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The EU's Generalised System of Preferences 
(GSP) aims to promote development in third 
countries by fostering their exports. 
However, its record on export 
diversification and trade creation has been 
limited.  
GSP+ grants additional preferences to 
countries which commit to respect human 
and labour rights, protect the environment 
and promote good governance. 
Nevertheless, the scheme has failed to 
improve labour standards and has only 
succeeded to improve human rights under 
certain conditions. The emergence of new 
trading partners, such as China and India, 
that provide unconditional loans or aid, 
might compel the EU to reconsider its use of 
GSP. 
Following the entry into force of the Lisbon 
Treaty, the European Parliament will co-
legislate on the adoption of the next GSP 
scheme. The EP has supported the inclusion 
of social and environmental clauses in 
trade agreements and the use of trade to 
promote development and social cohesion. 

. 
 

In this briefing: 

 GSP: origins and functioning 

 Assessment of the impact of GSP 

 The role of the European Parliament  

 The position of the main interest groups 

 Main references 

Glossary 
Most Favoured Nation (MFN) clause: According 
to article I.1 of the GATT, when a WTO member 
country provides a tariff reduction to any country 
it must automatically be extended to the others. 

Enabling clause: Adopted under GATT in 1979, 
this decision enables developed country WTO 
members to grant differential and more 
favourable treatment to developing countries. 
The enabling clause is the legal basis for the GSP.  

"Vulnerable" country (for the purposes of 
benefiting from GSP)1:  
- A country not classified by the World Bank as a 
high income country for three consecutive years,  
- Country in which the five largest parts of its 
GSP-covered imports to the EU represent more 
than 75% in value of its total GSP-covered 
imports (not sufficiently diversified in exports),  
- Country whose GSP-covered imports to the EU 
represent less than 1% in value of total GSP-
covered imports to the EU. 
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GSP: origins and functioning 

The EU is the largest trading partner of the 
world's poorest countries: 40% of its imports, 
amounting to €362 billion, originate in 
developing countries. This is due, to some 
extent, to the Generalised System of 
Preferences (GSP), a scheme of non-
reciprocal and non-discriminatory trade 

http://www.wto.org/english/docs_e/legal_e/gatt47_01_e.htm#articleI
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preferences (reduced tariffs and duty-free 
quotas) through which the EU provides 
preferential access to its market to 176 
developing countries and territories. 

The EU is the world's most open market for 
poor countries: in 2003 around 80% of 
developing countries' total exports entered 
the EU duty free or at reduced rates of duty. 

By providing their products with preferential 
market access, the EU intends to foster these 
countries' export capacity and, as a result, 
their economic growth and development.  

The idea of a GSP originated in 1968, when 
the United Nations Conference on Trade and 
Development (UNCTAD) suggested that 
industrialised countries grant trade 
preferences to developing countries. There 
are currently 13 national GSP schemes, 
including those of Japan, New Zealand, 
Russia, and the United States of America. In 
1971, the European Economic Community 
adopted this commercial scheme and has 
progressively adapted it and enlarged its 
scope.  

The GSP is an exemption to the Most 
Favoured Nation clause (MFN), authorised in 
1979 by an "enabling clause" – a waiver 
under the General Agreement on Tariffs and 
Trade (GATT). Between 1971 and 1979, there 
was a temporary waiver to the MFN clause. 

The EU's GSP scheme 
Enforced by a Council Regulation that is 
renewed every three years, the GSP scheme 
is an instrument of both trade and 
development policy. The arrangement 
consists of three preferential trade regimes: 

 General arrangement (GSP). The EU 
differentiates between "sensitive" and 
"non-sensitive" products to take into 
account the situation of the sectors 
manufacturing the same products within 
the EU. Under this scheme, developing 
countries benefit from the suspension of 
tariff duties on non-sensitive products. For 
sensitive products they enjoy a tariff 
reduction (in total 6 244 products are 
covered by GSP).  

 Everything but Arms (EBA): Initiative under 
the GSP scheme currently granting duty-
free and quota-free access to the EU 
market to 7 140 products, everything 
except arms and ammunitions, from Least 
Developed Countries (LDCs)2. Thanks to 
this arrangement, in 2003 the EU 
absorbed about 2/3 of all LDCs' exports 
and, in the case of agriculture, more than 
70%. 

 GSP+, a special incentive arrangement for 
human and labour rights, sustainable 
development and good governance. 
Introduced for the first time for the 2006-
2008 period, the main advantage of GSP+ 
compared with the general arrangement 
(GSP) is that it extends the preferences 
system to "sensitive products". GSP+ 
makes a particular difference in countries 
in which the textiles and clothing 
industries dominate, which are likely to 
benefit considerably more from GSP+ 
preferences than from those of GSP. 

Any country that is economically 
"vulnerable" due to a lack of diversification 
and insufficient integration into the 
international trading system can apply for 
the GSP+ arrangement, if it implements 27 
international conventions relating to:  

 Core political, human and labour rights3 
(including the elimination of 
discrimination against women, the 
prohibition of torture, freedom of 
association, the right to strike, and the 
banning of child labour);  

 Environmental protection (such as the 
Kyoto Protocol or the Convention on 
International Trade in Endangered 
Species)  

 Good governance (i.e. the UN Convention 
against Corruption).  

These Conventions are listed in Annex III of 
GSP Regulation 732/2008.  

Fifteen developing countries benefit from 
duty-free exports to the EU for 6 336 
products in the 2009-11 period.4 

http://www.unctad.org/Templates/WebFlyer.asp?intItemID=3765&lang=1
http://www.unctad.org/Templates/WebFlyer.asp?intItemID=3765&lang=1
http://www.unohrlls.org/en/ldc/related/62/
http://www.unohrlls.org/en/ldc/related/62/
http://trade.ec.europa.eu/doclib/docs/2009/october/tradoc_145261.pdf
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2008:211:0001:0039:EN:PDF
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The GSP incorporates a graduation 
mechanism. Whenever a country's 
performance on the EU market, in general 
terms or in a given section, exceeds or falls 
below a set threshold, preferential tariffs are 
either suspended or re-established. The 
graduation applies only when a beneficiary 
country meets the criteria for graduation 
during three consecutive years, in order to 
ensure predictability and fairness by 
disregarding temporary variations. 

Temporary withdrawal of GSP 
If a beneficiary country violates its 
commitments under the GSP regulation, the 
system foresees temporary withdrawal of the 
preferential arrangement for all or part of the 
country's exports.  

The rationale for withdrawal is to ensure that 
no beneficiary country receives unfair 
advantage despite continuous violation of 
human and social rights, good governance 
or environmental standards. 

Sanctions are triggered in the event of a 
serious and systematic violation of the 
international conventions listed in Annex III 
of the Regulation, if national laws no longer 
incorporate these conventions, or if they are 
not effectively implemented. The withdrawal 
applies to all trade arrangements in force, 
not just to the GSP+.  

The procedure for temporary withdrawal of 
the preferential arrangements requires due 
evidence of the violation(s). Following a 
consultation, the Commission may decide to 
investigate serious and systematic violations 
of the standards. The Commission can 
recommend suspending preferential tariffs. 
In this case, countries benefiting from GSP+ 
are subject to standard GSP preferential 
treatment. Such withdrawal was applied in 
the cases of Myanmar, Belarus and Sri Lanka.  

The share of GSP, GSP+ and Everything but 
Arms preferences in total EU imports appear 
to be low, accounting for 4.18%, 0.46% and 
0.46% of total EU imports respectively.  

 

GSP+ suspension: the case of Sri Lanka 

Sri Lanka has adopted legislation in line with 
the International Covenant on Civil and 
Political Rights, the Convention against 
Torture and the Convention on the Rights of 
the Child, three UN human rights 
Conventions which form part of the 
substantive qualifying criteria for GSP+ 
benefits. However, in recent years it has 
failed to implement them effectively. 
Significant shortcomings incompatible with 
the Conventions include: 

1) Torture, unlawful killings and 
disappearances attributable to the police, 
the armed forces and paramilitary groups; 

2) The enactment of emergency legislation 
allowing arbitrary detention, imposing 
restrictions on human rights and protecting 
officials from prosecution; 

3) The police's inability or unwillingness to 
investigate human rights violations and 
protect journalists against physical violence. 

Following the government's refusal to 
improve the human rights situation, on 15 
February 2010 the Commission decided to 
suspend the commercial benefits it had 
granted Sri Lanka. Sri Lankan exports to the 
EU will instead be subject to standard GSP. 

The withdrawal took effect on 15 August 
2010 and is expected to add more than €100 
million to the cost of the country’s exports 
through higher import duties. In 2008, Sri 
Lanka’s exports to the EU (mainly in the 
textile sector) amounted to €1.24 billion. 

Sri Lanka's government has qualified some 
improvements demanded by the EU as 
“unacceptably intrusive”. 

Although the GSP system does not incur 
additional costs for the EU budget, its 
application entails a loss of customs revenue. 
In 2005 figures, the annual loss of customs 
revenue is estimated to be €3.4 billion.  



 
Library Briefing The EU's Generalised System of Preferences 

 

Author Nereo Peñalver-García  100069REV2 

Contact: nereo.penalvergarcia@europarl.europa.eu  41148 Page 4 of 6 
 

Assessment of the impact of GSP 

Quantitative assessment 
There is no clear evidence of the positive 
effects of GSP and EBA on economic growth 
and development. The results of the GSP 
mid-term evaluation suggest that there is 
little relation between preference margins 
and growth rates. Preference margins, the 
percentage by which particular imports from 
GSP beneficiary countries are subject to 
lower tariffs than the MFN rate, tend to be 
higher for countries with lower levels of GDP 
per capita. Nevertheless, not all these 
countries seem to take advantage of them, 
since higher rates of utilisation are not 
dependent on how easy or wide is access to 
the European market, but with how much 
the exporting country is growing5.  

Given their export structure, the offer of GSP 
tariffs as opposed to MFN tariffs represents 
only a small preference margin for the 
majority of countries benefiting from GSP. 
This erosion of preference margins would 
persist even if all GSP countries were offered 
GSP+ tariffs. 

The fact that the preference regimes do not 
represent a substantial amount of the 
beneficiary countries' trade with the EU 
suggests that the structure of the GSP 
regimes may not be suited for the export 
needs of developing countries. 

As regards the impact of GSP regimes on 
export diversification, evidence points to 
small increases in the scope of new exports 
as preferential margins rise. However, trade 
growth in these countries mainly concerns 
existing products. 

Qualitative assessment 
The use of GSP+ as a conditionality 
instrument in trade agreements with third 
countries has provoked controversy.  

First of all, it is difficult to legitimise this tool 
by establishing a clear link between human 
rights, social and environmental clauses in 
free trade agreements and internal reforms 
in a given third country, since these can also 

be the result of internal (government policy) 
or external factors (other foreign aid 
initiatives). 

Human rights 
According to an empirical study by Hafner-
Burton on the linking of trade preferences to 
human rights conditionality6, only 
preferential trade arrangements linking the 
material benefits of integration to 
compliance with human rights principles 
appear to mitigate the repression of human 
rights in a given country. On the contrary, 
Hafner-Burton finds that third country 
government commitments to human rights 
conventions not tied to market benefits do 
not improve respect for human rights. 

Social and labour standards 
The effects of labour clauses in trade 
agreements are difficult to measure. De jure 
ratification of the relevant International 
Labour Organisation (ILO) Conventions 
cannot be considered sufficient to ensure a 
country's de facto respect for workers’ 
freedom of association or right to decent 
work. 

Analysis of the actual effects of these clauses 
reveals a different impact of positive and 
negative conditionality, that is, incentives 
("carrots") and sanctions ("sticks"). In this 
vein, after analysing some case studies, 
scholars argue that negative conditionality is 
often found to be ineffective, or even 
counter-productive7. 

In a recent study, Orbie and Tortell analyse 
the effects of GSP+ on implementation of 
labour standards, measured by the levels of 
condemnation of beneficiary countries by 
ILO committees. They conclude that during 
2005-08, GSP+ did not lead to an overall 
improvement in implementation of labour 
standards in the countries analysed 8. 

Environment and good governance 
The GSP mid-term review considers that it is 
too early to assess whether environmental 
and good governance provisions can 
become effective, as processes in these 
spheres take a long time9. 

http://www.fao.org/docrep/004/Y2732E/y2732e0a.htm
http://www.kluwerlawonline.com/toc.php?area=Journals&mode=bypub&level=6&values=Journals%7E%7EEuropean+Foreign+Affairs+Review%7EVolume+14+(2009)%7EIssue+5
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Main criticisms 
Developing countries view the EU's policy of 
linking trade concessions to human rights 
and labour standards as protectionist. They 
believe the EU is pursuing its economic 
interests rather than the lofty ambitions it 
declares10. 

Another widespread criticism of GSP+ is that 
the EU's scheme does not comply with WTO 
law. Some scholars consider that it violates 
the MFN clause, as it does not meet the 
Appellate Body's criteria for differential tariff 
treatment of developing countries11. 

The WTO Appellate Body already forced the 
EU to change its GSP preferential trade 
scheme for certain countries involved in 
combating the production and trafficking of 
narcotics. In 2005, the Union replaced its 
drugs arrangement for GSP+, which 
according to the EU complies with the 
Appellate Body's interpretation of the 
enabling clause. Under the new trade 
regime, the EU included all Latin American 
countries that had benefited from the 
previous arrangement following their 
ratification of the relevant international 
Conventions. Nevertheless, some scholars 
argue that this new commercial 
arrangement still does not meet WTO criteria 
for two reasons: 

 The substantive criteria chosen by the EU 
to select GSP+ beneficiaries; and  

 The Commission's requirement that 
potential beneficiaries apply a list of 
Conventions by a certain date.  

This second criteria replicates the problem of 
the “closed list” of beneficiaries that was the 
central criticism aimed at the EU's previous 
GSP programme12. 

All these reasons, together with the rise of 
new trading partners for developing 
countries, such as China and India, who do 
not impose the same conditionality, might 
compel the EU to reconsider its use of GSP. 

The role of the European Parliament 

Before the entry into force of the Lisbon 
Treaty, the European Parliament's role in 
reviews of the GSP Regulation was limited to 
consultation.  

The Lisbon Treaty increased the EP's trade 
competences. Measures defining the 
framework for implementing the common 
commercial policy are now adopted jointly 
by the Parliament and the Council. The 
ordinary legislative procedure will, thus, 
apply to the next review of the GSP 
regulation, which should enter into force on 
1 January 2012.  

The EP traditionally considers free trade 
agreements (FTAs) as an instrument to 
promote development and combat poverty 
and inequality. Parliament has long 
supported the inclusion of clauses on human 
rights, labour and the environment in FTAs.  

As regards the conditions for the withdrawal 
of GSP+ preferences, the EP has asked the 
Commission to launch an inquiry when the 
ILO's Committee on the Application of 
Standards devotes a "special paragraph" to a 
beneficiary country13.  

The Committee on the Application of 
Standards is made up of government, 
employer and worker delegates who 
examine the annual report of the ILO 
Committee of Experts and select from it a 
number of situations of special concern, 
which are highlighted in "special 
paragraphs" of its report. The respective 
governments are then invited to provide 
information on the situation in question, 
take specific steps to remedy a problem and 
invite ILO missions or technical assistance.  

The position of the main interest groups 

Trade unions believe that trade and 
employment are inextricably linked. Unions 
in the EU fear competition from countries 
with lower wages and are worried about a 
"race to the bottom", in terms of social 
standards. Trade unions in beneficiary 



 
Library Briefing The EU's Generalised System of Preferences 

 

Author Nereo Peñalver-García  100069REV2 

Contact: nereo.penalvergarcia@europarl.europa.eu  41148 Page 6 of 6 
 

countries emphasise the need for North-
South cooperation in order to improve social 
standards. 

On the contrary, employers' associations, in 
both the EU and in developing counties, are 
against the inclusion of enforceable 
provisions relating to labour or 
environmental standards in trade 
agreements, considering them a 
protectionist measure. 

As regards NGOs, there is a North-South 
divide. In general terms, NGOs from the 
South consider conditionality as a form of 
"disguised protectionism" whereas Northern 
NGOs ask for impact assessments on 
employment and working conditions. 

Further reading/Main references 

Council Regulation (EC) No 732/2008 applying a 
scheme of generalised tariff preferences for the 
period from 1 January 2009 to 31 December 
2011/ Council of Ministers, 22 July 2008. 

Midterm Evaluation of the EU’s Generalised 
System of Preferences/ by Michael Gasiorek et al., 
Centre for the Analysis of Regional Integration at 
Sussex (CARIS), March 2010. 

The Use, Scope and Effectiveness of Labour and 
Social Provisions and Sustainable Development 
Aspects in Bilateral and Regional Free Trade 
Agreements/ European Commission, external 
report Contract VC/2007/0638, 15 September 
2008 
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