
Subject Index 

Andean Pact: free trade agreement, 189-90; in 
regional trade bloc analysis, 193-204; 
used to achieve Iiberahzdtion, 209 

Arbitrage: with differentiation in final goods 
prices, 4-5, 156-57 

Armington assumption, 10, 122 
Asia-Pacific Economic Cooperation (APEC): 

free trade area intended for, 261; as free 
trade association, 62; removal of trade 
barriers, 11 6 

(ASEAN): proposed removal of trade bar- 
riers, 116, 190; in regional trade bloc 
analysis, 193-204 

Australia-New Zealand free trade agreement, 
64.233-34 

Association of Southeast Asian Nations 

Canada-U.S. Free Trade Agreement (CUFTA): 
agreements prior to, 61; as prototype, 
84-85; in regional trade bloc analysis, 
192-204; tariff adjustment period, 234 

Comparative advantage: in Heckscher-Ohlin 
theory, 8; influence on trade flows, 60; 
welfare effects model, 132-43, 145-48 

Competition: to build political momentum for 
liberalization, 210-12; monopolistic com- 
petition model, 10-1 1, 99-103, 121-22, 
145-47,230 

Currencies, international: currency-block hy- 
pothesis, 198,200,215; influence on 
smaller currency values, 198, 200. See 
also Exchange rates 

Agreement (CUFTA) 
CUSTA. See Canada-U.S. Free Trade 
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Customs unions: compared to free trade 
agreements, 206; country gains and 
losses under, 7 1; effect on interclub pro- 
tection, 228; under GATT article XXIV, 
228; incentives to protect, 206-7 

Data sources: gravity model of bilateral trade, 
41-42, 94; for law of one price analysis, 
168, 181-82; for regionalization pattern 
analysis, 190, 192-93 

Demand elasticities, regional, 154 

Equilibrium, frictionless trade, 8, 12 
European Coal and Steel Community, 34, 

European Community (EC), 259112; in re- 
60-61 

gional wade bloc analysis, 192-204; West- 
em Europe intraregional trade bias com- 
pared to, 97-98 

European Economic Community (EEC), or 
Common Market, 259112,260; country 
objectives in creating, 71.73; post-World 
War 11 trade initiatives, 49-52; trade liber- 
alization impact, 49-56. See also Euro- 
pean Community (EC); European Union 
(EU) 

free trade agreements among members, 
259-60112; in regional trade bloc analy- 
sis, 192-204; tariff adjustment period un- 
der, 233-34 

European Free Trade Association (ERA): 

European Payments Union (EPU), 34,52, 60 
European Union (EU), 259n2; integration as 

focus of, 260; new members of, 189 
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Exchange rates: analysis of intrabloc bilateral, 
198-204. 221 ; inconsistencies in Ex- 
change Rate Mechanism. 198; model to 
estimate effect of volatility of, 200-204. 
See also Currencies, international 

Exchange rates, nominal: in gravity model of 
bilateral trade, 201; intraregional, 154; 
volatility within and across groups of 
countries, 198-99 

Exchange rates, real: in gravity model of bilat- 
eral trade, 201-4; variability among 
groups of countries, 198-99 

Factor price equalization (FPE), 8-12 
Factors of production: factor price equaliza- 

tion, 8-12: Heckscher-Ohlin theory, 2: 
trade based on factor endowmcnt, 4, 
207-8; welfare effects with different pro- 
portions of, 128-30 

Free trade, global: Pareto optimal, 262; re- 
gional bloc as step toward, 214-15 

Free trade agreements (FTAs): competitive lib- 
eralization, 210-12: customs unions com- 
pared to, 206; under GA7T article XXIV, 
6, 143, 206; incentives to protect, 206-7; 
prior trade pattern, 60; proposed Western 
Hemisphere-wide, 261 : using rules of ori- 
gin in negotiation, 208-9 

Free trade agreements (FTAs), regional: poli- 
tics of multilateral liberalization with, 
207-8; trade-creation and trade-diversion 
effects, 190 

tion, 228; under GATT article XXIV, 228 
Free trade areas: effect on interclub protec- 

Game theory: competitive liberalization, 

General Agreement on Tariffs and Trade 
210-12 

(GATT): Annecy Round (1949), 40,232; 
articleXXIV, 92, 103, 104, 109, 112, 
119, 122, 143,206, 21 I ;  article XXIV in- 
terpretation, 233; article XXIV intraclub 
free trade requirement, 230; article XXIV 
liberalization within an FTA, 6; article 
XXIV phase-outs, 232-33: article XXIV, 
proposal to amend, 212: Dillon Round 
(1961). 52,56,72,232,235; Geneva 
Round ( 1947), 40 ,5  1,232; Kennedy 
Round (1962-67). 72,232,234,256; 
post-World War I1 trade initiatives, 
49-52; reciprocity principle under, 
253-57; regional trade agreements noti- 
fied to, 64-66,227; tariff phase-outs in 

multilateral agreements, 232: Tokyo 
Round (1973-79). 72,232,235.256; Tor- 
quay Round ( I  950), 40,232; trade liberal- 
ization impact, 49-56; Uruguay Round 
(1986-94), 74, I 15, 116,204,232-34, 
2.56 

Generalized System of Preferences (GSP), 
238,251,261116 

Generalized System of Trade Preferences 
(GSTP), 66 

Goods, final: arbitrage opportunities. 157-58; 
cost of, 157: effect of tariffs on prices of, 
157 

Gravity equation: derivation assuming product 
differentiation, 10; function of, 7; with 
monopolistic competition model, 10-1 I : 
specialization in, 22 I ;  specification of 
standard, 9; theoretical foundations, 9-1 2 

Gravity model: to analyze bilateral trade, 2, 
93-94, 268; analyzing historical factors 
in bilatcral trade, 40-55, 57-58; to esti- 
mate effect of regional blocs, 191, 
193-97: estimation of continental trade 
blocs, 95-97; specification, 40: theoreti- 
cal foundations of, 221-22. See also Grav- 
ity equation 

Mexico-United States, 239-40 
Grubel-Lloyd indexes of intraindustry trade, 

Hatanaka’s method, 431113, 47-49 
Heckscher-Ohlin (HO) model: equilibria with 

impcdcd trade, 8; factor endowment dif- 
ferentiation, 2: with frictionless trade, ho- 
mothetic and arbitrary preferences, 8, 
12-16,21,24-25; with impeded trade, 
16-20; interpretations like those of grav- 
ity equation, 2, 7-8. See also Gravity 
model 

Hysteresis in trade, 35, 37 

Integration: as focus of EU, 260,273; objec- 
tives of regional, 256; price effect of in- 
complete market, 156; reciprocal 
agreements in force, 64-66 

Interest groups: manipulation related to re- 
gional trade blocs, 208-9, 224-25; Mexi- 
can and US. ,  252 

Israel-US. Free Trade Agreement, 89 

Law of one price: deviations from, 5 ;  failures 
of, 153, 155-56; with incomplete market 
integration. 156; within regional group- 
ings, 170-72: within regions, 154; related 
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to distance, nominal exchange rate, and 
regional groupings, 174-76; related to 
distance and nominal exchange rate vola- 
tility, 172-74; related to distance and 
trade barriers, 176-78 

Markets: incomplete integration, 156; pricing 
to market, 155 

Mercosur (Mercado Comun del Con0 Sur): as 
customs union, 189; in regional trade 
bloc analysis, 192-204 

MFN. See Most favored nation (MFN) 
Monopolistic competition: deriving gravity 

equation from models of, 10-1 1; model 
of differentiated products, 99-103; model 
of trade under (Krugman), 121-22, 145- 
47,230; theories of trade with, 37 

Most favored nation (MFN): exceptions to 
rule under GATT article XXIV, 143,206, 
211; tariffs related to status of, 255; U.S. 
policy, 259, 261n6 

Nash equilibria: computation of tariff rates, 
75-77,88 

Negotiations: to establish NAFTA, 236; reduc- 
ing worldwide tariff rates through, 
206-7; regional trade agreements, 70-74; 
scarce negotiator resources, 207; tariff re- 
ductions under GATT, 232-33. See also 
Reciprocity 

North American Free Trade Agreement 
(NAFTA): agreements prior to, 61; 
GATT article XXIV issues in, 236; 
locked in Mexican trade reforms, 209; tar- 
iff phase-outs under, 236-47.251-52 

Organization for Economic Cooperation and 
Development (OECD), Code of Liberal- 
ization, 52 

Perroni-Whalley model of world trade and pro- 

Political-economy model of regional blocs, 

Preferences: British system of Common- 

tection, 74-82, 84 

212-15,223-26 

wealth, 36116; in frictionless trade, 12-16, 
24-25, 30; in gravity equation, 221; for 
trade among developing countries, 66 

Preferential arrangements: advantages and dis- 
advantages, 250-51; in multilateral 
framework, 254-56; in postwar period, 
259-60; US.  rejection of, 259 

Preferential trade agreements (PTAs): under 

GATT article XXIV, 122, 143, 233; in- 
trabloc trading, 105; reciprocity in, 235; 
regional, 116-17; US.  policy for, 261 

Prices: deviations from law of one price, 5 ;  
factors influencing sticky, 158-59; inter- 
and intraregional variability, 153-54, 
156; price dispersion with formal trade 
barriers, 176-78; pricing to market in fail- 
ure of law of one price, 155; within a re- 
gion, 159-60. See also Law of one price 

Products: differentiation in derivation of grav- 
ity equation, 10; differentiation in monop- 
olistic competition model, 99-103; in 
NAITA tariff phase-out categories, 
237-47 

Reciprocal Trade Agreements Act (1934), 
United States, 259 

Reciprocity: detecting in PTAs, 235; under 
GATT, 253-57; in US.-Mexican staging 
decisions under NAFTA, 254,256-58 

Regionalization: competitive, 210; current pat- 
tern of, 215; defined, 227n1; extent of, 
109-12, 119; growth of, 66-70; optimal 
degree of, 3 

Regions: with absence of price barriers, 154; 
gravity model of regional bloc effect, 
192-93; law of one price within, 5, 154; 
with same distribution system, 159 

Rules of origin exploitation, 208-9 

South Asian Association for Regional Cooper- 
ation (SAARC), 210 

Tariff reductions: under Kennedy Round, 234; 
time frame for implementation under 
GATT, 232-33; of United States under 
Tokyo Round, 235 

goods in different locations, 157; effect 
on trade (1930s), 39-40; empirical re- 
sults of reform, 234-36; harmonizing, 
242; in monopolistic competition model, 
100-102; Nasb equilibria in, 75-82,86, 
88; nondiscriminatory most-favored- 
nation, 255; phase-outs under GATT ar- 
ticle XXIV, 232-33; reduction under 
GATT agreements, 40, 232-34; U S -  
Mexican phase-outs under NAFTA, 236- 
47,251-52 

Trade: Armington assumption, 10, 122; based 
on imperfect substitution and factor en- 
dowment, 4, 207-8; effect of distance on, 

Tariffs: between-club, 228; effect on prices of 
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Trade (conf.) 
110; effect of regionalized currencies on, 
198-204; HO model with frictionless, 
12-1 6 , 2  I ,  24; HO model with impeded, 
8, 16-20: hysteresis in, 35, 37; lagged as 
predictor of current, 471116 

Trade, bilateral: determinants (1928, 1938), 
42; determinants (1949, 1954, 1964), 
42-45; determinants including lagged 
trade (1949, 1954, 1964), 45-49.58; de- 
terminants with lagged trade and commer- 
cial and monetary initiatives, 52-53; de- 
terminants with lagged trade and other 
initiatives, 49-53, 58-59; European pow- 
ers and former colonies, 52-55; gravity 
model to analyze, 7, 93-94; with imper- 
fect substitution and transport costs, 99- 
103; model of effect of exchange rate vol- 
atility on, 200-204; using CES 
preferences, 10 

Trade, intraregional: bias toward and away 
from, 3.93-97, 117-18, 193-97,220-23; 
openness to extrabloc nations, 193-97; as 
percent of region’s total trade, 93, 268; 
preferential agreements, 105-9 

Trade, regional: effect on domestic policy, 
71-72; intraregional trade within, 93 

Trade agreements, regional: country objec- 
tives, 71-82, 84; differences in, 63-64, 
66-70; effect of prior trade on, 60; 
Perroni-Whalley model of world trade 
and protection, 76; postwar development 
of (1947-95). 66-70; precursors of, 60- 
62. See also Frce trade agreements 
(FTAs); Preferential trade agreements 
(PTAs) 

Trade barriers: APEC and ASEAN agreements 
to remove, 116; frictionless trade without, 
8; under GATT article XXIV, 92, 116; im- 
peded trade, 16-20 

Trade blocs: with competitive regionalization, 
210-11; de facto and de jure. 191; esti- 
mating effects on trade pattern, 191; mar- 
ket power and protection incentives, 
205-7; welfare effects of continental, 
103-9 

Trade blocs, regional: in game of competitive 
liberalization, 210-12; under GATT ar- 
ticle XXIV, 92; implications for multilat- 
eral trade liberalization, 205-1 2; natural, 
unnatural, and supernatural, 93, 104-9, 
1 15, 11 8-1 9; political-economy model, 

2 12-1 5,223-26; in promotion of trade 
liberalization, 212-15 

Trade flows: effect of 1930s protectionism, 
39-40,43; effect of World Wars I and 11, 
38-40; explained by gravity equation, 9- 
10, 33-34; with frictionless trade, 8; HO 
model with impeded trade, 8,20; influ- 
ence of comparative advantage on, 60; in- 
fluence of past patterns on current, 
35-40; lagged effects, 3; under MFN tar- 
iffs, 255 

Trade liberalization: competitive, 210-12; im- 
pact of EEC and GATT initiatives, 
49-52; model of regional trade bloc 
effect on, 212-15; political implica- 
tions for multilateral and regional, 115, 
205-12,223-26; pre-NAFTA in 
Mexico, 252 

Frankel and Wei, 190; Haveman, 145-47, 
205; Krugman (1991a), 3-4, 92. 103, 

man (1991b), 3,92.94, 110n21, 116, 
121, 141, 1431120, 146,206, 230; Spilim- 
bergo and Stein, 146-48 

19 1-92; factors influencing, 37-40; intra- 
regional bias in, 3,93-97, 117-18, 193- 
97, 220-23; persistence of historical, 45- 
4 7 , 5 9 4 0  

Trade patterns, bilateral: currency link analy- 
sis, 198; gravity equation to describe, 7-9 

Trade policy: implications of intervention, 
255; political economy of, 262n10; theo- 
retical work on reform of, 229-3 1 

Trade protection: incentive to protect, 205-7, 
211; levels in Mexico, 238; by manipulat- 
ing rules of origin, 208-9 

Trade models: Deardorff and Stem, 145-46; 

105, 116, 121, 145, 190,205,230; Krug- 

Trade patterns: effect of regional blocs on, 

Trans-Atlantic Free Trade Area (TAFTA), 262 
Transport costs: intercontinental, 4, 104, 

109-1 2; intrabloc preferential trading, 
107-8; intracontinental, 104-9; in monop- 
olistic competition model, 100-102; rela- 
tion to welfare effects of free trade, 
104-5; Samuelson’s iceberg type, 18, 
100, 118, 131, 157-58; shipping goods 
between locations, 156 

Treaty of Rome, 60-61 

United States: acceptance of PTAs, 261; free 
trade arrangements of, 261 ; MFN policy 
of, 259 
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Welfare effects: continental trade blocs, 
103-9; implications of trade agreements, 
102-3; of intrabloc preference, 105-9; of 
trade agreements, 132-44 

Welfare effects model, world trade regionaliza- 
tion: closed economy, 123-26; different 
factor proportions, 128-30; with dif- 
fering trade arrangements, 132-34; prod- 
uct variety and comparative advantage 
motives, 132-43, 145-48; relative prices, 
130-31; tariffs allowed, 126-28; with 
transport costs, I3 1-32 

Western Hemisphere Free Trade Association, 

World trade and protection model: Nash equi- 

World Trade Organization (WTO): establish- 

proposed, 261 

libria in tariff rates, 75-82, 84 

ment (19951, 227; on intraclub reform, 
228. See also General Agreement on Tar- 
iffs and Trade (GATT) 

World Wars I and 11: effect on European trade, 
38-40 




