
ATRADING BLOC is an
iarrangement among a group

of nations to allow free trade
between member countries but
impose tariffs (charges) on other
countries that may wish to trade
with them. The European Union
(EU) is an excellent example of a
trading bloc. Many trading blocs
were established after the
Second World War as countries
used political ties to further
their economic development.
Today, you will find trading
blocs located around the world
(Figure 1).

Within a trading bloc, member
countries have free access to each
others’ markets. Thus in the EU,
the UK has access to Spanish
markets, German markets, and so
on. At the same time, Spain,
Germany and the other countries
in the EU have access to Britain’s
market. Being a member of a
trading bloc is important as it
allows greater access to a larger
market – in the case of the EU
this amounts to over 370 million
wealthy consumers.

Some critics believe that trading
blocs are unfair because they
deny access to non-members.
Thus, for example, countries
from the developing world have
more limited access to the rich
markets of Europe. This makes it
harder for them to trade, and to
develop. In order to limit the
influence of trading blocs, the
World Trade Organisation has
tried to promote free trade. This
would allow equal access to all
producers to all markets.

The main trading blocs
There are a number of regionally
based trading blocs (Figure 2).

The rest of this unit looks at
some examples of trading blocs.

The European Union
‘In 1957 the heads of state of
the six founder members of the
European Economic
Community determined to lay
the foundations of an ever
closer union among the peoples
of Europe, resolved to ensure
that economic and social
progress of their countries by
common action to eliminate the
barriers which divide Europe,
affirming as the essential object
of their efforts the constant

improvement of the living and
working conditions of their
people’.

The opening of the Treaty establishing the EEC,
1957

After the Second World War,
Europe was divided between the
US-backed western Europe and
the Soviet-influenced eastern and
central Europe. This remained
the case until the break-up of the
Former Soviet Union (FSU) in
1991 and the withdrawal of
Soviet troops from central
Europe. Europe could still, in the
1990s, be divided into the
countries of the EU and EFTA
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Figure 1: World trading blocs

Figure 2: Some regional trading blocs

Trading bloc Number of member countries

European Union (EU) 15
European Free Trade Association (EFTA) 5
North American Free Trade Agreement (NAFTA) 3
Latin America (MERCOSUR) 4

(ANDEAN) 5
Association of South East Asian Nations (ASEAN) 7
Central American Common Market (CACM) 5
Caribbean Community (CARICOM) 14
The Arab League 20
Economic Community of West Africa (ECOWAS) 16
Southern African Development Community (SADC) 11
Asia-Pacific Economic Cooperation (APEC) 15



(European Free Trade
Association) and those of central
Europe (Figure 3).

Europe has a population of over
500 million people – about 9% of
the world’s total – living on
about 4% of the world’s land
area (Figure 4). One of the main
reasons for creating the EU was
that trade had grown enormously
since 1945. However, plans to
increase the number of countries
in the EU and to extend into
central and eastern Europe are no
longer based on trade alone but
increasingly on political grounds.
The chances of conflict in an
expanded EU are much less than
if the same countries are outside
the EU. Increasing the size of the
EU could bring some measure of
political stability to the fragile

economies of central and eastern
Europe. Among the conditions
for membership are:
• a location in Europe

• a democratic government (that is,
elected by the country’s people)

• a market-based economy focusing
on the import and export of goods.

The most likely countries to join
the EU in the future are Poland,
the Czech Republic, Hungary,
Malta and Cyprus. However,
these countries have standards of
living that are below the EU’s
poorest countries at present, and
could therefore be a major drain
on resources.

The UK in North America?
The Conservative leader, Iain
Duncan Smith, favours closer
links with North America. The
idea of closer ties with NAFTA
has some attractions. However,
Britain cannot join another
trading bloc, because it already
belongs to the European Union.
Under the EU’s founding treaty,
members give up the right to
negotiate separate trading
arrangements with the rest of the
world. If Britain wanted to join
NAFTA, it would either have to
negotiate an amendment to the
Treaty of Rome, or leave the
European Union completely.

Some Eurosceptics (people who
are against greater European

economic and political unity)
argue that NAFTA is a better
arrangement than the EU because
it has far less regulation. The 15
EU states have not just agreed to
allow goods from other member
countries to enter their borders
without duties or tariffs, but they
have signed up to a host of other
rules – for example on
employment rights, car emissions
and competition issues – to make
the single market work.

Loss of access to European
markets would be a heavy price
to pay. Britain does more than
half of its trade with the
European Union and less than
20% with NAFTA. Outside the
EU, Britain would face high
‘tariff walls’ to reach its European
markets. The advantages of free
access to the NAFTA economies
would not offset the costs of
leaving the EU, because British
goods already face relatively low
entry barriers across the Atlantic.
Two-thirds of British exports to
NAFTA countries are already
tariff-free. Because trade between
the UK and the North American
countries is subject to relatively
low tariffs, elimination of these
tariffs would have minimal
effects. Moreover, leaving the
European Union would damage
Britain’s position with foreign
investors.

The other side of the coin is that
senior American politicians want
Britain to be part of the
European Union, to offset the
influence of Germany and
France. At every opportunity, the
USA has pushed Britain towards
closer integration with Europe.

According to Gordon Brown, the
UK’s Chancellor of the
Exchequer (responsible for the
country’s Treasury), Britain has a
pivotal role to play in bringing
the world’s two biggest trading
blocs closer together. Closer
trading relations could be as
‘important to our long-term
economic strength as NATO has
been and still is for the cause of
peace’, he said. Mr Brown has
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Figure 3: The EU and EFTA

Country Population (millions)

Germany 81.1
UK 58.0
Italy 57.8
France 57.7
Spain 39.1
Netherlands 15.2
Greece 10.5
Belgium 10.1
Portugal 9.8
Sweden 8.7
Austria 7.9
Denmark 5.2
Finland 5.1
Ireland 3.6
Luxembourg 0.4

Figure 4: Member countries of the
EU and their population
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argued that Britain can have the
best of both worlds. It can use its
close ties to the USA to promote
the removal of the remaining
trade barriers across the Atlantic,
while remaining within the
European single market, which
brings big gains to UK companies
and attracts foreign investors.

NAFTA: the North American
Free Trade Agreement
The North American Free Trade
Agreement (NAFTA) between the
USA, Canada and Mexico was
signed in 1994, creating one of
the largest free trade zones in the
world. It is the first to bring
together countries from both the
developed and the developing
worlds. It is an agreement to
phase-out restrictions on the
movement of goods, services and
capital between the three
countries by the year 2010. Its
aim is to:
• eliminate trade barriers

• promote economic competition

• increase investment opportunities

• improve cooperation between the
USA, Canada and Mexico.

Until 1982 Mexico followed a
policy of industrial development
using government support.
However, financial crises as a
result of overspending in the
1970s and 1980s forced the
Mexican government to seek aid
from the USA, the World Bank
and the International Monetary

Fund. Aid was provided – at a
price: Mexico was forced to
rearrange its economy so that it
was similar to that of the USA.
The government was keen to
agree, partly to receive the aid
and partly in fear of being
ignored by the USA. Mexico
hoped that by joining NAFTA,
economic growth would follow,
employment would increase and
it would take off as a newly
industrialised country (NIC).

However, there has been
opposition to NAFTA. Critics
argue that it will not necessarily
bring economic growth.
Experience in Canada has shown
that:
• many small firms have closed due to

competition with lower-cost US
firms

• many firms left Canada for lower-
cost areas in the USA

• mergers and takeovers have led to
increased unemployment.

With respect to Mexico there
have been some obvious benefits,
but also disadvantages, of being
part of NAFTA:
1 US industries moved to Mexico to

take advantage of its ultra-cheap
labour. However, this has created
unemployment in the USA and
reinforces a low-wage mentality in
Mexico.

2 Up to 15 million farmers are
affected by the removal of subsidies,
decline in communal ownership of
the land and the removal of border

restrictions on trade. The USA and
Canadian grain producers could
dump their surpluses in Mexico,
forcing uncompetitive Mexican
peasants out of agriculture.

3 Membership allows widespread
trading with the USA (Figure 5).

According to NAFTA, Mexico’s
rural areas will become export-
based, with industrial and service
growth replacing agriculture.
However, where there has already
been growth, its value has been
questioned. Along the
US–Mexican border there are
about 2,000 US-owned, labour-
intensive, export-based assembly
plants, employing about 500,000
Mexican labourers. Many of the
workers are children, wages are
low and working conditions
unsafe. Critics argue that Mexico
could be exploited even more as a
huge ultra-cheap labour supply.
Environmentalists also point to
Mexico’s poor record of enforcing
environmental laws. They fear
that Mexico may become a
dumping ground for hazardous
material, and show that Mexico’s
rivers and air are already heavily
polluted. The many opposing
views towards NAFTA can be seen
in Figure 8 on page 4.

SAFTA
The South Asia Free Trade Area
(SAFTA) comprises seven South
Asian countries: Bangladesh,
Bhutan, India, the Maldives,
Nepal, Pakistan, and Sri Lanka.
The aim is that they will cooperate
economically for their mutual
benefit by way of preferential
tariff regimes, but also pave the
way for a common front in
connection with dealing with the
outside world.

Indian Ocean Rim
This group of countries comprises
South Africa, Mozambique,
Tanzania, Kenya, Mauritius,
Madagascar, United Arab
Emirates, Oman, Saudi Arabia,
Pakistan, India, Sri Lanka,
Bangladesh, Thailand, Singapore,
Malaysia, Indonesia and Australia.

Figure 5: Direct trade from Mexico to different parts of the USA
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1  What is a trading bloc?

2  (a)What does each of the
following abbreviations mean:
• EU • NAFTA • SAFTA
• IOR • ASEAN?
(b) Using an atlas, locate on a
world map the SAFTA countries
shown in Figure 6.

3  On a copy of Figure 7, identify
and label all of the IOR countries
mentioned in the text.

4  Using an atlas, compare and
contrast the USA, Canada and
Mexico in terms of:
(a) population characteristics, such
as birth rate and death rate
(b) standards of living (such as PPP
and HDI)
(c) employment characteristics
(percentages in agriculture,
industry and services).

5  Study Figure 1. Which are the
most important trading blocs?
How does this relate to levels of
development?

6  In what ways does NAFTA
differ from other trading blocs
such as the European Union? Why
is this important?

7  Explain why some people are
against NAFTA (Figure 8).

8  Who are likely to be (a) the
main winners and (b) the main
losers as a result of NAFTA?
Explain your answer.

9  Briefly explain how NAFTA
may affect the natural
environment. 

10  In groups, make a list of all
the advantages and
disadvantages that trading blocs
create. Feed back this
information to your classroom
teacher.

11  In the same groups, imagine
you have been given the
responsibility of deciding

whether the UK should:
(a) stay within the EU
(b) join NAFTA
(c) join both
(d) belong to no trading bloc.
Make sure you can explain your
choice(s) and say why you have
rejected the other options.
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Activities

Figure 8: Opposition to NAFTA
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Figure 6: The members of SAFTA
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Figure 7: Countries on the Indian Ocean Rim
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