate the former communist 
bloc members from Eastern Europe.34The analysis revealed that the chances of trade 
creation exceeding trade diversion increases, if the following conditions are in place.35 

1. The applicant had high tariffs prior to membership which will be lowered to 
the level of customs union. 
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2. The customs union has a low common external tariff. 
3. Tariffs in the rest of the world outside of the customs union are high. 
4. The customs union is large enough to have an effect on the external terms of 

trade. 
5. The trade structure of applicant is currently competitive with them of members 

of union, but is potentially complementary to them. 
6. Baldwin (1995) concluded that economic gains of twelve new entrants to the 

EU would not be the same, but it would depend on the structure their 
economies in terms of the listed above. 

7. Johnson (1965) and Lipsey (1957) assert that the customs union, the greater 
the possibility that the most efficient producers of various goods will be part 
of the customs union and hence the smaller the potential for trade diverting 
effects. Secondly, when the large customs union fixes its common external 
tariff rate them the possibility of this tariff rate affecting the external terms of 
trade increases and this the customs union is able  

Obtain an additional welfare gain. For large customs union, general tariff imposed on, 
imports may lead to gains in terms of trade and these gains will exceed the negative 
welfare effects resulting from a decrease in imports to the benefit of domestic 
production. This is the rationale behind optimal tariff rates. 

Approaches of Regional Economic Integration  

There are three main approaches to regional economic integration, namely regional 
cooperation, market integration and development integration.36 According to Mistry 
(1996:52) and Venables (1990), of the three approaches are mentioned. Regional 
cooperation has been perceived to present a softer option as it allows respective places 
room for flexibility. Regional cooperation consists simply of cooperation 
collaboration between countries on matters of mutual interest. For example, Brazil, 
Russia, India, China and South Africa (BRICS) are an agreement between above five 
emerging economies where by cooperation in certain sector of the economy is the 
overriding objective. 

Market integration refers to a process that moves progressively through stages and 
degrees of linear integration (from FTA, Customs Union, Common Market and 
Economic Union) and finally achieves the ultimate goal of political union. 

From a theoretical perspective there are two competing visions of regionalism and 
regional integration models. The first of these is the market or liberal led integration 
model or open regionalism, which elevates the market and is the Self Regulating 
Mechanism (SRM) within the society. It is based on classical or neo classical 
economic theory which states that the market should drive the economic integration 
process. The other vision, closed regionalism, places less emphasis on the market and 
stress that the objective of integration is the achievement of social and economic 
development (Njikev and Gitongoi, 2003). Both market and development models 
require that the following conditions prevail in order for success to be ensured ( 
Krueger, 1997, Mistry, 1996, Viner, 1950):37 

1. Harmonized national macroeconomic policies. 
2. Regional macroeconomic stability based on a certain agreed criteria. 
3. Some degree of regional political stability. 
4. Significant intra regional trade. 
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5. Complementary industrial development among member countries. 
6. Significant distribution of benefits of integration. 
7. A political willingness to share a certain levels of sovereignty.  

Conclusion 

To conclude that the regionalism is the stepping stone in multilateral system which 
eager to pursue that regionalism is rising international political economy. The nation 
states are adopting regionalism very eminent way to concrete manner of global order.  
The regionalism is the platform to eager with from national interests to common 
interests, which trying to reduce conflicts between nation states. The trade 
liberalization, globalization, Tran’s nationalism, and market integration are the back 
bone of regional integration expands all over the world.  The economic 
interdependence are more elaborate expand on post cold war period, which nation 
states emancipated their economy for economic activities. It reduces the conflict 
among the nation states think beyond the nationalism and leads to regional alliances 
in International political economy. This trend reduces the wars and conflicts between 
nation states comparatively from inter war periods to post cold war period.  

The geographical borders are creating conflict nature in global affairs. It is a major 
destructive factors not only global affair but also in regionalism dimension. The 
nation states are ultimately interdependent with each other by trans- nationalism 
activities.  

The new regionalism is more comprehensive, multidimensional process; this process 
includes not only trade and economic development, but also environment, social 
policy and security, just to mention some imperative pushing countries and 
communities towards cooperation within new types of regionalist frameworks. In 
other words, the trend of regionalism includes economic, political, social and cultural 
aspects and goes far beyond free trade. Rather the political ambition of regional 
coherence and regional identities seems to primary importance. The new trend of 
regionalism linked to globalization and can therefore not be understood merely from 
point of view of the regions. Rather it should be defined as a world order concept 
since any particular process of regionalism in any of world has systemic repercussions 
other regions, thus stepping the way in which the new world orders being organized. 
Then new global power structure will change from nation to nation. The new Trend of 
regionalism helps to collective bargaining on the level of region could improve the 
economic position of marginalised countries in the world system or protect the 
structural position and market access of emerging export countries.   
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