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WORKSHOP 

"THE FUTURE OF EU TRADE POLICY" 

Brussels - Paul-Henri Spaak Building Room P4B 001 
Tuesday, 15 March 2011 (9.00-12.30) 

 
 

PROGRAMME 
 

 
9.00  Welcome and introduction to the workshop by INTA Chairman Professor Vital 

Moreira 
  
9.15  Panel 1: A critical assessment of the Communication "Trade, Growth  
  and World Affairs" and the EU Common Commercial Policy in general 
 
Speakers: Mr Jean Luc Demarty, Director-General DG Trade  

Mr Fredrik Erixon, Director ECIPE  
Prof. Francesc Granell Trías, University of Barcelona 

 
 Presentations will be followed by a Q&A session 
 
10.30   Panel 2: Specific aspects of the EC Communication: a critical approach. 
 

EU Industrial Policy and EU Trade Policy: working in perfect harmony? How can 
the EU's external Trade Policy and Single Market and Enterprise Policies work together 
more effectively? 

 
Speaker: Prof. Jacques Pelkmans, College of Europe and CEPS 
 

Moving beyond Doha: the role of bilateral FTAs to improve market access - How 
to select EU's strategic trade partners? 

 
Speaker: Dr. Stephen Woolcock, London School of Economics 
 

Which place is there for the EU in the future global trading system? 
 

Speaker: Dr. Jürgen Matthes, Senior Economist at the Cologne Institute for  
  Economic Research (Institut der deutschen Wirtschaft - IW Köln) 
 
 Presentations will be followed by a Q&A session 
 
12.10  Concluding technical remarks by INTA Rapporteur, Daniel Caspary. 
 
12.20 Close of the workshop by INTA Chairman Vital Moreira 



Policy Department DG External Policies 

 6

1. INTRODUCTION 

In November 2010, the European Commission published a communication titled "Trade, Growth and 
World Affairs", designed to set the guidelines for the European Union's (EU) trade and investment 
policy for the years to come. It discusses issues such as the negotiating agenda, the EU’s objectives in 
multilateral and preferential trade negotiations, the importance of trade liberalization in services and 
government procurement and includes an approach to implementation and enforcement of trade 
measures.  

The Committee on International Trade (INTA) of the European Parliament is currently reviewing the 
European Commission's Communication. Daniel Caspary, member of the INTA Committee for the 
European People's Party, is responsible for drafting the report. After adoption in plenary it will 
become the European Parliament's official contribution to the development of the EU's trade policy.  

In order to stimulate high-level debate and reflection, on Tuesday 15 March 2011 the Committee on 
International Trade and the Policy Department of the European Parliament's Directorate General for 
External Policies organized a workshop on "The Future of EU Trade Policy". After Jean Luc Demarty, 
Director-General of DG Trade, introduced the Commission's Communication, Frederik Erixon (Director 
European Centre for International Political Economy (ECIPE)), Professor Francesc Granell Trías 
(University of Barcelona), Professor Jacques Pelkmans (College of Europe and the Centre for European 
Policy Studies (CEPS)), Dr. Stephen Woolcock (London School of Economics and Political Science) and 
Dr. Jürgen Matthes (Cologne Institute for Economic Research) shared their expertise on various 
aspects of the EU's trade policy.  

Professor Vital Moreira, Chairman of the Committee on International Trade, presided the workshop. In 
his opening remarks he stressed the importance of international trade for the EU and stated that 
trade is a crucial element of the EU' 2020 Strategy.  

The workshop was divided into two panels. This summary will follow that division and will give an 
overview of the main arguments of the speakers and, where relevant, their responses to the 
questions asked. The papers submitted by the speakers are included at the end of this document.  

Panel 1: A critical assessment of the Communication "Trade, Growth and World Affairs" and the 
EU Common Commercial Policy in general.  

The first panel, which included contributions from Jean Luc Demarty, Frederik Erixon and Francesc 
Granell Trías, entailed a broad review of the future opportunities and challenges for the EU's trade 
policy.  

In his capacity as Director-General of DG Trade of the European Commission Jean Luc Demarty was 
invited to elaborate on the Commission's vision on EU trade policy. Thanking the European 
Parliament for their approval of the EU-Korea free trade agreement (FTA), Demarty told the audience 
that in times of economic crisis it is important not to forget the importance of trade in the world 
economy since many countries in the world have moved out of poverty by boosting international 
trade. He also stated that completing all ongoing trade negotiations would add 0.5%-1% add to EU 
gross domestic product (GDP) and added that making further progress on regulatory issues and 
services with major trading partners could push this number up in the long run.  
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Demarty also explained how the profound changes that the world economy has undergone in the 
recent years have increased the need for freer international trade. As supply chains encompass the 
entire globe, the EU needs competitively priced imports to produce competitively priced exports. 
"Europe imports to export and therefore has every interest in an open trading regime within a fair and 
rules based international framework," according to Demarty. 

Nevertheless, Demarty noted that where the EU is open, such as in the area of public procurement, 
there is a need to ensure that EU businesses can benefit from the same degree of openness 
elsewhere. "We will we firm, but fair. Asymmetries in openness need to be addressed", he stated. 
Demarty concluded his speech on the note that the multilateral aspect remains a key element and 
that Europe remains in favour of multilateral system.  

Demarty disagreed with Daniel Caspary, who questioned whether the strategy of the European 
Commission was really focused on the longer term. Demarty stated that he did not believe that the 
approach of the European Commission is not focused on the long term, and argued that in order to 
be prepared for the future, the European Commission has to act now. He then referred to the 
negotiations with India  an export market with long term growth prospects   as an example of this.  

In his remarks and paper, Frederik Erixon, Director and Founder of the European Centre for 
International Political Economy (ECIPE), set out on an ideas-based approach to international trade 
policy. He explored what he called the "European compact on trade", its underlying ideas and why it 
has been harder to defend in recent times. Europe's compact on trade is to be understood as the 
longstanding agreement that (free) trade not only serves an economic purpose in fostering growth, 
but also a societal one by preserving peace. According to Erixon, as much as it was influenced by the 
ideas of Adam Smith and David Ricardo, freer trade "was part of the quest for civilization." 

Erixon holds that at present the European compact on trade still stands, but that it has been fraying at 
the edges. The ideas behind free trade have become harder to defend as trade policy does not seem 
to have delivered on its economic promises. Erixon outlines several reasons for this. Firstly, much of 
the low hanging fruit has been picked already. Tariffs have been significantly reduced by most 
countries and on other issues such as regulatory issues and non-tariff barriers it is more difficult to 
find agreement. Secondly, the inflexibility of labour markets in Europe has caused greater friction 
now that Europe has moved from an intra-sectoral model of change to an inter-sectoral model of 
change. Here, Erixon refers to the observation that nowadays jobs tend to shift from industrial 
production to services as a consequence of trade relations. Previously, jobs tended to shift from one 
part of industrial production to another. Thirdly, Europe has been unable to profit from trade 
liberalization in sectors in which it is competitive because it has not been able to liberalize internally 
in the first place. Erixon gives the services sector and European health care systems as examples. More 
generally, he states that the more Europe will prove to be unwilling to reform itself internally, the 
weaker it will stand externally. Finally, Erixon also refers to the slow pace of structural economic 
change in some older member states of the EU.  

Concerning the general thrust of the Communication by the Commission, Erixon agreed with Jean 
Luc Demarty on the importance of an increased focus on services, non tariff barriers and government 
procurement. However, he also held that the strategy of the Commission is insufficient when it comes 
to the connection between trade policy and economic growth. In Erixon's view, the EU should strive 
for deeper and more forceful trade agreements with economies like the United States (US), China and 
Japan in order to create dynamic gains from trade and significant GDP growth. Economies that do not 
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provide real competition to Europe's economies will not be as effective in pushing Europe to become 
more competitive.  

The second panellist, Francesc Granell Trías of the University of Barcelona, critically assessed the 
communication of the European Commission and Erixon's view which in his eyes relies too much on 
an orthodox approach to the effects of trade and does not deal appropriately with the effects of the 
global economic crisis. While agreeing that trade is very important for the EU, Granell stated that 
trade still entails more than the Heckscher-Ohlin model focusing on gains from trade between capital 
and labour abundant economies. Therefore, Granell urged the Commission to take a broader 
approach and pointed to several aspects that he feels are not given sufficient attention in the 
communication.  

Firstly, Granell was concerned about the lack of discussion of the issues concerning currency 
manipulation and social and environmental dumping in the communication. He argued that China is 
replacing all Europe's industry from internal and international markets, but that after China's 
accession to the WTO there is nothing that can be done about it. Granell suggested a more integrated 
approach could be achieved by more cooperation between different DGs in the European 
Commission, particularly between DG Trade and DG ECOFIN on how to deal with currency 
manipulation.  

Secondly, he lamented the fact that there was not a single mention of the relationship between the 
European Common Agricultural Policy (CAP) and EU trade policy. He then raised the question as to 
whether it is possible to discuss trade liberalization when the EU still operates the CAP. Thirdly, 
Granell made the case for a European policy on export promotion. He argued that the excessive and 
discriminatory support given by member state leaders to their national companies in order to win 
contracts in third countries is not efficient. There was a need for some form of harmonization. Finally, 
Granell addressed the coherence of the EU's trade policy with the achievement of the Millennium 
Development Goals (MDGs). He stated that market forces are widening the gap between rich and 
poor countries in the world and urged the EU to combine trade with more aid and more relaxed rules 
on immigration from the poorer countries in the world. 

Panel 2: Specific Aspects of the EC Communication: a critical approach 

The panellists in the second panel each addressed a specific aspect of the Communication. Jacques 
Pelkmans reviewed the relationship between the internal and external market of the EU, Stephen 
Woolcock considered whether the EU could fill the gap left by a failure of the Doha Development 
Agenda (DDA) with free trade agreements (FTAs) and Jürgen Matthes discussed the impact of the 
rising number of FTAs for the future of the World Trade Organisation (WTO). 

Professor Jacques Pelkmans of the College of Europe and the Centre for European Policy Studies 
spoke on the interaction between EU's industrial and trade policies. Because in his view the EU does 
not and cannot have a true industrial policy, he equated this interaction with the interaction between 
the EU's internal market and the EU's external markets. According to Pelkmans, the problem of 
European industrial policy is that it cannot be extensive or interventionist since that would be totally 
inconsistent with internal market. And the European Union probably does not have the funds 
available for some of the very ambitious infrastructure investment that has been proposed. 
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Therefore, Europe will have to attain higher prosperity through openness, even though that may not 
be easy. Aligning himself with Frederik Erixon, Pelkmans stressed the importance of ambition in 
domestic and not just external opening.  Further opening of the domestic markets of the 27 national 
economies will strengthen Europe’s comparative advantage. "The external and internal markets are 
inextricably linked", Pelkmans said.  

Pelkmans also stated that ultimately the question is whether the European Union can prosper by 
shifting comparative advantage into higher value-added activities. He recognized the importance of a 
healthy exposure to imports to increase competitiveness and to promote the adaptation of European 
companies to an international economy in which value chains are spread across the entire globe. 
However, exposure to imports might not be enough to secure this transition. Not everything can be 
achieved through the trade negotiations conducted by the European Commission. Business needs to 
lead in establishing links into global value chains. Nevertheless, business needs the right sort of policy 
lead which Pelkmans believes has not come from the Lisbon or the EU2020 Strategies, which in his 
eyes lack both credibility and substance. 

Dr. Stephen Woolcock of the London School of Economics and Political Science shifted debate from 
the relevance of an outward looking internal market to more conventional direct trade policy 
measures. Acknowledging that 2011 is probably the last chance for the Doha Development Agenda 
(DDA) to be concluded, Woolcock assessed the consequences of a possible failure to do so. Firstly, a 
failure of the DDA would not result in the WTO falling apart, but the rule-based multilateral trading 
system that the EU has sought to promote would be weakened. Secondly, there would be a welfare 
loss resulting from a failure to conclude NAMA, agriculture and services negotiations. Failure would 
also constitute a lost opportunity to make progress on issues relating to technical barriers to trade, 
where the EU has been pushing a sectoral approach. Chances of strengthening multilateral 
disciplines; in the field of anti-dumping; preferential agreements; fishing subsidies; agricultural 
subsidies and Geographic Indications (GIs) in which the EU has some offensive interests. However, 
Woolcock noted that even if the DDA were to be completed not all of the EU's ambitions would be 
achieved. The DDA is no longer a comprehensive round and does not, for example, include 
government procurement, investment or competition (the Singapore issues). 

Woolcock then explored to what extent FTAs might fill the gap. In his view, a key test will be how 
comprehensive the EU - India agreement turns out to be. If the EU is able to include some of the 
Singapore issues into this agreement, it might provide an example for other bilateral agreements 
with emerging markets. However, achieving access to the Indian government procurement market 
might prove problematic. If both parties maintain their high ambitions, the EU-Canada FTA would 
also be able to fill the gap potentially left by Doha. Nevertheless, trade relationships with other 
countries are more likely to suffer from a failure of the Doha Round. For example, Brazil will most 
likely tie any concessions within the Mercosur negotiations to EU agricultural concessions made in 
the Doha Round.  

As an alternative to multilateralism and bilateralism, Woolcock also discussed the prospects of 
plurilateral agreements. Examples of plurilateral negotiations already exist in the form of the 
Government Procurement Agreement (GPA) of 1994 and the Information Technology Agreement of 
1996. However, Woolcock questioned whether this approach would really resolve the central 
differences that have blocked progress in the DDA, in particular the relationship between the old core 
of the WTO - the EU and the US - and the emerging economies of Brazil, India and China.  



Policy Department DG External Policies 

 10

The main message of the last speaker, Juergen Matthes from the Cologne Institute of Economic 
Research, was that the EU should take on more responsibility than it currently does for maintaining 
the multilateral trading system. Matthes gave two reasons for this. First, the WTO needs to be 
reformed for which EU leadership is needed. Second, the EU has an important role to play in ensuring 
that FTAs and the WTO really are compatible, and not just provide rhetorical support for such an aim. 

Matthes sees the WTO as an indispensable, and a very successful international organisation, but one 
that has become a victim of its own success and is in danger of erosion. This is partly because of the 
Single Undertaking principle, which governs the WTO negotiations and de facto gives all countries a 
veto. Matthes also agreed with Erixon that the low hanging fruit of liberalization had already been 
picked. He sees this as another reason why the WTO could be eroded, as it loses credibility with its 
ability to deliver results becoming harder. Acknowledging this is easier said than done, Matthes 
advises the EU to use its political power to take a firm lead. In his view the EU needs to offer further 
reductions of trade barriers in agriculture and labour intensive goods. Matthes regards it as especially 
important to stick with the multilateral approach, because this will allow export interests - now 
diverted by the FTAs - to be brought back to the negotiating table. The EU should also push for 
reforms that allow for stricter scrutiny on FTAs under General Agreement on Tariffs and Trade (GATT) 
Art. XXIV and for measures that protect rules of origin from falling prey to protectionist vested 
interests. 

Above all, Matthes strongly advocates against a further proliferation of FTAs which he sees "spread 
like a self-reinforcing virus". Apart from obvious problems such as trade diversion, discrimination and 
increasing transaction costs, the main problem is that FTAs weaken the incentive for exporters to 
lobby for multilateral liberalisation. Moreover, Matthes argued that they would create vested interests 
opposing multilateral liberalisation, because of the artificial competitive advantages that have been 
created. Therefore, Matthes urged the EU to take action to improve compatibility of FTAs with the 
WTO. First of all, the EU should be more defensive in choosing partners, and only opt for FTAs where 
trade creation takes place. Also the EU should abstain from tariff liberalisation with other large 
industrialised countries, opt as much as possible for non-preferential liberalisation and when 
negotiating so-called WTO plus issues, ensure that these can be "multilateralized" later on. 

Commenting on the comments of the panellists on the interplay between bilateralism and 
multilateralism, Mr Lucian Cernat, DG Trade chief economist from the European Commission 
disagreed with Jürgen Matthes on the supposed pernicious effect of FTAs on the progress of the 
multilateral trading agenda. In fact, he held the causation to be the other way around because if the 
EU and South Korea both agree on an international standard, this also favours exporters from any 
other third country. Moreover, Cernat argued that it is only a matter of bringing back home the 
bilateral dividend to the WTO negotiating table once the critical mass of FTAs has been negotiated. 
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2. PRESENTATIONS 

2.1 JEAN LUC DEMARTY 

A CRITICAL ASSESSMENT OF THE COMMUNICATION ON TRADE GROWTH 
AND WORLD AFFAIRS 

In times of economic crisis, it is important to remind the importance of trade in the world economy. 
Many countries in the World have moved out of poverty boosted by external trade. Trade is a "driver 
of prosperity" in the EU, and a main contributor to EU GDP growth in 2010. Around one third of EU 
GDP growth comes from trade performance. Net exports would have contributed to 0.6% of EU GDP 
growth in 2010 (for a total 1.8% estimated GDP growth). 

The EU is the biggest exporter in the World, our companies exported goods and services worth € 1.6 
trillion in 2009, equivalent to 13% of EU's GDP.  

The benefits of trade liberalization and openness in EU are well known by business and consumers. 
These are some quantified estimations of these benefits: 

1. Labour effects: More than 36 million jobs in Europe depend, directly or indirectly, on the EU's 
ability to trade with the rest of the world. Foreign investment is also an engine for job creation: in 
the EU, more than 4.6 million people work for US and Japanese companies. Trade also generates a 
wage premium estimated at 7%. 

2. Economic growth: Completing all ongoing free trade negotiations would add up to 0.5% to EU 
GDP than it would otherwise be. Making further progress on services and regulatory issues with 
major trading partners could push this figure up to more than 1% of EU GDP in the long run. 

3. Consumer benefits: a wider variety of products and lower prices brings gains to the average 
European consumer in the range of 600 Euros per year. 

The EU needs exports and imports: World trade has undergone profound changes in recent years. 
The supply chain of many goods and services now encompasses factories and offices across the 
globe. Two thirds of EU imports are designed for further processing, often into products that are 
themselves exported. In other words, we import to export. Therefore Europe has every interest in an 
open trading regime within a fair and rules based international framework.  

The European Commission regularly revises our Trade Policy. An important Commission 
Communication was adopted in 2006 "The Global Europe Communication" linking the internal 
and external aspects of the EU's competitiveness. The Global Europe Communication ended a de 
facto moratorium on launching new Free Trade Agreements. 

The Global Europe adopted in 2006 was on the right track. But the impact of the economic crisis, the 
rapidly changing economic environment in EU and public expectations invited the Commission to 
prepare a renewed EU Trade strategy "Trade, Growth and World Affairs" that was adopted on 9th 
November 2011. 

The Commission's reinvigorated trade strategy was adopted by the European Commission on 9th 
November 2010 in a Communication entitled: "Trade, Growth and World Affairs".  

It is designed to: 
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1. Consolidate Europe's position as a global trading hub, bringing jobs and growth to its citizens 
through completion the negotiations agenda to increase EU trade and GDP. We will complete a 
series of ambitious trade agreements, both at the multilateral level through the WTO and 
bilaterally with a number of major trading partners such as India and Mercosur. Completing this 
agenda would increase European GDP by more than 1%. In this context, I welcome the EP's 
backing of the FTA with Korea. 

2. Deepen our trade and investment links with our other major trading partners - the US, China, 
Japan and Russia. The primary focus with these countries will be on tackling non-tariff barriers 
to trade and investment. Cutting import tariffs is still important but the brunt of the barriers now 
lies elsewhere. What will make the difference to European businesses is market access for 
services and investment, opening up public procurement, better protection of intellectual 
property, an unrestricted supply of raw materials and energy. 

3. Tackle regulatory barriers to trade and investment and maximize the benefits of the EU Single 
market in the global market. The rules Europe sets for itself today will influence our external 
competitiveness tomorrow. This goes for the internal market in services, a more systematic 
regulatory cooperation with our major trading partners and even our own rules on public 
procurement. 

We need to help European business access global markets. Where the EU is open, such as in public 
procurement, we need to ensure European businesses can benefit from the same terms of access to 
our partner's markets. We will be firm but fair. Where there is asymmetry in openness, let us redress 
that balance. And that is why Commissioner Barnier and De Gucht will be coming up with a legislative 
proposal on procurement later this year. 

4. Impact on development: sharing the benefits of the global economy. In the coming months, the 
European Commission will renew its Generalised System of Preferences, will launch a 
Communication on Trade and Development and will pursue negotiations to conclude the 
Economic Partnership Agreements. 

5. Foreign investment is also an engine for job creation in the EU and abroad. EU companies 
contribute to economic growth in third countries and help to open up markets for our products 
and services. We need to address the needs of EU investors outside the EU and will look at 
negotiating comprehensive investment provisions with key trading partners. 

6. Combat protectionism: we don't just liberalise trade, we regulate trade as well. In today's global 
economy, you can't afford to be naïve – we have to ensure the rules are clear, are applied by 
everyone, and applied equally and fairly to everyone. We will continue to use the enforcement 
rules foreseen in the system to stand up for our rights. 

7. We must also transform promises on paper. We propose a greater focus on enforcement to make 
sure that what we have negotiated is translated into real opportunities for European exporters 
and investors on the ground. To this aim, The European Commission today published its first 
Trade and Investment Barriers report which singles out important barriers in the markets of six 
strategic economic partners and proposes specific actions to remove the barriers. Dismantling 
these barriers would improve and open up new export and investment opportunities for 
European companies and people. The report will be presented to the European Council on 24-25 
March. 

I have read the draft report prepared by the MEP Mr Daniel Caspary, and appreciate the frank 
views and analysis made on the Communication. I would like to stress that the Communication 
"Trade, Growth and World Affairs" is a long-term policy; the objectives and priorities set in the 
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communication will produce economic effects in the next 5 to 20 years. The new Trade strategy 
identifies the priorities and objectives; now we have to launch or conclude negotiations and 
implement the agreements before seeing the desired economic effects. The number of FTAs recently 
concluded and under negotiation and the desired outcome of the DDA will provide additional 
economic benefits to EU business over the next decade at least, contributing to EU's growth.  

The Commission undertakes a sustainable impact assessment for every negotiation launched, at 
bilateral or multilateral level. These assessments cover both, the positive and negative economic, 
social and environmental impacts in the EU and the partner country. All these reports are available to 
the European Parliament. The Commission does not undertake a systematic economic forecast for the 
rest of the World. High quality and scientifically based long-term economic forecast is difficult and the 
Commission has not the resources to predict the path of growth of some of the emerging economies 
like China and India. We rely on the good economic forecast made by International Financial 
institutions such as the IMF and World Bank as well as private institutions and Universities. Should the 
Commission have the resources to undertake a high-quality economic forecast for the rest of the 
World, it would be shared with the European Parliament and widely disseminated, 

The Communication contains very concrete proposals with a clear economic impact that the 
Commission to launch in 2011. The most prominent initiatives are: 

 A legislative proposal for an EU instrument to help secure and increase symmetry in access to 
public procurement markets in developed countries and large emerging market economies. 
Procurement markets represent a substantial part of national economies, but European 
businesses cannot always get equal or easy access to them, while the EU procurement market is 
one of the most open in the world; 

 We will conclude the debate with Member States and the European Parliament on a new 
investment policy for the EU; the Lisbon Treaty gives the EU the role to negotiate future deals 
on how EU investments in foreign countries are protected and how to improve conditions for 
making such investment; 

 The Commission will adopt a legislative proposal to reform the Generalised System of (trade) 
Preferences for developing countries, and in the second half of the year adopt a Commission 
Communication on trade and development, in addition to continuing to work for conclusion of 
EPAs; 

 We will launch  a Green Paper seeking to improve our export control system; 

 In close coordination with DG Enterprise, we will present a Communication on possible support 
measures to help SMEs that want to develop their international activities; currently around 
only one in seven of the EU's SMEs are active outside the EU.  

 The Commission will continue to enforce EU rights and defend the interests of EU businesses of 
all sizes - anti-dumping or anti-subsidy cases, bilateral discussions on market access barriers, 
negotiating trade deals, bringing cases before WTO. 

 Together with Member States, we will pursue actively our market access work, where the EU 
Delegations in third countries play a key role; particularly attention will be given to issues such 
as IPR (intellectual property rights) in third countries, access to key raw materials for industry in 
the EU and securing reliable energy supplies. 

Finally, the European Commission has produced for the first time an annual trade and investment 
barriers report for the Spring European Council this year. The report monitor trade barriers and 
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protectionist measures and trigger appropriate enforcement action. It sets out a very limited number 
of key priorities for market access action vis-à-vis our strategic partners and calls for political 
engagement – including at the highest level – for addressing the barriers. This report should become 
the public reference document and benchmark for our enforcement action at political level.  

Reports on the "death of Doha" are premature and misplaced. It is rather the opposite, it is clear that 
we are currently seeing a clear political determination to get the negotiations back on track and to 
find an agreement still this year. There is a risk that if the current window of opportunity is not seized, 
the WTO rule book and negotiating agenda will simply not be able to keep pace with the global 
economy. It is a fact that if we do not complete the Round, it will be difficult to move to a 21st century 
trade agenda.  

The focus of the negotiations definitely needs to be on the "unfinished business" from 2008. This 
includes above all services market access, sectoral liberalisation of industrial products and "rules" type 
areas such as non-tariff barriers, subsidies and intellectual property to name just a few. Solutions will 
also need to be found to important open issues in agriculture, and particularly the Special Safeguard 
Mechanism (SSM), which was one of the main sticking points in July 2008. 

The EU is neither in a defensive position nor the obstacle to concluding the round. Our negotiating 
partners know that the EU made a very ambitious offer on agriculture in 2008 in the belief that this 
would allow the negotiations to be concluded. This is the most advanced part of the negotiation, 
with few, mostly technical, issues to be resolved. The fact that the EU does not contemplate 
backtracking from its current offer puts us in a stronger position than certain other WTO members 
(e.g. Japan, Canada, Switzerland, Norway). 

The EU's position is not defensive, but realistic and constructive. There is significant value in the draft 
package on the table, and it must be locked in. So while the gaps remain considerable, we are clearly 
back in the game. Our objective is to complete the draft 2008 package by finding a good level of 
ambition in the areas of "unfinished business", i.e. services and NAMA sectorals, as well as "rules" 
types issues. For the EU the objective is of course to do this asymmetrically, particularly by urging the 
emerging countries to assume increasing responsibility for the world trading system. 

The EU will be an active participant in further negotiations which will see a lot of meetings in Geneva 
in the coming weeks and months. 

In the last decade we have seen an explosion in the number of Regional Trade Agreements or Free 
Trade Agreements. By the end of this year we may have more than 400 FTAs active in the World. In 
East Asia alone, 37 FTAs are already in force and 72 more under negotiation. One third of global trade 
is today covered by FTAs. If all FTAs under negotiation are concluded, half of World trade will be 
under FTAs. Even if the DDA is completed, FTAs will continue to play an essential role in world trade. 

From a business perspective, the key is really how FTAs are structured and implemented. We, in the 
EU, are undoubtedly positioned in favour of the multilateral trade system. The EU's bilateral trade 
agenda comes second and it is considered a complement to the multilateral system. The FTAs pave 
the way to the multilateral trade liberalisation. 

The EU seeks through FTAs a WTO+ liberalisation. All FTAs concluded by the EU are compatible with 
WTO and always go beyond the existing WTO rules, in particulars in areas partly or not covered by 
WTO such as investment, procurement and competition. The EU's bilateral trade agenda is also 
motivated by development goals: many FTAs concluded by the EU aim at promoting development 
through trade and provide preferential treatment to developing countries. 
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CONCLUDING REMARKS 

The long-run orderly and sustained growth of the World economy requires, amongst other things, 
resisting protectionism, reinforcing the multilateral trading system and further trade and investment 
liberalization. 

 

Trade openness will provide a source for additional demand, lower cost inputs and pressure to 
compete and innovate. The EU will lead by the example, undertaking necessary structural reforms 
and also respecting and reinforcing the multilateral trade system. An open trade system in the world 
is good for Europe and Europe will gain on a more open trade system. 
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2.2 FREDRIK ERIXON  

THE COMMISSION’S NEW TRADE STRATEGY: IDEOLOGICAL AND ECONOMIC 
FOUNDATIONS 

INTRODUCTION 

Few continents can testify as much as Europe to the benefits of freer trade and the perils of 
protectionism. Europe has been the continent of wars and bloodshed, of blockades and iron curtains. 
It has been the cradle of Marxism and mercantilism, of Luddites and colonial looters. But it has also 
been the home of a compact on trade – before and after the World Wars. Guided by great political 
economists like Adam Smith and David Ricardo, Europe started the wave of trade and economic 
reforms that facilitated industrialization and globalization in the 19th century. And after the spiral of 
competitive economic nationalism in the 1930s, postwar leaders in Europe restored the continent by 
following the dictum of the late French economist Frédéric Bastiat: if goods don’t cross borders, 
armies will.  

In both these European epochs, freer trade was part of the quest for civilization. Europe’s own internal 
search for peace and prosperity, which led up to what is today the European Union, also gave Europe 
foreign clout – projecting soft as well as hard economic power – of a kind that mercantilism or 
exploitative colonialism never could deliver.  When Europe has liberalized internally, it has become an 
economic power externally, but when Europe has attempted to use its foreign economic power for 
non-liberal and non-cooperative purposes, it has grown weak. In what direction is EU trade policy 
now moving? 

The purpose of this paper is to review recent EU trade policy and the new EU trade strategy in the 
context of ideas. The paper starts with a discussion on the broader fundamentals, in which I aim to 
establish that it is vital to view trade policy in a broader liberal context to understand the potential 
economic gains as well as how to design policies that reap the full benefits for trade. Then I will 
discuss more instrumental aspects of EU external trade policy. Another section sets out my views on 
the EU trade policy strategy, and examines the extent to which it is likely to work as a crowbar for 
opening markets, especially in key growth markets. Finally I discuss whether the new strategy reflects 
the changing structure of the world economy, and the extent to which this should inform the design 
of policy.  

1. EUROPEAN COMPACT ON TRADE 

The European compact of trade still stands. Trade is and will remain the backbone of European co-
operation – in internal as well as external policy. Europe has grown to be the biggest trading bloc in 
the world, and European producers and consumers have fared well in the age of globalization. 
European multinationals have successfully entered new markets and made use of sourcing 
opportunities. European purchasing power has been boosted by declining real prices of many 
consumer goods. Real hourly earnings in Europe would have been around 20 percent lower if 
globalization had been frozen at its level in 1970. 

Yet in the past decade, the European compact on trade has been fraying at the edges. Initiatives to 
liberalise internally have failed to deliver on their promises of removing barriers to cross-border 
integration. External trade policy has not delivered much either. Worryingly, there is an increasing 
belief that open trade does not benefit Europe as much as it has done in the past. The rising 
economic powers in the Far East are often viewed as threats to European prosperity. Behind this view 
lurks what Paul Krugman has called ‘pop internationalism’ and David Henderson ‘DIYE’ (‘do-it-
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yourself-economics’): the false notion that other countries’ wealth comes at one’s own expense. For 
example, the Global Europe strategy was principally motivated by the EU’s loss of share in world trade 
and production – a relative measure that says little or nothing. In fact, Europe’s trade and production 
grew, and the rapid trade and production increase in the Far East (which is behind Europe’s relative 
fall in world trade and production) has been good news for European firms. Europe’s new 2020 
strategy is based on a similar premise.  

One can see the political logic behind selling reforms at home by pointing to outside threats – and 
such political logic is seldom closely examined for its empirical validity, coherence and relevance. Yet 
there is a risk of the threat of Europe’s demise becoming a self-fulfilling prophecy that reinforces 
already widespread mercantilist thinking and policy.  This is a concern with regard to the EU’s new 
trade strategy. 

Yet Europe’s increasing anxiety over trade and globalization also rests on genuine domestic 
economic problems – and a lack of belief in Europe’s industry-led model for trade and growth. There 
are three pressing problems. 

First, structural change in the West European economies has been far too slow. Growth in output and 
employment in service-based and innovative sectors has not been sufficient to foster a smooth 
transition from an industry-based to a knowledge-based economy. Global trade speeds up structural 
change, and is a vector for the dissemination of technology, the most significant factor behind 
structural change. But policies in Europe have made this change more difficult and governments have 
been unwilling to pursue substantial economic reforms. It is a testimony of European reform inertia 
that agricultural subsidies occupy almost 50 percent of EU’s budget at a time when the hallmark 
programme for the EU has been to make Europe the most competitive economy in the world. A few 
years ago, France shielded its yoghurt-producing firms from the embrace of globalization with the 
claim that it is a strategic sector. To pursue what Patrick Messerlin has called the "strategic yoghurt 
policy" at a time of rapid international economic change, is nothing but absurd.  

Second, inflexibilities in European labour markets are particularly worrying for Europe’s ability to reap 
the full benefits of trade and foster smooth structural change. Admittedly, structural labour market 
change is more difficult today than it has been in the past 50 years. Europe has moved from an intra-
sectoral model of change to an inter-sectoral model. When an industrial worker became unemployed 
a few decades ago because of trade or technological change, he or she could often find a new job in 
another industrial firm. It did not require considerable re-education to become employable in 
another industrial sector; on-the-job training often sufficed. Today, however, it often requires a new 
set of skills for an industrial worker, unemployed by global competition, to get a new job and 
investment in education is often necessary. 

Third, Europe has been unwilling to open up sectors in which it was globally competitive and in 
which it could increase output and employment through trade. Healthcare is an example. While big 
parts of industrial production in one way or the other will move to low-cost countries, Europe has 
strong comparative advantages in healthcare (and other high-end service sectors). There are 
enormous export opportunities – in countries inside and outside Europe. There are also considerable 
savings to be made for cash-strapped healthcare systems if they made greater use of trade. But 
European healthcare systems have not seized on these opportunities. In fact, most European 
governments are unwilling to reform their healthcare systems to make them more susceptible to 
trade. Again, reform inertia prevents Europe from reaping the full benefits from trade. 

Europe’s position in global trade works from the bottom-up: when Europe liberalizes internally it 
becomes competitive externally. That’s a big part of the post-war success story of the European 
economy. Europe’s future ability to promote economic growth through trade hinges as it has in the 
past upon its willingness to reform. Europe is not about to turn to protectionism or a ‘fortress Europe’. 
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Such a move would be almost impossible – and it would result in a serious contraction of European 
economies. Nor is Europe’s role as a leading trading bloc in the world disputed. It will remain at the 
top for the foreseeable future. But for a continent whose economies have been as dependent on 
increasing trade as Europe, past achievements are not enough. New reforms must be pursued to keep 
this growth vehicle on track. The European compact for trade is now fraying at the edges. It needs to 
be rebuilt. As W.B. Yeats put it in The Second Coming: Things fall apart; centre cannot hold.  

2. EU TRADE POLICY IN THE PAST DECADE 

The context of trade policy used above is deliberatively wide. But that should not come as news to 
someone with an interest in the classical, or Smithian, notion of free trade. From an ideological 
viewpoint, the concept of trade policy was anathema to the classical economists. Most often, trade 
policy was seen as the administrative arm of the discredited mercantilist idea: the notion that exports 
is good but imports bad, and that the purpose of trade policy is to accumulate large reserves by 
running trade surpluses. More fundamentally, trade policy was – and is – not isolated from overall 
economic and regulatory policy; trade policy is rather a reflection of the overall regulatory structure of 
an economy.  

John Maynard Keynes tried to establish such a view in the post-war Bretton Woods era. What later has 
been labeled “embedded liberalism” separated external trade policy from internal economic 
regulation. “Free trade abroad, but not at home”, became the Keynesian view. “Adam Smith abroad, 
Keynes at home” is an alternative version. Yet this ideology failed to correctly portray past and future 
development of trade policy. Countries have largely liberalized externally when it has been made 
possible by internal liberalization. And border liberalization itself is largely driven by unilateralism. 
The World Bank has estimated that two thirds of all developing country trade liberalization in 1983-
2003 was unilateral. And remaining protectionism is not something that has grown at the border – it 
is a reflection of domestic regulatory structures, often damaging internal competition as well as 
foreign competitors. The service sector is a case in point.  

“Internationalism – like charity – begins at home”, wrote the defunct German economist Wilhelm 
Röpke. This is still true. Indeed, perhaps it is even truer now than in the past decades as trade policy 
today and in the future will have to deal with behind-the-border concerns – such as services and non-
tariff barriers – to deliver meaningful benefits. A liberal trade policy grows from the bottom-up and is 
not a function of top-down policy. How has EU trade policy in the past decades fared in this context? 
Not well, is my judgment. 

First, the wave of broad economic and regulatory reforms in Europe in the 1990s ended in the 
Noughties, and there has not been much internal liberalization of trade in Europe in the past ten 
years. The initiative to create a single market services failed. One can debate if that was right or 
wrong, but it undisputable that it dampened the prospects for Europe to agree with other countries 
on deep service liberalization. Similarly, the limited results of attempts earlier in the 2000s to reform 
the Common Agricultural Policy have put Europe on the defensive in many matters related to 
agriculture in external trade. And the heralded ambition of creating a community patent – also part of 
the Lisbon agenda – has failed and undermined Europe’s external patent policy.  

Second, many of the new regulatory initiatives in Europe in the past decade have, whether 
deliberately or not, increased the level of protection. Environmental regulations, like REACH, other 
product-standard regulations, SPS regulations – to name a few – have clearly increased in 
restrictiveness in the past decade and they have had the effect of slowing down market integration. 
Again, the pros and cons of each regulatory initiative can be discussed, and the point here is not that 
all regulations are bad, but it is clear they have reflected badly on Europe’s external trade-policy 
ambitions. One test of regulations is if they are making cross-border exchange more or less difficult. In 
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the past decade, Europe has clearly erred on the side of trade-depressing regulation. This is also a 
current trend. Trade restrictions in the Renewable Energy Directive, the new regulations to combat 
illegal logging, and the initiative to establish a “Made in” product-information regulation are three 
recent examples of trade-depressing regulations.  

There are the two main problems in Europe’s past trade policy. None of them can be described as 
classical or bread-and-butter trade policy, but they have arguably been the chief reasons for why 
Europe’s trade policy writ large has not been a success.  

If we turn the attention of pure external trade policy, there is not much to report. Europe, rightly in 
my view, focused its attention for a good part of the decade on the Doha Round in the World Trade 
Organization (WTO). This Round has failed to deliver, and Europe shares the blame for the Round’s 
demise with other big economies. Europe could certainly have done more to lead the Round, but it is 
uncertain if more determined leadership from Europe would have had an effect on those economies 
that have been inclined to bloc advancements.   

Europe’s turn to a bilateral-heavy trade-policy strategy in 2006 was understandable. In the absence of 
progress in the Doha Round and with overall gloomy prospects for the Round to conclude at all, the 
EU needed a bilateral dimension to its trade policy. Bilateral trade policy is always sub-optimal. 
Sometimes bilateral trade agreements are contra-productive, when the trade diversion they create 
exceeds the benefits from trade creation.  But the alternative to a new bilateral strategy was not more 
efforts at the multilateral level. Then, as now, the presence of an unfinished Round blocks attempts at 
doing other type of business at the WTO level.  

It was also correct to focus the bilateral attention to selected countries in regions with high-economic 
growth and with remaining high trade barriers. For bilateral trade agreements to be economically 
meaningful the partner country has to be an economy of decent size and there need to be good 
prospects for an agreement to significantly reduce barriers. There are other important conditions, too. 
Yet the fundamental parameter is the extent to which a bilateral trade agreement can free up a 
sufficient amount of trade – inward as well as outward – for the time spent negotiating it to be 
justified. Judged on this metric, the EU should target the other “big beasts” of the world economy: the 
United States, China and Japan. Yet this was not an option in 2006 – but it is today (see forthcoming 
chapters).  

My concern with the Global Europe strategy back in 2006 was that it was not focused enough. It was 
too big and comprised too many countries. The strategy recycled some old ambitions that were 
destined to fail, like a trade agreement with the Gulf countries (GCC), a gold standard Euro-Med 
agreement and an ambitious trade agreement with Mercosur. A larger point is that Europe’s idea to 
negotiate region-to-region agreements was naïve, even if it looked good on paper. That was the 
problem with the ambition to negotiating an EU-ASEAN agreement – and also with the grand 
strategy of region-to-region Economic Partnerships Agreements (EPAs) with ACP countries. The EU 
should have known from the start that these ambitions would not stand the test of reality.  

It would have been better, then, to declare some of the old bilateral negotiations as dead and then 
focused on two or three new agreements, like the ones with South Korea and India.  
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3. EU TRADE STRATEGY: PROTECTIONISM OR LIBERALISM? 

The new trade strategy set out in the Communication ‘Trade, Growth and World Affairs’ last autumn, 
is not much different from the Global Europe strategy of 2006. There are additions – some of which 
are important, like investment policy – which reflect the fact that the Lisbon treaty has taken effect. 
There are also subtle changes in tone and substance. Yet the core elements remain the same: 
finishing the Doha Round is the top priority, concluding the already initiated bilateral agenda comes 
second.  

My overall conclusion is that the new strategy is insufficient. Clearly, there are good parts in it, and I 
think the overall profile of the strategy’s actionable part is correct. The big problem in Europe’s 
strategy is not to be found in the trade strategy but in the feeble 2020 agenda and the lack of reform 
ambition on internal liberalization. That problem cannot be corrected by external trade policy. There 
are, however, missing pieces in the trade strategy. I think there is a need for a correction to some of 
the initiatives and policies. In fact, I think that will be necessary. 

Protectionism or liberalism? 

It is difficult to put an ideological label on the new trade strategy. It clearly is not protectionist. The 
ambition is to facilitate further trade liberalization – in Europe as well as abroad. And if there were 
reasons to label Europe as protectionist – which there are not – they probably would not be found in 
a strategy for external trade. Again, protectionism does not grow at the geographical border. Nor am I 
comfortable with labeling the strategy as liberal – even if many of the actionable points clearly 
belong in the liberal wing of trade policy. There are two reasons for this. The first is contextual; the 
other is about trade economics. 

The mercantilist context 

First, there is an increasing mercantilist trend in EU trade policy – and mercantilism is not liberalism. I 
would not go as far as saying that the trade strategy is mercantilist. In background analysis, this trade 
strategy is in fact less mercantilist than the Global Europe strategy communication. The new trade 
strategy points to the benefits of imports – lower consumer process, for example. Yet the background 
beat of the trade strategy is more in synch with mercantilist than liberal lyrics. It is not mercantilist 
groove, but it is mood music for someone who believes it is now time for other countries to open 
their markets for European and redress unbalanced relations.   

Overall trade rhetoric, however, is more hardcore in its mercantilism. This is the contextual part of my 
argument. Even if the trade strategy itself only softly errs on the side of mercantilism, the broader 
context in rhetoric and policy is clearer in its view.  

Europe is in this aspect no different from many other economies. All countries in the world tend to 
play to the mercantilist gallery. Europe’s view of trade policy has been mercantilist in nature – but it 
has been soft mercantilism, resting on the view that reciprocal opening of markets is of benefit to all 
parties. Furthermore, the model of regional trade liberalization and the ambition of forming common 
policies have pushed Europe in a free trade direction. Internal trade liberalization has strengthened 
Europe’s interest in subsequent global liberalization as European firms have become competitive and 
outward-oriented in the initial phase of liberalization. This has also enabled Europe to be one of the 
guardians of the multilateral trading system.  

Differently put, domestic economic reforms in Europe strengthened the free-trade component in its 
national interest calculus. It had an economic interest to open global commerce. It also had a 
strategic interest as it could project its own market reforms and use international economic 
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institutions strategically to that end. Free trade and multilateralism were handmaidens for Europe’s 
policy ambitions. 

Subtly but systematically, this model and perception of trade has changed. Europe has moved closer 
to mercantilism in its basic outlook on global trade and commerce. Behind this move is partly a belief 
that the economic interest for Europe in global free trade is not as strong as before. There is also a 
belief that it can no longer shape global economic liberalization to the same extent it could before. 
Furthermore, inside the Brussels beltway an increasing number of policymakers and intellectual 
fashion designers hold the view that free-trade ideology undermines foreign economic power and 
that only a strengthened mercantilism could help Europe leverage its economic statecraft abroad. 
This is the return of an age-old belief, widely discredited by scholars such as Adam Smith, Eli 
Heckscher and Jacob Viner. It is also discredited by modern scholars. At the heart of this notion is the 
use of punitive measures against countries that do not behave as you wish. And a worrying trend in 
Europe now is exactly that: the increasing desire to find punishments against countries that choose 
different approaches to Europe. There are three problems with this notion. 

First, if a country uses a punitive measure against, for instance, the exports of another country it is 
likely to damage its own economy as much as the targeted country’s economy. Hence: the economics 
and political economy of such measures do not speak in favour of them.  

Second, if a country uses punitive measures against another country, it can expect retaliation. Hence: 
you can only use punitive measures against countries that are substantially weaker than you. 

Third, punitive economic measures are typically inefficient – they do not achieve what they intend to 
achieve, which most often a policy change in another country. Economic sanctions are a good 
example. Few of them change anything. Nor are they intended to: trade sanctions are often used 
because a political leader feels pressured to do something, but cannot come up with an alternative 
that is efficient and does not oppose his or her other interests. 

The EU’s bilateral trade relation to China offers a good example of this shift in thinking. 
For years, the EU supported and pushed China’s grand opening to the world. Some Europeans 
believe, rightly or wrongly, that they were responsible, in a positive sense, for getting China to open 
up to foreign trade and to join the WTO. Now, however, Europe is unhappy about its trade relations 
with China. It claims that China is manipulating its currency and building a bilateral trade surplus 
through currency manipulation. Europe has an overall balance in its trade account, and hence does 
not have a general problem in its external economic relations, as the United States has had in recent 
years, but its bilateral trade deficit with China is annoying to the mercantilist.  For the mercantilist the 
purpose of trade is to generate surpluses, not deficits.  Mercantilist interests are therefore threatening 
China with punitive trade measures unless it does what Europe wants.  

The economics of this view are flawed, but the argument is gaining currency in Brussels and in other 
corners of Europe. Some support such claims for tactical reasons – they believe China will be more 
willing to follow calls from Europe if Brussels wields the threat of punitive measures. Others, and this 
group is growing, see this issue through the lenses of strategic international behavior and power. 
They assert that the size of Europe’s market is such that by using trade sanctions against China, or 
threats thereof, Europe can motivate China to pursue the non-trade objectives Europe wants it to. 
These objectives range from signing up to a global agreement to reduce carbon emissions to a new 
policy on Tibet and human rights. Mercantilism and non-cooperative strategies for international 
relations are thus merged. 
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Trade economics strategy 

The second reason for being uncomfortable with labeling the new trade policy strategy as liberal is 
the limited focus on trade-liberalizing initiatives with other big economies. Trade relations with other 
big economies are important, and increasingly so when multilateral trade policy is not working, 
because agreements with such countries are the only ones that offer sufficient competition to have 
significant dynamic effects on growth and GDP. Such dynamic effects have been tremendously 
important for Europe in the past. Trade reforms that have opened markets with big competitors have 
pressured European firms to raise productivity and fostered structural reforms at the aggregate level. 
That is the way a trade agreement becomes meaningful from a welfare point of view.  

It is clear that the bilateral agreements that Europe now is negotiating will not provide a significant 
competition effect. The recently ratified Free Trade Agreement with Korea has been estimated to 
raise GDP in the EU by 0.08 percent, which equals a raise in income with seven euro per EU citizen. 
That is not much. And a bilateral trade policy worth its salt will have to find a way to do deals with the 
bigger economies in the world, because that is where the main benefits are. This is not to say that 
other FTAs are worthless or should not be done – but to focus on smaller economies alone, and 
leaving the bigger economies outside the FTA strategy, is a serious omission. We end up with a trade 
policy that cannot help to spur economic growth. 

Work in progress 

There are several good aspects of the new trade strategy. The promotion of issues like public 
procurement, investments and Intellectual Property Rights are correct. Most of these issues, however, 
are work in progress. We do not know yet what the design of policy will be as this has not been 
detailed in the trade strategy. There are also other areas that are work in progress – either areas 
where the strategy ended up on the wrong policy conclusion or areas of omission. In the remainder 
of this chapter I will make comments on a few work-in-progress areas. 

Policy towards China 

Europe still has not found a way to deal with China. There has been a strong backlash in Europe 
against China’s phenomenal rise in world trade. EU-China trade has exploded in the last decade, and 
China today ranks as Europe’s second largest trading partner. Total trade between the EU and China 
has almost tripled in the last five years.  

Yet Europe has benefited a lot from trade with China. The notion that a bilateral deficit represents a 
problem is simply bad economics. In contrast to the United States, the EU’s overall current account is 
in balance and has remained stable (plus or minus 1 per cent of GDP) for the last decade. If a bilateral 
deficit really constituted a problem, Bulgaria, France, Romania, the UK and several other trade-deficit 
countries in the EU, should worry about their deficits with other European countries --which dwarf 
their trade deficits with China. 

But there is more to this story than meets the eye. The EU’s trade deficit with China largely mirrors the 
replacement of other countries’ exports to the EU. In other words, China’s increasing exports to the 
EU have been accompanied by falling exports to the EU from other emerging markets.  For example, 
in machinery and transport equipment, which features prominently in EU-China trade, China’s surplus 
with the EU has increased by EUR 50 billion since 2000. But the EU’s import of goods in the same 
category from other emerging markets has decreased by nearly as much in the same period. Similar 
patterns exist in other traded goods sectors, with China replacing other trading partners. 

In the last decade, China has established itself as the final-assembly hub for Asia’s trade with Europe. 
Supply chains in multinational firms have been “fragmented” to take advantage of labour-cost and 
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skills advantages in various countries. China is abundant in cheap labour, and its comparative 
advantage lies in labour-intensive exports, particularly in manufacturing. Hence multinational firms 
have located labour-intensive production in China, mainly assembly operations for final goods 
exports to Europe and the United States, while locating other, medium and high-value parts of their 
supply chains in other east-Asian countries. The latter export parts and components to China for 
assembly and re-export. Hence a large part of China’s exports to the EU is based on imports from 
other east-Asian economies. “Processing” or “fragmentation” trade - the refinement of an imported 
good before it is re-exported - has been central to China’s  export-development model, and is 
estimated to account for between one-half and two-thirds of China’s total exports. 

All this boils down to a simple observation: Europe’s stake in China is too big for Europe to even 
consider punitive trade strategies against China as a way to get China to open its market more (which 
China should do). If that route is closed, there are two options left for Europe. Both of them should be 
applied. First, Europe should file a greater number of complaints at the WTO for Chinese violations of 
its WTO obligations. Second, Europe needs to take liberalizing initiatives that push China to open its 
markets more. The High-Level Trade and Economic Dialogue is not such an initiative. It could have 
been – but China and Europe jointly failed to make sense of this strategy. A new strategy for 
liberalization is needed. There are several options available. Oddly enough, none of them are 
mentioned in the trade strategy, or appears to have been considered by the EU. 

United States 

The Transatlantic Economic Council is the chief way for the EU and the US to reduce barriers between 
each other. It is a good ambition to focus on NTBs, because they are problematic and depress 
transatlantic trade. But it cannot be the only way for the two transatlantic partners to progress 
bilateral trade, or real leadership for the global economy. And it should be obvious by now that the 
strategy is not working and that it is time to consider other alternatives. Yet the trade strategy does 
not point to other alternatives or expresses a desire to do so.   

Post-Doha 

Europe maintains its focus on the Doha Round. That is admirable – a swift conclusion of Doha Round 
is important to keep the multilateral machine of trade liberalization alive. Yet it is obvious that the EU 
itself does not believe the Doha Round could be concluded anytime soon. And it is a big omission for 
the biggest trading bloc in the world not to set out a view on how the multilateral trading system 
should develop in a post-Doha future, which is a future that in all probability is very close at hand if it 
is not already here. This is important. There are plenty of trade reforms that can be achieved in the 
WTO in future – also in the near future. Europe, which can stand to benefit tremendously by such 
efforts, has a responsibility to take leadership.  

Crisis-related protectionism 

Finally, the trade strategy does not say much about of crisis-related protectionism. That certainly is 
not because of a lack of knowledge. The European Commission has over the past years produced 
progress reports about new trade barriers established during the crisis, and these in themselves 
should provide sufficient grounds for addressing this topic. In addition, Europe itself has toyed with 
protectionism and discrimination during the crisis. In fact, some reviews of crisis-related 
protectionism argue that Europe has been the top-user of such policies during the crisis. This may be 
right or wrong, but the simple fact is that trade openness has regressed in the past two years and 
there will need to be initiatives to wind down these measures. 
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4. CONCLUDING REMARKS: THE EU AS A TRADING POWER AND 
RESPONSES TO A CHANGING TRADING SYSTEM? 

Europe’s new trade strategy is a reflection of a changing trading system. The emphasis on bilateral 
FTAs and trade relations is one part of it – and the focus on “newer” type of trade issues, like public 
procurement and investments, is another. Both of these developments are acts of necessity. Bilateral 
trade strategy is a necessary part of Europe’s trade strategy (but it cannot be the only or the main 
part) and the biggest gains from trade agreements in future will be in “newer” types of trade-policy 
areas.  

But is the trade strategy a response to the deterioration of the multilaterally-based trading system? It 
clearly is not. In fact, the strategy is weak in this area. It puts forward the idea of appointing a group of 
eminent persons to think about the future WTO agenda post Doha and what the European position 
should be on this, which is a good idea.  But in the new trade strategy I would have expected to see 
some elements of what the EU’s preferred post-Doha strategy should look like, such as a revamp of 
the Information Technology Agreement.  

Will the strategy respond to changes in the trading system that is moving the centre of gravity from 
the West to the East? EU trade policy has grown increasingly focused on Asia and growth markets – 
after all, such a big portion of future increases in sales of European firms will come from the Asian 
region. The new strategy reaffirms this trend in EU policy. But the strategy itself is insufficient and will 
not deliver much new market opening in the key Asian growth markets. The fact that China is not part 
of an FTA strategy, and that there are no new ideas how to take bilateral trade-policy relations 
beyond the HLTED, is significant.  

Yet even under the status quo, Europe will remain the main trading bloc in the world for the 
foreseeable future. And it will stand to gain as much in future from trade as it has done in the past. 
The question Europe has to answer is to what extent it wants to drive future trade-policy changes in 
the world and look upon itself as leader for world trade policy. The trade strategy leaves that question 
unanswered. We live in a world of diminishing expectations in trade policy. I hope that the new trade 
strategy will change that perspective – at least in Europe, but I would be surprised if it did. 
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2.3 FRANCESC GRANELL 

A CRITICAL ASSESSMENT OF THE COMMUNICATION "TRADE, GROWTH AND 
WORLD AFFAIRS" AND EU COMMON COMMERCIAL POLICY  

1. INTRODUCTION 

Globalization has brought enormous benefits to the World. It has meant closer integration of 
countries, as goods, services, labor, capital and technology have moved more freely across borders as 
a result of lower transportation and communications costs and the reduction of administrative and 
political barriers. 

Today the financial and economic crisis that started in 2008 and the fast development of some very 
competitive emerging economies like China, India or Brazil are creating new challenges that do not 
necessarily favour the position of Europe as an international actor.   

Against this background ,the Commission's Communication on " Trade, Growth and World Affairs: 
Trade as a core Component of the EU's 2020 Strategy" must be seen in the context of both the 
implementation of the new institutional framework for external relations created by the Lisbon Treaty 
and the publication by the WTO High Level Trade Experts Group (Bhagwati/Sutherland) Report ‘The 
Doha Round: setting a deadline, defining a final deal’ and covering the pressing issues facing the 
world trading system at a time when the Doha Round has produced only disappointing results so far 
despite ten years of negotiations.  

International trade is very important for the EU and for the World.  As the Bhagwati/Sutherland Report 
to WTO points out:  "for thirty years, between 1960 and 1990, the number of people on the planet 
living in economically open societies was largely steady at one person in five. Today with China and 
India in the WTO and Russia partially integrated into global trade, it is more than nine in ten. For the 
last two decades the ratio of global trade to global GDP, which can be taken as a rough measure of 
global economic integration has not fallen below 40%, and had risen as high as 55% before the 
downturn. Applied tariffs at national borders have fallen, in many cases dramatically, and the 
dominant trend in markets for services and investment has been greater access for foreign funds and 
foreign competition". 

As the European Commission Report "The World in 2025" explained,  in  2025 nearly two thirds of the 
world population will live in Asia which - with increasing inequalities -  will become   the first producer 
and exporter of the World and Asia  will catch-up (and overtake?) the United States and Europe in the 
area of Research. 

In this overall context the Communication on Trade presented by the Commission is an "Orthodox 
approach about the effects of Trade". It is politically correct, but is not dealing with many issues 
connected with the present trade reality. 

International Trade today is not any more explained by the Heckscher-Ohlin model that explained 
trade on the basis of factor endowments and factor proportions that differentiate between capital 
and labor-abundant countries.  There are now multiple theories of trade. After Posner and Vernon 
there has been an emphasis on the technology gap and the product cycle theories of trade.  
Followers of the “new trade theory” emphasis the prevalence of imperfectly competitive markets and 
the existence of intra-industry  trade. Those questions are not discussed in the EC Paper. 
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EU's Trade Policy also has to be discussed in the context of the broader issues, such monetary and 
currency affairs, large scale capital flows, finance for development, technology transfers, intense 
competition, product differentiation, greater economies of scale , development of new and fast 
expanding emerging markets, development of new transport and communications.   

International trade and investment is also shaped by multinational companies that make a significant 
contribution to the globalization process, investing in factories around the world, subcontracting and 
creating jobs and spreading technology. Multinational Corporations are becoming a more and more 
important factor in world trade and in international economic relations in general.   

The recent world economic crisis showed there remains a danger that the self-interested actions of 
governments can destroy the multilateral trade liberal system of international economic relations 
that has been so painfully built up over more than sixty years of debate and negotiation.  Developing 
countries are now beginning to expect more, not less, from the international system of trade and 
payments and they have begun to entertain hopes that a coordinated approach to their problems 
might at last be possible.  European NGOs have helped raise these hopes and have been active in 
supporting the idea of fair trade.  

The present economic crisis also served to dispel much of the complacency about the international 
system. Some measures adopted by countries affected by the crisis could be seen as a warning to 
governments of the dangers of creeping protectionism even if the G20 Summits recognized the 
necessity for a positive and far-reaching initiative to carry forward the liberalization of world trade 
under reasonable and fair rules of competition. 

The Communication   of the DG Trade of the European Commission contains no mention of some of 
these issues.  There is no mention in the Communication of how the world crisis has left fiscal 
insolvency and economic collapse all over Europe. Some European countries have incurred huge 
debts that will create budgetary and balance of payments problems for future generations.  Here one 
can detect the influence of a strong division of labor among the Commission Services. With some 
services focusing on monetary, some on development and DG Trade on the Common Commercial 
Policy and trade. A better inter-services and inter DG cooperation would allow an improved approach 
to the Trade and Investment element of the EU's 2020 Strategy.     

Protectionism linked to the World crisis remains a threat to the global trading system.  A joint report 
produced by WTO, OECD and United Nations noted that the number of Non Tariff Barriers applied by 
countries had increased. But there is no now longer the pessimism that prevailed two years ago 
regarding a possible rise in tariff barriers, direct import restrictions and subsidies. 

In this Paper, I will comment on several of the issues mentioned, paying special attention to those 
that have not been adequately covered or even ignored in European Commission’s EC's 
Communication on Trade. These are: 

a) The link trade/payments/wages and social dumping 
b) The discussion of multilateralism and regionalism/bilateralism 
c) The trade impact of the European Common Agricultural Policy 
d) The  national export promotion schemes  of the EU's member states that are still to be unified 

at the EU level and 
e) The trade aspects of the Millennium Development Goals 

I would conclude my remarks with some reflections on the need to improve the coherence between 
trade and investment policies and other external actions of the EU. 
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2. THE COMMISSION’S ORTHODOXY  

In accordance with the classics, free trade results in a higher level of welfare than can be achieved 
under autarky. The gains in welfare are due to gains from exchange and gains from specialization. The 
productivity theory links development to international trade by interpreting trade as a dynamic force 
which, by widening the extend of the market and the scope of the division of labor, permits a greater 
use of machinery, stimulates innovations overcomes technical indivisibilities, raises the productivity 
of labor, and generally enables the trading country to enjoy increasing returns and economic  
development. 

There have, however, always been dissidents from this optimistic view These have argued that 
international trade has actually operated as mechanism of international inequality, widening the gap 
between rich and poor countries. The policy implication of this view is that even if there is some cost 
in sacrificing the gains from international specialization, countries will still realize a net gain by 
following policies of import substitution and deliberate industrialization behind import barriers and 
directing their own development towards an expansion of output for domestic markets. According 
this theory the gains from trade would be of secondary significance compared with the achievement 
of the gains from growth induced by protectionism.  

Critics argued that market forces will tend to cumulatively accentuate international inequalities in a 
process towards the impoverishment and stagnation of the poor countries and regions. A basic 
international trade problem for a country connected with this idea is not only to close borders, but to 
correct market imperfections to help the internal economic structure to become more flexible (cost of 
transition).   

From the cosmopolitan-orthodox point of view followed by the EU, the interests of the world 
economy would be better served by free trade, a liberal-minded outward-looking management of 
the economies, and a cooperative handling of the international relations.  

 In this sense the Paper of the DG Trade of the European Commission “Trade. Growth and World 
Affairs” is an expression of the consensus in this “orthodox” economic literature, presently accepted 
by the EU and the most important international organizations. 

As the member of the European Commission in charge of Trade (Karel de Gutch) says in his foreword 
to the paper “Trade - as a core component of the EU’s 2020 Strategy -   is an engine for global growth. 
It contributes to long term jobs in the EU and around the world..., trade and open markets deliver 
lower prices and greater consumer choice” 

 

3. CURRENCIES, AND SOCIAL AND ENVIRONMENTAL DUMPING 

The Commission paper seems to accept the simplifying assumption of the old pure theory of 
international trade that all the real variables of the trade system are determined independently of the 
monetary system in an assumption referred normally to as the neutrality of money.   

One of the factors responsible for regressive tendencies away from free trade principles in recent 
years has been the malfunctioning of the international monetary system. In particular the 
combination of uncertainty in exchange rates between the major world currencies and the abnormal 
trends in balance-of- payments deficits and surpluses combined with volatile capital movements. 
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The rapid Chinese economic growth and export performance, with fast accumulation of foreign 
reserves, creates tensions between Beijing and the main OECD countries. These OECD countries now 
warn the Chinese government it risks loosing its expanded access to their rich markets unless China 
accepts a faster appreciation of the Yuan.  In order to avoid protectionist measures against Chinese 
exports, the Beijing government is buying foreign bonds to stabilize the euro. 

At a time when the G20 is stressing that Chinese avoidance of adjustment in the value of the Yuan to 
the reality of the Chinese competitiveness and that the undervaluation of the currency acts as a 
subsidy for Chinese exporters at the expense of the OECD competitors, it is unclear why the European 
Commission failed to raise this issue in the Communication on Trade.  This could be due to the fact 
that DG Trade is not responsible for monetary questions.  Alternatively it could be due to a desire to 
avoid political tensions with Beijing. Perhaps the Chinese government has pointed to the "obvious" 
rise in EU trade defensive actions against China exports and some Chinese companies have suffered 
considerable losses from such actions. Perhaps the European Commission wishes to avoid tensions 
for diplomatic reasons given that China will have a major influence in international trade given that 
by 2025 the old triad of the USA-EU-Japan will no longer dominate world trade.  

Similarly, the same question can be asked with regard to the low prices of Asian exports due not only 
to the manipulation of exchange rates, but also to the disregard of the ILO regulations concerning 
wages and social rights of the workers (Social dumping) and the non respect by Asian Countries of 
the environment and raw materials related requirements (environmental dumping) already accepted 
by the EU and other countries.        

4. ECONOMIC REGIONALISM 

The GATT/WTO system had the essential aim of progressively reducing customs barriers on a most-
favored-nation basis. Non discrimination is and remains the characteristic hallmark of the system. It 
was positively hostile to economic regionalism. The only permissible exceptions were to be full-
fledged customs unions or free trade areas in which internal barriers to virtually all trade among the 
participating countries would be abolished.  On this measure European integration had been a model 
of regional integration, but the question is whether it is proper to apply the same rules to developing 
countries.  The GATT/WTO rules concerning customs unions and free trade areas were devised 
originally to accommodate potential groupings among European states having a dense network of 
low-cost transportation and communications, with an existing high degree of specialization based on 
intra-European trade and interdependence.  

Today regional integration is taking place among big and small countries as well as between rich and 
poor states.  For relatively small economies the main rationale for promoting “developmental 
regionalism” is to create economies of scale and facilitate economic integration among countries that 
are too small by themselves to benefit from trade in the global economy for the global economy.   

In the past the economic regionalism was not so much motivated by free trade for the existing 
industries as by a desire to promote regional import substitution policies in which region-wide 
markets for new industries were combined with protection from outside competition. After the 
Washington Consensus and the creation of the WTO, the rationale of the regional integration is no 
longer regional import substitution, but to create the conditions for the creation of industries with 
the capacity to export not only to the region but also to world markets in general.  This could be seen 
as a form of Open Regionalism. 
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Even if external tariffs today are quite low, the countries that are not beneficiating from the 
Generalized System of Preferences are likely to be concerned about the creation of new forms of 
discrimination that distorts competition among suppliers around the world. 

So far the official position of the WTO concerning regionalism is that is a second best to world free 
trade, and that "Regional Trade Agreements (RTAs) have become a very prominent feature of the 
Multilateral Trading System (MTS)".  But little could be done to prevent the growth of preferential 
agreements.  The enormous proliferation of regional agreements is threatening the multilateral 
system.  According the WTO “As of 31 July 2010, some 474 RTAs, counting goods and services 
notifications separately, have been notified to the GATT/WTO. Of these, 351 RTAs were notified under 
Article XXIV of the GATT 1947 or GATT 1994; 31 under the Enabling Clause; and 92 under Article V of 
the GATS. At that same date, 283 agreements were in force”. 

Given this proliferation it is quite clear that the most-favored-nation principle is in decline. Trade 
discrimination is today the rule in the world trade system, not the exception.  Such discrimination 
creates and diverts trade and the growth of FTAs will not lead unambiguously to an improvement in 
world welfare. 

When negotiating regional Agreements, EU must consider the type of countries involved. If the 
countries forming the regional arrangement are initially similar, the gains will tend to be larger that if 
the countries are initially dissimilar as in the case with the proposed EPAs between the EU and the 
ACP countries under the Cotonou Agreement or the EU-Mercosur future Agreement. 

If the most-favored-nation principle (in its generalized form in article I of GATT/WTO) has been seen 
as a means of preventing international economic conflicts arising from trade discrimination, the 
present trend to establish regional areas can be a renewed source of conflict that EU must try to 
avoid.  

In this context, is the EU right seeking to expand and conclude plenty of bilateral negotiations to 
create new Free Trade Areas or would be better to support multilateralism?    

5. THE COMMON AGRICULTURAL POLICY 

The European Commission’s Communication makes no reference at all to the implications of the 
Common Agricultural Policy for the Trade Policy.  This seems to be unbalanced and is perhaps 
another example of vertical division between Commission services. OXFAM and other selected NGOs 
are very critical of the impact of the European CAP on the development prospects of the developing 
countries.  

The EU has encountered one of the most stubborn problems in attempting to reconcile its domestic 
farm programmes with its declared purpose of promoting expanding opportunities for international 
trade and especially for developing countries.  The common external trade (Common Commercial 
Policy) and the Common Agricultural Policy (CAP) were born together in the 1960s and have grown 
up side by side. Under the CAP the EU has attempted to stabilize farm income through intervention in 
the market that had increasingly led to the use of import restrictions, export subsidies, and increased  
tariff and non tariff protection in the form of import fees. 

The CAP had always aimed at establishing thoroughgoing EU control of Agriculture and has created 
an arbitrary pattern of EC farm output, prices, and income wholly unrelated to the pattern that could 
be expected to result from a free market. On the industrial products side the commercial policy and 
the trade agreements had aimed at a quite complete freedom of trade without material 
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governmental influence over the economic processes that determine the location of the production 
between nations. Then it is obvious that these two policies could not be carried out side by side. 

Thus while the commercial policy has sought to limit or prohibit the extreme forms of trade barriers, 
the CAP laws had provided methods for governmental  intervention in view of  changing the 
distribution of income between farm and non farm producers. This aspect of the ultimate goal of CAP 
had no counterpart in the trade programme, which, if anything, is biased against the forced alteration 
of the distribution of income as compared with the distribution determined by competitive 
processes. 

The participation in the WTO is forcing the EU to mitigate the disturbance to foreign trade relations 
that the unilateral EU's CAP is producing. The EU has for example, agreed to end export subsidies that 
have been regarded as an unfair method of trade competition. 

Success in negotiating the Doha Round and regional trade agreements involving EU commitments to 
reduce or eliminate CAP protectionist measures will mean substantial reductions in EU agricultural 
tariff protection across a broad front, covering virtually all products, including especially agricultural 
products of any export importance to its trading partners. 

Nevertheless, within this general objective, room had somehow to be found to keep domestic aids for 
EU agriculture in order to prevent the collapse of the sector at a time when unemployment is very 
high.  This has required major changes in the CAP.  But the Cap will remain a persistent cause of 
international friction in the trade relations and in the WTO unless the reform process in the EU 
continues. 

6. INTRODUCING EXPORT PROMOTION POLICIES 

The EU’s commercial policy is incomplete because it regulates imports but does not deal with export 
promotion.  Every single European country has its own separate system for the promotion of exports 
in order to create growth and jobs. 

Given the disenchantment with import restrictions as measure to foster industries and to cope with 
external disequilibrium, there has been a marked shift in emphasis away from policies that have an 
anti-trade bias towards policies aimed at an expansion of exports.  This is a trend that can be seen in 
all EU Member States. All have become extremely concerned about expanding exports. 

Indeed, many European Governments have placed exports at the center of its economic recovery 
plans. With domestic demand for goods and services likely to remain suppressed due to the public-
sector spending cuts and tax increases after 2010, governments see increasing exports to economies 
that are growing faster and that have greater purchasing power as a means of maintaining output 
and employment. 

The UK government has announced in February 2011 new export-trade-finance initiatives aimed at 
helping small business gain access to overseas markets as part of its strategy to boost export growth.  
In France some observers have suggested that the country has not fully benefited from the 
opportunities offered by the rapid economic performance of emerging Asian Economies and the 
Eastern enlargement of the EU. Therefore, the question arises as to whether France is suffering from a 
competitiveness problem compared to its own past performance and compared to Germany and if 
the situation can be improved through the use of export promotion. 
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Various WTO continue to provide subsidies. The WTO had ruled formally that US Federal and local 
governments gave $2.6 Billion in illegal subsidies to Boeing between 1989 and 2004 while the EU 
Member States have given billions of low interest loans in launch aid to European Aeronautic Defense 
& Space Co. (Airbus). That means that export promotion is under scrutiny of WTO when referring aid 
for exporting to international markets. At an EU level Member State aid is controlled by DG 
Competition which seeks to prevent unfair competition within the internal market.  

However all European countries are active in export promotion and the Union is not harmonizing the 
work done by the European government’s business and export promotion agencies. European 
leaders compete in foreign markets by providing discretionary interventions to obtain contracts for 
their national firms even at the cost of excessive and discriminatory support for their firms against 
firms of the other EU's members.   

Why is the question of export promotion not raised in the Commission's Communication on Trade? 
Should there not be any initiative to coordinate at the EU level the export promotion policies and 
practices? 

7. THE 8TH MILLENNIUM DEVELOPMENT GOALS 

As recognized in the European Consensus on Development (December 2005), the primary and 
overarching objective of EU development cooperation is to eradicate poverty in the context of 
sustainable development, including pursuit of the United Nations Millennium Development Goals. 
The EU pursues this objective through a multidimensional agenda that actively looks for 
synergy/coherence between its policies and development objectives. Twelve areas were identified in 
the Consensus including migration, security, environment, research, trade, information society, 
transport,  the social dimension of globalization/employment and decent work, agriculture, fisheries, 
climate change and energy policies.  

Since 2007 the European Commission has advanced work on EU Policy Coherence putting forward 
recommendations on selected policies. 

In this context is extremely important the action that the EU must do to support the 8th  Millennium 
Development Goals  “Develop a global Partnership for development” that comprises  6 specific  
targets: 

a) Develop further an open, rule based, predictable, non-discriminatory, trading and financial 
system, including a commitment to good governance, development and poverty reduction-
both nationally and internationally. 

b) Address the special needs of the least developed countries including tariff and quota free 
access for LDCs’ exports, an enhanced programme of debt relief for HIPC and cancellation of 
official bilateral debt and more generous Official Development Assistance for countries 
committed to poverty reduction. 

c) Address the special needs of landlocked developing countries and Small island developing 
states. 

d) Deal comprehensively with the debt problems of developing countries in order to make debt 
sustainable in the long term. 

e) In cooperation with pharmaceutical companies, provide access to affordable essential drugs 
in developing countries. 

f) In cooperation with the private sector, make available the benefits of new technologies 
specially information and communication technologies. 
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The EU established a EU Agenda for Action on MDGs that is a collective offer to its development 
partners and the international community. This Agenda identifies specific milestones and points of 
action to help meet the MDGs within specific timeframes. 

To expand exports from developing countries, it is especially important to emphasize the removal of 
protective measures imposed by developed countries as well as developing countries. Developing 
countries do have legitimate grievances against the tariff differentials and non tariff barriers that they 
confront in industrial and emerging markets. Even if the GSP had improved this situation, the Doha 
process must produce new positive effects to ensure the favoring of exports from the less developed 
countries. 

8. CONCLUSION:  EUROPE AS A WORLD ACTOR IN A CHANGING WORLD 

The EU's role and contribution to international peace and security has yet to be defined and European 
Member States, other countries and international institutions retain doubts about the effectiveness of 
the EU in defining a common position in world affairs.   

The Treaty of Lisbon was intended to enhance the EU presence in the world and improve coherence 
between aspects of EU external policy:  CFSP, trade, humanitarian action, development and 
environment policy.  There is also an aim to enhance the vertical coherence between the external 
face of EU internal policies in the environment, agriculture, fisheries, technical harmonization and so 
on.  But it is not easy to bring together the sometimes divergent positions of the EU Member States 
even if the establishment of a single European External Service is supposed to help to ensure greater 
consistency in the EU's common positions, actions and strategies.  

In addition to the creation of a permanent President of the European Council (Mr. Van Rompuy), the 
Lisbon Treaty provided for a  High Representative of the Union for Foreign Affairs and Security Policy 
(Mrs. Ashton) to coordinate the EU's CFSP and (as a Vicepresident of the European Commission) must 
ensure the coherence of the EU's external action. The High Representative presides over the Foreign 
Affairs Council and can draw on the European External Action Service including the 135 EU 
delegations in third countries and at international organizations that are placed under her authority. 

In this global approach, the management of the trade policy remains however, the responsibility of 
the European Commissioner for Trade who co-ordinates with the rest of Commissioners dealing with 
external matters under the leadership of the High Representative-Vice President of the Commission. 

A  High Representative and a permanent President of the European Council should bring more 
consistency and effectiveness to the EU's external action, but plenty of observers feel that the 
dysfunctional governance of the EU still impedes its external effectiveness as a world actor. Many 
foreign ministers of third countries are frequently confused about who speaks for the EU. 

On top of the problem of internal "governance" of the foreign relations, the EU's member States are 
not helping to advance to create one single common position for the EU in the world arena.  When 
the negotiations with third countries or international organizations  (both in the former first and 
second pillars)  requires  imaginative solutions, the result and the way in which each member state 
may present  the negotiations back home, cause more difficulties than the external negotiations itself 
. Different negotiating priorities and differences in approach among the EU member States with 
respect to many of the subjects of negotiation are very common. 

 The European Commission has not only the right of initiative but also the responsibility for 
elaborating strategies and implement the mandates received from the Council after the necessary 
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process of bargaining to define the unified European Approach (internal negotiation : who gets what 
?) to present as a position for  the international negotiation. 

 The Council can take decisions based on Commission Proposals by majority voting, but many times 
the European Commission lacks' a clear and unequivocal mandate from member governments to act 
in the external relations area. The Doha mandate is a good example of difficult internal negotiations 
among EU members trying to preserve their respective trade and industrial interests without 
publically saying that they are not interested in speeding up the Multilateral WTO Round.  The lack of 
a sufficient EU's Budget to finance transitions is creating additional problems in this respect.  

The EU’s external trade policy formed the initial basis for EU external diplomacy, but it is apparent 
that the EU is not yet fully equipped to engage in a single international diplomacy in terms of its 
responses to major international issues and conflicts. A major problem is that member states have 
competing visions of the EU and that the Lisbon Treaty has failed to produce an alternative vision of 
the EU in contrast to perennial dichotomy between member states versus supranational institutions.  

Perhaps it is necessary to keep in mind that the European project has required imagination and 
patience and the process of making the EU a real world player still requires leadership, imagination, 
patience and the capacity to compete successfully worldwide by responding to new challenges, 
acting as a single body with a single voice in trade but also in all international external relations 
issues. 

The "Lisbon Agenda" and the "Europe 2020" had been launched to make the EU a smart, sustainable 
and inclusive economy with high levels of employment, productivity and social cohesion. In his 
presentation of the EU's 2020 Strategy, on February 2010, Mr. Van Rompuy said that the EU must take 
better account of the international dimension including a thorough preparation of the EU position for 
the G20.   

The coordination and coherence required in the area of external relations is especially important at 
this moment of transformation of the Arab world. If Europe wants to keep out the economic refugees 
from the other side of the Mediterranean, a co-ordinate effort must be made that encompasses trade 
(a further opening of the European markets to the farm products from North African states), direct 
investment of European multinationals in the countries concerned (the more European jobs go 
offshore the less the people from those countries will need to look for work in Europe), and financial 
assistance (to improve governance). 

Europe is an open economy and to achieve the EU objectives as an international actor  -without being 
further marginalized in World Affairs -  Europe is obliged to adapt its internal polices, trade, 
investment, technology and foreign relations to the new scenario in which economic power is 
beginning to shift to Asian countries that do not necessarily share the European values.    
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2.4 JACQUES  PELKMANS 

EU PROSPERITY THROUGH OPENNESS - INTERNAL FOUNDATION OF EU 
TRADE POLICY 

1 INTRODUCTION 

EU trade policy ought to be about EU prosperity. Since international economic intercourse is usually a 
win-win game (and not zero-sum), EU trade policy is also about prosperity, or 'development', of 
trading partners. There is ample empirical economic evidence (summarized below) that "openness" 
serves the main socio-economic policy goals of the Union. However, the effects of openness of the EU 
economy are generally more positive, and the short-run adjustment costs lower, if  the internal 
market, the EU common policies and – not least -  the 27 domestic economies allow market 
mechanisms to work and anticipate strategically the exploitation, sometimes even the 'making', of 
(the EU's ) dynamic comparative advantages. An open trade policy is therefore not without ambition. 
It is also not passive, quite the contrary. The internal and the external dimensions are inextricably 
linked. The present Briefing paper highlights these links, provides summary evidence of the economic 
gains from EU's openness and offers a (inevitably short) discussion of sound internal foundations for 
dynamic comparative advantages the EU can benefit from.  

2 HOW THE INTERNAL AND EXTERNAL DIMENSIONS OF THE EU 
ECONOMY HANG TOGETHER 

There are three crucial ways the EU internal acquis and policies hang together with EU trade policies:  

a. consistency (openness of the EU as a whole imposes a range of requirements on the deepening 
and widening of the internal market) 

b. the 'quality' of the internal market in the wider sense (that is, the internal market with the 
related common policies) ; of course, the nature of trade policy determines that quality, too ; the 
higher the quality of the internal market, the better it can stimulate and facilitate the dynamics of 
competition and change, accentuating cost competitiveness as well as quality, creating more 
opportunities for new goods and services, as well as processes whilst enjoying sound  and 
effective regulatory protection against market failures ; this will stimulate a smooth and 
permanent climbing up the ladder of dynamic comparative advantages 

c. the business environment beyond the control of the firms themselves, including the 
incentives, policies as well as soft and hard infrastructures to innovate and  'change', is also critical 
to generate 'new' comparative advantages, relevant for EU trade policy. 

First, there is a consistency requirement between internal and external. There is a common EU trade 
policy because independent national policies and powers would distort and/or prevent the EU 
internal market from being (fully) established and /or to function properly. Thus, the original Rome 
treaty incorporated a customs union – no longer national tariffs, but a common external one – and 
implied common quotas, if any. Over time, exceptions to common quotas – namely, national quotas 
for selected third country goods – were removed; the last ones were only abolished with the EC1992 
process (textiles and cars) because the removal of internal frontiers made them unenforceable. By 
1993 the EU internal market was incomparably more ambitious than a customs union. Thus, for 
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consistency, EU trade policy required EU level powers in e.g. services (itself a huge conglomerate of 
distinct markets) and a wide spectrum of regulatory issues. Indeed, tariffs and quotas became a 
relatively minor part of trade policy (except perhaps in agriculture) and 'regulatory trade policy' took 
centerstage. The external response in the Uruguay Round (ended in 1994) confirmed the shift to 
regulatory issues, with the new GATS for services, besides a series of agreements on e.g. TRIPs, TBTs 
and SPS issues, subsidies, anti-dumping, etc.  Subsequently, the CJEU gave its  opinion about the 
scope of EU trade policy ( in 1994), holding that a shift to more EU level powers in  these fields was 
justified, but in complex ways the Member States still had to remain signatories in selected services, 
in some TRIPs (but not others) and in investment issues (not part of the Uruguay Round).  

This opinion showed the inconsistency between the internal and external acquis (in terms of powers) 
which could only be overcome if all Member States would be cooperative in each and every 
negotiation, both at multilateral and bilateral level. Whether for purposes of credibility in 
negotiations or for pre-empting distortions or gaps in the internal market, this legacy of inconsistency 
from the past was unfortunate.  It has been repaired in the Lisbon treaty. All services as well as 
regulatory and investment powers are now found at EU level and belong to EU trade policy. Only in 
some highly specific aspects of "economic cooperation" can it happen that Member States might be 
indispensable. This consistency requirement is not at all a trivial issue. Having no longer some 
residual national trade policies creates a more predictable business environment in the internal 
market for business in Europe, including foreign multinationals.  

The EU can now define and execute its EU trade policy strategically in all respects and will not be 
hindered by a lack of credibility when having to 'deliver' an agreement via ratification. Seen from 
within, the EU is fully free to deepen and widen its internal market the way it deems fit, and 
subsequently assume (if desirable) a forceful position in bilaterals and in the WTO. Last but not least, 
its internal experience and functional solutions may serve (and have already regularly served) as 
inspiration for WTO or bilateral policy options or regulatory approaches. It goes without saying that 
this tends to be beneficial and convenient for EU companies accustomed to these solutions.  

Second, and beyond mere consistency between internal and external, the quality of the internal 
market in the wider sense (that is, including most common policies) is a crucial factor for EU's trade and 
investment strategy and the conduct of EU's trade policymakers. The quality of the internal market 
refers to its 'depth' ( in terms of commitments in intra-EU cross-border liberalisation, accompanied by 
EU regulation where justified, and competition policy), scope (few, if any, exceptions for the five 
freedoms, basically, and with suitable common policies in agriculture, industry, energy, transport, 
environment, etc., definitely including EU Trade policy as well) and credibility with market players. 
The treaty regime gives the internal market (in the wider sense) the central role in pursuing the socio-
economic aims of the TFEU: it is the 'superworkhorse' which should deliver our citizens higher 
prosperity over time, conditioned by sustainability and other aspects1. Higher prosperity that with a 
splintered EU and a shallow, non-performing internal market could not be attained. Now that free 
movements and free establishment are much better (though still not sufficiently) respected in the EU, 
the quality of EU regulation in incentivizing business to compete, invest and innovate, while 
respecting rigorously the SHEIC requirements 2 of proper market functioning, becomes ever more 
crucial.  Of course, one should – particularly in the "Brussels EU circuit" - realize that ministers or EU 
officials meeting or MEPs or the CJEU, setting rules or constraints or protect the free movements, are 
not "the" internal market. This is merely the enabling framework facilitating or stimulating companies, 

                                                               
1 For a detailed treatment of this central role, see chapters 5 – 13 in Pelkmans, 2006. A reminder of this critical point in the 
current debate about a revival of the single market is provided in Pelkmans, 2011.  
2 SHEIC refers to the most important market failures in goods, services and capital markets, which ought to be pre-empted or 
overcome: Safety, Health, Environment, Investor and Consumer protection. This is usually accomplished via least-cost 
regulation, supervision, market surveillance and credible sanctions. In turn, this points to the need for credible, well-
functioning institutions  and rigorous, independent impact assessment when adopting (EU) regulation.  
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traders, innovators, investors, workers, consumers to exploit market and other opportunities. The 
quality of the internal market is greatly supported by 'openness' to the world economy that is, by the 
healthy exposure to import competition (both price and variety) and inward foreign direct 
investment as well as by exports to often tough markets and the intra-EU specialisation following 
outward direct investment. The economic case for 'openness' has been forcefully made by DG Trade 
in its 'Trade as a driver of prosperity'  3  and will be touched upon later.  

Third, even when internal / external consistency is addressed properly and the quality of the internal 
market (in the wider sense) has become ambitious, the competitiveness of firms inside the internal 
market – say, vis a vis imports or locally produced goods or services from foreign companies - and 
outside, in the world economy, is also determined by many other factors beyond the immediate control 
of firms themselves. Such factors may consist of national measures concerning "Doing Business"  4 or a 
host of other aspects typically incorporated in so-called Competitiveness Indexes 5. They may concern 
goods and services production for exports or as inputs for exports, but – presumably more important 
over time - also the inflow or stocks of foreign direct investments and the dynamic spill-overs they 
tend to generate. It is therefore entirely justified to broaden the policy perspective even beyond the 
internal market in a wider sense to other determinants of  companies' competitiveness such as hard 
and soft infrastructures, the supply of a great variety of skills, the quality of higher education and 
training, incentives for innovation (other than typical internal market aspects), regulatory and 
taxation aspects at national and local levels, local and national institutions (including the legal system 
and public administration)  and additional aspects of the business environment. However, for the EU 
level of government, the question is whether and to what extent and with which 'tools' these business 
environmental aspects can be improved. "The" business environment and in particular the policies to 
create a more 'desirable' business environment in the broad sense as sketched above, raise profound 
questions of subsidiarity.  

But even if EU Members States all say that they willingly cooperate in a range of such issues, is there a 
recognizable relationship with EU trade policy? Nowadays there surely is, due to the need to 
continually shift up the ladder of dynamic comparative advantages. Especially for advanced 
economies like the EU, and given the awakening of the BRICs and many other emerging economies, a 
search for greater prosperity in the long run is and will remain very demanding in terms of the 
domestic economy's capacity to stay close to the (shifting) technology frontier, to be repeatedly 
amongst the first movers of new goods and services, to be competitive and innovative in all kinds of 
services (especially those that cannot be easily outsourced), to deliver high quality based on high 
skills and design specialisation  and to remain a high-value-added partner in the global value chains. 
Clearly, market pressures go far in inducing permanent exposure and incentives to anticipate and 
adjust, for companies, workers and indeed customers and consumers. But it does require active and 
strategic policy making over a wide spectrum of determinants of competitiveness of firms as well.  

The matter has become more prominent ever since the Lisbon strategy, supposedly underpinning a 
move of the Union to become the most competitive knowledge economy in 2010 and ready to face 
'globalisation' better than other players on the globe. Having such a vision is praiseworthy but its 
credibility hinges on genuine determination of governments, social partners, national and common 
EU institutions to share the vision, act accordingly and deliver such transformations. And this for 27 
EU countries with rather different abilities, sensitivities, levels of development, ambitions and 

                                                               
3  SEC (2010) 1269 of 9 Nov. 2010, Trade as a driver of prosperity, accompanying document to COM (2010) 612, Trade, 
Growth and World Affairs, of the same date.  
4 See the annual World Bank indicators on Doing Business. 
5 Like the ones from IMD or the WEF. Economists tend to have problems with the arbitrariness and subjective nature of the 
measures, as well as the intrinsic incomparability between countries of what are subjective impressions of local managers 
and opinion leaders. Nevertheless, this does not mean that many of the numerous aspects listed in these Indexes are 
irrelevant for the performance of enterprises and the benefits for consumers. 
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preferences. The Wim Kok report (2004) painfully demonstrated that the domestic political 
requirements for such an overarching strategy were lacking – in particular, political ownership by 
national parliaments and government leaders in national policies for which they assume 
accountability – and the problem has not been overcome since. Even though, the Lisbon strategy's 
final results have not been all that bad (dependent on what one looks at 6, presumably due to 
increased awareness in national policy elites. Nonetheless, its very purpose being the readiness to 
better face globalisation, as a basis for a more strategic EU trade policy, one can maintain serious 
doubts : "The strategy has perhaps been too inward-looking…there was too little effort to benchmark 
the EU against the performance of key trading partners and assess the EU's progress in relative terms" 
7. EU2020 is a new vision that, overall, is recommendable. In particular, it would be strange not to 
welcome an Innovation Union, the Digital agenda, a resource efficient Europe and an agenda for new 
skills, and possibly an EU industrial policy for globalisation as well as Youth on the move, to mention 
the six flagships that seem most relevant for a link with trade policy.  

Therefore, what has begun with the 2006 Global Europe trade strategy 8,  is most usefully continued 
with the follow-up promoted strongly by Commissioner De Gucht in "Trade, Growth and World 
Affairs" 9. Both in 2006 and in 2010/11, the internal / external link is emphasized. Not only was the "… 
renewed Lisbon strategy… a coherent agenda for adapting European economies to the new global 
environment",… "[O]ur policy-making processes should factor in global competitiveness challenges." 
(Global Europe, 2006, p. 9). Stronger still is the 2006 COM Staff document where it states: 
"Globalisation is collapsing distinctions between domestic and external policies" (p. 11). And : "As we 
focus trade policy more clearly on its contribution to jobs and growth in the EU, so we must ensure 
our internal policies are sufficiently outward-looking to serve our economic interests" (p. 12). EU 
policy intentions are no different today, as the European Council held that the EU needs "… to further 
enhance the coherence and complementarity between the EU's internal and external policies as a 
whole" 10.  The present author applauds this perspective. However, the EU2020 strategy has only 
(very) limited tools at EU level and must rely heavily on Member States actions. Would the national 
political ownership be much better this time? The EU2020 credibility is greater in some domains than 
in other ones. There is also the thrust in EU2020 that the flagships, as proposed, would suffice. Not so. 
No matter how recommendable the overall approach of EU2020 might be, the EP should not be 
misled into believing that even a successful EU2020 strategy will suffice in and by itself to bring far 
greater prosperity. There is far too little emphasis on reforms in services and labour markets, where 
some progress has been made in the EU but selectively only and not in so many EU countries. The 
lack of reforms raises the costs of adjustments, which, in turn, prompts political economy resistance 
to openness, which, in turn, tends to reduce EU companies' competitiveness in the longer run. EU 
trade policy makers are acutely aware of how urgent the move towards greater dynamism and 
flexibility of the EU economy is – they observe the rise of the BRICs, notice the self-confidence of 
these emerging economies with high to very high growth rates, negotiate with them on quickly 
shifting agenda's in accordance with their shifting comparative and competitive advantages and 
worry about the defensive responses sometimes heard in Europe. It would be much better for the EU 
to systematically anticipate such changes and stimulate Europe's move up the ladder of comparative 
advantages. Such strategies have to be credible, however, since sooner or later their results will be 
                                                               
6 See SEC (2010) 114 of 2 Febr 2010, Lisbon Strategy Evaluation Document. More interestingly still, the EU is actually a 
successful "globalizer", not thanks to but despite the Lisbon strategy.  See the indicators on EU performance in the world 
economy in SEC (2010) 1230 ( in footnote 8). See also Cheptea, Fontagne & Zignago, 2010. 
7  Lisbon Evaluation Document, Op. cit., p. 7.  
8 COM (2006) 567 of 4 Oct 2006, Global Europe, competing in the world, a contribution to the EU's Growth and Jobs strategy, 
and SEC (2006) 1230, its Annex, with a detailed assessment of the internal / external links for EU trade policy.  

9 COM (2010) 612 of 9 Nov. 2010, with the subtitle : Trade policy as a core component of the EU's 2020 strategy.  

10  European Council conclusions, Annex, 16 Sept. 2010. 
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tested in demanding and competitive world markets.  It is also critical to appreciate that deepening 
and widening the internal market (with the common policies that bolster this in useful ways), its 
competitive environment via the freedoms and EU competition policies and its openness, are almost 
certainly more influential in incentivizing, if not prompting, business in Europe to become more 
competitive and dynamic in goods and services markets at home and abroad than any EU2020 
strategy might ever be able to accomplish.  

3 MODERN TRADE AND THE NATURE OF TRADE POLICY 

In teaching international trade in simple economic textbooks, the world economy is static and trade 
emerges or grows when barriers fall away. This stylized idea of trade and 'openness' might have had 
some basis in the reality of the 1950s when tariff barriers were high, quotas abound, and many other 
residual restrictions and forms of interventionism were considered normal. Trade consisted of goods. 
Whilst innovation did exist, nothing of the pace of today could be found. Services were not traded 
across borders and service establishment was rare and difficult. Capital and money flows were, not 
seldomly, subject to exchange controls. And as Tibor Scitovsky (1958) observed and analysed in the 
mid-1950s in Europe, fierce competition was hardly ever the norm and active competition policies did 
not exist or only began to be considered. Of course, there was no such thing as a internal (EEC) 
market – the 'common market' was regarded as a novel idea from the Spaak report, but, in actual 
practice, boiled down to little more than a 'customs-union-plus' for several decades. In such a world, 
reducing barriers is likely to be the main reason for the growth of trade. If the economy is close to full 
employment, the adjustment costs would be bearable or even light ; the better still, if workers could 
stay inside the sector (so-called intra-industry trade could ensure that) so that neither re-skilling nor 
wage decreases would have to take place.  

Nowadays, world trade grows for a host of reasons and it is good to appreciate them. Reduction of 
tariffs and non-tariff barriers (but often in developing countries since in advanced economies, tariffs 
tend to be low, except for agriculture) might explain up to half of world trade growth in recent 
decades. Or, according to other economists even much less, since they hold that value chains 
fragmented among very different countries, yet organized directly under the control of 
multinationals as 'vertical specialisation', are responsible for the bulk of the rapid growth of trade in 
goods (and some selected services). These value chains generate a huge multiplication of trade flows 
in intermediate goods before the final good arrives at its destination: the consumer, more often than 
not in the EU or other OECD countries 11.  These two stylized facts ( barriers matter but they are not at 
all  the only determinant anymore ; fragmented value chains are crucial for today's world competition 
in specific sectors 12 have to be kept in mind when discussing trade policy. What causes the high 
growth of world trade in the last few decades are, besides lower barriers: income growth in the BRICs 
and other emerging economies, falling transport (containers!)  and communication costs, better ( less 
restrictive) economic policies in many countries in all continents,  the improving investment climate 
(hence, incoming FDI, in turn, inducing two way trade) and fiercer competition in almost all countries, 
in turn prompting innovation, cost cutting and further outsourcing and specialisation (back to core 
business).  

The implications are many. In order to share in the world exchange of goods, it is indispensable that 
companies position themselves in these new forms of competition, with a capacity to exploit very 
                                                               
11  For sources, see Bergstrand (2001), Bergstrand & Baier (2001) and Yi (2001), for instance.  

12 Esp.  electronics and appliances ; somewhat less, automotive products ; also in sports footwear, sewing machines, office 
equipment, machine tools, cameras and watches, printing & publishing.  
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different comparative advantages at home than in a range of other countries, also distinct from one 
another. This requires an outward looking home base, well informed about many foreign markets and 
their opportunities. It requires  multinationals and/or other networks of firms capable of setting up 
competitive value chains  and having strong products once produced and designed at home or 
acquired but with tacit knowledge and experience. All this is very different from a simple exchange of 
simple final goods between just two 'countries'. Another implication is that the economic meaning of  
trade statistics between 'countries' is anything but clear ; their 'messages' may actually be misleading. 
Whether the EU and its firms are 'competitive' or not, cannot easily be read by observing a deficit in 
trade in goods with China, for example. A significant part of EU imports from China actually originate 
from subsidiaries or joint ventures of EU enterprises  which show rapidly rising imports from the EU 
mother companies as well as from networked companies in east Asia. Thus, the euro value of such EU 
imports comprises value-added in the EU as well as in East Asia, and relatively little value added in 
China as assembler. The typical EU value added such as design, R & D, patents and trademarks, high 
skills components, selected services, managerial inputs over the entire value chains, etc. are 
important for EU trade policy makers, because these indicate the comparative advantages of the EU. 
Likewise, the direct investments by EU companies in e.g. the BRICs enable the participation in global 
value chains and, hence, the investment climate (not least, restrictions and local content 
requirements) in BRICs (etc.) matter in bilateral agreements ( the WTO does not yet deal with this 
subject).  

4 EU OPENNESS: GOOD FOR PROSPERITY, GROWTH AND JOBS 

The EU has become a very open economy, whether in goods (except for tariffs of selected temperate 
zone agricultural products), services or capital including FDI.  Only in labour, whether for temporary 
service provision (mode 4 in GATS; less regulated in terms of host country control, but otherwise 
similar to the 1996 posted workers directive inside the internal market) or migration (permanent jobs 
and residence), this is not the case.  

Openness of the EU has done a lot of good for key policy objectives 13.  

A.  trade opening does increase growth both in developed and developing countries and this the 
more so if institutions, including market rules and organization, are of a higher quality 

B. recent bilateral FTAs (to be) concluded by the EU are all expected to yield extra increments to EU 
GNP, though not much in each case separately 

C. trade opening leads to higher productivity and thereby contributes to increased external 
competitiveness of EU industries. These productivity increases are beneficial to EU consumers, 
over and above lower prices resulting from import competition facilitated by lower barriers. It 
may also help to constrain inflation.  

D. increased trade leads to more jobs and higher wages, also when one does explicitly take into 
account the adjustment costs of workers. Real wages carry a ‘trade premium’ estimated at some 7 
%. In the extreme scenario of having no EU trade with third countries, the EU would lose 36 
million jobs in the short run.  

E. although globalization is often asserted to contribute to unemployment, job insecurity, declining 
wages and rising income inequality, this is incorrect if one looks at the (EU) economy as a whole 

                                                               
13 The following hinges strongly on the DG Trade SEC paper as quoted in footnote 8.  For simplicity, I have refrained from 

quoting in each and every point the page references.  
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and not solely at specific firms or groups of workers in the very short run.  Hence, for individual 
workers, globalization (indeed, any significant sharpening of competition, also through new entry 
in the internal market or otherwise) might seem to be a threat, create anxiety and costly 
adjustment, those genuine problems need to be dealt with (in the short run) via non-trade 
measures such as a good social safety net, re-skilling, other training and active labour market 
policies. For the economy as a whole, openness is good for overall employment and real wages.  
Rising income inequality is almost entirely due to technical progress which is biased against 
relatively low-skilled workers' wages. Thus, import competition led typically to within-firm 
technological upgrading as well as a shift in employment towards more advanced firms or 
subsidiaries. This bolsters EU's comparative advantage. What can be problematic is the overall 
shift from manufacturing to services which is a robust trend for decades. This trend has several 
reasons and only one of them is trade and FDI.  

F. It is flawed to think, as unfortunately many still do, that openness is good because otherwise EU 
exports could not increase and it is there that the gains are found. Opening up for imports is not 
just a necessary concession to trading partners. More than two-thirds of EU goods' imports 
consist of intermediate goods.  Openness for imports facilitates the incorporation of EU 
companies into global networks via such intermediates. Thus, a tariff reduction on inputs raises 
wages in production using relatively more inputs, or, put differently,  the more globalized the firm 
is the more positive the impact of tariff reductions on wages. Note that the situation is quite 
similar in services: some 75 % of traded services are intermediate services. Especially here it is 
striking how strong the knock-on effect of the improvement (deepening) of the single market for 
services is on the competitiveness of manufacturing. Many manufactured goods are in fact made 
up of value added by services in the range of 30 % plus or more.  

G. In the case of FDI, openness also plays a double role. Usually, inward investment is applauded for 
reasons of extra jobs and technology. All EU countries (even regions) have offices trying to attract 
FDI.  However, inward FDI is attracted more easily if the geographical market is open and its 
(commercial) size can be freely determined by the company; also, low protection keeps inputs 
low priced and this facilitates its integration in global networks. FDI in protected countries is only 
for local demand and its beneficial spill-overs to the rest of the economy tend to be minimal; its 
scale might even remain suboptimal. Outward FDI is regarded with suspicion or seen as a ‘loss’.  In 
economic parlance, such FDI is seen as substituting for previous exports to the country where 
now a factory is built. However, there is strong empirical evidence that outward FDI is 
complementary to trade, as it often gets integrated into global networks. As to jobs, the negative 
short-run effect is followed by a positive medium and long term impact on employment in the 
investing firm. Sometimes, negative effects are compensated by positive effects in other firms. 

H. There are crucial links between trade & FDI on the one hand and transfer of innovation and 
economic growth on the other.  The knowledge embodied in traded goods (measured e.g. by 
patent intensity or R & D) has a positive impact on innovation and growth in both importing and 
exporting countries.  The same goes for FDI. These mechanisms apply in particular for countries 
having already developed a technical absorption capacity, such as the BRICs and emerging 
economies.  An open trade policy supports these transmission mechanisms and allows EU firms 
to access new markets, increasing the returns to innovation.  The ensuing import competition in 
more sophisticated intermediate and final goods has pushed EU firms up the dynamic 
comparative advantages ladder, exactly what is needed in the longer run for the Union’s 
prosperity. It is yet another reason why the common EU patent and litigation system should be 
urgently adopted.  

I. I regulatory barriers for EU imports cannot be lifted unless they are discriminatory, 
disproportional, refuse to accept equivalence and consciously non-transparent. However, these 
WTO principles (employed e.g. in the SPS rules) originate from the EU, given its long experience in 
combining liberalization across (intra-EU) borders with justified, proportionate regulation to 
overcome market failures. Therefore, the EU would not easily violate such principles. 
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Nevertheless, EU’s regulatory barriers have high implicit costs [if the term “costs” is appropriate 
because a lack of regulation would be costly, too, in terms of malfunctioning of markets and 
failing to protect consumers]. The consequence is that the preferences in Europe for quality 
regulation in services and goods markets (SHEIC based) may present problems for EU trade 
negotiators.  In a recent study US exporters to the EU were found to face tariff equivalents (of 
regulatory barriers) ranging from 6,5 % (electronics) and 11.3 % (wood & paper products) all the 
way to 34.6 % (cosmetics) and even 56.8 % (food and beverages).  Developing countries complain 
routinely that, although in principle the EU can regulate according to its own preferences, the de 
facto costs of getting into the EU market are a huge barrier for all but the very best companies 
and multinationals. REACH and SPS-type goods (like fish) are always high on the list. True, tariff 
equivalents to other OECD markets are not significantly lower or similar. It also appears that MRAs 
(mutual recognition agreements) are anything but an easy panacea. In turn, this may lead to slow 
and incomplete reductions of regulatory barriers in the markets of trading partners.  The EU’s 
practice to offer concrete and specific help via ‘ economic cooperation’ in lowering the obstacles 
to meet regulatory EU requirements via laboratories, training of inspectors, new equipment, 
extensive information campaigns with SMEs (and e.g. fishermen) and MRAs should perhaps be 
intensified. This means that two Commissioners  (Trade ; Development)  should routinely 
cooperate (and change procedures, if that is needed) as the development effects of this help, if 
practical and effective, in terms of potential trade and premium pricing (branding) are very 
positive.  In turn, it will undoubtedly assist in relaxing negotiation attitudes in partner countries.  

5. CONCLUSIONS 

The EU should have an open trade policy in the modern, wide sense of the term, for a simple reason:  
serving overall EU prosperity in the medium and long run.  In the final analysis, openness is all about 
benefiting from the Union's dynamic comparative advantages and just as much from the 
comparative advantages of trading partners via imports and their FDI. However, such an open trade 
policy in goods, services, investment and even skilled labour will tend to serve EU prosperity far 
better if it is combined with an ambitious single market, with appropriate and justified regulation as 
well as the EU common policies which underpin the latter.  The internal ambitions and the external 
economic openness are inextricably intertwined.  This can be further enhanced by a long-run vision 
as embodied in EU2020, if credible in delivery, and articulated by national reforms in services and 
labour markets.  All of these are needed to shape an ambitious, competitive and performing 
environment generating a permanent drive to upgrade and strengthen dynamic comparative 
advantages.  This cannot be taken lightly because, sooner or later, the results will be tested in highly 
competitive world markets.  They are also needed since large shares of trade, as well as the connected 
FDI, R & D, intangibles, services, and management skills, are part and parcel of global value chains 
which exploit the respective comparative advantages of all countries involved.  EU's prosperity 
hinges, to a great extent, on how high the value added in such chains is over time.  

An open EU trade policy is therefore an ambitious undertaking.  It requires access to other markets, of 
course, but that is necessarily only a part of a much richer picture.  The EU benefits just as much from 
welcoming goods and services, whether intermediates or final, from all over the world, as it 
engenders several dynamic effects (helping dynamic comparative advantage) but also lowers prices 
for consumers.  EU trade policy ought to be structured according to the emerging and existing 
comparative advantages of the Union, as fortunately happens increasingly well.  The EU's domestic 
counterpart ought not to be defensive, not just due to price effects but perhaps even more crucially 
because of the damage to incentives and market processes fostering innovation and experiments   
and the risk that the investment climate worsens. 
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The EU has proven to be a successful "globalizer" so far It is the largest trader in goods and services  
and enjoys the largest FDI stocks (both inward and outward).  More significantly still, its market shares 
in goods are maintained (between 1999 and 2009) whilst the US’ and Japanese shares fell 
considerably. Partly, this was luck since the EU never specialized in e.g. ICT goods (and Japan and the 
US did) and hence was not hit by the onslaught of South East Asian (not least, Chinese) export 
growth, whether intermediates or final ICT goods.  But that luck cannot be generalized. Taking the 
goods segments crucial for long run EU prosperity, such as hi-tech goods (much more than ICT)  and 
‘up-market quality goods’ , the EU held up surprisingly well. In hi-tech goods the EU maintained a 
share of 17 % (only surpassed by China, but how much value added is everybody’s guess) and in the 
high-price segments of up-market goods the EU maintained 29 % and is the undisputed leader by far 
(next is a share of 13.5 % , the US).  

This critical fact is perhaps too little known. The EU positioning in the coming years is not without 
problems and an active EU trade policy, which generates the incentives for EU companies on both 
sides of international economic intercourse to invest, innovate and move up the ladder of dynamic 
comparative advantages, is a most welcome policy element in maintaining if not improving the 
Union’s prosperity.  A performing internal market helped by a bold follow-up of the Monti report 
would surely be a most welcome underpinning of the current strategy of selected bilaterals and 
(hopefully) the conclusion of Doha. 
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2.5. STEPHEN WOOLCOCK 

HOW FAR COULD FTAS FILL THE GAP LEFT BY A FAILURE TO CONCLUDE THE 
DOHA DEVELOPMENT AGENDA (DDA)? 

1. SUMMARY OF MAIN POINTS 

 EU policy remains the successful completion of the DDA 
 Conclusion of the DDA will still leave a gap to be filled 
 There would be economic welfare losses if the DDA were to fail, but also losses in a 

number of important rules issues. 
 The conclusions of a comprehensive FTA with India could go some way to filling gaps 

left by the DDA, especially if it provided a model for further agreements with major 
economies. 

 The EU will have to make mutual concessions in order to conclude FTAs. 

2. 2011 A MAKE OR BREAK YEAR FOR THE DDA?  

The current year may be the last chance to conclude the DDA.  Although there remain doubts about 
the political commitment in some leading WTO members, the prospects after 2011 look even worse. 
For example, in 2012 the United States will enter into another presidential election campaign year, 
which will place additional constraints on the administrations negotiating flexibility.  By 2013 and 
after more than a decade of negotiations there would be doubts of the utility of completing an 
agreement.   

An agreement is also arguably within reach if only there were sufficient political will to resolve the 
remaining outstanding issues.  When negotiations stopped in 2008 the modalities for liberalisation of 
Non-Agricultural Market Access (NAMA) and agriculture had been broadly agreed. There had 
however, been less progress in services and a range of other rule-making issues.  Above and beyond 
the immediate economic gains to be had there are also a range of issues under negotiation in the 
round that would help ensure the multilateral system of the WTO remains relevant, despite the major 
structural changes that have taken place, such as the emergence of new trading powers, since the 
Uruguay Round was concluded 17 years ago.  

EU policy remains to complete the DDA, so before discussing the consequences and implications of a 
failure of the round it is necessary to recall the original aims of the EU.  Market opening was a core aim 
as in all trade negotiations. As markets in other developed economies were already largely open, the 
focus of EU interests was in the larger emerging markets. As economic growth in China, India, Brazil 
and other emerging markets increased during the 2000s, this aim assumed yet greater importance. 
Such markets had both higher growth potential and relatively high bound MFN tariff rates.  The EU 
has significant market power thanks to the size of the single market.  Its relative market power is 
however, declining as other regions of the world develop.  A decline in relative market power might 
argue for the EU to make use of the influence it retains by negotiating bilateral agreements in which it 
can maximise its asymmetric power vis-à-vis relatively smaller trading partners.  Against this one must 
consider that thanks to the MFN principle in multilateral negotiations the EU gains from what is in 
effect a larger package of benefits.   

The EU’s aim in promoting a comprehensive multilateral round was also to get others to adopt clear, 
transparent rules and thus enable EU suppliers to ‘contest’ local suppliers.  As part of its internal 
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liberalisation process the EU has established comprehensive disciplines on a range of regulatory and 
non-tariff barriers. This has constituted a form of unilateral liberalisation as it has facilitated access for 
third country suppliers. It has therefore been in the EU’s interest to get other economies to move in 
the same direction, hence efforts to promote the use of international standards to address the 
problem of technical barriers to trade (TBTs) that generally emerge as important once tariff and other 
border measures have been removed, to establish multilateral rules covering transparency in 
government procurement and competition and to open third markets to investment (the so-called 
Singapore issues).  

In a broader context the EU has also aspired to lead in - and thus shape the agenda of -  international 
trade negotiations at a time (from the mid 1990s onwards) when the United States has been reluctant 
or unable to provide such a lead.  As in other fields, such as climate change, the EU policy in trade has 
therefore constituted an important element of EU external policy per se. 

3 WHAT WOULD BE LOST IF THE DDA FAILS? 

It must be recognised that the DDA is no longer the ambitious, comprehensive multilateral round 
originally sought by the EU.  Even if an agreement were to be reached over the coming year it would 
still be short of the EU’s original aims.  There is a further danger that in attempting to conclude an 
agreement, the level of ambition will be reduced even further.  In other words the loss of the DDA 
would be less than if it had been the comprehensive round originally sought by the EU in the late 
1990s. 

Nevertheless failure to reach agreement will come at a cost.  First there will be a weakening of the 
multilateral, rules-based trading system the EU has sought to promote since the late 1980s.   The WTO 
will not fall apart.  Existing agreements and disciplines will remain. The fact that the recent economic 
crisis did not result in major protectionist measures owes much to the existing WTO disciplines.  But 
in the longer term a continued failure to conclude agreements will weaken the viability of the WTO as 
it fails to keep pace with developments in international trade and investment and the growth of 
preferential trade agreements.    

One immediate loss if the DDA fails would be the welfare gains that could be achieved from 
liberalisation along the lines of the modalities for NAMA and agriculture that were on the table in 
2008. These has been estimated at Euro 260bn.  

For trade in goods the prospect of improved measures on technical barriers to trade (TBTs) including 
the promotion of the use of international standards in key sectors would also be lost and with it the 
potential for enhanced market access.  Again the emerging markets will be key here because TBTs 
could constitute important barriers to such markets in the future. International trade will be facilitated 
if these important emerging economies were to adopt agreed international standards as a basis for 
technical regulations, rather than developing their own national or design standards. 

In agriculture the chance of establishing multilateral disciplines will be lost.  It is only through 
multilateral agreement that effective discipline of national (and EU) agricultural subsidy programmes 
can be achieved.  With the DDA would also be lost the chance of negotiating multilateral rules 
prohibiting subsidies for (over)fishing, which could contribute to sustainable fishing and is of 
particular importance to the economies and food security of some smaller developing countries.  As 
for agricultural subsidies, it is highly unlikely that preferential agreements can substitute for agreed 
international disciplines of fishing subsidies. With no agreement on WTO disciplines the EU and other 
major providers of subsidies could face the uncertainty and political damage of an increase in the 
number of WTO dispute settlement cases brought against its subsidy programmes. 
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There would also be losses in terms of lost welfare and competitiveness gains from further 
liberalisation of services. The potential gains from a services agreement could be significant, but 
given the lack of progress in negotiations to date it seem unlikely that the completion of the DDA 
would realise anything like to full potential gains.  

The DDA also includes important negotiations on trade rules. While the DDA might only bring 
modest progress in this field, a failure of the DDA could still constitute a loss in the sense that any 
momentum for reform would be lost.  In the field of anti-dumping the Rules Negotiating Group is 
seeking to tighten multilateral disciplines.  The negotiations include a range of detailed technical 
issues, as well as especially controversial issues such as zeroing.  The EU position has been to seek an 
improvement in the clarity of the rules.  Again the issue touches upon the future role of major 
emerging markets, since it is these WTO members that are making greater use of anti-dumping 
actions. Since the mid 1990s the number of anti-dumping actions initiated by developing economies 
have increased so that by the end of the 2000s there were typically more actions initiated by 
developing countries than the previous ‘users’ of anti-dumping, such as the US, EU, Canada and 
Australia. China and India are among the largest users of anti-dumping today. The continuation of 
loose wording in GATT Art VI and the resultant discretion open to WTO members applying the rules 
could well be used more and more by the emerging markets.  

Finally, the Negotiating Group on Rules of the DDA is seeking to strengthen WTO rules on preferential 
agreements.  With virtually all WTO members engaging in FTA negotiations a failure of the DDA will 
mean at the very least a lost opportunity to maintain the momentum for reform of Art XXIV of the 
GATT and thus agreement on key substantive rules (e.g. on what constitutes substantially all trade 
and clear rules on transition periods for preferential liberalisation) that would facilitate a more 
effective application of Art XXIV.  An agreement on transparency provisions for FTAs was agreed in 
2006, but more is needed. 

In the TRIPs negotiations the EU has been pressing for a mandatory register for Geographic 
Indications (GIs) for wines and spirits and an extension of the register to include other products. Even 
if there is some doubt that the EU will achieve all its aims in this respect during the DDA, failure will 
mean the GI issue will not get onto the multilateral agenda.  This could be a significant set-back for EU 
efforts in this field as the EU is part of a very broad coalition with developing countries that is pressing 
for better protection of GIs and the disclosure of genetic resources used for patents against the 
opposition of the USA.  Without this broader multilateral context it is difficult to see how the EU will 
get the US to moderate its opposition to these issues that are of interest to the EU and many 
developing countries.  

On the so-called Singapore issues of transparency in government procurement, investment and 
competition the failure of the DDA will not mean any loss, because these issues were effectively 
removed from the agenda at the Cancun WTO Ministerial meeting in 2003. The forth Singapore issue 
is trade facilitation on which negotiation has continued. This is an issue in which there are significant 
potential gains for both developed and developing countries.  Failure to conclude the DDA would 
therefore mean a loss here also, although there could be a possibility of negotiations continuing 
outside even if the DDA fails. 

 

 



Policy Department DG External Policies 

 46

 

4. CAN FTAS FILL THE GAP? 

The reduced ambition of the DDA can be seen as one of the main reasons the EU shifted the focus of 
its trade strategy in 2006 to incorporate a renewed active policy on FTAs.  So FTAs would have to fill a 
gap in EU trade policy aims even if the DDA were to be completed.  The extent to which FTAs can fill 
the gap depends of course on how successful the EU is in its FTA negotiations, and apart from EU –
Korea and the agreements with Central America, Columbia and Peru and the comprehensive EPA 
with CARIFORUM we do not yet know how successful the Commission will be. Although FTAs based 
on the model of the EU – Korea FTA would offer quite good prospects of FTAs filling the gap given its 
comprehensive coverage of tariffs (including the vast majority of agricultural tariffs), TBTs and a range 
of other NTB and regulatory issues, it cannot be assumed that the other FTAs currently under 
negotiation will be equally comprehensive, with the exception perhaps of the Canada – EU 
Comprehensive Economic and Trade Agreement (CETA).14 There is therefore uncertainty surrounding 
FTA policy just as there is for the prospects of the DDA. In assessing whether the current negotiations 
are likely to fill the gap it is helpful to differentiate between the major emerging markets, developed 
‘strategic partners’ and the other developing and least developed countries.  

Prospects for FTAs with the major emerging markets 

Of the major emerging markets China is the largest economy at present and the largest potential 
market among the emerging markets. The EU has no FTA negotiations with China, so FTAs cannot be 
seen as filling the gap left by a failure of the DDA. The EU is negotiating a Partnership and 
Cooperation Agreement (PCA) with China. There is not much prospect of FTA negotiations in the 
short term. 

With India the EU is currently in negotiations and there is an aim to complete the negotiations ‘by the 
spring’.  India, like Brazil and China is a leading member of the G20 group of developing countries 
that has shifted the balance in multilateral negotiations. India has consistently pursued a tough 
stance in trade negotiations. In bilateral negotiations the EU has the benefit of asymmetric market 
power.  On tariffs India appears to be seeking some asymmetry, meaning that India would reduce and 
eliminate tariffs on few tariff lines or less trade than the EU. The negotiations are aiming at fairly high 
levels of coverage (i.e. above 90%). In order not to fall short of the ‘norm’ in terms of coverage the EU 
will want to get more than 90% coverage.  Such tariff cuts could be significant in sectors such as 
luxury cars in which India has around a 100% tariff and wines and spirits.  Inevitably much will depend 
on the detail such as which ‘sensitive’ sectors are excluded.  Both the EU and India will wish to exclude 
some agricultural tariff lines.  

India may well be willing to liberalise manufactures more with the EU than in a multilateral context 
because its burgeoning industry would face Chinese competition were tariff reductions to be on an 
MFN basis.  Another important area will be TBTs where some progress in the negotiations, including 
discussion of sectoral coverage.  Conformance assessment remains a challenge.   

                                                               
14 The EU is currently negotiating with India, Singapore, Malaysia, ASEAN, Mercosur, Ukraine, and Canada.  FTAs with Korea 
(South), Columbia and Peru and Central America have been recently concluded. There are also negotiations with the GCC, 
which appear to be making no progress. The Scoping Report for the Canada EU agreement estimated $12bn in GDP growth 
from the agreement. 
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In the service sector also the EU and India have mutual interests so a clear GATS plus agreement 
seems possible.  EU offensive aims in financial services may however prove difficult to realise in the 
post financial crisis period.  It may also be difficult getting India to agree to free capital movements.  
India is seeking improved access in mode 4 of services, i.e. movement of professionals and inter-
corporate transfers.  

With regard to the topics covered in the rules negotiating group of the DDA, there is little prospect of 
tighter disciplines on anti-dumping. As noted above India is now a major user of anti-dumping 
measures and in any case all but a very few FTAs simply refer to GATT Art VI rules on anti-dumping.  If 
the EU India agreement follows recent trends on safeguards there could well be tighter rules, for 
example, in the shape of shorter periods for safeguard actions and possibly more stringent injury 
tests.  This relates to safeguards on trade resulting from liberalisation commitments under any 
preferential agreement.  It is unlikely there will be anything on fishing subsidies. The prospects for 
some agreement on GIs look better as India has an interest in the greater use of GIs for a range of 
products such as tea.  

The EU is seeking to include Singapore issues in its FTAs and has had some success with this in the 
comprehensive EPA it has negotiated with the Cariforum, but satisfying EU negotiating aims of access 
to the Indian procurement market will be a major challenge. It may however, be possible to get some 
provision on government procurement which will be a start and better than was possible in the DDA.  
On investment the European Commission has sought a mandate from the Council fairly late in the 
day; due to the formal shift of competence tot eh EU for FDI.  If some agreement can be reached it 
would be a significant gap filled given the absence of investment from the multilateral agenda and 
would provide perhaps an opportunity for the EU (rather than the member states) to begin to shape 
international investment agreements.  Intriguingly, India seems to be interested in investment 
protection, which if included in the FTA would mean a first for the EU. Finally on sustainable 
development the EU will do well to get any reference at all to labour and environmental standards 
given India’s firm opposition to make any binding commitments on such topics. 

The EU has resumed negotiations with Mercosur and thus effectively with Brazil.  These renewed 
negotiations are less advanced than in the case of India, so the views here must by definition be more 
speculative. Brazil has even more offensive interests in agriculture than India, so there could be more 
scope for mutual concessions linking EU access for Brazilian agricultural products in return for EU 
access to Brazil’s market for goods and services.  But again the scope for reciprocal opening is limited 
by the fact that the EU cannot negotiate reductions in agricultural subsidies in a bilateral (or region-
to-region) agreement.  Brazil is likely to aim to link the overall ambition of an FTA to the EU’s 
concessions in agriculture as it has in the DDA. This suggests limited liberalisation. Brazil is also a 
major exporter of raw materials but EU tariffs in such sectors are already low.   

On TRIPs topics Brazil, like India is a sponsor of the W 52 position in the DDA favouring greater 
provision for GIs, so there should be scope for agreement here.  On the Singapore issues, government 
procurement was a major difficulty in the earlier EU – Mercosur negotiations. It is perhaps possible 
that something on transparency in government procurement might be included in an FTA,  but this is 
unlikely to be very ambitious and there must be some doubt that agreement can be reached on 
‘liberalisation’ of government procurement. 

Other strategic partners 

The USA and Japan are developed country strategic partners, with whom there are no ongoing FTA 
negotiations. The only major FTA under negotiation with a developed economy is with Canada.  In 
the case of Canada the prospects for an FTA filling the gap are good provided an ambitious 
agreement can be reached.  With Canada there is scope for mutual market opening in agriculture, an 
extension of government procurement provisions to the level of the Canadian Provinces and 
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Territories, and even agreement on topics such as GIs, on which Canada has opposed rules at the 
multilateral level.  As with all negotiations the key will be mutual concessions that lead to a more 
extensive, comprehensive agreement, rather than subtracting sensitive (agricultural) issues from the 
negotiation because they are too sensitive and thus lower the level of ambition.  

Although there are no negotiations on a formal agreement with the US, there continues to be work in 
the Transatlantic Economic Council (TEC) on a range of topics.  The predecessors of the TEC have 
however, not produced much in the way of results, due to a difficulty for the US administration to act 
on regulatory barriers to trade that require Congressional Action.  Cooperation in the TEC could help 
to avoid new regulatory barriers to transatlantic trade and may at the margins remove some minor 
impediments to trade, but there are no signs that current efforts will be much more successful than 
those in the past.   

In the past there has been resistance to a formal transatlantic FTA on the grounds that such a move 
would undermine multilateralism.  Shifts in the balance of market power towards the emerging 
markets and the growth of FTAs to the point that they have become a central feature of the 
international trading system may now have weakened opposition to a formal FTA.  There are now 
some interests arguing for transatlantic free trade, by which tariff free trade is meant. It has been 
estimated that this will lead to important welfare gains even though existing tariffs are fairly low.   

The EU has also had a Regulatory Dialogue with Japan for many years. From the EU perspective this 
has been with the aim of removing regulatory and technical barriers to trade that are seen to exist in 
Japan despite multilateral agreements.  In April 2010 a High Level Group was established to assess 
the prospects for a formal EU – Japanese agreement.  Given the trends in EU and Japanese FTA policy 
such an agreement is likely to be comprehensive.  Japan is one of the few consistent supporters of 
the inclusion of the Singapore issues in the DDA.  No negotiations have been agreed, but the issues 
are likely to be fairly similar to those in the EU – Korea agreement, namely EU offensive interests in 
TBT and regulatory issues and Japanese offensive interests in tariffs and market access.  

Trade with developing countries 

The EU’s objectives in trade relations with least developing countries have been primarily to promote 
development.  In many respects failure of the DDA will have a limited impact on EU policy vis-à-vis 
LDCs.  The EU is committed to quota free duty free access for LDCs under it's everything but arms 
policy.  With ACP states the EU is also negotiating preferential agreements.  Failure of the DDA would 
mean that these preferences would not be eroded. This could be seen as beneficial for the 
developing countries from a short term trade policy point of view, although the longer term benefits 
of dependence on trade preferences is more debatable. 

Failure of the DDA would mean the EU would not be bound to reduce agricultural tariffs. This will 
have an adverse effect on some LDC and DC agricultural exports that cannot compete with 
subsidised EU products. 

To sum up on the scope for FTAs to fill the gap, a key test will be how comprehensive the EU – India 
agreement is. If this achieves most of its aims then the gaps left by a failure of the DDA would be 
filled. Indeed, some agreement on procurement and investment would mean a DDA – plus outcome.  
The EU would also have established a lead in international trade by having concluded an agreement 
with one of the new majors. 
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5. WHAT PRICE WOULD THE EU HAVE TO PAY FOR MARKET ACCESS IN 
KEY FOREIGN MARKETS? 

As with the debate on FTAs that are currently under negotiation what the EU might have to concede 
in order to gain access to key markets is difficult to predict before agreements are concluded.  If one 
takes the key markets to mean the major emerging markets that are the focus of the EU’s market 
access policy one can make the following broad conclusions. For greater access to India it would 
appear that concessions within the service sector and possible in mode 4 on services could be the 
price the EU would have to pay.  In more political terms, any progress in access to the Indian market is 
likely to come at the price of giving up on any major provisions on ‘sustainable development.’  One 
could make the same point with regard to China, which is not about to sign any agreement that refers 
to core labour standards.  In terms of access to Brazil the expectation must be that the EU would have 
to make concessions on agriculture. As suggested above, Brazil can be expected to see EU 
commitments on agriculture as setting the level of ambition for any EU – Mercosur agreement.  This 
would presumably only apply to market access commitment i.e. tariff liberalisation on the part of the 
EU in a region to region agreement. For all the major markets the EU may have to pay the price of 
limited agreements on Singapore issues. 

6. OTHER ALTERNATIVES (TO MULTILATERALISM AND BILATERALISM) 

The EU’s existing trade strategy is to combine efforts to promote multilateral liberalisation and 
rulemaking with the negotiations of preferential trade agreements.  In the case of both the EU seeks 
to promote comprehensive agreements, including investment now that the EU has exclusive 
competence for foreign direct investment.  This constitutes are pragmatic and flexible approach, so 
there is already fairly broad scope for adopting alternative policies. 

Plurilateral agreements 

One possible alternative to the DDA and FTAs is plurilateral negotiations.  One of the reasons given 
for the difficulties completing the DDA is the increased number of countries now engaged in 
negotiations.  In previous rounds of ‘multilateral’ negotiations there was generally only a core group 
of leading countries fully engaged in the negotiations.  Before the Uruguay Round there was no 
Single Undertaking that applied to all WTO members.  The trading system consisted of a kind of two 
speed system with the developed OECD economies moving ahead further and faster than the 
developing countries.  It has therefore been suggested that plurilateral agreements between a 
limited number of countries could be an alternative to large multilateral negotiations. This is seen as a 
means of simplifying negotiations.  One general question about the utility of plurilateral agreements 
is that the case for them is based on the view that it is the large number of WTO members active in 
negotiations that has been the main impediment to an agreement in the DDA. It is very questionable 
that this has been the case.  It is probably more the lack of agreement between the new core WTO 
members (i.e. US, India, Brazil and the EU) that stands in the way of a completion of the DDA.  Most 
developing countries would benefit from ‘less than full reciprocity’ in the modalities and least 
developed countries should get quota free and duty free access.   
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The Government Purchasing Agreement (GPA) of 1994 is one example of a plurilateral agreement. 
The GPA is one of the few remaining plurilateral agreements from the Uruguay Round.15  This has not 
been signed by India, Brazil or China, although there have been some signs of these countries getting 
more interested in the GPA. India has recently become an observer and China has expressed an 
interest in negotiating membership. The GPA includes a broad framework of rules that essentially 
promote transparency in government procurement and schedules of purchasing entities that are to 
comply with the rules.  The GPA is effective in prohibiting clear cases of ‘buy national’ policies, 
especially when these are specified in law or regulation, but its effectiveness in dealing with de facto 
preferences in government contracts is more debatable.  

Another example of a plurilateral agreements are the Information Technology Agreement (ITA). This 
was initiated at the Singapore WTO Ministerial meeting in 1996 and came into force in 1997 when 
countries representing 90% of trade in information technology products had acceded to the 
agreement. Both China and India and numerous developing countries are signatories to the 
agreement, but not Brazil or South Africa. The EU is currently pushing for a review of the ITA that 
would increase membership and extend the agreement to cover TBTs.  In this sense the ITA could 
offer an alternative to the sector negotiations on TBTs in the field of electromagnetic compatibility 
and interference EMC and EMI that the EU is seeking in the NAMA negotiations in the DDA and in its 
FTAs.   Another example of a plurilateral agreement is the Anti-Counterfeiting Trade Agreement 
(ACTA). This was initiated by Japan and the US in 2006 and others parties including the EU 
subsequently joined the negotiations. The ACTA would be open to countries to join voluntarily and 
would be outside the formal WTO framework.  At present no emerging markets and no developing 
countries have been associated with the agreement.16 

Active enforcement  

A possible partial alternative to negotiating new agreements is to ensure that the EU gets maximum 
benefit from existing agreements. There is no doubt that better enforcement of existing agreements 
could benefit the EU. This has been part of the EU trade strategy at least since the Global Europe 
policy statement of 2006, but even before that the European Commission had began to develop a 
market access database that identified barriers to market access for EU exporters including non-
compliance with existing agreements. The USA’s National Export Initiative also stresses enforcement 
and if anything the US has been more aggressive in its use of dispute settlement. The US has also 
been willing to consider bringing non-violation cases under GATT [Art 23] when it feels that it is not 
getting the expected benefits from trade agreements. But to date it has not been successful in any 
non-violation cases. 

Export promotion 

Many countries include export promotion or what one might call commercial policy in their export 
promotion strategies. This is not an option for the EU as the EU has no competence for such activities 
that are carried out by Member State governments. There is little prospect of any change in the 
current position in which Member State governments compete for contracts in export markets and 
organise national trade delegations.  The introduction of EU competence for foreign direct 
investment may in the long term lead to the replacement of bilateral Member State investment 
agreements. As these have been used as one instrument in promoting trade between member states 
and third countries, the shift in competence may lead to a partial shift in trade promotion activity to 
the EU level, but the bulk of promotional work will remain at the Member State level. 

                                                               
15 An agreement on the revision of the 1994 GPA was reached in 2006 subject to certain conditions the most important of 
which was agreement on an extension of the purchasing entities covered.  
  
16 The Republic of Korea and Singapore are included but could not be said to be developing countries. 
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 Legislation on exchange rate manipulation 

There is no EU legislation on exchange rate manipulation similar to that introduced by the US 
Congress. This means the EU cannot ‘show the stick’ of potential trade protection as a means of 
bringing pressure to bear on countries it believes to be manipulating exchange rates.  There must be 
some considerable doubt that such legislation would be of any real benefit to the EU.  First there 
must be considerable doubt that Member States would support such legislation.  It is also not clear 
that such legislation would be in line with WTO law.  Even if it existed it is doubtful there would be a 
qualified majority of member states in favour of introducing protection.  With global value chains as 
they are the costs for EU companies would be substantial. 

7. CONCLUSIONS 

Failure to conclude the Doha Development Agenda will result in some costs for the EU as well as the 
rest of the international trading community.  These losses take the form of lost welfare gains and a 
lost opportunity to strengthen multilateral rules in a range of policy areas.  In the short term this will 
not undermine the viability of the WTO, but if there is no progress on the multilateral level there will 
in time be an erosion of the rules-based multilateral system. 

It must be recognised that the DDA even if concluded would not constitute the kind of 
comprehensive multilateral round the EU favoured when it pressed for new WTO negotiations.  Even 
if agreed therefore there would still be gaps to fill.  Some of the gaps can however, be filled through 
FTAs. Liberalisation can reap some of the welfare gains that would be achieved through multilateral 
tariff reductions.  There may also be some scope for progress on certain rules issues.  A litmus test will 
be the FTA with India, one of the new emerging markets.  AN FTA with India that addresses some of 
the Singapore issues could provide a model for the de facto extension of rules in such areas via 
bilateral agreements.  
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2.6 Juergen MATTHES 

REFORM OF THE WTO AND THE INTERNATIONAL TRADING SYSTEM:  
WHICH PLACE FOR THE EU? 

 

1. INTRODUCTION 

Compared with many other international organisations, the WTO could be considered highly 
successful. Nevertheless, the WTO’s image has been scratched in recent years by the failure to 
conclude the Doha Round (DDA). In fact, the WTO is burdened with a variety of problems, rendering 
its future more uncertain than many observers in the EU and elsewhere might think. A severely 
weakened WTO would mean a grave setback for the international trading system.  
 
The woes of the WTO mirror a wider erosion of multilateralism in general. With the rise of the new 
powers – mainly the BRIC countries, but also other emerging market countries – a multipolar world is 
in the making. In a wider and more heterogeneous group, international co-operation, and therefore 
multilateralism, is harder to sustain. Moreover, after the financial crisis has exposed severe 
weaknesses in Western capitalism, the industrialised countries (ICs) are less and less able to call the 
tune in international relations. This also entails a setback for multilateralism, because ICs had learned 
the lesson of co-operative benefits in the Great Depression of the 1930s and had worked more or less 
smoothly together for decades in the international organisations they created after World War II 
(including the G7).17  
 
The new powers have only partly joined in the co-operative game, and particularly China and some 
other nations tend to play hardball in important fields like resources, exchange rates, climate change 
– and to some extent also in international trade. The creation of the G20 carries the hope that a new 
sense of trust can develop among leading world nations. However, a failure of the DDA would be an 
ominous signal of the breakdown of multilateralism and co-operative policy making.  
 
The problem with international co-operation lies in its fragility. Being, in essence, a global public 
good, there is in many cases the option to free ride on the co-operation of others. If important nations 
draw on this selfish (and rational) opportunity, the co-operation of the other countries, and therefore 
multilateralism, can also easily break down.  
 
This is exactly the situation the EU finds itself in with regard to international trade. Having 
traditionally been a rather multilateral player18 and providing (apart from agriculture) a fairly open 
market to its trading partners, the EU was faced with several unpleasant developments: Competitive 
setbacks due to a massive rise in bilateral FTAs by its trading partners, the opposition of emerging 
markets to further open their economies in the DDA to a significant degree, opaque non- tariff 
barriers hampering market access of EU exporters, and the violation of trade rules or common 
understandings, e.g. regarding intellectual property rights, exchange rates or resources trade, mainly 
of China and other emerging market countries.  
 
On top of this, the EU will continuously lose market and negotiating power, because its relative 
economic weight will further decline - and because the Euro crisis has cast doubts on its political 
                                                               
17 Under the recent Bush-administration, the US withdrew to a certain degree from international co-operation and turned 
more unilateral – a reflex also found in the US Congress with regard to trade policy.  
18 For example, while having been a pioneer of FTAs, the EU declared a moratorium on new FTAs parallel to the start of the 
Doha-Round. More historically, apart from the US the EU was the main driver of multilateral trade rounds under the GATT 
(despite a closer European integration).  
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leadership. Therefore, the EU has to act quickly to still exploit its weight as the largest player in global 
trade, in order to win a maximum of concessions from its trade partners.  
 
All this has led to a certain – rationally understandable –shift of the EU away from multilateralism in 
trade and towards an increasingly selfish orientation. A series of new and potentially very deep FTAs 
was launched (e.g. Woolcock, 2007)19, more stress is laid on the principle of reciprocity, and the EU is 
now more prepared to also play hardball in the fields where it suffered setbacks.  
 
This new trade strategy has important merits. But a major problem lies in the fact that the WTO has, 
silently but distinctly, moved to the sidelines of the scene. Commitments to the WTO and to the 
multilateral trade system increasingly sound like paying lip services. They have all too often become 
only a nice prelude before the real play begins with the new and deep FTAs – which threaten to 
undermine the WTO.  
 
The WTO might in the medium term severely suffer from the erosion of multilateralism. However, 
considering the widely diversified portfolio of European exporters, the EU will continue to heavily rely 
on the functioning of the multilateral trading system. It should not take the benefits of the WTO for 
granted, but should look for ways how to combine a more selfish orientation with clever ways to 
foster multilateralism in international trade.   
 
This note explores the wins and woes of the WTO in the next section in order to develop promising 
reform steps. It is also highlighted what consequence a failure to conclude the DDA could have for 
the WTO and the international trading system. Subsequently, the pros and cons of FTAs are briefly 
depicted particularly regarding WTO-plus trade topics, before it is pointed out what could be done to 
make FTAs more compatible with the WTO framework. Finally, the role of the EU in the reform of the 
WTO and in making FTAs more compatible is explored and some hints are given how global trade 
might evolve up to 2015.  

2. WTO AS AN INSTITUTION: TIME FOR REFORM? 

2.1  Benefits and achievements: WTO with a strong foundation  

The WTO’s principle of non-discrimination allows the international division of labour to develop 
efficiently, because it allows for a level-playing field. This benefits particularly its weakest members. 
Moreover, the WTO’s club approach20 allows countries, which individually have incentives to stick to 
protectionism or free riding, to join in a co-operative game of trade liberalisation to the benefit of all. 
The WTO’s principle of reciprocity further facilitates lowering trade barriers, as it unlocks export 
lobbies which in the context of unilateral liberalisation often fail to be a counterweight to 
protectionist political forces (Bagwell/Staiger, 2009; Matthes, 2009).  
 
Building on the achievements of the GATT, the WTO provides a strong institutional framework for the 
global trading system - with a wide variety of trade rules and a fairly effective dispute settlement 
mechanism to enforce them. This reduces power asymmetries between countries and generates 
reliability and transparency for exporters. Compared to the Bretton Woods organisations or the G20, 
the legitimacy of the WTO is significantly higher, because its members are formally equal. Each 
country even has a veto, thus its sovereignty is respected. The ever growing membership also testifies 
to the basic success of the WTO.  

                                                               
19 A further motivation for this change might be explained from a political economy perspective. Bureaucratic organizations 
(like the DG Trade) have a self-interest in keeping themselves busy (to justify their staffing), and Commissioners tend to 
search for opportunities to present successfully conclude trade deals. In times of lagging multilateral negotiations, starting a 
series of new - and possibly relatively fast to conclude - FTAs is well in line with these interests.  
20 The club approach allows to exclude non-members from the public good (liberalisation) the WTO creates.  
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2.2  Problems and shortcomings: WTO as a victim of its own success?!  

Shortly after its foundation, the WTO could also celebrate several successes in additional liberalisation 
agreements (e.g. telecom and financial services, ITA). However, after the turn of the century, the long 
drawn-out negotiations of the DDA (start in 2001) and its many missed deadlines have raised 
questions about the effectiveness of the WTO21 and have contributed to an explosion of bilateral 
trade agreements which threaten to sideline the WTO in the long run.  
 
While many individual reasons can be enumerated for the failure to conclude the DDA (Matthes, 
2006; Martin/Messerlin, 2007; Langhammer, 2007; Mildner, 2009, Baldwin, 2010a, b), it appears 
reasonable to put the analysis into a broader and also historical context.22 To a large degree, the WTO 
today suffers from the former successes of the GATT und particularly from the often celebrated results 
of the Uruguay Round (1986-1994) (Baldwin, 2010a; Wolf, 2009). The Uruguay Round, particularly, 
sharpened the dispute settlement mechanism, made all the GATT/WTO rules also generally binding 
for developing countries (DCs), and introduced (formerly excluded) highly protected agricultural and 
textile sectors as well as services trade (GATS) and intellectual property rights (TRIPs) into the WTO 
discipline.  
 
After 1995, DCs had a hard time implementing all the old and new rules, while ICs hardly opened their 
agricultural markets and largely postponed the envisaged abolition of textile import quotas until the 
last. This led to deep frustration among many DCs and, eventually, to giving the Doha Round in 2001 
an explicit development focus in order to get DCs on board at all. This fallout from the (successful) 
Uruguay Round proved a burden for the DDA. 
 
The rift between DCs and ICs continued during the DDA. In a nutshell, DCs want ICs to reduce 
protection of their agricultural markets, while ICs particularly seek lower industrial tariffs (NAMA) and 
better market access in services from DCs. As both sides are not prepared to give much way, the DDA 
encountered many failed attempts and will, at best, settle for a rather unambitious outcome. Why is 
this a result of the former achievements?  
 
From the IC perspective, the GATT had already brought down industrial tariffs to rather low degrees 
(except some few tariff peaks, e.g. for certain textiles or automobiles). The downside lies in the fact, 
that in the future additional liberalisation often involves more or less sensitive products, where 
political resistance is strong. This is particularly true for agriculture, which was made central to the 
DDA by DCs - but also for textiles, or the temporary movement of people (GATS mode 4). On the 
other hand, the political counterweight of export lobbies has been much lighter than in the Uruguay 
Round. There are several main reasons for this:  

- DCs are expected to reciprocate less than usual due to the development focus of the DDA; 
the resulting lack of IC-exporters’ enthusiasm (and disappointment) weakens the political 
pressure on defensive interest groups.  

- The Singapore issues (investment, competition, govt. procurement), which are rather 
important for IC-exporters, are not covered due to strong opposition from DCs and their 
experience with the above mentioned “new” issues during the Uruguay Round.  

                                                               
21 Certain important reforms/achievements have been implemented by the WTO. For example, more flexibility in informal 
negotiations settings with increasing transparency, guidelines for electing the DG, better outreach to civil society, various 
capacity building initiatives, limited opening of the DSM to amicus curiae briefs and to the public, creation of an RTA 
transparency mechanism, and monitoring of new protectionist actions and trade finance initiative during the financial crisis.  
22 The following cannot provide a full enumeration of obstacles, but provides an outline of the (in the view of the author) 
most important impediments. One argument not mentioned in the main text is the fear of preference erosion of poor DCs 
which is an important reason for the opposition towards the DDA by this group.  
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- Bilateral FTAs promise faster and deeper gains for IC exporters and thus tend to deflect their 
lobby activities away from the WTO.  

 
From the DC perspective, making WTO rules binding and enforceable – and abolishing the opt-out 
possibility of the GATT for DCs – stimulated engagement, coalition building and also resistance which 
had not been present before to this extent. 23 During the GATT, DCs generally had acted according to 
the rule “don’t obey, don’t object”, because they benefitted from the results due to the MFN principle 
(Baldwin, 2010a). Under the WTO discipline, DCs newly feared that a WTO agreement could limit their 
policy space or lead to significant adjustment needs – particularly in the face of severe competition 
from China. As each country has a veto right in the WTO, this new opposition from DCs has severe 
implications.  
 
In a nutshell, it is true that introducing the Single Undertaking (nothing is agreed until all members 
have agreed on all negotiated items) in the Uruguay Round was initially a great success, because it 
created more uniformity and transparency. However, in the medium term, this achievement proved 
to be a heavy legacy for the future.24 
 
2.3  Reforms of the WTO: Making the bicycle move again  

A wide variety of reforms are discussed (Sutherland et al., 2004; Glania/Matthes, 2005; Warwick 
Commission, 2007; Capling/Higgot, 2009; ICTSD, 2009; Mildner, 2009; Matthes et al. 2010). Several 
important aspects are highlighted here. Above all, it is paramount to make the WTO’s bicycle move 
again. In this metaphor, one wheel represents the system of trade rules that continues to work 
relatively well. The second wheel refers to the liberalisation function of the WTO which was blocked 
by the DDA’s ongoing impasse and which has to be made moving again.  
 
To achieve this, it appears necessary to unpack the Single Undertaking for all WTO members again. 
Countries, which fear new unwanted trade disciplines, should no longer be able block progress in 
liberalization for those members which would like to progress.25 Such a step would imply a certain 
return to the pre-WTO-era of a of different integration speeds. But this would be true only regarding 
new liberalisation commitments and not concerning the already existing large body of rules, which 
would remain relevant to all members. However, as a non-moving bicycle falls over, implying a great 
risk for the functioning of the WTO (see chapter 3), the price of a (marginally) divided membership 
appears worth to pay.  
 

                                                               
23 The resistance by many developing countries features as a much more important reason for the DDA’s woes than the 
often claimed enlarged membership or the decision making process of the WTO by the accustomed principle of consensus 
in the WTO/GATT which gives every country a veto. At the end of the Uruguay Round the leading group of the Quad (EU, US, 
Japan, Canada) was also outnumbered by 4 to 1 by other mainly developing countries, and still an agreement was possible 
(Baldwin, 2008b, Martin/Messerlin, 2007). The increasing voice particularly of emerging market countries (especially China, 
India, Brasil) is, however, also related to their rising economic and political power.  
24 Moreover, WTO affairs have been made more difficult by a growing scepticism about globalization and the related strong 
rise of civil society groups. WTO-critical NGOs have dragged trade issues out of the cosy dark of Green Rooms into the 
sometimes awkward limelight of public attention. The rise of NGOs from DCs is also connected to the binding WTO 
disciplines. Moreover, it is particularly caused by the fact, that (due to the already successfully lowered tariffs also in many 
DCs) trade liberalization increasingly involves often sensitive behind-the-border issues like regulation of products or 
standards concerning issues like education, safety, or the environment. 
25 Some suggestions for WTO reform cannot be discussed more closely in this brief overview. This regards proposal 
concerning the negotiation and decision making process in the WTO (e.g. majority instead of consensus rule, creation of an 
executive board, or close involvement of the DG or the Secretariat in the negotiating process) (Sutherland et al., 2004; 
Warwick Commission, 2007; Mildner, 2009). These reform appear to lack support among WTO members and do not seem to 
be necessary, as the WTO’s negotiation design appears rather flexible, and because the main reason for the delay in the DDA 
is seen rather in the drawbacks of the Single Undertaking (Martin/Messerlin, 2007). 
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Two similar avenues are most discussed to open up the Single Undertaking again. First, and less 
intensely mentioned, the use of (informal) opt-out possibilities is suggested for the many poor 
developing countries, which could profit on an MFN-basis from the respective agreement (e.g. Sally, 
2008). These countries often have great difficulties in implementing the current WTO disciplines, have 
little interest or even oppose multilateral trade liberalisation (due to erosion of preferences) and only 
play a marginal role in Geneva, but they are still able to block the whole liberalisation process. To 
some extent, this suggestion is already taken up in the DDA by largely exempting various groups of 
poor and vulnerable DCs from liberalization commitments (Martin/Messerlin, 2007).  
 
Second and more importantly, the explicit (re-)use of plurilateral agreements, similar proposal speak 
of the concept of variable geometry or critical mass (Sutherland et al., 2004; Glania/Matthes, 2005; 
Warwick Commission, 2007). Only a ’coalition of the willing’ would be able to move forward in 
liberalising trade barriers in fields where it is obvious that not all WTO-members are prepared to. Such 
agreements should be transparent and, above all, open to all members deciding to join later on. A 
variety of examples of such plurilateral agreements do exist already from the GATT, but also from the 
WTO times (e.g. agreements on trade in dairy products and bovine meat, in civil aircrafts, in 
information technology goods, in chemical goods, agreements on government procurement, and on 
telecom and financial services).  
 
This approach surely is no panacea and many questions abound.26 Above all, there is a basic conflict 
between effectiveness and legitimacy of the negotiating design to reach a plurilateral agreement. 
Effectiveness would be high, if non-participating WTO members did not have a veto right and if 
participants did not grant MFN status to non-participants. This would significantly raise the incentive 
for countries to join such an agreement due to possible discrimination effects against non-
participants.27 But considering the political dynamics in the WTO such an approach would probably 
face strong opposition from many countries, which would insist on their veto right. Consequently a 
balance between both objectives would have to be found. In addition, in order to provide for 
sufficient exchange of concessions possibly several topics would have to be found for parallel 
plurilateral negotiations.  
 
Further reform proposal can be related to the metaphor of the bicycle wheels, but their merits cannot 
be discussed in detail here:  
- There is the suggestion to make the liberalisation wheel smaller, in order to let it move again. The 

idea is to scale back the expectations for new liberalisation achievements in the WTO. In fact, 
many trade related reforms have taken place unilaterally and thus outside the WTO, e.g. 
considerable tariff reductions in many DCs or agricultural reform in the EU. So the WTO could be 
used (apart from potentially creating new rules, where required) mainly to lock-in these reform 
and make these permanent and reliable for trade partners. However, this approach appears 
somewhat too pessimistic and should only be considered when other options fail.  

- The rules wheel could be strengthened by applying some reforms to the WTO’s dispute 
settlement mechanism (Sutherland, Warwick). There have recently been reforms to make the 
DSM more accessible and transparent to the public, a development that should be expanded. 
Moreover, fines could be inserted into the arsenal of retaliation measures, because a country 
which raises trade barriers on the convicted country also hurts itself, and particularly unrelated 
private domestic actors (like importers).  

                                                               
26 For example, should the critical mass be defined, as e.g. in the ITA by a quota of 90 percent of trade. And how should one 
deal with countries outside the plurilateral agreement which over time gain market share, so that the criticial mass of 
participating countries falls below 90 percent, as happened with the ITA (Mildner, 2009)? 
27 On the other hand, granting MFN-status to non-participants and extending concessions also to them creates free rider 
options which could be detrimental to reaching a critical mass. This is all the more relevant, as the approach relies 
particularly on the participation of important emerging market countries.  
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- An additional wheel is needed (but rather after concluding the DDA) to enlarge the topical 
spectrum of the WTO in order to adapt it to the current burning issues of international trade. A 
war for resources could be impending in the medium term, so that new international rules would 
be highly useful for issues like export taxes and restrictions, dual pricing and domestic subsidies, 
resource monopolies, bilateral treaties for exclusive resource appropiation, and resource 
extraction in international waters. Export taxes and restriction as well as domestic food subsidies 
also play a role in recent food crises. Moreover, the climate change issue raises very sensitive 
questions, mainly about possible border tax adjustments.28 However, a serious conflict opens up 
with most of these topics. They are often highly sensitive political issues where again ICs and DCs 
are mostly positioned on opposite sides of the table. So, while the WTO as the international trade 
institution should principally deal with these issues, this would burden the WTO with even more 
conflict potential. Thus, a third might not provide for more stability and speed of the bicycle.  

 
2.4  WTO and the multilateral trading system: danger of erosion?  

If the DDA failed and no substantial WTO reforms materialised, how likely would the bicycle fall over 
in the medium term, or would it be possible for the WTO to ride on only on one wheel? This question 
is very difficult to answer. In fact, it appears imaginable that the WTO might continue to successfully 
administer the existing trade rules (and add new rules from time to time) (Sally, 2008, p. 115). May be 
the absence of new trade rounds and of the related media attention could even let the WTO work 
more smoothly.  
 
However, there are profound reasons to believe that the WTO could lose importance and that the 
multilateral trading rules could erode over time.  
- A loss of effectiveness of the WTO’s ability to achieve progressive liberalisation could also put its 

legitimacy in question, since exporters will remain interested in better market access in other 
countries.  

- With even more FTAs, which would surely result due to the assumed DDA failure, the WTO and its 
rules could be continuously sidelined and by-passed.  

- Particularly the WTO’s core, the dispute settlement mechanism, could lose importance and 
acceptance, because of possible dispute settlement arrangements of FTAs. Furthermore, the 
absence of the opportunity to liberalise trade via negotiations could induce members to try to 
achieve better market access via litigation. Together with the fact, that trade liberalisation 
increasingly touches sensitive issues (like agriculture or domestic regulation), the greater use of 
the dispute settlement mechanism could create political resistance against compliance with the 
verdicts and could thus endanger its acceptance.  

- The erosion of the WTO constraints would likely further strengthen defensive special interest 
groups. In a time of high unemployment resulting from the financial crisis in many countries, 
protectionist pressures are still significant.  

  
A global trading system with a severely weakened WTO and ever more bilateral FTAs would probably 
mean a gradual return to the pre-World War II world, where the Great Powers called the tune and 
where “might makes right” (Baldwin, 2010a). This further erosion of multilateralism would be 
detrimental particularly for poor and small countries.  
 
Superficially, the EU could appear to benefit from such a world, because its relative weight in trade 
negotiations is considerably higher in bilateral FTAs than in multilateral deals. Seen from this point of 
view, it appears surprising why the EU had relied so long on the multilateralism of the WTO. However, 
the EU did right to choose this way in the past, because of the advantages of the WTO enumerated in 
chapter 2.1. In addition, multilateral trade rules are more reliable than bilateral ones and particularly 
                                                               
28 Some commentators have suggested that the WTO should also deal with the issue of exchange rate manipulation and 
sovereign wealth funds. (Mattoo/Subramanian, 2008). 



Policy Department DG External Policies 

 58

SMEs suffer considerably from the high and increasing transaction costs of the spaghetti bowl of 
overlapping FTAs in a global view.  
 
Nevertheless, the increasing selfishness of the EU and of many other trading partners has led to 
deviations from the multilateral path. Like in a prisoners’ dilemma, each nation might think its 
deviation would be only of marginal importance, and its co-operation would not suffice to improve 
things. However, adding up all individual actions might at a certain point in time well lead the global 
trading system to a tipping point where derogations from multilateralism are no longer the exception 
but the rule (Baldwin, 2008a).   

3.  FTAS AND THE WTO: SEARCHING FOR MORE COMPATIBILITY  

However, it is obvious that bilateralism in international trade policy is here to stay. So the question 
arises, how the spaghetti bowl of FTAs can be made more compatible with the multilateral rules of 
the WTO. Before several avenues to approach this aim can be explored, a brief overview of the pros 
and cons of FTAs has to be provided.  
 
3.1  WTO-plus liberalisation: no panacea for WTO compatibility 

This is done particularly for WTO-plus topics (areas beyond the scope of existing WTO obligations) 
where bilateralism is often said to be rather a complement to the WTO.29 Overall, it is true that 
compared to tariff reductions in FTAs, liberalisation of WTO-plus topics has the potential to provide 
similar advantages, but less disadvantages. On closer inspection, however, this optimistic view has to 
be qualified to a certain degree 
 
Welfare effects 
 
In absence of multilateral trade barrier reduction, bilateral FTAs open new markets. Therefore, they 
are steps towards a freer global trading system and can enhance economic welfare for the 
participants, provided trade diversion is sufficiently weak.30 The market opening effect is particularly 
relevant for WTO-plus topics which are not covered by the current DDA (e.g. investment, competition, 
government procurement), but also where the DDA does not promise much progress in WTO topics 
(e.g. services, product standards). Moreover, with WTO-plus themes (but also in services and 
standards) liberalisation actions can be non-preferential, e.g. if a monopoly is opened up, so that all 
other trading partners also benefit. In this case, typical disadvantages of pure-tariff FTAs relating to 
trade diversion and discrimination of third countries can be avoided.  
 
However, also a wide variety of preferential liberalisation avenues exist for WTO-plus topics (and for 
services and standards), e.g. if only investing companies, professional qualifications, standards or 
conformity assessments31  of the partner country are accepted or preferred – and not those of third 

                                                               
29 For studies about the extent of FTA-rules going beyond WTO-standards  in FTAs of the EU and the US see 
Heydon/Woolcock (2009) and Horn et al. (2009) 
30 Empirical analysis (particularly including taking dynamic growth effects) - generally, but not always - shows that FTAs are 
net trade creating (for overviews of theoretical as well as empirical research see e.g. Glania/Matthes, 2005; Baldwin, 2008b; 
Heydon/Woolcock, 2009). 
31 For example, if product standards are harmonized among FTA partners, there is no negative welfare effect from trade 
diversion, and third countries (with differing standards) are not discriminated against, but can even benefit from supplying31 
For studies about the extent of FTA-rules going beyond WTO-standards  in FTAs of the EU and the US see Heydon/Woolcock 
(2009) and Horn et al. (2009) 
31 Empirical analysis (particularly including taking dynamic growth effects) - generally, but not always - shows that FTAs are 
net trade creating (for overviews of theoretical as well as empirical research see e.g. Glania/Matthes, 2005; Baldwin, 2008b; 
Heydon/Woolcock, 2009). 
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countries. What is more, the incentives are large to aim particularly at these preferential avenues, as 
export lobbies are interested in competitive edges and as the liberalising country should avoid giving 
away non-preferential advantages to only one country.32 
 
The ‘spaghetti bowl’ increases transaction costs of trade is therefore relevant in terms of welfare 
effects. This problem is particularly relevant in goods trade, where complicated rules of origin are 
required to identify a good’s origin and thus the eligibility for the FTA advantages. With WTO-plus 
topics, it is true that rules of origin (or comparable rules) are less prevalent. However, particularly 
SMEs still face a multitude of diverging rules also with WTO-plus topics, if FTAs with different trading 
partners diverge among one another, as is usually the case.  
 
FTAs as stumbling blocks or stepping stones for multilateral liberalisation?33 
 
Positively, FTAs can be stepping stones towards multilateral liberalisation because they work as 
juggernauts (Baldwin, 2008b) and weaken (often protectionist) import competing industries – and 
thus also their political resistance to multilateral reduction of trade barriers. For WTO-plus topics, the 
political balance might shift further towards multilateralism, if countries profit from higher 
competitiveness resulting, e.g., from FTA-induced tighter competition rules or from the liberalisation 
of services which produce inputs for export sectors. Moreover, it is possible that different FTAs use 
competing liberalisation templates for WTO-plus topics and thus pave the way for developing best 
practice approaches which the WTO could take up.  
 
However, also with WTO-plus topics, FTAs can act as significant stumbling blocks towards multilateral 
liberalisation (for recent theoretical and empirical evidence see Albertin, 2008; Karacaovali/Limao, 
2008). The main problem lies in the fact, that FTAs weaken the incentive of exporters to lobby for 
multilateral liberalisation – which quite likely is one important reason why the defensive interests 
(particularly in agriculture) have dominated the DDA. First, the perspective of future FTAs with 
interesting trade partners (and with WTO-plus topics covered) detracts attention from the WTO. And, 
second, FTAs with preferential liberalisation create vested interests which tend to oppose future 
multilateral liberalisation because their artificial competitive would be eroded. From the perspective 
of the preference provider, there is also an incentive to maintain the value of the preference (or the 
preference margin). In fact, recent studies show that in the last trade round the EU and the US have 
lowered MFN-tariffs significantly less for goods where they had provided zero-tariff preferential 
access to FTA partners (Limao, 2006; Limao/Karacaovali, 2008).  
 
On top of that, there is evidence that for WTO-plus topics as well as for services (Roy et al., 2006), 
particularly developing countries withheld liberalisation offers in the DDA, while going considerably 
further in FTAs, particularly vis-á-vis the US and the EU. Finally, the above argument that best practice 
templates of WTO-plus topics could be avenues for future WTO disciplines can be qualified, because 
these templates might prove dead-ends. For example, different approaches to the setting of product 
standards of the EU, Japan and the US in FTAs might be there to stay and might thus prove 
incompatible with a possible future attempt by the WTO to take up one of these approaches.  

                                                                                                                                                                                                        
31 For example, if product standards are harmonized among FTA partners, there is no negative welfare effect from trade a 
larger market, if they adapt their products to the harmonized FTA standards. However, often mutual recognition is preferred 
in FTAs, which normally leads to discrimination and diversion.  
32 In economic terms, non-preferential liberalisation provides positive external effects (to other countries) and should thus 
be “supplied” only suboptimally.  
33 There is an extensive literature on this topic (e.g. Panagariya, 2000; Glania/Matthes, 2005; Bhagwati, 2008; Baldwin, 2008b; 
Heydon/Woolcock, 2009).  
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3.2  Increase compatibility: monitor, reduce diversion, reform RoO, go for plurilaterals 

A wide array of very reasonable measures has been proposed to mitigate the drawbacks of FTAs. 
However, many have proved politically unrealistic, unfortunately. All too often, national governments 
have not been prepared to limit their leeway in designing FTAs.  
 
- The (limited) disciplines of the WTO regarding FTAs (GATT Art. XXIV, GATS Art. V, Enabling Clause 

for DCs) have hardly been used to monitor and scrutinise existing FTAs for their WTO 
compatibility. WTO members – sitting themselves in a glasshouse – obviously have avoided 
throwing stones at each other. Only recently, a small step was been made in this direction by 
establishing a transparency mechanism for FTAs and by raising the information requirements, but 
only on a provisional basis and pending the conclusion of the DDA. This mechanism should be 
made permanent in any case in order to increase peer pressure about doubtful issues. Moreover, 
emerging market countries should face stricter disciplines than the Enabling Clause grants them 
in designing FTAs.  

- Economists suggested decades ago that bilateral FTA partners should also reduce tariffs vis-á-vis 
third countries in order to avoid discrimination and trade diversion and make FTAs 
unambiguously welfare enhancing. Another proposal requires countries to generally open FTAs 
for potential future accession of third countries, but has also hardly been taken up (apart mainly 
from APEC). The same applies to the suggestion to reduce the external tariff to lowest level any 
FTA-partner country levies (e.g. Bhagwati, 2008). The latter proposal appears highly 
recommendable and, hopefully, also more realistic in the future.  

- Also for WTO-plus topics, action is required to mitigate discrimination and trade diversion. As 
mentioned in the previous chapter, countries should aim at non-preferential liberalisation 
avenues. For product standards, relying on international standards leads to less trade diversion 
than mutual recognition agreements. Moreover, non-party MFN-clauses should be used more 
intensely, which require a country to grant to the current FTA-partner any additional preferences 
it should offer future trading partners. This step, however, does not avoid discrimination of non-
FTA trading partners.  

- Rules of origin have often fallen prey to protectionist vested interests. As a result, particularly in 
sensitive sectors they aggravate trade diversion and are very complicated so that transaction 
costs are increased even further. Proposals to use simpler, harmonised or multilateral rules of 
origin have, however, not met with much enthusiasm up to now. Nevertheless, the spaghetti 
bowl problem is too grave, so that action is urgently required to mitigate the detrimental impact 
of widely diverging rules of origin. Recent proposal aim at multilateralising FTAs. As a first step, 
building on existing similarities, regional “families” of rules of origin could be created which use 
largely harmonised rules or which allow for cumulation of value added stages of production as in 
the Pan-European Cumulation Zone.34 

- In order to make future FTAs less diverging, codes of best practice could be developed in the 
WTO framework, which would be taken up on a voluntary basis. This approach could be based on 
a limited menu choice and should offer modules for different trade topics and for countries with 
different stages of development.  

 
Most importantly, the above mentioned (chapter 2.3) return to plurilateral agreements is highly 
commendable, has several advantages, and can increases the relevance of the WTO.  
 
- Export interests, which are currently diverted by FTAs, could be brought back to the WTO, if WTO-

plus topics (and possibly also lagging WTO topics) were taken up in plurilateral approaches under 
the roof of the WTO.  

                                                               
34 For overviews about ways for multilateralising FTAs see Baldwin/Thornton (2008) and Baldwin/Low (2009).  
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- Plurilateral agreements also offer the opportunity to harmonise WTO-plus rules of existing FTAs, 
which would significantly reduce transaction cost and increase transparency.  

 

4. EU AND WTO: EUROPE’S ROLE IN THE FUTURE MULTILATERAL TRADING 
SYSTEM  

In an increasingly multipolar international trading system which shows ominous signs of eroding 
multilateralism, the EU has to decide which way to go in order be well positioned for the world trade 
arena in 2015 (see box). The current discussion about the EU’s new future trade strategy offers a good 
opportunity to evaluate the pros and cons of increasingly sticking to a more selfish approach versus 
returning again to a greater focus on multilateralism.  
 
4.1 Multilateralism or Selfishness: striking compromises 

A full return to multilateralism appears unrealistic, because the involved co-operative behavior could 
easily be exploited by other non-altruistic trading nations. However, there are several avenues to 
foster multilateralism without overly compromising selfish objectives. First, several such approaches 
can be enumerated which are somewhat controversial.  
- WTO: In order to achieve a more ambitious outcome and an early conclusion of the DDA, the EU 

should offer greater reductions of trade barriers in agriculture and labour intensive goods – 
conditional on larger concessions of particularly emerging market countries regarding market 
access in NAMA and services. Of course, the political opposition to such a move will be high from 
certain EU countries. However, trade opening is an important lever to raise competitiveness and 
to achieve the objectives of the Europe 2020 strategy. Moreover, high food prices offer an 
opportunity to reform agricultural protectionism.  

- FTAs: Since the turn of the century, the new trade bilateralism has turned into a self-reinforcing 
race for markets (Glania/Matthes, 2005)35, so that the spaghetti bowl has been getting fuller and 
fuller and the detrimental effects have increased ever more. As new FTAs by important players 
induce FTAs by competitors, the EU should be more defensive in choosing partners. Only where 
competitive disadvantages materialise, the EU should also go for an FTA. However, this defensive 
approach does not go down well with exporter’s lobbies which are interested in better market 
access in fast growing emerging market countries such as, e.g., India. 

- FTAs and WTO: A similar reasoning applies to the new generation of very deep FTAs the EU has 
begun with the FTA with South Korea, which offers EU exporters attractive new opportunities. On 
the other side, many FTAs, particularly in Asia, are rather shallow and preferences are only used to 
a limited degree. Thus, the EU’s new approach of very deep FTAs will surely induce other 
countries to follow suit – and the danger mounts that the WTO is increasingly marginalised. 
Again, it is difficult to find a balance between multilateralism and strong interest groups in the EU.  

 
However, there are also less controversial and potentially more feasible approaches:  
- The EU should stick to the traditional informal gentleman’s agreement to abstain from tariff-

including FTAs with other large industrialised countries, particularly with the US and Japan, and 
also with China.36 For several reasons: keeping up incentives to conclude the DDA for these big 
players, not further marginalising the WTO, and avoiding significant discrimination of developing 
countries, which would probably poison the climate in Geneva. Negotiations about non-tariff 
barriers, and particularly detailed regulatory issues (like in the Transatlantic Economic Council) 
can be useful among ICs, but should include a view to potential future multilateralisation.  

                                                               
35 Game theoretically, concluding an FTA with an interesting market is a dominant strategy. Concluding an FTA before a 
competitor provides competitive advantages, while it is paramount to undo competitive disadvantages, if a competitor was 
first to conclude an FTA with an interesting market.  
36 The Warwick Commission (2007) also advocates that major ICs and emerging market countries should not conclude FTAs 
among each other. The FTAs between the EU/India and Japan/India contravene this suggestion.  
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- In negotiating FTAs about WTO-plus topic (and in services and standards), the EU should abstain 
from seeking preferential liberalisations where it is possible to use its leverage in order to obtain 
non-preferential liberalisations.  

- If in certain areas only preferential liberalisations are feasible, the EU should use non-party MFN 
clauses where possible, as it has started to do, e.g. in the EPAs.  

- When negotiating new templates for WTO-plus topics, the EU should do this with a view to their 
possible future multilateralisation. For example, product standards should ideally be based on 
international standards – and not promote an individual standards approach which could prove a 
dead end.  

 
4.2  Multilateralism and FTA-reform: advocating a re-orientation 

On a more general level, the EU should use its (still large) political power to push for the required 
reforms of the international trading system.  
 
Concerning FTAs the spaghetti bowl has to be tamed - with a view to multilateralising FTAs to the 
extent possible. Thus, the EU should strongly advocate the reforms mentioned in chapter 3.2 in order 
to increase the compatibility of FTAs with the WTO. Key words are: more monitoring, less 
discrimination, regional harmonization of rules of origin, codes of best practices. And, before all, the 
EU should push for plurilateral agreements in order to strengthen the WTO, to weaken the trend 
towards FTAs, and to mitigate their drawbacks. Particularly, major emerging market countries would 
have to be convinced that this reform could significantly strengthen the WTO and that their 
participation is needed. This initiative could be supported by a growing perception among 
multinational enterprises that the rising transaction costs of the spaghetti bowl are 
counterproductive to the increasing international division of labour due to offshoring of 
intermediates. 
 
Moreover, the EU should push for more multilateralism among big players in trade issues and should, 
therefore, strongly point to the dangers of the eroding multilateral trading system. WTO reforms do 
not come out of the blue, but need decisive engagement by the major players. The EU, as the largest 
trading power, carries a particular responsibility in this respect.  
 
This is no easy task, as the EU’s levers to induce co-operation among the other major players are 
limited. However, the EU could to some extent move with a rising tide. The US also needs a 
functioning multilateral trading system in order to render its export initiative successful, and China 
relies all the more on the WTO due to its immense export dependency.37 Moreover, the trade impact 
of the financial crisis has clearly shown, how important the WTO is as an insuring function against 
escalating protectionism.  
 
Hopefully, the major players are wise enough to step back from their increasingly selfish daily 
business and realise the imminent and serious dangers to the multilateral trading system. Learning 
must not be pathological again as in the Great Depression.  
 

                                                               
37 While Brazil has proved a relatively multilateralism-friendly player, India appears somewhat less co-operative in trade 
issues.  
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Box: Future scenarios: world trade in 2015 

In the years until 2015 the shift of economic power towards non-OECD countries and particularly towards China and 

other the emerging countries will probably continue at an accelerated speed. The impact of the financial crisis and the 

deleveraging in many industrialised countries with huge debt burdens should slow the growth of OECD countries. At the 

same time, emerging market countries, which have learned the lessons from former crises, have recovered rapidly and 

are currently the main engines of global growth.  

According to a PWC-study (quote) of long term growth prospects, the EU has already lost considerable economic weight. 

The EU’s share in global GDP (PPP-basis) has declined from 25 to 21 percent between 2000 and 2010 and is expected to 

fall to 18 percent in 2020. At the same time China’s economic weight has increased massively from 7 to 13 percent in the 

last decade and should rise to 18 percent in 2020.  

China’s world export share in goods and services which stood at 3.5 percent in 2000 and already 9.5 percent in 2010 

according to OECD-data, may reach or exceed 12 percent in 2015. However, due to considerably rising labour costs 

recently, China’s gain in export market shares could slow down, as the country loses competitiveness in low cost labour 

and as relocations to lower cost countries could start to erode China’s position as assembly platform.  

Apart from the shift towards emerging markets, several additional structural features of world trade developments are 

also bound to continue: 

- South-south trade will inevitably rise further.  

- Trade in intermediate goods will also continue to gain importance, as multinational enterprises are likely to keep 

offshoring and unbundling their production chains.  

- Trade covered by FTAs will increase, partially on a regional, but also increasingly on a transcontinental basis.  

Apart from the above mentioned dangers for the WTO, the multilateral trading system will face additional challenges in 

the coming years:  

- The upsurge in protectionism due to the financial crisis will have to be rebuilt. The danger arises that vested 

interests will try to hold on to higher tariffs, NTBs or subsidies and might point to high unemployment rates in many 

countries (Erixon/Sally, 2009) 

- In view of still high global imbalances, and the rise and large trade surplus of China, trade relations will remain tense 

and the inclination of domestic constituencies to impose trade barriers may rise. Last autumn, a first glimpse of a 

potential currency war showed up. And the US Congress still threatens retaliatory trade measures against China due 

to alleged currency manipulation.  

- Protectionist actions in resources trade add to the tense climate.  

- New sources of protectionism could arise from the demand for border tax adjustments related to the combat of 

climate change in ICs, from the increasing demand for social and environmental standards from ICs in FTAs (also 

from the EP), or from terrorism-related security concerns.  

- The rise in global liquidity due to ultra-low interest rates in ICs could lead to a new crisis, potentially in individual 

emerging market countries due to overheating economies and rising indebtedness. As a consequence, trade 

frictions could flare up.  
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2. BIOGRAPHY OF EXPERTS 

Mr Jean-Luc Demarty (Director General of DG Trade, (European Commission) 

Mr Jean-Luc Demarty is Director-General of DG Trade of the European Commission.  Prior to working in 
the European Institutions his professional experience included working as an adviser to the Cabinet of 
Jacques Delors, in the French Ministry of the Economy, Finance and Budget and Head of Agriculture 
Division, Ministry of the Economy, Finance and Budget for the Forecasting Directorate Paris.  He has 
worked for many years in the Institutions including as Deputy Director General for Agriculture and 
Director General for Agriculture and Rural Development.  

Mr Fredrik Erixon (ECIPE) 

Mr Fredrik Erixon is a Director of ECIPE, which he co-founded in 2006 together with Razeen Sally. 
Prior to founding ECIPE, Erixon was the Chief Economist of Timbro, the leading Swedish think tank, 
where he supervised Timbro’s economics research programme and specialised in international and 
development economics. He has been a consultant to international organisations, companies, 
governments and ministries. 

Professor Francesc Granell Trías (University of Barcelona) 

Prof. Francesc Granell Trías is Professor of Economic International Organization at University of 
Barcelona and Honoree General Director of the European Commission. His academic background 
includes a Ph. D. in Political, Economic and Trade Sciences at University of Barcelona. He also studied 
at Institute of European Studies (Geneva), the International Marketing Institute (Cambridge), and the 
Fletcher School of Law and Diplomacy. He has been visiting professor at Georgetown University. 
Among his professional activities during sixteen years in the European Commission, he was head of 
the Commission negotiating team for the accession of Finland as well as head of the area of relations 
with the Pacific, Caribbean and Indian Ocean countries.  

Dr Stephen Woolcock (London School of Economics)  

Dr. Stephen Woolcock is Programme Director for the Masters in International Political Economy at 
the London School of Economics, where he teaches international political economy, the political 
economy of international trade and economic diplomacy. He also heads the LSE’s International Trade 
Policy Unit, which coordinates research on trade topics, runs training programmes for practitioners 
and organises seminars that bridge the gap between academic research on trade and policy. His 
previous posts included Senior Research Fellow at the Royal Institute of International Affairs 
(Chatham House) (1988-94) and Deputy Director for international affairs and the Confederation of 
British Industry (1985-1988). He has worked as consultant and advisor to a number of international 
organisations including the EU and national governments.  

Professor Jacques Pelkmans (College of Europe) 

Professor Jacques Pelkmans, Jan Tinbergen Chair for European Economics, Director, European 
Economic Studies, College of Europe, Bruges; Associate Senior Fellow CEPS, Brussels. 

Dr Juergen Matthes (Cologne Institute for Economic Research) 

Dr. Jürgen Matthes is Senior Economist at the Cologne Institute for Economic Research (Institut der 
deutschen Wirtschaft - IW Köln), the largest privately financed economic think tank in Germany. Since 
2003 he has been responsible for the IW’s International Economic Policy department. His economic 
studies were undertaken in Dortmund and Dublin (1988-1995). He has published on a wide range of 
issues such as EMU, trade policy, G20 and world economic order, the globalization debate, 
development issues, and Germany’s export model. 
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REFORM OF THE WTO AND THE INTERNATIONAL TRADING SYSTEM:  
WHICH ROLE FOR THE EU? (Ppt) 

Juergen MATTHES 

Reform of the WTO 

and the international trading system: 

Which role for the EU?

Juergen Matthes – Senior Economist 

Workshop of the European Parliament on the

Future of EU Trade Policy on March 15, 2011 in Brussels

Taking Stock 
WTO important and indispensible

Rules based system with strong enforcement and acceptance

Non-discrimination provides level playing field > efficient allocation

EU needs multilateral trading system due to high export dependency

WTO as victim of its own success 

Main reason for delay of DDA: Single Undertaking (no opt-out for DCs)

Past trade openings necessitate liberalisation of sensitive areas  

WTO in danger of erosion over the medium term

WTO being increasingly sidelined by new rules of mushrooming FTA

Danger: Loss of legitimacy due to lack of progressive liberalisation

Danger: Litigation instead of negotiation to achieve liberalisation

Dispute settlement mechanism of WTO could lose acceptance 

Danger of reaching tipping point (Baldwin)

Juergen Matthes: WTO Reform – Role of the EU, EP Workshon on the Future of EU Trade Policy, Brussels, March 15, 2011 2
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Taking Stock 
FTAs currently only way to liberalise, but major disadvantages

Trade diversion and discrimination of third countries (poor DCs left out)

Spaghetti bowl and increasing transaction costs (complicated RoOs)

WTO-plus topics no panacea for WTO compatibility 

COM-view that „liberalisation fuels liberalisation“ (p. 6) is not always true 

Preferential liberalisation not unavoidable, but still possible 

E.g. accept only qualifications, investment, standards of FTA partner 

 Incentive to search for those competitive advantages

Danger of trade diversion also with WTO-plus topics

The bilateral can be the „enemy of the multilateral“ - also with WTO-plus

Preference erosion overturns exporters‘ interest for multilateral liberalis.

Perspective of FTA diverts export interests off WTO 

Evidence of withholding concessions in the WTO by DCs
Juergen Matthes: WTO Reform – Role of the EU, EP Workshon on the Future of EU Trade Policy, Brussels, March 15, 2011 3

EU‘s role in shaping future trading system
Erosion of multilateralism in a more multipolar world 

 with new, more and partly unco-operative players (like China)

 Also with a more unilateralist US and after end of Cold War

EU in the defensive

 FTAs of others, violation e.g. of IPRs, opaque NTBs, resources trade

 Envisaged loss of economic power creates time pressure for EU

EU has reacted with more selfishness (Global Europe)

 E.g. FTAs with more leverage, more enforcement, reciprocity 

 DDA still „top priority“, but due to frustration WTO moved to sidelines 

Lack of clear EU views on WTO reform, only group of eminent people

Danger: Intern. co-operation breaks down, if free riding becomes norm

EU as largest trading partner should take (measured) responsibility 

 EU should strike compromises between selfishness and mulitlateralism

Juergen Matthes: WTO Reform – Role of the EU, EP Workshon on the Future of EU Trade Policy, Brussels, March 15, 2011 4
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