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Introduction

“Free Trade, one of the greatest blessings which a government can confer to its people, is in almost every country unpopular”

- LORD MACAULAY 

When most of the colonies had become independent, the world economic order was dominated by the rich West. Of the various economic areas, the international trade gives more attention. Though the advance countries propagated free trade but they did not practice it fully. In the second half of the last century, attempts have been made to promote liberal trade.
The developed countries had the advantage of an early starter in the production of manufacturing activities and the developing countries were suppressed and they were made as a main market for the manufactures of advanced economies. The developing countries were told to concentrate on primary goods. They became heavily dependent on developed countries both as a source of supply of capital and other manufactured goods, and for marketing their exports which were predominantly primary goods. The whole world was divided into categories of first world which usually are termed as rich, advanced, industrialized, north etc. The second world comprising of erstwhile Soviet Union and other socialist or communist countries .The rest of the world which was poor, less developed or under developed ,backward was called ‘Third World”, they were also called South or Group of 77 .The poor countries ,given their characteristics had no choice but to depend heavily on the advanced countries, both for export as well as import,  they could not trade much among themselves as the composition of goods and services produced by them hardly found any market in other developing countries. Beside new market, their dependency on advanced country for most of their needs was of high degree as they were the main source of supply of their requirements and also as a market of their export. Before 1947 countries were free to import any tariff on their imports. However, when one country increased its tariffs, the action often triggered retaliatory actions by its trading partners. The end result of protectionism was lowered efficiency, less trade and no increase in employment. After two World Wars countries of the world thought it is wise to have collusion instead of collision .Countries of the world realized that the regional corporation had become the sine-qua-non of the development of the trade policies, so as to trigger of the way for speedy rate of economic development. Thus in the post war era efforts were made to reduce the tariff barriers, that is, to liberalize international trade.

The liberalization of international trade can be undertaken on both a multilateral and a regional basis 
· Multilateral Agreements: Multilateral agreements seek to liberalize trade worldwide. This were achieved by the creation of GATT and later on by WTO.
· Regional Agreements: Regional Agreements seek to liberalize trade over a much smaller set of countries. This agreement brings about integration between countries. Integration between countries is an important feature of trade liberalization. International integration may be either political or economic. Political integration involves pooling of countries ‘sovereignty to some degree. Economic integration involves link between the economies of a group of countries .These are often called regional economic groups.
The world is increasingly dividing into trade blocs. The world's two most powerful economies, the United States, and the European Union, have each sought to forge links to neighbouring countries and deny access to rivals. 

What is Trade?

The concept of Trade is centered on the simple activity of the exchange of good and/or services. Exchanges may take place between two parties (bilateral trade) or amongst more than two parties (multilateral trade). In its ancient form trade necessarily used barter and the exchange of goods and services of a recognized equal value desirable to both parties. Modern traders generally negotiate through the use of a medium of exchange, i.e. money, and rarely through barter: as a result one can separate buying and earning from selling the barter system of course has become extinct now. 

The invention of money and the subsequent creation of the concepts of credit, paper money and non-physical money have played pivotal roles in simplifying and promoting the development of trade. Most economists agree and accept the very obvious theory that trade benefits both parties involved in the transaction. Trade is a concept that exists largely due to the differences in the cost of production of some tradable commodity in the various locations.
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Trading enables us to enjoy a wider variety of goods and services than we otherwise would. Countries specialize in the production of goods and services where they hold some advantage what economists call an absolute or comparative advantage. By specializing and trading surpluses with other countries. In simple words it is mean by which countries are linked economically
Trade Block

Concept of Trade Blocks:

A trade block is a cluster of nations mend for regionalism. It is a free trade area which removes all obstacle of trades i.e. tariffs and non tariffs among themselves. A trade bloc is a large free trade zone or near-free trade zone formed by one or more tax, tariff and trade agreements. Typically trade pacts that define such a bloc specify [image: image8.jpg]formal adjudication bodies, e.g. NAFTA trade panels. This may include even a more democratic and participative system, as the EU and its parliament. Particularly since the demise of most of the world's empires, a number of international-generally regionally based-economic blocs have been developed to promote trade between member states. Several blocs also have stated or implicit political goals-notably the EU. Varieties of economic blocs include free trade areas, customs unions, single markets, and economic and monetary unions. One of the first economic blocs was the German Customs Union (Zollverein) initiated in 1834, which formed the basis of the German Confederation and subsequently empire that came in 1871.
 It is custom union which not only removes obstacles to intra-regional trade but also follows the common trade policy towards rest of the world countries i.e. with the non member countries. In case of the regional trading blocs like common market there are not only free movements of goods and services but also free movements of factors of production regionally. In case of perfect trading blocs like economic union there is retention of all the features of the previous types of regional trading blocs plus there is a harmonization of national economic policies viz. monetary and physical policies. The economic union may switch over to have its common currency such that regional trading bloc can also be called as common currency bloc.
Free Trade

[image: image9.jpg]After having defined the term Trade let us now look at what Free Trade is. It is a term based on a theory in economics, but in reality the practice is something quite different. The theory of free trade contends that everyone in the world will be better off if each nation eliminates tariffs and other barriers to the flow of products across orders. The practice of "free trade" departs from theory by including the export of money either for investment purposes or speculation.

Also known as laissez-faire (French for 'leave well alone'), free trade means no taxes on manufacturing goods and no tariffs paid when goods cross a border. It was an idea dear to the hearts of Victorian manufacturers and industrialists, who believed that 

anything that impeded free trade would reduce their profits.

Trade Barriers

· A trade barrier is general term that describes any government policy or regulation that restricts international trade. Trade barriers are generally defined as government laws, regulations, policies, or practices that either protect domestic products from foreign competition or artificially stimulate exports of particular domestic products. While restrictive business practices sometimes have a similar effect, they are not usually regarded as trade barriers. The most common foreign trade barriers are government-imposed measures and policies that restrict, prevent, or impede the international exchange of goods and services. The barriers can take many forms, including
· Import duties 

· Import licenses 

· Export licenses 

· Quotas 

· Tariffs 

· Subsidies 

· Non-tariff barriers to trade

Most trade barriers work on the same principle: the imposition of some sort of cost on trade that raises the price of the traded products. If two or more nations repeatedly use trade barriers against each other, then a trade war results.

Economists generally agree that trade barriers are detrimental and decrease overall economic efficiency, this can be explained by the theory of comparative advantage.

In theory, free trade involves the removal of all such barriers, except perhaps those considered necessary for health or national security. In practice, however, even those countries promoting free trade heavily subsidize certain industries, such as agriculture and steel. 

Examples of free trade areas are: North American Free Trade Agreement (NAFTA), European Free Trade Association, European Union (EU), and South American Community of Nations among many others. 

Need for Trade Blocs

The above explained trade barriers create the need for the formation of a Trade Bloc.

Trading blocs are created because according to the theory of comparative advantage. Which was presented by David Ricardo in 1817 examined a question what happen when one country can produce all products at an absolute advantage and expanded on the Adam smith theory of absolute advantage to develop the theory of comparative advantage. Ricardo reasoned there may be still be global efficiency gains from trade if a country specializes in those products that it can produce more efficiently than other products and to buy the goods that it produces less efficiency. He argued that it makes sense for the country to specialize in the production of those goods that it produces most efficiently and to buy the goods that it produces less efficiently from other countries. Countries should specialize in producing those goods in which they have a comparative advantage; that is, those goods that they have a lower opportunity cost of production than other nations this theory stresses that comparative advantage arises from differences in national factor endowments. By factor endowments, they meant the extent to which a country is endowed with such resources as land, lab our and capital. The more abundant a factor, lower is cost. By specializing in the production of these goods, a group of nations as a whole can produce, and therefore consume, a greater quantity of each product.  However, as countries become more specialized in the production of goods, it becomes necessary to trade with countries that need these goods or that have resources that are not available in that nation.  Due to this factor, as nations become more specialized, they also become increasingly dependent on their trading partners.  Furthermore, since smaller countries with fewer resources and land are generally less powerful than larger nations, the need arises to develop economic alliances to gain buying and selling power.  Hence, trading blocs arise.
The Formation of Trade Blocs

Organizations such the WTO aim to free up world trade from trade barriers on a global scale.  The establishment of WTO is landmark in the realm of the liberalization of international trade On a regional scale groups of countries or trade blocs have also been trying to lower trade barriers between them and stimulate regional trade. Increasingly the trade creation effect of regional co-operation is being viewed as an important cause of economic growth.. A trade diverting integration leads to both trade creation and trade diversion and may increase or decrease welfare depending on the relative strength of these two opposing forces. However, the impact of trading blocs also has a trade diversion effect 
Economic Integration: To know economic integration it is desirable to know economic liberalization. Economic liberalization is a process where by structural reforms are initiated in the economy. It attempts to remove restrictions and make an economy global in its approach. Economic liberalization and globalization go hand in hand. The term economic integration has been interpreted in different ways. Some authors even include social and political integration in economic integration. As per some authors the mere existence of trade relations between two or more independent national economies signifies economic integration. As per some authors Economic integration is a type of arrangement which leads to removal of artificial trade barriers. Mr. Balasa defines economic integration as, “A process and as a state of affairs. As a process it encompasses measures design to abolish discrimination between economic units belonging to different national states; Viewed as state of affairs, it can be represented by the absence of various forms of discrimination between national economies”. The main characteristic of economic integration that follows from this definition is the  abolition of discrimination within an area. 
Economic integration, therefore refers to a process whereby two or more countries combine into a larger economic group by removing discrimaintions existing along national                                                     frontiers. Economic integration can thus be viewed as spectrum. At one extreme we can envision a truly global economy in which all countries share a common currency and agree to a free flow of goods, services and factors of production. At other extreme there would be numbers of closed economies, each independent and self sufficient.

Types of economic integration 
Preferential Trading agreement

In this type of economic integration a group of countries come together and make tentative or temporary preferential trading agreement among themselves to give preferential treatment to each others goods. Under it a group of countries have a formal agreement to allow each other goods to be traded on preferential terms. These countries usually reduce their respective duties on imports of all goods from each other however the member countries retain their original tariffs against the outside world. A good example on PTA is the commonwealth preference system. In 1932 Great Britain and its commonwealth associates established a system of trade known as commonwealth preference system. Under it the commonwealth countries lowered their tariffs on imports among themselves but allowed their high tariff rates to continue on the imports from the rest of the world. It is the loose type of economic integration because this type of integration remains temporary.

1. Free Trade Area (FTA)  

As per the title a group of countries forming a free trade area bring about a free trade between them by removing all the trading restrictions. It is usually a permanent arrangement between groups of countries. It allows for a tariff free trade among the member countries. There is complete removal of tariffs on goods traded between the members of the free trade area. The member countries are free to levy their own tariffs on imports of goods from other countries outside the free trade area. Each member country thus retains autonomy over trade with other countries. The goal of free trade area is to abolish al tariffs between member countries. Free trade agreements usually begins modestly by eliminating tariffs on goods, when tariffs are being eliminated, the member of FTA might explore other forms of co operation such as the reduction of non tariff barriers or trade in services and investment but the focus is clearly on tariff. The European Free Trade Area (EFTA) is a burning example of free trade area: Created by the Stockholm Convention in 1960. It consists of seven countries – Austria, Denmark, Norway, Portugal, Sweden, Switzerland and U.K .Later on  Finland and Iceland joined AFTA since then the membership to EFTA  had been shrinked mainly because several countries joined the European community , It is headquartered in Geneva. Other examples of  free trade areas are North American Free Trade Agreement (NAFTA): It is an economic integration between U.S, Canada and Mexico. ASEAN Free Trade Area (AFTA): It is an Association of South East Asian Nations. It is among ten member countries – Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, Philippines, Singapore, Thailand and Vietnam.

2. Customs Union

[image: image10.emf]A Customs Union represents a logical evolution of an FTA. A Cus6tom union is a free-trade area plus a common policy and agreement to establish common barriers to trade with the rest of the world. Since they have common tariff against the outside world, the members need neither customs controls on good moving among themselves nor rules of origin. A custom union is also a free trade area because trade among the member countries is free. But a free trade area need not be a custom union because afree trade area need not have a common external tariff. A Custom union requires a higher degree of political co operation than its necessary within a free trade area. A good example of custom union is the European Community which was formed by the Treaty of Rome in 1957. It consists of 12 countries – Belgium, France, West Germany, Italy, Luxembourg, Netherlands, Denmark, Ireland, U.K, Greece, Spain, and Portugal.

Important Aspects of custom unions:

Occurrence of Trade Creation

When a customs union is formed, the member nations establish a free trade zone amongst themselves and a common external tariff on non-member nations. As a result, the member nations establish greater trading ties between themselves now that protectionist barriers such as tariffs, quotas, and non-tariff barriers such as subsidies have been eliminated. The result is an increase in trade among member nations in the good or service of each nation's comparative advantage.

Downside of Trade Creation

The creation of trade is important to the nation entering the customs union in that increased specialization may hurt other industries. Arguments for protectionism, such as the infant industry argument, national defense, outsourcing, and issues with health and safety regulations are brought to mind. However, customs unions are typically formed with friendly nations, eliminating the national defense argument, and in the long run serves to create more jobs and output due to specialization.

Occurrence of Trade Diversion

When a customs union is formed, the member nations establish a free trade zone amongst themselves and a common external tariff on non-member nations. Previously a nation may have had a working trade relation with another nation outside the customs union in which each nation produced to their comparative advantages, the common external tariff may now make it not as efficient to trade with that non-member nation than with a nation within the member nation's free trade zone. In this respect, trade is diverted from the nation outside the union to a nation inside the union, lowering the total output of the good or service being traded.

Downside of Trade Diversion

Diverted trade may hurt the non-member nation economically and politically and create a strained relationship between the two nations. The decreased output of the good or service traded from one nation with a high comparative advantage to a nation of lower comparative advantage works against creating more efficiency and therefore more overall surplus. However, one can argue that the benefits of the free trade zone and trade creation will ultimately outweigh the introduction of trade diversion.

A parallel process of regional integration has almost always accompanied the multilateral liberalisation of trade in the post-war period. In particular, the 1990s have witnessed an exponential increase in the number of regional trade agreements (RTAs) being negotiated. According to a report on regional integration by the Organisation of Economic Co-operation and Development (OECD), of the 194 RTAs notified to the World Trade Organisation (WTO) by the beginning of 1999, 87 were notifications since 1990. Statistics from the WTO Secretariat also indicate that there were as many as 243 RTAs worldwide, as on March 2002.

3. Common Market

A Common market is a step higher than the custom union. A Common market is a custom union that also has free movement of all factors of production (Labor and Capital) among the common market countries. The common market abolishes all trade restrictions on their mutual trade due to which efficiency and productivity increases, it also establishes a common external tariff, as a custom union. The existence of a common market implies that the internal market comprising all the member countries is common to all firms trading within it. The removal of all internal barriers both tariff and non - tariff, allows all firms access to the entire internal market. A common market retains the two common character features of custom union, First free trade area among member countries by removing tariff internally; second the member countries follow the common tariff policy in dealing with non-member countries of the world. The common market is an advanced stage of custom union. 

Economic Union

[image: image11.jpg]An economic union is the most complete form of economic integration between countries. The economic union is a common market where the level of integration is more developed. It involves common market and also the harmonization of economies policies viz; monetary and fiscal policies The  Monetary union implies that there is a fixed exchange rate system between the member countries, common or a single currency, and central control over interest rates and other instruments of monetary policies. Co Ordination of fiscal policy implies harmonization, tax rates, and taxes, and some degree of control over government budgets and budget deficits. There may also be coordination of other economic policies such as industrial, regional and agricultural policies. The member countries in the economic union function as a single economy. Countries create  even social and economic harmonization by adopting common economic policies, an economic union is an ultimate form of economic integration.
The degree of economic integration ranges from preferential trade agreement to free trade areas, custom unions, common markets and economic unions. The important differences and similarities among the last four types are shown below in the table.

	Stage of Integration
	Abolition of Tariffs and Quotas
	Common Tariff and Quota System
	Removal of Restrictions on Factor Movements
	Harmonization of Economic, Social and Regulatory Policies

	Free Trade Area
	Yes
	No
	No
	No

	Customs Union
	Yes
	Yes
	No
	No

	Common Market
	Yes
	Yes
	Yes
	No

	Economic Union
	Yes
	Yes
	Yes
	Yes


The Role & Function of regional trade blocs: 

Regional trade blocs are intergovernmental associations that manage and promote trade activities for specific regions of the world.

Trade bloc activities have political as well as economic implications. 

For example, the European Union, the world’s largest trading bloc, has “harbored political ambitions extending far beyond the free trading arrangements sought by other multistage regional economic organizations“(Gibb and Michalak 1994: 75).

 Indeed, the ideological foundations that gave birth to the EU were based on ensuring development and maintaining international stability, i.e., the containment of communist expansion in post World War II Europe (Hunt 1989). 

The Maastricht Treaty, which gave birth to the EU in 1992 included considerations for joint policies in regard to military defense and citizenship.

The decisions reached by development policy makers on whether regionalism or globalize trade should be pursued may influence a country’s earnings from trade.

Regionalism differs from globalization in the size and area of markets. 

From the perspective of developing countries skeptical of free trade, regional trade blocs offer some form of protection against an aggressive global market.

Some well known trading blocs include the EU (European Union; NAFTA (North American Free Trade Agreement); MERCOSUR (Mercado Comun del Cono Sur, also known as Southern Common Markets (SCCM); and ASEAN (Association of Southeast Asian Nations;
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Every day you hear it on the news, you read it in the papers, you overhear people talking about it and in every single instance the word globalization seems to have a different meaning. So, what is globalization?
It is a process that has enabled investment in financial markets to be carried out on an international basis. It is the process that is fast turning the whole world into a global village. The term Global Village means the world considered as a single community linked by Trade and Commerce.
Globalization means different things to different people. It can be define simply as expansion of economic activities across political boundaries of the countries of the globe. It refers a process of increasing economic integration and growing economic inter-dependence between world countries.
People around the globe are more connected to each other than ever before. Information and money flow more quickly than ever. Goods and services produced in one part of the world are increasingly available in all parts of the world. International travel is more frequent. International communication is commonplace. This phenomenon has been titled "globalization."  In other words we can say the whole world is turning to a single platform. Globalization has been the buzz word in the realm of international trade. Process of globalization is guided by the temptation of profit and prestige of competition. Globalization tends to increase interdependence, integration and link between economics of world. Globalization means internationalization. Internalization means transformation of national market into single integrated international market. 
"The Era of Globalization" is fast becoming the preferred term for describing the current times. Just as the Depression, the Cold War Era, the Space Age, and the Roaring 20's are used to describe particular periods of history; globalization describes the political, economic, and cultural atmosphere of today.

We would not be surprised to hear about a German businessperson wearing an Italian suit meeting an English friend at a Japanese restaurant who later returns home to drink Russian vodka and watch Friends on TV.

Features:

· Both investment and information flows across the globe at the speed of light. On an average, US $ 1.5 trillion of goods crosses the national boundaries. Modern technological revolution, with its micro electronics, informatics and robotics has only added this flow. This has enhanced the globalization process.

· The process of globalization is a process and is irreversible. The slogan of globalization seems to be “either globalize or perish.” Globalization, to an extent has become a new ideology. Globalization has made many un-tradable goods tradable. 

Relevance of Trade Blocs where the whole world is turning to a single platform. (Globalization)
Now a days trade blocs are becoming more popular because of mutual benefits which spring up from economical integration.”united we stand divide we fall. In economic integration the economic activities of the member countries are harmonized , co-ordinated and unitedly operated.
Benefits of Trade blocs:

WIDENING OF THE MARKET:- 

· The current process of globalization has led to deep-seated and persistent imbalances in the current workings of the global economy. There is a widening income gap between the poorest and richest countries: from US$212 and US$11,417 in 1960-61 to US$267 and US$32,339 in 2004-05
This shows that the poorest countries were exploited by the developed countries. Due to the emergence of trade blocs, the lesser developed countries (LDCs) can trade with these developed countries on terms which are now beneficial to the LDCs. This will ensure that the voices of the poorer countries are heard to the outside world. By regional   grouping  or integration thye domestic market gets widened . ther happens to be amove from a domestic marketr to a regfional market.
Economies of scale:-

Formation of  trading blocks leads to expansion of the size of the markets. Due to regional integration or grouping production takes place at a very large scale due to specialization. Firms will be able to exploit internal and external economies. The firms will be able to utilize fully their plant capacity and reach their optimum size. Realization of such economies of scale will result in a reduction of costs.
1.
Countries utilize trade blocs to pursue multi-track trade and integration policies that lead to higher levels of foreign market access and the creation of new opportunities for domestic exports. 

3. Economies of scale :
Hence, economically, the expansion of domestic markets after the reduction or removal of trade barriers can result in economies of scale. Competition from partners may also serve as an impetus for more efficient production processes. Indeed, it is believed that regionalism allows for the consolidation of internal economic reforms, as governments make use of the opportunity to institutionalize economic policies. The implementation of these policies promote more and fairer competition, while regulating market conditions, such that there is an overall better allocation of resources among various sectors of the economy regulating market conditions, such that there is an overall better allocation of resources among various sectors of the economy.

Increased competition :

Before Economic integration consumers of the home country use to get the goods at a very high domestic price . When regional (trade block) economic integration takes place consumers get goods at a very low price . As trade barriers are eliminated the markets expands and the number of potential competitors increases. Oligopolistic and m onopolistic market structures become exposed to outside competition. The increased level of competion is also likely to stimulate the development and utilization of new technology. All this efforts will lead to reduction in the costs of production and thus benefits the consumer.
Technical Change:

Increased competition and expansion  of the market encourage research and development, innovation and technical change. Firms and industries which could reap the economies of scale are able to spend more on research and development. This tends to promote faster technical change and economic growth. Economic integfration will be conducive to technological improvements since large economies can be reaped.
Investment :

The formation trade blocks may stimulate investment. The increase incompetition and technical change leads to additional investment, which is necessary to take advantage of the newly created opportunities . Some countries of the customs union may experience increase in  investment from the rest of the world. The foreign firms already operating in the union may expand  their activites top take the advantage of the newly created opportunities. A part form this , some foreign firms that in the past used to export tio the union country may decide to invest  by building plants in the union countries.  
· Regional trade arrangements also alter incentives for firms, and in turn could positively influence the flow of foreign direct investment. Foreign investment in turn is likely to result in economic growth, social development and technological progress. Twenty-two industrialized countries with a 14% share of world population dominate about half the world’s trade and more than half of its foreign direct investment. Since the 1980s more than 100 countries adopted significant liberalization measures to attract foreign investment but 90% of them remain disappointed as foreign direct investment in developing countries remains highly concentrated in just 10 countries.

By being a part of a trade bloc with the LDCs, the developed countries would certainly ensure that there is a sustainable economic development among those LDCs by way of increased FDI’s and more trade with them.

Economic Growth : 

Increased competition, technical changes ,  economies of scale and increased investment may lead to increase in income and employment among the member countries of the union.  Incrase in volu,me of trade leads to incrase in per capita income and the standard of living of the people.This leads to higher economic growth which could be sustained with continuing changes in business expectations, higher investment and new production techniques                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                            

Employment:
· One of th
e areas of social & economic concern in the world is that of employment. Unemployment is increasing, reaching 185 million job seekers in 2003, i.e. 6.2% of the total labour force. Youth in developing countries are hard hit, with an unemployment rate of more than 14%.

There is a desire in a trade bloc to help the neighboring country stabilize and prosper. Eg: Portugal benefited by joining the EU while Greece didn’t. This loss of opportunity resulted Greece joining the EU at a later stage. Peace is also maintained between the trading partners, which in turn results in reduction of infiltration of people between countries.

Problems:

· Globalization has benefited the developed countries more than the developing countries. Globalization has brought down non-tariff barriers, negatively affecting the developing countries, thereby not providing a level playing field for them. Non tariff barriers on subsidies are proliferating and no liberalization has taken place in the textile field.

· Globalization blends fiscal and monetary policies of developing states, increases their dependence of Foreign Direct Investment (FDI); superimposes certain economic structures and leaving the basic structure intact. As a result, the marginalized gets more marginalized and the disadvantaged more disadvantaged.

WORLD TRADE ORGANIZATION    [image: image3.jpg]&
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[image: image12.jpg]The World Trade Organization (WTO) is defined as, “ the legal and institutionL foundation of themultilateral trading system.”. The ESTablishment of W T O is a landmark in trhe relm of the liberalization of the international trade.it came into existence on January 1, 1995 replacing GATT . It is a successor to Gatt.  Its main function is to ensure that trade flows as smoothly, predictably and freely as possible. Wto has greater power to sttle dispute 
There are a number of ways of looking at the WTO. It’s an organization for liberalizing trade. It’s a forum for governments to negotiate trade agreements. It’s a place for them to settle trade disputes. It operates a system of trade rules.
The W.T.O is a negotiating forum. Essentially, the WTO is a place where member governments go, to try to sort out the trade problems they face with each other. The first step is to talk. The WTO was born out of negotiations, and everything the WTO does is the result of negotiations. 

The bulk of the WTO's current work comes from the 1986-94 negotiations called the Uruguay Round and earlier negotiations under the General Agreement on Tariffs and Trade (GATT). The WTO is currently the host to new negotiations, under the “Doha Development Agenda” launched in 2001.

The WTO is not just about liberalizing trade, and in some circumstances its rules support maintaining trade barriers — for example to protect consumers or prevent the spread of disease.

Set of rules:

· The WTO’s rules make it hard for a country to favour their own industry over imports from other countries.

· The WTO rules do not allow a country to favour the imports of one country over those from another.

· The WTO argues that the growth of trade between countries increases the wealth of everyone. Trade allows the production of goods and services by those who are most efficient, thus maximizing their availability at the best price.

· The lowering of barriers, such as tariffs and import quotas, helps the growth of trade.

The main objective & activity of  WTO is to remove  Tariff & non tariff barrier of international trade, Liberalisation & globalization are 2 imp principles of worlds economic environment under wto .The 
Principles of wto 

WTO agreements are lengthy and complex because they are tests covering a wiles range of activites. They deal with agriculture, textiles and clothing, banking, telecommunications, government purchases, industrial satnadards and product safety, food, sanitation , regulation, intellectual property, and so on. But a number of simple, fundamental principles run throughout all of this documents. These principle are the foundations of the multilateral trading system. Some of the important principles are
1. Non discrimination  The principle of non discrimination has two dimensions, i.e., the most favored nation (MFN) and the national treatmeant.
a. Most favoured nations (MFN). MFN means that each member should treat all the other members equally as the most favoured trading partner.Thus , product made in members own countries are treated no less favourabally than goods originating from any other country. The MFN rule forbids discrimination between the national of other members .

b. National treatment : It means treating foreigners and locals equally. The national treatment clause forbids discrimination between the member’s own nationals and the nationals of other members. Each member should accord to the nationals of other members treatment no less favourable than that it gives to its own nationals with respect to copyrights , patents , trademarks ,etc. The following product’s should not be treated less favourably than identical domestic product.
2. FREER TRADE: Lowering trade barriers is one of the most important means of encouraging trade .The WTO Agreements allow countries to introduce changes gradually , through “progressive liberalization”.Developing countries are usually given longer time to fulfill the obligations.

3. PREDICTIBILITY: The multilateral trading systems is an attempt by governments to make the business environment stable and predictable .The predictability is achieved through binding and transparency. In the WTO , when countries agreed to open there markets for goods and services , they “bind” their commitments. The system tries to improve predictability and stability by discouraging the use of quotas another measures used to set limits on quantities of imports , and also by making countries ‘trading rule as clear and transparent as possible.
4. PROMOTING FARE COMPETITION: The WTO is sometimes described as of a “free trade” institutions , but that is not entirely accurate. The system does allow tarrifs and in limited circumstances , other forms of protection. More  accurately , WTO is a system of rules dedicated to open , fair and undesorted competition. The rules on non-discrimination are designed to secure fair conditions of trade. Many of the WTO agreements in agriculture , intellectual property , services and so on aim to support fair competition.

5. ENCOURAGING DEVELOPMENT AND ECONOMIC REFORM: WTO system contributes to development and economic reform in the developing countries. The WTO has special concern for developing countries , especially least developed countries. They have been given more time to adjust , greater flexibility and special privileges
FUNCTIONS OF WTO:-

1. ADMINISTRATIVE FUNCTION:

WTO facilitates the implementation , administration and operation and further the objectives of WTO and multilateral trade agreements and also provides preamble for the implementation , administration and operation of Plurilateral Trade Agreements

2.  PLATFORM FOR NEGOTIATIONS:

WTO provides a platform of negotiations among the members concerning their multilateral trade relations in matters dealt under WTO agreements to act as forum for negotiations of further trade liberalization.
3. EXECUTION: 

WTO has to administer the understanding on rules and procedures governing the settlements of disputes. WTO has to administer the Trade Policy Review Mechanism (TPRM)

4. ECONOMIC COHERENCE:

To ensure the implementation of substantive code. WTO works with a view to achieving greater economic coherence in global economic policy making , cooperating as appropriate , with IIMF and World Bank.
Objectives of wto 
As per the preamble of wto following are the only objectives of wto:

1 to ensure the reduction of tariffs and the non tariffs barriers to trade.

2 to eliminate discriminatory treatrment in international trade relations.

3 to facilitate higher standard of living , full employment , growth in real income and effective demands and increase in production and trade in goods and services of the member countries.

4 To make positive effect, which ensures developing countries, especially the least developed to secure a level a share in the growth of international trader theat reflects the needs of their economic development.

5 To facilitate the optimum use of theworlds resources for sustainable developmenbt

6 To p[romote an integrated, more viable and double trading system in corp[orating all the resolutions of the Uruguay Rounds multilateral trade negotiations. 
In short , the WTO is GATT plus a lot more . GATT was small and provisional , and not even recognize in law as international organization. GATT deals only with trade in goods. WTO agreements now cover services and intellectual property as well. The WTO is a more powerful body with enlarged function than the GATT and is envisaged to play a major role in the world of economic affairs.

 EUROPEAN UNION
The EUROPEAN ECONOMIC COMMUNITY (EEC) , also known as EUROPEAN COMMON MARKET (ECM) , EUROPEAN COMMUNITY (EC) , and EUROPEAN UNION (EU) is by far is most successful of the regional economic integration. The largest and most comprehensive of the regional economic groups is a EUROPEAN UNION. The origin of EU was back to the signing of the treaty of PARIS in APRIL 1941 by GERMANY , ITALY and NETHERLANDS leading to the setting up of the EUROPEAN COAL AND STEEL COMMUNITY (ECSC).Afterward EUROPE made a comprehensive attempt in the RELM of economic integration in forming the EUROPEAN ECONOMY COMMUNITY on 1ST JAN 1958 by signing the treaty of ROME on MARCH 24TH  , 1957. The  EEC originally comprised of 6 nations , namely , BELGIUM , FRANCE , FEDERAL REPUBLIC OF GERMANY , ITALY , LUXEMBERG , and NETHERLAND. The treaty of ROME required every member country to:

1. Eliminates tariffs, quotas and other barriers on intra community trade.

2. Devise a common internal tariff on imports from the rest of the world.
3. Allow the 3 women of factors of production within the community.
4. Harmonize the taxation and the monetary policies and social security policies.
5. Adapt a common policy on agriculture, transport and competition on industry.
  The immediate objective behind the establishment of EU was to set up a custom union. A custom union is one which removes the tariff barriers within the regional trading blocks and follows a common tariff policy in trading with non member countries. Later on the custom union was transform into a common market in which not only goods and services but also factor of production like labor capital enterprise is free to move within the regional trading block. The EEC was expanded in 1973 with an inclusion of the UK, DENMARK and IRELAND. GREECE joined the community in 1981. SPAIN and PORTUGAL became members on 1ST JAN 1986 , raising the number of members to 12.With AUSTRIA , FINLAND and SWEDEN joining the union in early 1990’s , the number goes to 15. Several more countries are eager to join EC. To qualify for membership in the EC, a country must be geographically in the continent of EUROPE and it must be a democratic country.
POLAND , HUNGARY , THE CZECH REPUBLIC , SLOVAKIA , LITHUANIA , LATVIA , ASTONIA , SLOVENIA , CYPRUS and MALTA ROMANIA and BULGARIA would be admitted to the block in 2007.In 1992 a treaty of MAASTRICHT was signed which strengthen the process of integration by creating a common currency. It lead to making the price system and the exchange rate system more stabilized.
AIMS OF EU:-

1). to establish the foundations of ever-closer union among the EUROPEAN people.

2). to establish a common market and closer economic cooperation between member   countries.

3). to harmonize national economic policies especially taxation and monetary policies.

4). to achieve balanced regional development of the community as a whole.

5). to establish a common agricultural policy and a commitment to free and fair competition.
THE INSTITUTIONS AND POLICY – MAKING PROCESSES OF THE EUROPEAN UNION:-

The EU is built on an institutional system which is the only one of its kind in the world. The basic institutional structure of the EU was laid down in the treaties of PARIS & ROME and later confirmed by the merger treaty. There are some important institutions each of these institutions is given clearly defined powers and responsibilities. Democracy and rule of law are the corner stones of the structure of EU.
Following are the some important Institution:

1). THE COUNCIL OF EUROPEAN UNION: It is a main decision making body of the economic union. It is a cluster of the ministers from each member country of union. The presidency of council of ministers rotates between the member governments at 6 monthly intervals. The important responsibilities of the council are:-
a) it is the European unions legislative body ; for a wide range of EU issues , it exercise that legislative power in co-decision with the EUROPEAN PARLIAMENT.

b). it co-ordinates the broad economic policies of member of states.

c). it concludes on behalf of the EU , international agreements with one or more states or international organizations.

d). it shares budgetary authority with European parliament

e). it takes the decision necessary for framing and implementing the common foreign and security policy , on the basis of general guidelines established by the European council.

f). it co-ordinates the activities of member states and adopt measures in the field of police and judicial co-operations in criminal matters.

2).  EUROPEAN PARLIAMENT: Members of the European parliament are directly elected by citizens by their respective countries. It supervises a EUROPEAN COMMISSION. 

The members are elected every 5 years. The European parliament represents the democratic will of the people of the EU. The important functions of the parliament are :

a). it shares with the European council the power to legislate i.e. to adopt European laws {directives, regulations or decisions}.

b). it shares budgetary authority with a council , and can therefore influence EU spending .at the end of the procedure , it adopts the budget in its entirety.

c). it exercise democratic supervision over the commission. It approves the nomination of commissioners and has the rights to censure the commission. It also exercises political supervision over all the institutions.

3)   EUROPEAN COMMISION: It is a conglomeration of the commissioners nominated by member countries of the EU. The larger countries each have 2 commissioners and the smaller countries have 1. The European commission embodies and upholds the general interests of the EU. It is the main administrative body of EU which is responsible for day to day administration of EU. Its main functions are:
a) it has the right to initiate draft legislation and therefore present legislative proposals to parliament and the council .

b). as the EU ’s executive body , it is responsible for implementing the directives , regulations , decisions , budget and programs adopted by parliament and the council.

c). it acts as guardian of the treaties and , together with the court of justice , ensures that community law is properly applied.

d). it represents the EU on international stage and negotiates international agreements chiefly in the field of trade and co-operation.
4)     COURT OF JUSTICE: the European court of justice is the highest legal authority in the EU. It ensures that community law is uniformly interpreted and effectively applied . it has jurisdiction in disputes involving member states , EU institutions , businesses and individuals. The court is located in Luxemburg and the court has 1 judge from each state , appointed by consensus. A court of first instance had been attached to it since 1989 to relief its excessive workload. The ECJ currently has 25 justices and eight advocates-general, who are appointed by common accord of the governments of the Member States and who hold office for six-year renewable terms. The Court of justice jurisdiction includes proceedings for 

· Failure to meet an obligation

· Annulment of community legislation

· Failure to act by community institution

· Action for damages by community institution

· Appeals

· Preliminary ruling

5).   THE EUROPEAN CENTRAL BANK: it came into operation in 1998. It frames and implements EU ’s monetary policy. Its responsibilities include control over the issue of Euro notes and coins, foreign exchange operations and official reserves. It conducts foreign exchange operations and ensures the smooth operation of payment system. It primary monetary policy objective is the maintenance of price stability. 
6).    COURT OF AUDITORS: the European court of auditors all the EU ’s revenue has been received and all its expenditure incurred in a lawful and regular manner and financial management of EU budget has been sound. It is better described as a "quasi-institution".
7).      THE ECONOMIC AND SOCIAL COMMITTEE: the European economic and social committee represents the views and interests of organized civil society vis-à-vis the commission, the council and the European parliament .The economic and social committee has to be consulted on matters relating to economic and social policy . The committee may also give opinions on its own initiative all other matters which it considers to be important.
8).      THE EUOPEAN COMMITTEE OF THE REGIONS: the committee ensures that the regional and local identities and prerogatives are respected. It has to be consulted on matters concerning regional policy, environment and education. The portfolio of this committee is to maintain the rules regulation and identities to the respective region. It is composed of representatives of regional and local authorities. 
9).      EUROPEAN INVESTMENT BANK: It is the financial institution of EU. It finances investment projects which contribute to the balanced development of the EU.
10).    EUROPEAN OMBUDSMAN: if the individuals or entities like institutions and businesses resident in the EU consider that they have been harmed by an act of maladministration by an EU institution or body can apply to European Ombudsman.  It is an official appointment by EU to investigate people complaints against the public organization.
Member States:

Effect of Constitutional Treaty

The 3 Pillars:

1. ‘Community’ pillar concerns economic, social & environmental policies.

2. ‘Common Foreign & security policy’ (CFSP) pillars concerns foreign policy & military matters.

3. ‘Police & Judicial Co-operation in criminal Matters’ (PJCC) pillar concerns co-operation in the fight against crime. This pillar was originally named ‘Justice & Home Affairs’. 

Goals and Objectives of EU

1. Creation of customs union:

· Eliminate internal tariff barriers on intra-community trade.

· Establish a common external tariff on imports that is the same customs duties, quotas, preferences and so forth applied to all goods entering the area, regardless of which country within the area they are entering.

· Allow free movement of factors of production within the community.

2. Single market:

· It was originally inaugurated on January 1, 1993.  In creating the single market, major steps were taken towards ensuring that all EU countries take a broadly similar approach to company law, business accounting rules and intellectual property rules. This makes it easier for companies to operate throughout the EU and to run their businesses as efficiently as possible. 

· Keen competition and room to expand within the single market helps keep European companies among the world leaders.  Of the world’s 100 largest companies, 32 are from the EU. So are 39 of the world’s 100 largest commercial banks and 27 of the 100 most valuable brands. 

3. Economic and monetary union (EMU):

All EU member states are part of economic and monetary union (EMU), whose purpose is to integrate the economies of EU countries more effectively. Integration promotes growth and prosperity. Member states are then free to achieve the common objectives through the tax and social welfare policy mix of their own choice. All EMU members can introduce the euro if they meet certain economic criteria one of which is that their deficits must not exceed 3% of their gross domestic product (GDP), which is in accordance with the Stability and Growth Pact. Denmark, Sweden and the United Kingdom chose to remain outside the euro for the time being. In June 2004, three new member countries – Estonia, Lithuania and Slovenia – took what is likely to be a first step towards eventually joining the euro by linking their currencies to the euro through the so-called Exchange Rate Mechanism. This will provide the currency stability required of euro candidates, but only when they comply with the other four criteria will they actually be able to adopt the Euro.
Policies of European Union

1. Exchange rate policy: The EU aims at exchange rate stability in Europe by limiting the fluctuations of participating currencies within a certain range.

2. Tax Policy: The EU aims at reducing the tax induced, distortion of competition within the EU thus, it has focused on harmonizing value added and excise taxes, eliminating double taxation of corporate profits, interests and dividends and facilitating cross border mergers and asset transfers.

3. Agriculture policies: The EU ’s agriculture policy aims to increase agricultural productivity to ensure a fair standard of living for agricultural community and to stabilize markets to assume food supplies and to make food availability at reasonable prices.

4. Industrial policies: The industrial policy measures aim to help industry adjust to structural change, to provide an environment conducive to business development, to encourage co-operation between businesses and to encourage industrial innovation and research and development. It price to improve the international competitiveness of companies operating the E.U. 
5. Competition Policy: It aims to protect competition and thus to preserve the benefits of choice, price, quality, efficiency, innovation and consumer satisfaction that would come from a competitive single market. It prohibits agreements, which lead to prevention, restriction of competition within the common markets.

6. Transport policy: It aims to establish a single market for all forms of transport, allowing free access to the market in each member state, and creation of an integrated transport system which is safe, reliable and environmentally sustainable. An efficient transport system is very important for free movement of good and people.
European Union Law
The European Union is unique among international organizations in having a complex and highly developed system of internal law, which has direct effect within the legal systems of its member states. The development of law of the European Community (the technical term for what we mostly understand as the EU) has been largely molded by the European Court of Justice. In 1963, the ECJ ruled that the European Community, through the express will of member states in the treaty, "constitutes a new legal order of international law for the benefit of which the states have limited their sovereign rights albeit within limited fields." There are three sources of Union law:

· Primary legislation: the treaties 

· Secondary legislation: regulations, directives, decisions, recommendations and opinions made by the Union's institutions in accordance with the treaties 

· Decisions of the European Court of Justice and the Court of First Instance 

Primary Legislation

The distinction between European Community (EC) law and European Union law is that based on the treaty structure of the European Union. The European Community constitutes one of the 'three pillars' of the European Union and concerns the social and economic foundations of the single market. The second and the third pillars were created by the Treaty of the European Union (the Maastricht Treaty) and involve Common Security and Defense 

Policy and Internal Security . Decision making under the second and third pillars is not subject to majority voting at present. The Maastricht Treaty created the Justice and Home Affairs pillar as the third pillar. Subsequently, the Treaty of Amsterdam transferred the areas of illegal immigration, visas, asylum, and judicial co-operation to the European Community (the first pillar). Now Police and Judicial Co-operation in Criminal Matters is the third pillar. Justice and Home Affairs now refers both to the fields that have been transferred to the EC and the third pillar.

Secondary legislation
Secondary legislation includes regulations, directives, decisions, recommendations and opinions. Secondary legislation also includes inter-institutional agreements, which are agreements made between European Union institutions clarifying their respective powers, especially in budgetary matters. The Parliament, Commission and Council are capable of entering into such agreements.

The classification of legislative acts varies among the First, Second and Third Pillars.In the case of the first pillar: Secondary legislation is classified based on to whom it is directed, and how it is to be implemented. Regulations and directives bind everyone, while decisions only affect the parties to whom they are addressed (which can be individuals, corporations, or member states). Regulations have direct effect, i.e. they are binding in and of themselves as part of national law, while directives require implementation by national legislation to be effective. However, the European Court of Justice can fine states that fail or refuse to implement directives as part of national law.
Criticism
1. One major criticism of the EU is that it has 20 official languages for 25 member states (although there are only 3 internal working languages in the European Commission: French, English and German).
The European Parliament employs over 4,000 interpreters at a cost of almost one billion euros annually, and translations can take up to a week to be translated into the languages of all member states. One of the problems is that sometimes translation needs to be done across intermediate languages because of a lack of interpreters for some languages,[36] which can often lead to a loss of information and clarity, or even introduce errors into the translation.[37]
(It has been suggested, most notably by former UK commissioner of the EU Neil Kinnock, that these costs could be omitted by making English the official language of the EU.[38] Some have also suggested that Esperanto or Interlingua could serve as a common second language for the EU.)
On the other hand, there is an argument that all legislation, and indeed all proposed legislation, be available to the public of the EU in their national languages. The EU produces substantial legislation applicable to all member states: debate and accountability would be severely hampered if ordinary people could not have access to documents in their own language. Even worse, this would favor some countries over others.
2. The E.U.constitution is being seen as the first step towards the creation of United States of EUROPE, it is not so. Many analysts have begun to compare the EU constitution with U.S constitution. The U.S constitution let to the establishment of a unified country, which is certainly not the aimed of the European Union constitution. Also, EU observer sees the EU constitution as a compromise between the demand of those who want greater integration and those who want to preserve the sovereign rights of the member nations.
3. EC has not been successful in achieving a complete economic and political union. It has failed to evolve a common transport policy. There has been no harmonization of monetary and fiscal measures. regional disparities within member countries persist . The EC is emerging as a “dis - united states of Europe”.
CURRENT ISSUE :-
Issues currently facing the EU cover its membership, structure, procedures and policies. They include the status and future of the constitutional treaty; enlargement to the south and east; problems of financial probity and democratic accountability; relative economic viability; revision of the rules of the Stability and Growth Pact; and the future budget and the Common Agricultural Policy.
At the December 2005 European Council, which is a semi-annual meeting of the heads of state and government of the EU member states, a decision was taken on how it should allocate the EU budget for the next seven years (2007–2013). Also, the "Financial Perspective" was defined as EU members agreed to fix the common budget to 1.045% of the European GDP. 
Issues controversial during budget debates include the British rebate, France's benefits from the Common Agricultural Policy, Germany and the Netherlands' large contributions to the EU budget, reform of the European Regional Development Funds, and the question of whether the European Parliament should continue to meet once a month in Strasbourg.

Many commentators believe that these debates represent a major split between governments such as France and Germany, who call for a broader budget and a more federal union, and governments such as that of the UK, who demanded a slimmer budget with more funding transferred to science and research (and whose watchword is modernization).

The Treaty establishing a Constitution for Europe (TCE), commonly referred to as the European Constitution, is an international treaty intended to create a constitution for the European Union. The failure of the constitution to win popular support in some member states (France and Netherlands) caused other countries to postpone or halt their ratification procedures, and the Constitution now has an uncertain future. Had it been ratified, the treaty would have entered into force on November 1, 2006. However, as of May 2006, Austria, Belgium, Cyprus, Estonia, Germany, Greece, Hungary, Italy, Latvia, Lithuania, Luxembourg, Malta, Slovakia, Slovenia and Spain had ratified the constitutional treaty. The two countries due to join the European Union in 2007, Bulgaria and Romania, have already accepted the constitutional treaty too, ratifying their accession treaty.
IMPLICATION OF EU:-
The most important implication of the integration of European market through EU is the economic growth that is expected to result on account of a number of benefits:
1). There will be gains from elimination from the transaction cost associated with border patrols , customs procedure and so on .

2). Economic growth will be spurred by the economies of scale that will be achieve by production facilities become more concentrated.

3). There will be gains more intense competition among EU companies. Firms that were monopolistic in 1 country will now be subjected to competition from firms in other EU countries.
4). The introduction of Euro is expected to add to the efficiency , especially in terms of consolidation of firms across industries and across countries .furthermore , countries in Euro land will enjoy cheaper transaction cost , reduced currency risk and consumers and businesses will enjoy price transparency and increased price-based competition .
CASE STUDY:-
Case Study 1: European Union Microsoft     [image: image4.jpg]Microsoft




Antitrust case                                            

The European Union Microsoft antitrust case is a case brought by the European Union (EU) against Microsoft for alleged antitrust abuse. It started as a complaint from Novell over Microsoft's licensing practices in 1993, and eventually resulting in the EU ordering Microsoft to divulge certain information about its server products and a separate version of Microsoft Windows without Windows Media Player.

Initial complaints

In 1993, Novell complained that Microsoft was blocking its competitors out of the market through anticompetitive practices. The complaint centered around the license practices at the time which required royalties from each unit sold by a supplier of Microsoft's operating system regardless of whether or not the unit actually contained the Windows operating system. Microsoft reached a settlement in 1994, ending some of its license practices. Sun Microsystems joined the fray in 1998 when it complained about the lack of disclosure of the some of the interfaces to Windows NT. The case widened even more when the EU started to look into how streaming media technologies were integrated with Windows.

Judgment

Citing ongoing abuse by Microsoft, the EU reached a preliminary decision in the case in 2003 and ordered the company to both offer a version of Windows without Windows Media Player and offer the information necessary for competitors with low-end servers to have full compatibility with Windows desktops and servers. In March 2004, the EU ordered Microsoft to pay €497 million (US$613 million), the largest fine ever handed out by the EU at the time, in addition to the previous penalties, which included 120 days to divulge the server information and 90 days to produce a version of Windows without Windows Media Player. 

The next month Microsoft released a paper containing scathing commentary on the ruling including: "The commission is seeking to make new law that will have an adverse impact on 

intellectual property rights and the ability of dominant firms to innovate. “Microsoft paid the fine in full in July 2004.

Follow-up

The company made a compliant version of its flagship operating system without Windows Media Player available under the negotiated name "Windows XP N." In an attempt to comply with the server information requirement, Microsoft released the source code to Windows Server 2003 service pack 1 to members of its Work Group Server Protocol Program (WSPP) on the day of the original deadline.

 Microsoft also appealed the case, and the EU had a week-long hearing over the appeal which ended in April 2006. As of July 2006, outcome of the appeal has not arrived yet. 

In December 2005 the EU announced that it believed Microsoft did not comply fully with the ruling, stating that the company did not disclose enough information about its server programs. The EU said that it would begin to fine Microsoft 2 million euros a day until it did so.  Microsoft stated in June 2006 that it had begun to provide the EU with the requested information, but according to the BBC the EU stated that it was too late.

 On July 12, 2006, the EU fined Microsoft for an additional 280.5 million euros, 1.5 million euros per day from December 16, 2005 to June 20, 2006. The EU will increase the fine to 3 million euros per day on July 31, 2006 if Microsoft does not comply by then.

Case Study 2: Sony BMG Merger               [image: image5.jpg]


                                

BMG and Sony had to overcome tough regulatory hurdles after signing an official agreement to merge their recorded music businesses in 2003. A successful deal combined artists including BMG's Britney Spears and Sony's Beyonce Knowles, but competition watchdogs in the US and European Union are expected to initiate lengthy investigations into the deal.

 The new company is called Sony BMG, and it is the world's second largest record company, with a 25 per cent share of the global music market, behind Universal Music, which has 26 percent. Ownership of the new entity will be split 50:50 between BMG's parent, German media group Bertelsmann, and Sony.
The European Commission finally approved the merger of Sony and BMG's respective music units on July 2004.Competition Commissioner Mario Monti gave the deal the nod despite complaints from other labels and smaller independents that a merger would reduce competition and lead to higher prices for consumers. 

There are no conditions attached to EC approval. The new firm will account for 23 per cent of worldwide music sales, and one in three new releases in the US. The deal will leave 80 per cent of the market in the hands of the "big four" - Sony/BMG, Vivendi Universal, EMI and Warner. European regulators said they would keep an eye on the market and would "carefully scrutinize" any further consolidation.

Aftershocks were felt throughout the music industry as the EU's Court of First Instance overturned 2004's Sony/BMG merger. The deal was approved on July 18, 2004 after Commission regulators decided that the new company would not pose any antitrust problems. 

That decision was challenged in December 2004 by Impala, an association of independent music labels. They argued that the merger passed obvious threats to competition, since it 

would now put the majority of the world's music sales into the hands of two companies (Sony BMG and Universal).

 The Court of First Instance sided with Impala, telling the Commission that its initial decision had not lived up to the "requisite legal standard" and that its analysis of market conditions was flawed.

Impala was ecstatic over the decision. Patrick Zelnik, the group's president, called it a "watershed in European affairs. A landmark judgment for music. 

There is no doubt that it will block any further mergers and will transform how music and other creative sectors are treated. We have proved that, by acting collectively, we can challenge the unchallengeable." 

The group also crowed about being awarded three-quarters of all its court costs, but the Court of First Instance actually penalized Impala by not awarding it full fees, saying that the "attitude of Impala, the party which insisted that the case be dealt with under the expedited procedure, was scarcely compatible with the letter and the spirit of that procedure and slowed down the course of the proceedings."

The decision means that Sony BMG will have to apply to the Commission once more for approval (even though the companies have already merged). 

If the Commission now decides against the merger, the company would be forced to split. 

The decision also has implications for the possible merger between Warner and EMI, which have been trying to form a third mega label that could counter Sony BMG and Universal. Such a merger now looks less likely in the EU.

European Union and India

INDIA AND THE EC:-

INDIA has entered into commercial and economic co-operation agreement with a 15 nation EC.India’s export to EC group from 282 crores in 1970-71 to rs. 1447 crores in 1980-81 and rs. 8951 crores in 1991. the corresponding features of India’s import from the EC were Rs.320 crores , rs.2639 crores and rs.12860. The EU is India’s largest trading partner accounting for 23 per cent of Indian export and 16 per cent of total imports in 2004-05. India however had a trade surplus with the EU. The EC accounts for more than one-fifth of India’s total foreign trade. India also receives technology, investment and development aid from EC countries. The EC is a very potential market and India should pay sufficient attention to taking advantage of this enlarging market. The EC has been helping India in its environmental programs and energy management and planning. An EC – INDIA energy management centre has been setup with EC funds in 1989. The Indo-EC co-operation agreement on partnership and development has been signed in December 92. India is the first country with which the EC has entered into such an agreement. The agreement will help improve Indians economic and business climate.
Although Indo-EU trade has increased at a healthy rate over the last couple of years still there are few areas in which the two partners hold different views and in some cases have taken rigid stand. 
Due to stringent standards, cumbersome rules and procedures it is becoming increasingly difficult for the Indian business community to make a foothold in the European market. Use of trade defense instruments acts as another barrier in enhancing trade they feel. The European Union (EU) wants India to open up it to agro products market like wine, whereas India wants EU to ease rules for import of Indian marine products like shrimps. EU wants more access to Indian markets and wants to bring down further the high tariffs.
Indian Commerce Minister Mr. Kamal Nath speaking at the Indo-EU Business Summit in New Delhi said the EU was using non- tariff barriers to block Indian imports.

Subsidies 
India is concerned by the fact that EU countries spend close to $ 320 million on farm subsidies. India says agriculture still being a major contributor to it gross domestic product (GDP) needs new markets and wants the farm subsidies to be cut so that Indian farmers can sell their produce across Europe.

Anti Dumping 
EU’s anti- dumping measures against Indian products like textiles, electronics; chemicals still is a major source of concern. The Indian textile sectors argue that EU countries have tailored their trade policies in such a fashion so as to benefit domestic textile industry to keep the low cost suppliers like India at bay. Indian industry therefore feels this policy is neither rational nor fair
Future of European Union:-
"A day will come when all the nations of this continent, without losing their distinct qualities or their glorious individuality, will fuse together in a higher unity and form the European brotherhood.

A day will come when there will be no other battlefields than those of the mind – open marketplaces for ideas. 

A day will come when bullets and bombs will be replaced by votes".

The period 2007 to 2015 should see further enlargements of the European Union. In the mean time, its leaders – listening carefully to public opinion – will have to decide where, ultimately, to draw the Union’s geographical, political and cultural frontiers.

The enlarged European Union is part of a rapidly and radically changing world that needs to find new stability. Europe is affected by upheavals on other continents – whether it be the resurgence of religious favor in the Islamic world, disease and famine in Africa, unilateralist tendencies in North America, economic crises in Latin America, the population explosion in Asia or the global relocation of industries and jobs.

 Europe must not only concentrate on its own development but also be fully involved in globalization. While it can be proud of its achievements in trade policy, the European Union still has a long way to go before it can claim to be speaking with one voice or to be a credible actor on the stage of world politics.
The economist identified 5 fundamental shifts that have occurred in the EU that will dramatically affect its future :-

1). The inversion of the Franco-German balance: France had always have political control of the EU and could take the high road as a result of World War II. However , Germany’s confidence has return as a result of a reunification of the east and west , and Germany is now the largest and richest country in the Europe. Germany may be the only country that can lead Europe in the future.
2). A sense that EU should possess a capacity for collective military action separate or separable from NATO. This was confirm in the KOSOVO conflict in which the US to control of a European conflict, and it could be an issue in the war on terrorism.

3). The introduction of the Euro 

4). The weakening of the European commission and the ascendancy of national governments in controlling the destiny of the EU 

5). The planned enlargement of the EU.

THERE have been some proposal by some of Europe’s leaders to take the EU even farther down the road of integration. EU should speak with one voice on all  aspects of external relations among the prepositions are that the EU should 

1). Abolish the rights of individual EU countries to run their own foreign policies.

2). Have the rights to raise direct taxes.

3). Use common border controls.

4). Integrate the European police force.

5). Influence the national government budgets much more strongly.
ASSOCIATION OF SOUTHEAST ASIAN NATIONS

"Today, ASEAN is not only a well-functioning, indispensable reality in the region.  It is a real force to be reckoned with far beyond the region.  It is also a trusted partner of the United Nations in the field of development"  

Kofi Annan

Establishment:

The Association of Southeast Asian Nations or ASEAN was established on 8 August 1967 in Bangkok by the five original Member Countries, namely, Indonesia, Malaysia, Philippines, Singapore, and Thailand.  Brunei Darussalam joined on 8 January 1984, Vietnam on 28 July 1995, Lao PDR and Myanmar on 23 July 1997, and Cambodia on 30 April 1999. 
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ASEAN Regional Forum: 

██ ASEAN countries

 ██ Other ASEAN Regional Forum participants

 

The ASEAN region has a population of about 500 million, a total area of 4.5 million square kilometers, a combined gross domestic product of almost US$ 700 billion, and a total trade of about US$ 850 billion.
Objectives:
The ASEAN Declaration states that the aims and purposes of the Association are: (1) to accelerate economic growth, social progress and cultural development in the region and (2) to promote regional peace and stability through abiding respect for justice and the rule of law in the relationship among countries in the region and adherence to the principles of the United Nations Charter.

 

The ASEAN Vision 2020, adopted by the ASEAN Leaders on the 30th Anniversary of ASEAN, agreed on a shared vision of ASEAN as a concert of Southeast Asian nations, outward looking, living in peace, stability and prosperity, bonded together in partnership in dynamic development and in a community of caring societies.

 

In 2003, the ASEAN Leaders resolved that an ASEAN Community shall be established comprising three pillars, namely, ASEAN Security Community, ASEAN Economic Community and ASEAN Socio-Cultural Community.

Fundamental Principles:
ASEAN Member Countries have adopted the following fundamental principles in their relations with one another, as contained in the Treaty of Amity and Cooperation in Southeast Asia (TAC): 

· Mutual respect for the independence, sovereignty, equality, territorial integrity, and national identity of all nations;

· The right of every State to lead its national existence free from external interference, subversion or coercion;

· Non-interference in the internal affairs of one another;

· Settlement of differences or disputes by peaceful manner;

· Renunciation of the threat or use of force; and

ASEAN Security Community


Through political dialogue and confidence building, no tension has escalated into armed confrontation among ASEAN Member Countries since its establishment more than three decades ago. 

To build on what has been constructed over the years in the field of political and security cooperation, the ASEAN Leaders have agreed to establish the ASEAN Security Community (ASC).  The ASC shall aim to ensure that countries in the region live at peace with one another and with the world in a just, democratic and harmonious environment.  

 

The members of the Community pledge to rely exclusively on peaceful processes in the settlement of intra-regional differences and regard their security as fundamentally linked to one another and bound by geographic location, common vision and objectives.  It has the following components: political development; shaping and sharing of norms; conflict prevention; conflict resolution; post-conflict peace building; and implementing mechanisms.  It will be built on the strong foundation of ASEAN processes, principles, agreements, and structures, which evolved over the years and are contained in the following major political agreements:

· ASEAN Declaration, Bangkok, 8 August 1967;

· Zone of Peace, Freedom and Neutrality Declaration, Kuala Lumpur, 27 November 1971;

· Declaration of ASEAN Concord, Bali, 24 February 1976;

· Treaty of Amity and Cooperation in Southeast Asia, Bali, 24 February 1976;

· ASEAN Declaration on the South China Sea, Manila, 22 July 1992;

· Treaty on the Southeast Asia Nuclear Weapon-Free Zone, Bangkok, 15 December 1997;

· ASEAN Vision 2020, Kuala Lumpur, 15 December 1997; and

· Declaration of ASEAN Concord II, Bali, 7 October 2003.

In recognition of security interdependence in the Asia-Pacific region, ASEAN established the ASEAN Regional Forum (ARF) in 1994.  The ARF’s agenda aims to evolve in three broad stages, namely the promotion of confidence building, development of preventive diplomacy and elaboration of approaches to conflicts. 

 

The present participants in the ARF include: Australia, Brunei Darussalam, Cambodia, Canada, China, European Union, India, Indonesia, Japan, Democratic Republic of Korea, Republic of Korea (ROK), Lao PDR, Malaysia, Mongolia, Myanmar, New Zealand, Pakistan, Papua New Guinea, the Philippines, the Russian Federation, Singapore, Thailand, the United States, and Viet Nam.

 

The ARF discusses major regional security issues in the region, including the relationship amongst the major powers, non-proliferation, counter-terrorism, transnational crime, South China Sea and the Korean Peninsula, among others. 

 

ASEAN Economic Community
 

The ASEAN Economic Community shall be the end-goal of economic integration measures as outlined in the ASEAN Vision 2020.  Its goal is to create a stable, prosperous and highly competitive ASEAN economic region in which there is a free flow of goods, services, investment and a freer flow of capital, equitable economic development and reduced poverty and socio-economic disparities in year 2020.

 

The ASEAN Economic Community shall establish ASEAN as a single market and production base, turning the diversity that characterizes the region into opportunities for business complementation and making the ASEAN a more dynamic and stronger segment of the global supply chain. ASEAN’s strategy shall consist of the integration of ASEAN and enhancing ASEAN’s economic competitiveness. 

 In moving towards the ASEAN Economic Community, ASEAN has agreed on the following:

· Institute new mechanisms and measures to strengthen the implementation of its existing economic initiatives including the ASEAN Free Trade Area (AFTA), ASEAN Framework Agreement on Services (AFAS) and ASEAN Investment Area (AIA);

· Accelerate regional integration in the following priority sectors by 2010: air travel, agro-based products, automotives, e-commerce, electronics, fisheries, healthcare, rubber-based products, textiles and apparels, tourism, and wood-based products.

· Facilitate movement of business persons, skilled labour and talents; and 

· Strengthen the institutional mechanisms of ASEAN, including the improvement of the existing ASEAN Dispute Settlement Mechanism to ensure expeditious and legally binding resolution of any economic disputes. 

Launched in 1992, the ASEAN Free Trade Area (AFTA) is now in place.  It aims to promote the region’s competitive advantage as a single production unit.  The elimination of tariff and non-tariff barriers among Member Countries is expected to promote greater economic efficiency, productivity, and competitiveness.  

 

As of 1 January 2005, tariffs on almost 99 percent of the products in the Inclusion List of the ASEAN-6 (Brunei Darussalam, Indonesia, Malaysia, the Philippines, Singapore, and Thailand) have been reduced to no more than 5 percent.  More than 60 percent of these products have zero tariffs.  The average tariff for ASEAN-6 has been brought down from more than 12 percent when AFTA started to 2 percent today.  For the newer Member Countries, namely, Cambodia, Lao PDR, Myanmar, and Viet Nam (CLMV), tariffs on about 81 percent of their Inclusion List have been brought down to within the 0-5 percent range.

 

Other major integration-related economic activities of ASEAN include the following:

· Roadmap for Financial and Monetary Integration of ASEAN in four areas, namely, capital market development, capital account liberalization, liberalization of financial services and currency cooperation;

· Trans-ASEAN transportation network consisting of major inter-state highway and railway networks, including the Singapore to Kunming Rail-Link, principal ports, and 

· Sea lanes for maritime traffic, inland waterway transport, and major civil aviation links;

· Roadmap for Integration of Air Travel Sector;

· Interoperability and interconnectivity of national telecommunications equipment and services, including the ASEAN Telecommunications Regulators Council Sectoral Mutual Recognition Arrangement (ATRC-MRA) on Conformity Assessment for Telecommunications Equipment;

· Trans-ASEAN energy networks, which consist of the ASEAN Power Grid and the Trans-ASEAN Gas Pipeline Projects;

· Initiative for ASEAN Integration (IAI) focusing on infrastructure, human resource development, information and communications technology, and regional economic integration primarily in the CLMV countries;

· Visit ASEAN Campaign and the private sector-led ASEAN Hip-Hop Pass to promote intra-ASEAN tourism; and 

· Agreement on the ASEAN Food Security Reserve.

ASEAN Socio-Cultural Community

 The ASEAN Socio-Cultural Community, in consonance with the goal set by ASEAN Vision 2020, envisages a Southeast Asia bonded together in partnership as a community of caring societies and founded on a common regional identity.

 

The Community shall foster cooperation in social development aimed at raising the standard of living of disadvantaged groups and the rural population, and shall seek the active involvement of all sectors of society, in particular women, youth, and local communities.

 

ASEAN shall ensure that its work force shall be prepared for, and benefit from, economic integration by investing more resources for basic and higher education, training, science and technology development, job creation, and social protection. 

ASEAN shall further intensify cooperation in the area of public health, including in the prevention and control of infectious and communicable diseases.

 

The development and enhancement of human resources is a key strategy for employment generation, alleviating poverty and socio-economic disparities, and ensuring economic growth with equity. 

 

Among the on-going activities of ASEAN in this area include the following:

· ASEAN Work Programme for Social Welfare, Family, and Population; 

· ASEAN Work Programme on HIV/AIDS; 

· ASEAN Work Programme on Community-Based Care for the Elderly; 

· ASEAN Occupational Safety and Health Network; 

· ASEAN Work Programme on Preparing ASEAN Youth for Sustainable Employment and Other Challenges of Globalization; 

· ASEAN University Network (AUN) promoting collaboration among seventeen member universities ASEAN; 

· ASEAN Students Exchange Programme, Youth Cultural Forum, and the ASEAN Young Speakers Forum; 

· The Annual ASEAN Culture Week, ASEAN Youth Camp and ASEAN Quiz; 

· ASEAN Media Exchange Programme; and 

· Framework for Environmentally Sustainable Cities (ESC) and ASEAN Agreement on Transboundary Haze Pollution.

EXTERNAL RELATIONS:

The ASEAN Vision 2020 affirmed an outward-looking ASEAN playing a pivotal role in the international community and advancing ASEAN’s common interests. 

 

Building on the Joint Statement on East Asia Cooperation of 1999, cooperation between the Southeast and Northeast Asian countries has accelerated with the holding of an annual summit among the leaders of ASEAN, China, Japan, and the Republic of Korea (ROK) within the ASEAN Plus Three process.  

 

ASEAN Plus Three relations continue to expand and deepen in the areas of security dialogue and cooperation, transnational crime, trade and investment, environment, finance and monetary, agriculture and forestry, energy, tourism, health, labour, culture and the arts, science and technology, information and communication technology, social welfare and development, youth, and rural development and poverty eradication. 

There are now thirteen ministerial-level meetings under the ASEAN Plus Three process. 

 

Bilateral trading arrangements have been or are being forged between ASEAN Member Countries and China, Japan, and the ROK. These arrangements will serve as the building blocks of an East Asian Free Trade Area as a long-term goal.

 

ASEAN continues to develop cooperative relations with its Dialogue Partners, namely, Australia, Canada, China, the European Union, India, Japan, the ROK, New Zealand, the Russian Federation, the United States of America, and the United Nations Development Programme.  ASEAN also promotes cooperation with Pakistan in some areas of mutual interest.

 

Consistent with its resolve to enhance cooperation with other developing regions, ASEAN maintains contact with other inter-governmental organizations, namely, the Economic Cooperation Organization, the Gulf Cooperation Council, the Rio Group, the South Asian 

Association for Regional Cooperation, the South Pacific Forum, and through the recently established Asian-African Sub-Regional Organization Conference.

 

Most ASEAN Member Countries also participate actively in the activities of the Asia-Pacific Economic Cooperation (APEC), the Asia-Europe Meeting (ASEM), and the East Asia-Latin America Forum (EALAF). 

Structure and Mechanisms:

The highest decision-making organ of ASEAN is the Meeting of the ASEAN Heads of State and Government.  The ASEAN Summit is convened every year.  The ASEAN Ministerial Meeting (Foreign Ministers) is held annually.   

 

Ministerial meetings on the following sectors are also held regularly: agriculture and forestry, economics (trade), energy, environment, finance, health, information, investment, labour, law, regional haze, rural development and poverty alleviation, science and technology, social welfare, telecommunications, transnational crime, transportation, tourism, youth.  Supporting these ministerial bodies are committees of senior officials, technical working groups and task forces. 

 

To support the conduct of ASEAN’s external relations, ASEAN has established committees composed of heads of diplomatic missions in the following capitals: Beijing, Berlin, Brussels, Canberra, Geneva, Islamabad, London, Moscow, New Delhi, New York, Ottawa, Paris, Riyadh, Seoul, Tokyo, Washington D.C. and Wellington.
 


The Secretary-General of ASEAN is appointed on merit and accorded ministerial status.  The Secretary-General of ASEAN, who has a five-year term, is mandated to initiate, advise, coordinate, and implement ASEAN activities.  The members of the professional staff of the ASEAN Secretariat are appointed on the principle of open recruitment and region-wide competition.

 

ASEAN has several specialized bodies and arrangements promoting inter-governmental cooperation in various fields including the following: ASEAN Agricultural Development Planning Centre, ASEAN-EC Management Centre, ASEAN Centre for Energy, ASEAN Earthquake Information Centre, ASEAN Foundation, ASEAN Poultry Research and Training 

Centre, ASEAN Regional Centre for Biodiversity Conservation, ASEAN Rural Youth Development Centre, ASEAN Specialized Meteorological Centre, ASEAN Timber 

Technology Centre, ASEAN Tourism Information Centre, and the ASEAN University Network.

 

In addition, ASEAN promotes dialogue and consultations with professional and business organizations with related aims and purposes, such as the ASEAN-Chambers of Commerce and Industry, ASEAN Business Forum, ASEAN Tourism Association, ASEAN Council on Petroleum, ASEAN Ports Association, Federation of ASEAN Ship owners, ASEAN Confederation of Employers, ASEAN Fisheries Federation, ASEAN Vegetable Oils Club, ASEAN Intellectual Property Association, and the ASEAN-Institutes for Strategic and International Studies.  

Furthermore, there are 58 Non-Governmental Organizations (NGOs), which have formal affiliations with ASEAN. 

Protocol on Dispute Settlement Mechanism (DSM)

The Governments of Brunei Darussalam, the Republic of Indonesia, Malaysia, the Republic of the Philippines, the Republic of Singapore, the Kingdom of Thailand and the Socialist Republic of Vietnam, Member States of the Association of South East Asian Nations (ASEAN); 

There are 12 articles of ASEAN in DSM as given below:

ARTICLE 1(Coverage and Application)

1. The rules and procedures of this Protocol shall apply to disputes brought pursuant to the consultation and dispute settlement provisions of the Agreement as well as the agreements listed in Appendix 1 and future ASEAN economic agreements (the "covered agreements"). 

2. The rules and procedures of this Protocol shall apply subject to such special or additional rules and procedures on dispute settlement contained in the covered agreements. To the extent that there is a difference between the rules and procedures of this Protocol and the special or additional rules and procedures in the covered agreements, the special or additional rules and procedures shall prevail. 

3. The provisions of this Protocol are without prejudice to the rights of Member States to seek recourse to other for the settlement of disputes involving other Member States. 

      A Member State involved in a dispute can resort to other for a at any stage before the Senior Economic Officials Meeting ("SEOM") has made a ruling on the panel report. 
ARTICLE 2 (Consultations)

1. Member States shall accord adequate opportunity for consultations regarding any representations made by other Member States with respect to any matter affecting the implementation, interpretation or application of the Agreement or any covered agreement. Any differences shall, as far as possible, be settled amicably between the Member States. 

2. Member States which consider that any benefit accruing to them directly or indirectly, under the Agreement or any covered agreement is being nullified or impaired, or that the attainment of any objective of the Agreement or any covered agreement is being impeded as a result of failure of another Member State to carry out its obligations under the Agreement or any covered agreement, or the existence of any other situation may, with a view to achieving satisfactory settlement of the matter, make representations or proposals to the other Member State concerned, which shall give due consideration to the representations or proposals made to it. 

3. If a request for consultations is made, the Member State to which the request is made shall reply to the request within ten (10) days after the date of its receipt and shall enter into consultations within a period of no more than thirty (30) days after the date of receipt of the request, with a view to reaching a mutually satisfactory solution. 
ARTICLE 3 (Good Offices, Conciliation or Mediation)
1. Member States, which are parties to a dispute, may at any time agree to good offices, conciliation or mediation. They may begin at any time and be terminated at any time. Once procedures for good offices, conciliation or mediation are terminated, a complaining party may then proceed to raise the matter to SEOM. 

2. If the parties to a dispute agree, procedures for good offices, conciliation or mediation may continue while the dispute proceeds. 
ARTICLE 4 (Senior Economic Officials Meeting)

1. If the consultations fail to settle a dispute within sixty days after the date of receipt of the request for consultations, the matter shall be raised to the SEOM.

2. The SEOM shall: 

a) Establish a panel; or 

b) Where applicable, raise the matter to the special body in charge of the special or additional rules and procedures for its consideration. 

3. Notwithstanding Article 4 paragraph 2, if the SEOM considers it desirable to do so in a particular case, it may decide to deal with the dispute to achieve an amicable settlement without appointing a panel. This step shall be taken without any extension of the thirty-day period in Article 5 paragraph 2. 
ARTICLE 5 (Establishment of Panel)
1. The function of the panel is to make an objective assessment of the dispute before it, including an examination of the facts of the case and the applicability of and conformity with the sections of the Agreement or any covered agreement, and make such other findings as will assist the SEOM in making the rulings provided for under the Agreement or any covered agreement. 

2. The SEOM shall establish a panel no later than thirty days after the date on which the dispute has been raised to it. 

3. The SEOM shall make the final determination of the size, composition and terms of reference of the panel. 

ARTICLE 6 (Function of the Panel)

1. The panel shall, apart from the matters covered in Appendix 2, regulate its own procedures in relation to the rights of parties to be heard and its deliberations. 

2. The panel shall submit its findings to the SEOM within sixty days of its formation. In exceptional cases, the panel may take an additional ten (10) days to submit its findings to SEOM. Within this time period, the panel shall accord adequate opportunity to the parties to the dispute to review the report before submission. 

3. The panel shall have the right to seek information and technical advice from any individual or body, which it deems appropriate. A Member State should respond promptly and fully to any request by a panel for such information as the panel considers necessary and appropriate. 

4. Panel deliberations shall be confidential. The reports of panels shall be drafted without the presence of the parties to the dispute in the light of the information provided and the statements made. 

ARTICLE 7 (Treatment of Panel Result)

The SEOM shall consider the report of the panel in its deliberations and make a ruling on the dispute within thirty days from the submission of the report by the panel. 

In exceptional cases, SEOM may take an additional ten (10) days to make a ruling on the dispute. SEOM representatives from Member States, which are parties to a dispute, can be present during the process of deliberation but shall not participate in the ruling of SEOM. SEOM shall make a ruling based on simple majority. 
ARTICLE 8 (Appeal)

1. Member States, who are parties to the dispute, may appeal the ruling by the SEOM to the ASEAN Economic Ministers ("AEM") within thirty days of the ruling. 

2. The AEM shall make a decision within thirty days of the appeal. In exceptional cases, AEM may take an additional ten (10) days to make a decision on the dispute. Economic Ministers from Member States, which are parties to a dispute, can be present during the process of deliberation but shall not participate in the decision of AEM. AEM shall make a decision based on simple majority. The decision of the AEM on the appeal shall be final and binding on all parties to the dispute. 

3. Since prompt compliance with the rulings of the SEOM or decisions of the AEM is essential in order to ensure effective resolution of disputes, Member States who are parties to the dispute shall comply with the ruling or decision, as the case may be, within a reasonable time period. The reasonable period of time shall be a period of time mutually agreed to by the parties to the dispute but under no circumstances should it exceed thirty days from the SEOM's ruling or in the event of an appeal thirty days from the AEM's decision. The Member States concerned shall provide the SEOM or the AEM, as the case may be, with a status report in writing of their progress in the implementation of the ruling or decision.

ARTICLE 9 (Compensation and the Suspension of Concessions)

1. If the Member State concerned fails to bring the measure found to be inconsistent with the Agreement or any covered agreement into compliance therewith or otherwise comply with SEOM's rulings or AEM's decisions within the reasonable period of time, such Member State shall, if so requested, and no later than the expiry of the reasonable period of time, enter into negotiations with any party having invoked the dispute settlement procedures, with a view to developing mutually acceptable compensation. If no satisfactory compensation has been agreed within 20 days after the date of expiry of the reasonable period of time, any party having invoked the dispute settlement procedures may request authorization from the AEM to 

suspend the application to the Member State concerned of concessions or other obligations under the Agreement or any covered agreements. 

2. However, neither compensation nor the suspension of concessions or other obligations is preferred to full implementation of a recommendation to bring a measure into conformity with the Agreement or any covered agreements. 
ARTICLE 10 (Maximum Time-Frame)

Member States agree that the total period for the disposal of a dispute pursuant to Articles 2, 4, 5, 6, 7, 8 and 9 of this Protocol shall not exceed two hundred and ninety (290) days.
ARTICLE 11 (Responsibilities of the Secretariat)

1. The ASEAN Secretariat shall have the responsibility of assisting the panels, especially on the historical and procedural aspects of the matters dealt with, and of providing secretarial and technical support. 

2. The ASEAN Secretariat shall have the responsibility of monitoring and maintaining under surveillance the implementation of the SEOM's ruling and AEM's decision as the case may be. 

3. The ASEAN Secretariat may offer good offices, conciliation or mediation with the view to assisting Members to settle a dispute. 

ARTICLE 12 (Final Provisions)

1. This Protocol shall be deposited with the Secretary-General of ASEAN who shall promptly furnish a certified copy thereof to each Member State. 

2. This Protocol shall enter into force upon the deposit of instruments of ratification or acceptance by all signatory governments with the Secretary-General of ASEAN. 

CASE STUDY: Thailand’s experience in WTO Dispute Settlement System
The Dispute

European Communities-Export Subsidies on Sugar

THE SUGAR CASE

The “sugar case” was a landmark case brought by Australia, Brazil and Thailand against the European Communities (EC) alleging violation of the export subsidy disciplines of the WTO Agreement on Agriculture, claiming in particular that the EC subsidization of its sugar exports was inconsistent with its budgetary outlay reduction commitment, and that there was cross-subsidization under the EC sugar regime.

This case received a lot of attention worldwide since it had significant impact on the interpretation of WTO Members’ subsidy reduction commitments as envisaged in the Agreement on Agriculture. Additionally, there were 25 third parties in the case altogether3. Some of these had called upon the complainants, Australia, Brazil and Thailand, to withdraw their requests for the establishment of a panel, even though they were exercising their legitimate right to use the dispute settlement system of the WTO after they had “exercise[d] [their] judgment as to whether action under these procedures would be fruitful.”

Background to the Sugar Case
On June 19, 2001, the EC issued Council Regulation (EC) No.1260/2001 on the common organization of the market in the sugar sector. Pursuant to this regulation, the EC sugar regime provided for 2 categories of production quotas - A and B quotas. Sugar produced in excess of A and B sugar was called C sugar and could only be sold for export. Australia, Brazil and Thailand argued that this exported C sugar was subsidized; specifically, that EC producers of C sugar were able to sell C sugar on the world market at below the total average cost of production through cross subsidization from quota sugar profits, and because the EC 

Exceeded its export subsidy reduction commitments. They also argued that imported raw sugar from the African, Caribbean and Pacific (ACP) countries and India ("ACP/India equivalent sugar"), was subsidized as it was refined, treated as EC production surplus, and re-exported in C sugar exports.

In its claim before the WTO, Australia, with Brazil and Thailand, alleged that the EC violated its obligations under the Agreement on Agriculture and the Agreement on Subsidies and Countervailing Measures (SCM Agreement), as it failed to apply the required WTO limits to its C sugar and ACP/India equivalent sugar as specified in Part IV on Agricultural Products of the EC Schedule. The complainants asked the panel to rule that the EC bring its measures in conformity with its obligations and that the export subsidies be withdrawn in 90 days. The panel found that the EC, in violation of the WTO Agreement on Agriculture, subsidized its sugar exports beyond the level notified in its commitment schedule and that this nullified or impaired benefits accruing to them. The Panel found that 2.7 million tonnes of exported EC "C" sugar was cross subsidized by the high guaranteed prices paid for A and B sugar. The panel also held that an additional 1.6 million tonnes of refined sugar, which the EC exported to the world market, corresponded to the amount of raw sugar it imported from India and the ACP countries. However, the Panel did not rule on the claim that the EC granted export subsidies prohibited under the SCM Agreement.

The Appellate Body report confirmed the major findings of the panel, however, it was disappointing that the panel exercised judicial economy and did not rule on the SCM Agreement claims. The SCM agreement prohibits subsidies contingent on export performance or the use of domestic over imported goods. In the WTO, there is an advantage where a panel fined that a measure is a prohibited subsidy under the SCM Agreement. The prohibited subsidy must be withdrawn 'without delay' and the panel ruling on the measure must specify the time period within which the measure must be withdrawn. Even though the Appellate Body disagreed with the panel on its use of judicial economy, it recognized that there were insufficient facts to rule on the SCM claims itself.

During the period of 2001 – 2004, Thailand was involved, as complainant or third party, in 8 cases, including a dispute invoking the principles under Article 5 of the DSU.10 During the first 3-year period, from 1995 onwards, there were only 4 cases and there was only 1 case during the next consecutive 3-year period. So far, only a few government officials have gained experiences with the WTO dispute settlement mechanism. 

Up to the present, the Thai WTO Mission remains under-staffed because the Ministry of Foreign Affairs has not been able to afford the secondment of more than one international lawyer to work at the Thai WTO Mission at a time.

By and large, the Thai WTO Mission handled all substantive aspects of the sugar case, with the support of economic data and assessment from capital and performs all coordinative functions with other WTO Members having the same interests in a particular dispute. In the sugar case, where Australia and Brazil were co-complainants, representatives of the Thai WTO Mission met from time to time with their counterparts namely the EC, as well as the co-complainants.

 Irrespective of whether Thailand had engaged a law firm with office or residence in          Geneva or elsewhere, the Thai WTO Mission would have served as the focal coordination point.

Communication with capital and the legal counsel who worked for Thailand on the sugar case became part of the routine work for the in-house lawyer at the Thai WTO Mission. Although Thailand took advantage of new communication technologies, it was often difficult corresponding with Capital because of the time difference between Bangkok and Geneva.

 A major challenge for Thailand is to ensure that there are a sufficient number of officials, both in Geneva and in capital, handling WTO matters, particularly DSU issues, and that such officials have experience in the multilateral trading system. 

It is not an exaggeration to indicate that it will require a tremendous effort to improve the situation, which today is no better than it was when the WTO was established in 1995. 

Nonetheless, the approach of having officials from several government agencies to work for the Thai WTO Mission has proven very effective in the sense that it has served the purpose of mobilizing officials to work on an agenda-based objective, so that the Ministry of Commerce need not recruit new officials to deal with certain issues under the WTO when such officials are available from government agencies.

Concluding Remarks

Thailand gained a lot of experience in the sugar case. Both the public and private sectors learnt how important the preparatory work (travaux preparatoires) of the legal texts of the WTO Agreement and its Annexes is in interpreting the Agreements.

 Thailand also witnessed the way in which all the co-complainants, and third parties, prepared themselves for the legal proceedings.

Comprehensive understanding of the legal texts of the WTO Agreement and its Annexes may be possible if technical assistance from developed countries is provided on a regular and continuous basis. Contributions, either in cash or in kind, from donor countries are key to a better understanding. To that end, developing countries should be mindful of the need to take part in the formulation of a human resource development (HRD) course so that such courses meet the needs of the respective developing countries and their appropriate level of development.

 Experience in the WTO dispute settlement mechanism cannot be gained or had over night. Capacity building, of which developing countries are badly in need of and have called for repeatedly, is no exception. This is subject to many factors i.e. qualified trainers,

And sufficient funds to cover expenses to ensure that developing countries are fully aware of their rights and how to exercise such rights for their own benefit.
Future of ASEAN

The immediate challenge to ASEAN now is to keep a close lid on the public anger in those ASEAN members that oppose the war on Iraq and guard against exploitation by some extremists who would take advantage of the situation to instigate anti-US/UK feelings and radicalize the moderate Muslims in our region.  All ASEAN members know that this is not a war on Islam.

In the longer-term, how successful ASEAN can be depends on how well the Association meets the following major challenges:

· Bridging the development gap in ASEAN, enabling the four new ASEAN members to catch up with the rest and join them in advancing the Association into a more meaningful and more prosperous economic community.

· Creating conducive economic and political climate for free movement of creative and talented people who can bring to ASEAN the technological and value-added edge.

· Managing ASEAN’s external economic linkages to enhance the competitiveness of ASEAN as a regional production and tourist destination, as well as to enhance the competitive edge of individual ASEAN members to trade, innovate, and attract investors and tourists.

· Resolving bilateral differences and tensions in a predictable and systematic way to remove and prevent misunderstanding and ill-feelings between neighbours in our region.

· Intensifying the presence and voice of the moderate forces, especially those with religious influence, so that radical elements do not turn the multi-racial and multi-religious characteristics of ASEAN into anti-establishment advantage.

Conclusion:

Regional trade blocs resume its rapid growth despite the uncertain global economic outlook and emerge as the center of gravity in the world economy. Regional trade liberalization accompanied by freer movements of investment, technology and skills among the countries would generate substantial efficiency gains by enabling the participants to exploit their complementarities to mutual advantage. Furthermore, regional Keynesianism based on cooperation in finance and monetary policy has the potential to help the region recover hundreds of billions of dollars of potential output lost due to underutilization of capacity and pull the major economies.

Countries are poor primarily because their human resources are uneducated, poorly nourished and underemployed. To complicate the problem, population growth in poor countries is far greater than the rest of the world. These countries have poor infrastructures and frequently are governed by unsophisticated and corrupt leaders. The modern efforts of the Regional trade blocs, World Bank and the WTO unquestionably seek to change this cycle and create conditions where human resources are far better utilized and internal "markets" develop. There has been substantial progress in certain countries. Even at very low wages, the introduction of industry and an infrastructure in these countries have employed human resources far more productively. Some economists believe that developing countries need to rely on protective trade barriers in order to develop industry. 
Regional trade blocs helps the poor countries protect against getting directly exposed to the culture of globalization. That does not mean that globalization is bad. But in the initial stages the poor countries do not have a better purchasing power or negotiating power they have to adhere to certain extent according to the whims and fancies of stronger economies. Even USA had got the benefit of regional trade bloc in the nineteenth century, before now emerging as a strongest economy. When some of the developing or less developed countries come together they have a better negotiating power they ensure that they are not exploited and these regional blocs help them attain the same.

Every country is endowed with different natural resources and capacities. Not all resources can be fully utilized by any of the nations. And the resources have to be shared amongst them to attain the desired development. 

So by forming these trade blocs it is possible for the developing and under-developed nations to get the required support of all the developed nations and thereby attaining a state of global equilibrium.

Relevance of regional trade block is limited not only to trade. The increasing international pressure to combat terrorism and resolve regional conflicts and regional security concerns have contributed to making regionalism not an option, but a necessity especially, among developing countries with a burgeoning growth potential. When it comes to security & terrorism, regional blocs like SAARC can be a better & effective tool to fight it.

When you think about those underprivileged people, when you think about those who are not able to explore their potential, when you think about competition, when you think about powerful economy, when you think about global equilibrium… think about REGIONAL TRADE BLOCS.
 At the end we would like to conclude by saying that keeping Globalization in mind the whole one day is going to become one big trade bloc where:-

“Country no bar,

Borders no bar,

Race no bar,

Currency no bar,

Only trade bar bar – lagataar.”
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Interesting Facts:





Perfect free trade means removing all barriers to trade between countries. This would include: removing all quotas on goods coming into a country, scrapping all taxes on goods coming into a country, eliminating all forms of government support to industries and farmers. No country has ever gone to quite this extreme but ‘free trade policies’ are those which move a country in this direction.








Fact File:





Location: Geneva, Switzerland�Established: 1 January 1995�Created by: Uruguay Round negotiations (1986-94)   �Membership: 148 countries (on 13 October 2004)�Budget: 169 million Swiss francs for 2005�Secretariat staff: 630�Head: Pascal Lamy (Director-General) 


Functions:�• Administering WTO trade agreements�• Forum for trade negotiations�• Handling trade disputes�• Monitoring national trade policies�• Technical assistance and training for developing countries�• Cooperation with other international organizations 
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