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PART I: SUMMARY OF THE WORKSHOP 

by Dr Robert Dover and Professor Erik Jones  

This workshop has emphasized the importance of establishing a comprehensive transatlantic economic 
partnership in which the European Parliament and the United States Congress would play important 
roles.  The purpose of this summary is to explain how that argument developed over the course of the 
day.  Rather than follow the progression of the proceedings, however, the summary builds on a five-part 
thematic structure.  The first part emphasizes why participants believed that a comprehensive 
economic partnership is important.  The second looks at the alternatives.  The third sets out the 
characteristics such a partnership should have.  The fourth identifies the most important participants.  
And the fifth concludes with a sense of urgency both for the project and for the involvement of the 
European Parliament and the United States Congress as principal participants. 

1. Objectives 

The reason we need a comprehensive economic partnership between the European Union and the 
United States is manifest.  As Commissioner Karel De Gucht and Ambassador William E. Kennard made 
clear in their opening statements, such a partnership represents a vital opportunity to promote jobs and 
growth on both sides of the Atlantic.  Given the depth of the economic recession we have experienced 
and the resulting high levels of unemployment -- particularly among the youth of our societies -- such 
an opportunity should not be ignored. Professor Jones suggested in his comments that this was not just 
an issue of trade and employment, but one of political legitimacy: as the economic crisis deepens the 
very fabric of our collective political settlement is under question.  

The European Union and the United States are well placed to develop a comprehensive economic 
partnership.  Commissioner De Gucht and Ambassador Kennard pointed to the relative size and 
importance of transatlantic trade.  Professor Dan Hamilton emphasized the underlying patterns of 
investment.  Professor Hamilton went further to show just how many millions of jobs already exist on 
both sides of the Atlantic by dint of the cross border flows of trade and investment between Europe and 
the United States.  A comprehensive partnership would build on these strong foundations and holds 
out the prospect of not only reinforcing but also augmenting the benefits of the transatlantic economic 
relationship. Nevertheless Professor Hamilton cautioned that such benefits would only accrue if 
decision-makers on both sides of the Atlantic were able to bring along vested interest groups, using 
their political leadership to tackle contentious issues and building momentum with early successes. 
Two such frictions were noted by Robert Sturdy MEP as being from the agricultural sector (which he 
urged be dropped from negotiations) and the implications on commercial aviation from the EU’s 
carbon tax, which he argued had the potential to start a trade conflict. Dr Ehler MEP urged the 
workshop participants to think further around the utility of multilateralism which he believed was still 
an active proposition, and Chairman Moreira urged care when presenting such a partnership deal to the 
rest of the world, as there were some fears in some parts of the globe that such a partnership amounted 
to the EU and US creating a duopoly over global trade governance. Despite these reservations and 
caveats, the consensus was that there was much to gain from a comprehensive partnership 
arrangement.   



Workshop: Transatlantic Economic Relations 

 

 

13

2.  Alternatives 

Giving such priority to transatlantic partnership was controversial insofar as it threatens to upset the 
existing multilateral framework.  Nevertheless, participants noted that the current round of multilateral 
trade liberalization and development talks appear to have ground to a halt.  Meanwhile, as Professor 
Michael G. Plummer argued, bilateral trade agreements have proliferated as both the European Union 
and the United States have sought to stabilize their relationships with third countries.  Other forms of 
regionalism have developed as well, particularly in Asia.  Where once the European Union was the pre-
eminent source of inspiration and innovation in regional economic integration, now other parts of the 
world have stepped forward with organizations and proposals of their own.  This is not to suggest that 
the multilateral order is completely moribund.  The World Trade Organization (WTO) has achieved 
considerable influence with its dispute resolution mechanism. 

But the current situation does imply a world economic order that is less amenable to leadership from 
either the United States or Europe and that may evolve according to principles that neither the United 
States nor Europe would readily endorse.  As Professor Sophie Meunier argued, the rapid growth and 
penetration of Chinese investments shows the potential divisiveness of the new world order.  Workshop 
chairman Professor Vital Moreira (MEP) took the opportunity to note that the European Union had just 
completed legislation to ensure that the European institutions could assume competence in this 
particular area of interest. 

3. Characteristics 

A comprehensive transatlantic economic partnership could offer a better vehicle to reassert both 
European and American interests at the global level in addition to promoting jobs and growth at home.  
To do so, however, it must be a successful partnership and in turn that success will depend upon its 
adherence to specific characteristics.  For example, as Commissioner De Gucht noted, the partnership 
should be broad and not narrow.  Although it is important to generate early successes to create 
necessary momentum, it is also vital that any agreement cover enough ground to allow for linkages 
across issues to foster consensus.  Professor Adrienne Heritier's analysis of the Open Skies Agreements 
illustrates why this is so.  The many critical issues in the transatlantic partnership --like the trade in 
services, which was highlighted by most participants -- tend to spill over onto other policy domains.  
Hence air travel concerns both environmental and safety regulations, for example.  A broader agenda 
would make it easier to tackle such complex considerations and also make it possible for negotiators to 
trade concessions across different policy domains.  The partnership should also be open rather than 
closed.  As Professor Plummer argued, the goal should be to create a new 'gold standard' for open 
regional partnerships that could influence developments in Asia and other parts of the world as well.  
This will ensure that the transatlantic partnership is a source of attraction and not conflict; it will attract 
other emerging actors in the world economy to follow transatlantic rules and norms.  Most important, 
however, this partnership must develop quickly rather than slowly.  As Professor Hamilton emphasized, 
this is hardly the first time we have discussed this possibility.  Windows of opportunity for a more 
comprehensive transatlantic partnership have opened frequently in the past.  Just as frequently, 
however, decision-makers have been too slow to come to agreement and so the windows have also 
closed.  Commissioner De Gucht suggested that the window available now will close in roughly 
eighteen months with the election of a new European Parliament and the replacement of the European 
Commission.  Given the upcoming elections in the United States, however, the time available may be 
even shorter.  Hence all participants agreed on the need to make progress. 
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4. Participants 

The open question is who should be responsible.  Professor Walter Mattli used the development of 
regulations and standards to illustrate four different models for economic governance.  His basic 
message, however, was that expertise should not be allowed to trump interest.  Although it is obvious 
that some actors have greater command of the technical details, it should be equally obvious that these 
technical details are fundamentally political.  Hence it is essential that any negotiations involve 
stakeholders as well as experts.  This requirement may seem unreasonable.  All things being equal, a 
small number of actors can agree more easily than a larger number, and here Mattli suggested that the 
EU had a more effective system of regulating standards than the US, where standards were set in a 
number of somewhat diffuse settings.  Nevertheless, agreement is not an end in itself.  Any 
comprehensive economic relationship must not only be negotiated, but also accepted (or legitimated) 
and implemented to have the positive effects that make the partnership worthwhile.  This is why the 
stakeholders are so important.  Many existing modes of economic governance only pay lip-service to 
many of the interests at stake.  In doing so, they tend to ignore the fact that rules have to be accepted 
and implemented to have force.  The involvement or bodies with a broader representative mandate 
and a more inclusive composition should tend to alleviate such problems.  The result would be a more 
legitimate partnership and a more effective one as well.  

Dr Ehler MEP noted the competition dynamic within regulation and standardization. Not only is it 
important to ensure the unity of standards across the Union and across the Atlantic, it is also an issue of 
global competitiveness. Ehler argued that Asian countries and regional movements might gain first 
mover advantage over the EU and US to set standards and gain a competitive edge. Dr Skinner MEP 
noted, to this end, that some aspects of regulation merely serve to disguise the extent of competition in 
their particular sector. Dr Ehler further noted in his comments that standardization had been embedded 
into the ‘Horizon 2020’ programme; which has provided the European Parliament with an important 
future role. Following on from these comments, Mattli argued that these issues were particularly 
important to small and medium enterprises in the EU area, which would form an important part of the 
motor of economic recovery in future years.  

5. Roles 

The European Parliament and the United States Congress have essential roles to play in marshalling 
technical expertise and stakeholder interests.  They have the unique capacity not only to negotiate but 
also to legitimate a comprehensive partnership that spans the Atlantic.  In doing so, they would mark an 
important innovation in the pattern of regional integration -- making it democratic as well as 'open'.  
They would also make it more likely that such a partnership would achieve its final goal, which is the 
creation of jobs and growth so that the voters can experience and improvement in their quality of life.  
The workshop participants offered a number of broad principles and precise examples of how 
politicians could move this process forward, but – as before- it was clear that the pace of transformation 
was becoming a crucial issue, particularly in the light of political upheavals across the European area 
and with one eye on the US Presidential elections in 2012: the negotiating parties might be radically 
different by 2014.  Comments by both Commissioner De Gucht and Ambassador Kennard reinforced 
this view: the real question is a matter of political will.  The closing chairman of the workshop, Robert 
Sturdy (MEP) placed significant emphasis on this point.  He argued that the urgency of the situation is 
self-evident; the task is clear; now it is the responsibility of political leaders to show that progress is 
possible. 
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PART II: SPEECH BY MR KAREL DE GUCHT, EUROPEAN COMMISSIONER FOR 
TRADE 

 

Professor Moreira, Honourable Members, Ambassador Kennard, Ladies and Gentlemen, 

I'm glad to be here with you today and especially glad to be speaking on this panel. It goes to the heart 
of how Europe is looking at our relationship with the United States today. 

We are now and have always been the closest of economic partners. I do not need to remind this 
audience of the unique intensity of our bilateral commercial and investment relationship. You know the 
spectacular figures on trade, investment and employment. 

But I do think it is worth reflecting on the changes that the world is undergoing as we speak. This 
transformation requires adaptation: If we want to get better results we cannot keep using the same 
strategies.  

That is why I believe that Europe and the United States should reshape our economic relationship 
through a comprehensive bilateral trade initiative. This must be a realistic project, of course, but by 
necessity it must also be an ambitious one. 

In my remarks today I would like to say first of all what I believe this project should entail and then show 
you why we should do it. 

What the United States and Europe should aim for is a new, comprehensive transatlantic agreement 
that covers all relevant economic issues, including in particular the following pillars: 

First, tariff elimination. An effective agreement would get as close as possible to the removal of all duties 
on transatlantic trade in industrial and agricultural goods. 

Second, services liberalisation. An effective agreement would open services markets that are currently 
closed and put in place a framework for better cooperation between regulators. It would go beyond 
what each of us has already done in other trade agreements. It would address the barriers to 
international competition, including those that still exist at the sub-federal level on both sides of the 
Atlantic. 

Third, public procurement. An effective agreement cannot ignore the fact that companies whose 
business depends on procurement represent 25% of European GDP and 31 million jobs. The goal 
should be to get as close as possible to national treatment at all levels of government. 

Fourth, regulatory cooperation. An effective agreement would include a mechanism for addressing our 
regulatory differences on both food and non-food products. Being realistic, no agreement can be a 
panacea that resolves all existing regulatory issues overnight. But an ambitious deal would lay down 
tough procedures to help us avoid unnecessary problems in the future and so reduce unnecessary costs 
for companies. 

Finally, an effective agreement would also establish state of the art rules in key areas like competition, 
trade facilitation, labour, the environment and intellectual property. 
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Why do we need such an agreement? 

There are two aspects of today's changing global economy that push us to try something new on a 
transatlantic axis. And there are two unavoidable realities that oblige us to aim for a comprehensive 
agreement. 

Several factors call for a truly ambitious initiative: 

First, the macroeconomic situation. The fallout from the collapse of the debt boom of the early years of 
this century has proven difficult to overcome. The US seems to have recovered more strongly than 
Europe. But on both sides of the Atlantic growth remains more modest than we would like. We also face 
considerable uncertainty, which is holding companies back from risk-taking. 

Broad trade liberalisation across the Atlantic would help us put our recovery on a sounder footing. 

It would drive down the cost of transatlantic business. Tariffs are low between Europe and the United 
States but the volume of our trade is so big that their elimination would be helpful - particularly when 
one considers that so many of the traded goods are part of long value chains. Car parts often cross the 
Atlantic more than once – as components and again in the finished product – meaning they may pay 
duties twice. 

But most importantly, effective regulatory cooperation would further reduce costs because companies 
would not have to comply with different requirements that have the same objectives. 

At a broader level the intensified competition that a transatlantic agreement would create would 
improve the competitiveness of firms across the whole economy. Long-term evidence in Europe 
indicates that a 1% increase in openness of the economy results in an increase of 0.6% in labour 
productivity the following year. 

In the short term, I believe the conclusion of an ambitious agreement would also address another 
aspect of our current economic difficulties. At the heart of today's problems is a crisis of confidence in 
governments' ability to make tough but necessary decisions. A new transatlantic trade initiative would 
be a bold move that would show that politics works in Europe and the United States. That both sides 
are willing to take the action necessary to deliver recovery. 

The second changing aspect of today's world is, of course, globalisation and the rise of emerging 
economies. China, India, Russia, Brazil already together account for 17% of world GDP. Other economies 
like Indonesia, Mexico and South Africa are also becoming more important players. 

That is why developing economies are the new drivers of global trade: between 2000 and 2009 their 
exports rose by 80% compared to 40% for the world as a whole. 

As a result, the relative weight of the EU-US commercial relationship is being diluted. 

Granted, for investment the gap is still dramatic. European investment stocks in China amount to only 
6% of our investments in the US. The US has invested more in Ireland since the year 2000 than it has in 
all the BRIC countries combined. 

But if we look at just trade we start to see a different picture. Transatlantic trade was four times as large 
as EU-China trade in 2001. Last year the difference was just 3%. 
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The implication of this change is that both Europe and the United States need to broaden our focus. We 
both need to establish strong partnerships with a wider range of countries and we are already doing 
this. The most significant US trade initiative of recent years is the Trans-Pacific Partnership. Similarly, the 
European Union is negotiating a broad range free trade agreements both in Asia and Latin America. 
Both the EU and the US also place great weight on our relations with China. 

However, what we are seeing in all of these dialogues is that many of the issues we face are in fact very 
similar. Tariff barriers are important, naturally. But regulatory barriers to trade and investment are crucial 
as emerging countries develop more and more sophisticated regulatory regimes. Europe and the 
United States have a common agenda here – to promote the core principles of transparency and 
predictability so as to facilitate smooth operation of our companies' global supply chains. 

An effective agreement on regulatory cooperation would build on our work in the Transatlantic 
Economic Council to provide a stronger basis for these efforts.  

That is why a new initiative is important. And why it is important that we set realistic goals if we want to 
achieve it. 

But why do we in Europe believe an FTA should be comprehensive and ambitious, even as some are 
considering smaller solutions? 

There are two unavoidable reasons for this. The first is that we need to take action that is proportionate 
to the challenges we are facing and that corresponds to our shared commitment to continue leading on 
trade liberalisation. 

We have an effective system currently in place in the form of the Transatlantic Economic Council. Over 
the last year the TEC has delivered a number of valuable and concrete results for business. 

We have made sure that our programmes for partnership between customs and companies are 
mutually compatible. 

We have come closer to common standards for electric vehicles. 

And we have agreed common principles for open investment policies. 

All of these results will deliver real economic benefits and the TEC will continue to be a crucial platform 
for our cooperation in the future. 

But a comprehensive agreement as I have outlined has the potential to have a much deeper impact. 
And in these very difficult economic times we need to aim for these higher returns. 

The second reason is that if we decide to avoid the difficult issues and only work on areas where we 
agree, we risk having only limited impact. If we are to make meaningful progress both sides will have to 
face down vested interests and take difficult political decisions. A broad package that delivers new 
liberalisation would make that process easier because there will be many more who will see the 
opportunities we are creating. 

Let me be clear: I am not saying that we need to tackle all of our differences in order to make progress. I 
know that is unrealistic. But what is on the table needs to make a real difference in generating jobs and 
growth on the one hand and be sufficient to attract political support and on the other. 
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If we simply promise to work on areas where we already agree momentum will rapidly dissipate and our 
efforts will be ineffective. 

Let me conclude by commenting on where we are today. Last December, Presidents Obama, Barroso 
and van Rompuy launched the High Level Working Group on Growth and Jobs that I am now co-
Chairing with USTR Ron Kirk. We are working towards delivering an interim report by the June deadline 
that we were set and then a final report by the end of the year. 

Our remit is to look at all measures that can help and that is what we are doing. My experience is that 
there is a high degree of consensus on what the optimum outcome would be. We both know that the 
difficult issues are the ones that will deliver most results. And we both want to move forward quickly. I 
believe that any new agreement should be finalised within 18 months. Where we are still discussing is 
how to get there. But those discussions are taking place in a very constructive environment and I am 
optimistic that what we agree will be the right way forward for both our jurisdictions. 

Honourable Members, Ladies and Gentlemen, 

Reshaping our relationship for the future is not a straightforward task. We know that despite the 
closeness of our partnership we often find bumps in the road. But we do not live, I am afraid, in 
straightforward times. Creativity, endurance and political will are needed to move forward now. 

I know that the European and American people have plenty of the first two. 

It is up to us politicians to provide the third. 

Thank you very much for your attention. 
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PART III: A TRANSATLANTIC AGENDA FOR JOBS AND GROWTH 

by Professor Daniel Hamilton 

EXECUTIVE SUMMARY 

At the November 2011 U.S.-EU Summit, leaders created a bilateral High Level Working Group on Jobs 
and Growth to consider the full range of measures that could be taken to deepen and expand the 
transatlantic economic relationship. The benefits could be substantial in terms of creating jobs, 
boosting innovation, improving competitiveness, and ensuring long-term growth and prosperity. 
Although rapidly rising economies have gained much attention, the U.S. and Europe remain the anchor 
of the global economy. The transatlantic economy generates $5 trillion in total commercial sales a year 
and employs up to 15 million workers. It is the largest and wealthiest market in the world, accounting 
for three-quarters of global financial markets and over half of world trade and world GDP. No other 
commercial artery is as integrated. Recent economic troubles have only underscored the deep 
integration of the transatlantic economy and the importance of healthy transatlantic economic ties for 
millions of U.S. and European workers, consumers and companies.  

The transatlantic partnership is simply too important to be allowed to drift. U.S. and EU leaders have 
provided an opening; now is the time to forge a strategic 21st Century Transatlantic Partnership that 
encompasses three related goals: renewing and opening the Transatlantic Market; repositioning the 
U.S.-EU partnership to better engage with third countries on the economic ground rules underpinning 
the multilateral system; and strengthening and extending the rules-based multilateral system to include 
new members and new areas of commercial opportunity.   

The first goal -- an open Transatlantic Market -- should not be limited to yet another preferential "free 
trade agreement." It must be a more ambitious and relevant new-generation agreement, rooted in the 
distinctive nature and potential of the Transatlantic Partnership. It must be grounded in core principles 
of WTO-consistency, transparency, nondiscrimination and essential equivalence. It should identify 
coordinated strategies across a range of mutually supporting areas: reducing transatlantic tariff barriers; 
removing restrictions on job-creating investments; overcoming regulatory obstacles; boosting 
innovation; leading the energy revolution; liberalizing services; creating a more efficient transatlantic 
financial market; and encouraging the freer flow of people and talent across the transatlantic space.  

The renewal and further opening of the Transatlantic Market goes hand in hand with a second and 
related goal: to strengthen the ground rules of the international economic order by repositioning the 
Transatlantic Partnership with regard to third countries. Efforts to open transatlantic markets and lift 
and align transatlantic standards can drive broader international cooperation. Given the size and scope 
of the transatlantic economy, standards negotiated by the U.S. and EU can quickly become the 
benchmark for global models, reducing the likelihood that others will impose more stringent, 
protectionist requirements for either products or services. Mutual recognition of essentially equivalent 
norms and regulatory coherence across the transatlantic space, in areas ranging from consumer safety 
and intellectual property to investment policy and labor mobility, not only promise to improve the lives 
of our people but form the core of broader international norms and standards. 

Third, the U.S. and the EU should use their partnership to extend the rules-based multilateral system to 
new areas. Transatlantic market-opening initiatives in trade, green technologies, and services could be 
extended to WTO members who are willing to take up the same responsibilities and obligations 
covered by such agreements. The U.S. and the EU have each concluded scores of bilateral free trade 
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agreements, for instance, but have done little to use them to tackle pressing 21st century issues such as 
intellectual property, services, discriminatory industrial policies or state-owned enterprises, or to 
strengthen the normative underpinnings of the multilateral system. Current WTO negotiations do not 
fully address the trade dimensions of such issues as climate change, security concerns, foreign direct 
investment, or competition policy. The U.S. and the EU should codify and align their existing free trade 
agreements to boost the multilateral system. An alignment and extension of free-trade arrangements 
among the U.S., EU and all partners with whom they have such free-trade agreements would be a major 
boost to the global trading order. 

1. A TRANSATLANTIC AGENDA FOR JOBS AND GROWTH 

This study paper is focused on presenting an agenda to improve the potential for greater transatlantic 
cooperation to create jobs and boost growth on both sides of the Atlantic. It builds upon my earlier 
analysis, portions of which were developed in three key publications (see footnote below, and used 
with permission) and which I hope to bring to maturity within this paper.1 It will do so first by 
underscoring the distinctive nature of the transatlantic economy and it will then outline the most 
significant and necessary elements of a New Transatlantic Partnership for Jobs and Growth. 

In this regard this study will welcome the new U.S.-EU High Level Working Group on Jobs and Growth, 
which was tasked at the November 2011 U.S.-EU Summit to consider the full range of economic 
measures that could be taken to deepen and expand the transatlantic commercial relationship. The 
benefits could be substantial in terms of creating jobs, boosting innovation, improving our 
competitiveness, and ensuring long-term growth and prosperity. Concerns will be presented later in 
this document about the absence of a clear and compelling vision of a more strategic and forward-
looking partnership, without which the effort will not fulfil its promise.  

The key to such a new partnership is an agenda for jobs and growth that not only opens transatlantic 
markets, but simultaneously repositions the U.S.-EU relationship so that both partners can better 
compete with and engage third countries on the fundamental rules underpinning 21st century trade 
and investment. The renewal and further opening of the transatlantic market promises to generate 
millions of new jobs on both sides of the Atlantic. But such an exercise, in and of itself, is insufficient to 
meet broader challenges and opportunities in today's global economy of rising powers and other fast-
growing markets. As I have recently argued U.S.-EU efforts to open transatlantic markets must be tied to 
joint efforts to strengthen the ground rules of the international economic system and to engage the 
emerging growth markets in a common effort to extend the benefits of open markets to their citizens 
and companies (Hamilton 2012).  

1.1 Why a Transatlantic Partnership for Jobs and Growth, and Why Now? 

The past year has been difficult for the transatlantic economy. The eurozone’s sovereign debt crisis and 
sluggish U.S. economic conditions weakened transatlantic cross-border trade and investment flows, 
and both variables are likely to remain soft over the near term. That said, the current downturn is 
cyclical in nature. On a day-to-day basis, transatlantic trade remains significant, and U.S. investment is 

                                                               
1 For information: Daniel S Hamilton & Frances Burwell, Shoulder to Shoulder: Forging a Strategic US-EU Partnership 
(Washington DC: Atlantic Council of the United States) 2009; Daniel S Hamilton & Pedro Schwartz, A Transatlantic Free Trade 
Area- A boost to economic growth (Brussels: New Direction) 2012; Daniel S Hamilton, Forging a Transatlantic Partnership for 
the 21st Century (Washington DC: Transatlantic Business Dialogue) 2012, all used here with permission.  
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deeply embedded in many European member states and local communities, continues to play a key 
role in sustaining European jobs and contributing to European growth, and will continue to fortify the 
links that bind the U.S. and Europe together.   

In fact, it is important to keep in mind that despite the rise of other powers, including the emerging 
growth markets, the U.S. and Europe remain the fulcrum of the world economy, each other’s most 
important and profitable market and source of onshored jobs, each other's most important strategic 
partner, and still a potent force in the multilateral system—when we work in concert.  

The transatlantic economy generates $5 trillion in total commercial sales a year and employs up to 15 
million workers.2 It is the largest and wealthiest market in the world, accounting for three-quarters of 
global financial markets and over half of world trade and world GDP. No other commercial artery is as 
integrated. Every day roughly $1.7 billion in goods and services crosses the Atlantic, representing about 
one-third of total global trade in goods and more than 40 percent of world trade in services. Americans 
sell three times as many merchandise exports to Europe as they do to China and 15 times more than to 
India. The European Union sells the United States nearly twice the goods it sells China and nearly 7 
times what it sells to India.  

When one considers possibilities to create jobs and boost growth through greater transatlantic 
cooperation, it is important to keep in mind that whereas the EU's commercial ties with Asia and the 
Pacific are driven by trade, the EU's commercial ties with the United States are driven by investment. 
Foreign investment—the deepest form of global integration—binds the transatlantic economy 
together far more than trade. The latter, the cross-border movement of goods and services, is a shallow 
form of integration and often associated with the early phases or stages of bilateral commerce. In 
contrast, a relationship that rests on the foundation of foreign investment is one in which both parties 
are extensively embedded and entrenched in each other’s economies. Such a relationship is more job-
creating, income-producing, and wealth-generating for both parties than one based solely on trade. 
The transatlantic economy epitomizes this type of economic integration.  

The United States and the European Union are each other's most important investment partners. 
Transatlantic investments have combined annual sales exceeding $4 trillion, which dwarfs any other 
bilateral trade or trade/investment relationship in the world. Investment from Europe accounts for 74% 
of total foreign direct investment in the United States. EU investment in the U.S. is 27 times the level of 
EU investment in China and more than 55 times the level of EU investment in India (Hamilton & 
Schwartz 2012). There is more European investment in a single U.S. state such as Indiana or Georgia 
than all U.S. investment in China, Japan and India combined.  

Investment flows are also strong from the U.S. to Europe. Despite the rise of other markets, Europe 
continues to account for 60 percent of U.S. foreign direct investment.3 U.S. investment in Brazil, Russia, 
India and China (BRIC) has totalled $108 billion since 2000, up from a total of $48 billion in the 1990s. 
However, the total is less than U.S. investment in Ireland alone and just 7.2% of total U.S. investment in 
Europe. In fact, U.S. investment in Europe is nearly four times larger than U.S. investment in all of Asia. 

                                                               
2 For a more complete overview of the transatlantic economy, including figures on jobs, trade and investment for all EU 27 
member states and 50 U.S. states, see Daniel S. Hamilton and Joseph P. Quinlan, The Transatlantic Economy 2012, Vols. 1 and 
2 (Washington, DC: Center for Transatlantic Relations, 2012), from which the following figures and data are drawn. 
3 Europe in this case is broadly defined as the EU 27, Switzerland, Norway, Russia, Turkey and other small countries reported 
by the U.S. Bureau of Economic Analysis. 
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U.S. investment in Ireland over the 2000-Q3 2011 was more than four and a half times larger than U.S. 
investment in China. U.S. investment in the Netherlands was more than ten times larger and in the UK 
more than eight times larger. Since 2000, U.S. firms have invested more in the Netherlands ($380 billion) 
alone and in the UK ($315 billion) alone than in South and Central America, the Middle East, and Africa 
combined ($270 billion). U.S. cumulative investment in Brazil since 2000 ($37 billion) is roughly 75% of 
total investment in Belgium.  

U.S. FDI to Europe in 2011 topped $200 billion for only the second time on record. Investment flows 
reached $215 billion, a 23% jump from the prior year. Strong U.S. flows to Europe in the first half of 2011, 
however, were offset by softer, weaker levels in the second half, continuing into 2012, a sign of Europe's 
continuing economic difficulties. 

I do not mean to downplay the importance of transatlantic trade, which remains considerable. Indeed, 
transatlantic trade (defined here as U.S. exports plus imports of goods from the European Union) 
totaled an estimated $632 billion in 2011, up from $387 billion at the start of the new century. In 2011 
U.S. exports of goods to the European Union clawed back more gains after plunging in recession year 
2009. Last year U.S. exports to the European Union totaled an estimated $270 billion, up roughly 11% 
from the prior year and off only slightly from the peak of $277 billion in 2008. Nonetheless, any analysis 
that focuses on trade alone as a benchmark for commerce is very misleading. Only if one adds trade and 
investment together does one understand the true size and dynamism of the transatlantic economy, 
particularly compared to any other bilateral economic relationship either partner has in the world.  

Moreover, these companies and affiliates invest in local communities. European affiliates in the United 
States employ millions of American workers, employ more Americans than any other foreign 
nationality, and are the largest source of onshored jobs in America. Similarly, U.S. corporate affiliates in 
Europe employ millions of European workers and are the largest source of onshored jobs in the 
European Union. U.S. and European companies account for 60 percent of the top R&D companies and 
69 percent of private R&D spending in the world.  
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Aggregate U.S. investment in Europe totaled $2.2 trillion in 2010 and directly supports more than 4.2 
million jobs in Europe. If one adds European jobs reliant on trade with the U.S., which bought over $750 
billion worth of traded European goods and services in 2010, as well as the many thousands of jobs 
generated indirectly through distributors and suppliers of European exporters and U.S. firms based in 
Europe, I estimate that roughly 7.5 million European jobs are related to Europe’s commercial ties to the 
United States. Efforts to further open transatlantic markets promise to generate significant 
opportunities for jobs, trade and investment in Europe. 

Healthy transatlantic commerce is critical to most EU member states. To just take the example of 
Belgium, U.S. investment directly accounted for about 140,100 jobs in 2010. If one adds Belgian jobs 
generated by trade – Belgium exported $21.3 billion in goods alone to the U.S. in 2010 -- and indirectly 
through suppliers and others, I estimate that close to 300,000 Belgian jobs are dependent on healthy 
commercial links with the United States.  

 

Similar stories are playing out in other EU member states. For instance, at least 1 million jobs each of the 
largest EU economies -- Germany, France and the UK -- are reliant on commercial links with the United 
States. The same dynamic is true in newer EU member states as well -- at least 300,000 jobs in Poland 
and 100,000 jobs in the much smaller Czech Republic are related to strong commercial ties with the 
United States. Both Spain and Italy have been hamstrung with high unemployment rates, but the 
figures have nevertheless been “less bad” thanks to the presence of U.S. and other foreign affiliates 
operating locally -- a key buffer for these economies in hard times.  

The more U.S. affiliates become embedded in local communities around the EU, the more they 
generate jobs and incomes for EU workers, greater sales for local suppliers and small businesses, extra 
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tax revenue for local communities, more capital investment and research and development for the 
European Union. Moreover, deep investment ties with the U.S. generate additional EU exports.  

In short, the activities of U.S. companies have become an essential underpinning of European jobs, 
growth and prosperity. For example, U.S. affiliates accounted for over 25% of Ireland’s total output in 
2010; 7% of the UK’s total output; 6.9% of Switzerland’s output; 6.7% of Norway’s output; and 5.8% of 
Belgium’s total output. 

U.S. investment flows to Europe vary considerably by country. The uneven pattern of U.S. investment 
flows to Europe speaks volumes to the uneven pace of real growth in Europe, to the region’s 
increasingly disparate levels of competitiveness, to the varying levels of confidence among U.S. firms in 
individual economies and to the shifting ways by which U.S. firms view and want to leverage European 
markets. It is important to note, however, that even though U.S. firms have shifted their investments 
within the Single Market, on balance they have not shifted their investments away from the Single 
Market or from Europe.  

The decade is still young, however. With Europe in the grips of a multi-year period of deleveraging and 
slow growth, juxtaposed against continued growth in the developing nations, U.S. firms may very well 
decide to shift course in the years ahead and start to place more emphasis on the more robust 
developing nations versus slow-growth, debt-impaired Europe. While there is no doubt that U.S. firms 
still view Europe as one of the most attractive economic entities in the world, there is equally no doubt 
that Europe’s sovereign debt crisis and the failure of Europe’s leadership to effectively and adequately 
address the crisis is draining U.S. confidence in Europe’s economy and institutions.4 The longer Europe’s 
crisis persists, the greater the loss of confidence in Europe among U.S. corporations. Generating new 
economic opportunities across the transatlantic market, however, could revive U.S. engagement in 
European jobs, investment and growth, and vice versa.  

2. A THREE-POINT AGENDA 

What the numbers tell us is that Americans and Europeans have never had a greater stake in each 
other’s economic success. Recent economic troubles have only underscored the deep integration of the 
transatlantic economy and the importance of healthy transatlantic economic ties for millions of U.S. and 
European workers, consumers and companies. U.S. and European companies are deeply engaged on 
both sides of the Atlantic. They are literally in each other's business. The notion that Americans and 
Europeans can “decouple” from each other's economic fortunes is mistaken and can lead to serious 
policy errors. Substantial gains in terms of jobs and growth would result from initiatives designed to 
boost flows of goods, services, capital and knowledge between the U.S. and the EU.  

I have focused until now on the direct benefits each side of the Atlantic could reap from job-generating 
initiatives. Yet in a world of rising powers and other high-growth markets, strengthening transatlantic 
bonds is important not only in terms of how Europeans and Americans relate to each other, but how 
they can harness the potential of the transatlantic partnership to open markets and strengthen the 
international economic order.  

A central question is how the U.S. and Europe together might best relate to rising powers, especially the 
emerging growth markets. Whether those rising powers choose to challenge the current international 
                                                               
4 See Daniel Hamilton and Robert Solow, Europe’s Economic Crisis (Washington, DC: Center for Transatlantic Relations, 2011). 
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economic order and its rules or promote themselves within it depends significantly on how the U.S. and 
Europe engage, not only with them but also with each other.  

The stronger the bonds among core democratic market economies, the better our chances of being 
able to include rising partners as responsible stakeholders in the international trading system. The more 
united, integrated, interconnected and dynamic the international liberal economic order is -- shaped in 
large part by the U.S. and Europe -- the greater the likelihood that emerging powers will rise within this 
order and adhere to its rules. The looser or weaker those bonds are, the greater the likelihood that rising 
powers will challenge this order. So a key element of strategy in a G20/WTO world must be to protect 
and reinforce the institutional foundations of the liberal international economic order, beginning with 
the partnership between the U.S. and Europe (Hamilton & Schwartz 2012).  

The notion is mistaken that we can 'go it alone' in trying to convince other countries to reject 
protectionist trade policies, forego discriminatory industrial and regulatory policies, and provide 
adequate and effective intellectual property protection. This can also lead to serious missed policy 
opportunities for the U.S. and Europe to raise the bar in terms of setting international norms and 
standards that can lift the lives of our people and create economic opportunity for billions of others 
around the globe (Hamilton 2012).  

With this background in mind, in my view a New Transatlantic Partnership for Jobs and Growth must 
encompass a three-fold agenda.  

First, we must renew and open the Transatlantic Market.  

Second, we must reposition transatlantic partnership so we can better engage with third countries on 
the economic ground rules underpinning the multilateral system.  

Third, we must strengthen and extend the rules-based multilateral system to include new members and 
new areas of commercial opportunity.   

2.1 Millions of New Jobs in an Open Transatlantic Market 

As Pedro Schwartz and I argue, the first goal of a new Transatlantic Partnership must be the creation of 
an open Transatlantic Market (Hamilton and Schwartz 2012). The goal should not, however, be limited 
to yet another preferential "free trade agreement;" it must be a more ambitious and relevant new-
generation agreement, rooted in the distinctive nature and potential of the Transatlantic Partnership. It 
should be grounded in core principles of WTO-consistency, transparency, nondiscrimination and 
essential equivalence. It should advance synergistic strategies across a range of areas, from reducing 
barriers to transatlantic goods and services; removing restrictions on job-creating investments; 
overcoming regulatory obstacles; boosting innovation; leading the energy revolution; liberalizing 
services; and encouraging the flow of people and talent across the transatlantic space, to facilitating 
cross-border data flows, which have become essential to global manufacturing and service operations. 

An ambitious transatlantic effort of this type should also not be reduced to a traditional trade 
negotiation, whereby nothing is really agreed until all issues are agreed. The U.S. and EU should instead 
forge and implement agreements wherever possible, without allowing contentious issues to block 
areas of agreement. Too many past attempts to open the transatlantic market have failed because of 
these issues. At the same time, the framework needs to recognize that the U.S. and EU economies are so 
integrated that many of the remaining barriers and distortions are deeply embedded in our respective 
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legal, policy and political structures and their resolution may not necessarily fit effectively into the 
negotiating structure of a transatlantic agreement (Hamilton 2012). Such issues should not be allowed 
to deadlock agreement where agreement is possible. Instead, mechanisms such as the Transatlantic 
Economic Council should be used to engage regulators, legislators and other stakeholders in areas that 
will require more extensive work.  

This first track of an ambitious Transatlantic Partnership should move forward in multiple areas: 

2.1.1 Open Transatlantic Trade.  

 Commit to work jointly towards a tariff-only Free Trade Agreement, eliminating all duties 
on traded industrial and agricultural products. Given that most transatlantic tariffs are low 
(around 1-4 per cent), Burwell and I argued in 2009 that a focused tariff-only free trade 
agreement could be achieved relatively quickly and would have immediately beneficial effects 
on investment, profits and jobs, since two-third of U.S.-EU trade is intra-firm, i.e. companies 
trading intermediate parts and components among their subsidiaries on both sides of the 
Atlantic. Tariffs on agriculture have always been the major problem, but with agricultural trade 
growing across the Atlantic, now may be the time to take a bold step forward. Where 
agricultural tariffs are high, phase-out periods could be longer. Moreover, European and 
American agricultural sectors would still remain implicitly protected by a range of non-tariff 
barriers that are far more important, lessening the political concerns that might accompany a 
complete liberalization. Finally, such an initiative could spur the stalled Doha Round trade talks 
by demonstrating that the U.S. and EU are willing to move ahead with serious trade 
liberalization (Hamilton and Burwell 2009). 

Once such a deal is negotiated, the U.S. and EU should invite others to join in certain sectors or in 
the overall arrangement. If a critical mass of participants develops, benefits should be extended 
to all WTO members on a most-favored-nation basis. This plurilateral approach was successful in 
negotiations leading to the 1997 International Telecommunications Agreement. 

 Agree on a Transatlantic Trade Facilitation Agreement. The ability of companies to deliver 
goods and services on time and at low cost is an essential element of their competitiveness. 
Trade-related transaction costs impair such efforts, however, and have spurred multilateral 
efforts to build down such barriers and to facilitate trade. Multilateral negotiations on trade 
facilitation are bogged down, however, even though the U.S. and the EU essentially agree on 
the basic elements and principles behind good trade facilitation practice. The transatlantic 
partners should lead in this area by implementing a transatlantic trade facilitation agreement 
and opening it to others within the context of the WTO. A transatlantic agreement could save 
both economies considerably in terms of costs of time and transportation. As important, such 
an agreement could offer the basis for plurilateral and ultimately multilateral standards, norms 
and procedures.  
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2.1.2 Open the Transatlantic Services Market.  

Services represent the sleeping giant of the transatlantic economy. Most American and European jobs 
are in the services economy, which accounts for over 70 percent of U.S. and EU GDP. The U.S. and EU are 
each other's most important commercial partners and major growth markets when it comes to services 
trade and investment. The services economies of the United States and Europe have never been as 
intertwined as they are today in financial services, telecommunications, utilities, insurance, advertising, 
computer services, and other related activities. EU service exports to the U.S. rose from around $120 
billion in 2004 to $160 billion in 2010. Beyond trade, there are the foreign affiliate sales of services, or 
the delivery of transatlantic services by U.S. and European foreign affiliates. Sales of affiliates have 
exploded on both sides of the Atlantic over the past decade; indeed, affiliate sales of services have not 
only supplemented trade in services but also become the overwhelming mode of delivery in a rather 
short period of time: sales of services in the U.S. by EU affiliates based in the U.S. are more than 2.5 times 
larger than EU exports to services to the United States. 

Deep transatlantic connections in services industries, provided by mutual investment flows, are not only 
important in their own right; they are also the foundation for the global competitiveness of European 
and U.S. services companies. A good share of European services exports to the world are generated by 
U.S. companies based in the EU, just as a good share of U.S. services exports to the world are generated 
by EU companies based in the United States.  

Despite this strong basis for competitive growth, protected services sectors on both sides of the Atlantic 
account for about 20 percent of combined U.S.-EU GDP -- more than the protected agricultural and 
manufacturing sectors combined. Major services sectors such as electricity, transport, distribution and 
business services suffer from particularly high levels of protection. A targeted opening of services could 
present vast opportunities to firms and huge gains to consumers in both the EU and the United States. 
Removing barriers in these sectors would be equivalent to 50 years’ worth of GATT and WTO 
liberalization of trade in goods. An initial transatlantic initiative can be a building block for more global 
arrangements. Such negotiations are likely to trigger plurilateral negotiations to include other partners.  

Initiate a Transatlantic Smart Visa Program. A services agreement should also include a Transatlantic 
Smart Visa Program. U.S.-EU economic growth depends on the safe yet open movement of goods and 
services. In this regard the recent U.S.-EU agreement on secure trade represents progress. But 
transatlantic commerce also depends on the fastest and freest movement of people possible, with due 
respect to the security arrangements that we need to keep us safe. As intertwined as our economies are 
now, we cannot achieve a transatlantic market without expanding and improving the transatlantic 
mobility of our people. 

 Create a more efficient transatlantic financial market. The U.S. and EU must ensure that their capital 
markets are transmission belts for growth, not contagion, and that the practices that led to recent 
economic turmoil do not recur. Failure to ensure financial transparency, accountability and ease of 
capital mobility will undermine prospects for jobs and growth.  

 Develop financial sector rules with similar “essentially equivalent” approaches to risk assessment 
and regulation. Encourage greater U.S.-EU alignment in financial regulation, with a near-term 
focus on financial market regulation.  

 Prepare a detailed work program on transatlantic financial market integration, beginning with a 
joint comprehensive screening of regulations, identification of priorities, development of a 
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roadmap and a detailed work plan. There is a need for effective new regulation to avoid 
excessive risk taking with financial instruments, but without a clear commitment to seek 
transatlantic alignment, the net effect of these efforts may be to create fragmentation and 
reduce liquidity that is needed to fund investment in innovation. The U.S.-EU Financial Markets 
Regulatory Dialogue can ensure that the implementation of U.S. and EU roadmaps for 
regulatory reform and G20 commitments at the domestic level are compatible and as 
convergent as possible and anchored in the global financial system.  

2.1.3 Vigorously Promote Transatlantic Investment.  

The dynamic interaction between investment and trade distinguishes the transatlantic economy from 
all others. Foreign investment and affiliate sales power transatlantic commerce and provide millions of 
jobs on both sides of the Atlantic. Affiliate sales on either side of the Atlantic are double comparable 
sales in the entire Asia/Pacific. Tackling investment barriers can spur greater transatlantic investment, 
thus creating jobs and spurring growth. An agreement on investment should be structured around the 
elimination of bilateral investment barriers, alignment of bilateral investment competences, and 
common approaches to restrictions on investment in third countries. Ownership restrictions in a range 
of economic sectors, from marine shipping to infrastructure, should be removed. In situations where 
national security considerations might apply, there should be an appropriate review process. The 
benefits could be substantial. For instance, estimates of the potential benefits from removing regulatory 
obstacles to the U.S.-EU aviation market include up to 80,000 new jobs.  

2.1.4 Boost Bilateral Regulatory Cooperation.  

Adopt a goal to eliminate unnecessary regulatory differences by 2020. Regulatory coherence is central 
to the goal of achieving a more open Transatlantic Market. Given the relatively open U.S.-EU trading 
relationship and the importance of mutual investment, the most important hurdles to greater 
transatlantic commerce are “behind the border” regulatory differences rather than “at the border” trade 
barriers. U.S. and EU regulators generally have the same high standards for protecting the welfare of our 
consumers, our environment and the health of our citizens. A detailed study of 3,000 risk-reducing 
regulatory decisions in the U.S. and EU shows that overall risk stringency is about the same; divergences 
stem largely from protectionism. The transatlantic partners should seek to address these differences 
with far greater urgency and attention. On May 1, 2012, President Obama issued an Executive Order 
promoting international regulatory cooperation, particularly in emerging technology areas, to promote 
best practice regulations and ensure that U.S. authorities and their counterparts in the EU and other 
countries can work together to ensure high standards while avoiding conflicting rules that can cause 
unnecessary costs to companies or to consumers. The EU has an opportunity to work with the U.S. 
Administration and Congress in this area.  

 Identify “essentially equivalent” regulations for mutual recognition. If agreement can be 
reached that both sides are seeking “essentially equivalent” outcomes in terms of health, safety, 
and consumer welfare in individual regulated sectors (toys, engines, automobiles, electrical 
products, etc.), then the legislative process on both sides should accept the regulatory 
decisions and standards of the other side. The process for reaching this decision should be in 
the hands of U.S. and EU regulators, who would always have the right to withdraw the 
automatic approval for products approved by the other. 

 Ensure that regulatory agencies have the resources and incentives to cooperate 
internationally. Financial resources must be available that allow regulators to engage in 
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sustained, face-to-face dialogue with international partners. Such resources should be 
earmarked for international regulatory cooperation, and not compete with the regulating 
agencies’ core mandates for budget and staff resources. Such financial resources will have a 
direct impact on the ability of U.S. and European agencies to better learn from each other. 

 Undertake Transatlantic Regulatory Impact Assessments by corresponding regulatory 
agencies on significant and pending product safety regulations in sectors with major impact on 
the U.S.-EU economic relationship.  

 Promote “upstream” regulatory cooperation for new technologies. When considering new 
types of legislation or regulation, regulators and legislators on both sides of the Atlantic should 
be consulting in advance. RFID, nanotechnology, internet/broadband, and “green” 
technologies are four priority areas for attention (Hamilton & Burwell 2009). 

2.1.5 Boost the Transatlantic Innovation Economy.  

Bilateral U.S.-EU flows in research, development and innovation are the most intense between any two 
international partners, and essential to such leading-edge sectors as semiconductors, biotechnology 
and nanotechnology, which in turn have the potential to deliver hugely significant economic benefits 
across the entire economy, just as electricity, computers and mobile phones have done in the past. In 
today’s highly competitive and connected global economy, the prosperity of Americans and Europeans 
alike depends on continued high levels of innovation in our respective societies as well as on the 
strength of our knowledge links to each other and to other global hubs of innovation and ideas. To 
remain competitive, the U.S. and EU must work, in concert and in parallel, to support and accelerate 
innovation, setting examples for others to follow. 

 Issue a Joint Statement of Innovation Principles to guide the transatlantic innovation 
economy and serve as the basis for globally focused cooperation. Such a statement should 
result from close consultation with business and other stakeholders.  

 Use the U.S.-EU Innovation Dialogue to accelerate efforts to spur growth, productivity and 
entrepreneurial activity, including by sharing best policy practices and ways of improving the 
policy environment for innovative activities in both markets.  

 Advance a Transatlantic Digital Agenda. The transatlantic partners are each advancing policy 
agendas intended to exploit the transformational power of digital tools and technologies. The 
EU, for instance, is focused on the creation of a “digital single market.” Wherever possible, these 
efforts should be aligned with a full focus on digital market access and participation across the 
Atlantic (and beyond), notably in the areas of intellectual property, consumer protection, data 
privacy, network access, network security and internet governance, and standards (for e-health, 
for example).  

2.1.6 Lead the Energy Revolution  

Europe and North America can -- and must -- play a key role in breaking the link between the 
generation of wealth and the consumption of resources. Rapidly rising economies have based their 
future growth on extensive use of oil and gas, as well as other resources. This is untenable for a global 
economy of more than 7 billion people. Breaking this link is an historic challenge -- but also an 
opportunity to move toward entirely different patterns of consumption and competitiveness that can 
sustain our prosperity and create high-skilled jobs. Technological innovation, the robust use of cleaner 
energy sources, more energy-efficient production processes, and the broad deployment of a range of 
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other innovative clean technologies are critical. Transatlantic cooperation and innovation can lead the 
way. 

 Encourage enhanced energy efficiency, including the joint development of smart grid and 
carbon capture and storage technologies. The U.S. and EU must harmonize emerging 
regulatory frameworks on these two technologies to ensure that standards reinforce 
interoperability and compatibility.  

 Collaborate on establishing energy efficiency standards. 
 Set higher standards for appliances and develop new energy efficiency labels. 
 Set consistent standards associated with building product specifications and 

labelling, facilitating transatlantic trade, investment, and economies of scale. 
 Agree that only highest efficiency products are eligible for public procurement. 

 Eliminate tariffs and other barriers to transatlantic trade and investment in environmental 
goods and services. Studies by the World Bank and others confirm that the non-discriminatory 
elimination of tariffs and non-tariff trade barriers on significantly cleaner and more energy 
efficient technologies and services could play a key role in achieving both environmental goals 
and further economic growth. The transatlantic partners should initiate immediately 
negotiations to liberalize and, if possible, eliminate fully tariffs and other barriers to trade in 
environmental goods and services, based on an agreed non-discriminatory list of products that 
contribute to energy efficiency or provide direct benefit to the environment and do not require 
end-use certification. U.S.-EU negotiations should be conducted in the context of a WTO 
sectoral agreement on a plurilateral basis, and open to others who express interest in achieving 
these goals. Once such a deal is negotiated, the parties should invite other WTO members to 
join on a most-favored-nation basis. This effort could be modeled on the 1997 Information 
Technology Agreement, which eliminated all tariffs on electronics products, once an accord 
was reached among the countries that accounted for substantially all world trade in that sector. 

2.2 Strengthen the Ground Rules of the International Economic Order 

The renewal and further opening of the Transatlantic Market goes hand in hand with a second goal – 
strengthening the ground rules of the international economic order by repositioning the Transatlantic 
Partnership with regard to third countries. Efforts to open transatlantic markets and lift and align 
transatlantic standards can – and must -- drive broader international cooperation.  

As I have argued elsewhere, this is an opportune moment for such an agenda. The multilateral system 
administered by the WTO is under challenge, especially by emerging growth markets that have 
benefited substantially from the system. A number of rapidly emerging countries do not share the core 
principles or basic structures that underpin open rules-based commerce, and are now showing no real 
interest in new market opening initiatives. As a result, the global economy is drifting dangerously 
towards the use of national discriminatory trade, regulatory and investment practices (Hamilton 2012).  

In this regard, the U.S. and the EU must invest in new forms of transatlantic collaboration that 
strengthen multilateral rules and lift international standards. Given the size and scope of the 
transatlantic economy, standards negotiated by the U.S. and EU can quickly become the benchmark for 
global models, reducing the likelihood that others will impose more stringent, protectionist 
requirements for either products or services. Mutual recognition of essentially equivalent norms and 
regulatory coherence across the transatlantic space, in areas ranging from consumer safety and 
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intellectual property to investment policy and labor mobility, not only promise to lift the lives of our 
people but form the core of broader international norms and standards. 

The goal is not to build an Atlantic Fortress, but instead to pave the way for sustainable economic 
growth in the global marketplace. Europeans and Americans certainly share an interest in extending 
prosperity through multilateral trade liberalization. But even a successful Doha agreement will not 
address cutting-edge issues raised by European and American scientists and entrepreneurs who are 
pushing the frontiers of human discovery. Because of this, Europeans and Americans should forge 
ahead, identifying points of agreement on norms and standards where they can, and using such 
agreement to engage third countries. Our chief goal should in fact be to make broader institutions work 
much more effectively, by seeking general agreement on goals and purpose before engaging in larger 
fora, thus supplementing rather than supplanting such bodies (Hamilton 2012). The absence of 
agreement on essentially equivalent rules and procedures weakens the leverage of our two regions to 
ensure that high standards prevail. 

With this in mind, the U.S. and EU should: 

2.2.1 Promote Basic Standards Regarding Investment. 

 Agree on a EU-U.S. Investment Treaty. The United States has investment treaties with most of 
the EU’s 27 member states, but has no agreement with the EU itself. Yet in the 2009 Treaty of 
Lisbon EU member states relinquished to the European Commission their authority to 
negotiate investment treaties; if investment authority is being 'Europeanized' by EU member 
states, then the EU and its primary investment partner, the United States, should use this 
opportunity to strengthen their own bilateral investment regime. A U.S.-EU Investment Treaty 
could ensure mutual openness to foreign investment, open new areas to mutually beneficial 
investment, strengthen international investment law, and serve as a model for investment 
agreements worldwide.  

 Reinvigorate the Transatlantic Investment Dialogue and charge it with coordinating U.S. and 
EU positions regarding sovereign wealth funds in light of OECD and IMF principles; investment 
policies vis-à-vis third countries; and implementation of OECD guidelines on freedom of 
investment. The recent U.S.-EU joint Statement of Shared Principles for International 
Investment offers a strong point of orientation in this regard. 

2.2.2 Stand Together for Intellectual Property Rights (IPR)  

The U.S. and the EU face a major challenge in addressing calls from those who do not have a shared 
understanding of the concept of intellectual property – a fundamental pillar of the transatlantic 
economy. The U.S. and the EU have agreed to cooperate in strengthening global protection of 
intellectual property rights, including through the provision of training and technical assistance to other 
countries, and to support an expanded mandate for the existing U.S.-EU IPR Joint Strategy Committee. 
According to Business Europe, a convergence of IPR regulations between the EU and the U.S. is 
estimated to generate an increase in national incomes by € 0.8 billion ($1.1billion) in the EU and $4.8 
billion (€3.7 billion) in the U.S. 

Given the stakes involved in anti-counterfeiting and piracy, the U.S. and EU, along with the private 
sector, should continue to press for full respect for IPR in third countries. Through international 
organizations and directly, the U.S. and EU should 
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 Engage developing countries in formulating intellectual property policies and enforcement 
strategies that ensure “win-win” outcomes both for IPR holders and national interests. 

 Develop a joint agenda for dealing with counterfeiting and piracy around the world and bring 
joint legal action against such abuses at the World Trade Organization. 

 Adopt a common stance on issues of 'indigenous innovation.'  
 Intensify collaboration on critical market access issues to apply to all emerging economies. 

2.2.3 Jointly Develop an ICT Roadmap 

The U.S. and EU should set forth out how jointly agreed ICT principles will be implemented and drive 
the development and adoption of transparent and high quality international rules, norms and best 
practices on cross border flows of digital data and technologies. 

2.2.4 Issue a Joint Statement of Innovation Principles  

...to guide the transatlantic innovation economy and serve as the basis for globally focused cooperation 
on investment, IPR, indigenous innovation policy, state owned enterprise behavior, ICT, raw materials 
and the adoption by key emerging economies of policies that are supportive of balanced and 
sustainable global economic growth. Such a statement should result from close consultation with 
business and other stakeholders.  

2.3 Extend the Rules-Based Multilateral System to New Areas 

As I argued in January this year: Commercial barriers must come down not only across the Atlantic. The 
U.S. and EU should remain committed to the multilateral trade liberalization agenda under the auspices 
of the WTO. Yet we should also explore opportunities that give us more viable options than moving the 
global economy ahead in lockstep or not at all (Hamilton 2012). I have argued many times in the last 
three years that proposed transatlantic market-opening initiatives in trade, green technologies and 
services that could be extended to WTO members who are willing to take up the same responsibilities 
and obligations covered by such agreements. In addition, the U.S. and the EU should work together and 
with other like-minded partners to extend the rules-based multilateral system to new areas of endeavor. 

Most new cooperative economic arrangements today address issues beyond traditional 'at the border' 
barriers to trade in goods and services as originally formulated by the GATT. New guidelines are needed 
to apply such fundamental WTO principles as transparency, non-discrimination and national treatment 
to international economic transactions ranging far beyond the traditional trade agenda (Hamilton 
2012).  

Those who worry that an ambitious Transatlantic Partnership could threaten the multilateral economic 
system should consider that the opposite may in fact be true. How the U.S. and Europe deal with the 
interrelated challenges and opportunities posed by bilateral issues, rising powers, and overlapping 
networks of free-trade-agreements could go far to shape the multilateral agenda for a new age and 
ultimately strengthen the multilateral system, especially the WTO.  

In this sense, transatlantic markets have become the laboratory for the international economic order; 
many transatlantic issues cannot be addressed by multilateral efforts alone. That is why the ‘multilateral 
vs. transatlantic’ dichotomy is a false choice. The U.S. and EU should advance on both fronts 
simultaneously; push multilateral liberalization and press transatlantic market-opening initiatives in 
areas not yet covered by multilateral agreements. The alternative to this WTO+ agenda is not drift; it is 
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growing protectionism, U.S.-EU rivalry in third markets, and the triumph of lowest-common-
denominator standards for the health and safety of our people (Hamilton & Schwartz 2012).  

With this in mind, the EU and U.S. should: 

2.3.1 Codify and Align Existing U.S. and EU Free Trade Agreements to Boost the Multilateral 
System.  

The U.S. is pursuing the Trans Pacific Partnership, while the EU is concluding a Comprehensive 
Economic and Trade Agreement with Canada, and may negotiate a deal with Japan. The EU already has 
free trade agreements with Mexico and South Korea. The United States already has free trade accords 
with Canada, Mexico and South Korea. In this growing web of economic integration, the glaring hole is 
a similar agreement between the U.S. and the EU. Such a comprehensive agreement would not only 
offer substantial benefits to workers, consumers and companies on both sides of the Atlantic. Such an 
agreement would also enable the U.S. and EU to codify their respective FTAs, which overlap 
considerably. An alignment and extension of free-trade arrangements among the U.S., EU and all 
partners with whom they have such free-trade agreements would be a major boost to the global 
trading order. 

2.3.2 Facilitate Closer Economic Integration among Regional Initiatives  

In addition to bilateral FTAs and related market-opening initiatives, regional groupings are also 
exploring ways to align more closely with each other, for instance APEC, the EU and NAFTA. The U.S. 
and EU should use their respective memberships in such arrangements to promote open regionalism 
by providing for mutual recognition of standards, sharing information and expertise to facilitate 
adoption of such standards based on principles of transparency and non-discrimination, and opening 
such regional markets to each other.  Cooperative arrangements that meet these criteria would be fully 
consistent with the principle of open regionalism as well as with deepening, broadening and widening 
the scope of the WTO-based system of rules and disciplines for all international economic transactions. 

2.3.3 Establish a Green Code of Multilateral Trade Disciplines  

A collision is looming between trade and climate policy. Failure to coordinate these two key 
components of the broader system could both imperil climate change negotiations and provoke major 
new trade conflicts. The U.S. and EU should demonstrate leadership by working with G20 partners to 
develop a 'Green Code' of multilateral trade disciplines along the lines of the proposed Code of Good 
WTO Practice on Greenhouse Gas Emissions Control, and consider new trade negotiations to address 
these potential commercial and climate trade-offs.  

2.3.4 Lead on Global Competition Policy  

For free trade and global economic integration to have any meaning in terms of raising welfare, markets 
have to be relatively open and competitive. Only the United States and the EU have any meaningful 
competition policies. The United States and the EU should consider joining together to lead creation of 
such a mechanism in the WTO. To prepare for this, the U.S. and the EU might consider creation now of a 
joint study group to develop the principles and concepts that would lead to a formal WTO proposal and 
eventually to the creation of a global competition policy body. Only the U.S. and the EU can do this, and 
it is in both their interests to do so as fast as possible. 
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3. CONCLUSION: USING THE TRANSATLANTIC PARTNERSHIP TO 
CREATE JOBS AND FUEL GROWTH 

The future health of the transatlantic economy is not only dependent on the cyclical economic 
rebound. It also rests on more proactive, coordinated and forward-looking policy initiatives from 
policymakers on both sides of the Atlantic. Our current economic challenges are urgent. But history will 
judge not only how leaders deal with short-term crises, but how they position their countries for the 
future.  

We should have no illusions about the difficulties involved. The remaining tariff barriers, especially in 
agriculture, often reflect the most politically difficult cases. Some of the most intense transatlantic 
disagreements have arisen over differences in regulatory policy. Issues such as food safety or 
environmental standards have strong public constituencies and are often extremely sensitive in the 
domestic political arena. To complicate matters further, responsibility for regulation is split in the EU 
between European and national levels, and in the U.S. between the federal and state governments, so 
simply getting the right people into the room can be a real challenge. Investment barriers, especially in 
terms of infrastructure and transport sector ownership, will be very difficult to change. But the potential 
payoff is high, and will translate into jobs and economic opportunity not only for our citizens but for 
billions around the world (Hamilton & Schwartz 2012).  

Such a comprehensive effort would create millions of jobs and boost economic growth. A 2005 OECD 
study estimated that a comprehensive transatlantic economic initiative -- eliminating tariffs on goods, 
and reducing regulations and barriers to mutual investment -- would permanently boost GDP per 
person by up to 3.5% on both sides of the Atlantic. This is the equivalent of giving every American and 
every European a year’s extra salary over their working lifetimes. It could create 7 million jobs in the 
transatlantic economy.5 

Even partial successes could have significant positive benefits for jobs, trade and investment. Given the 
deep integration of the U.S. and European economies, greater gains would achieved by reducing or 
aligning regulatory barriers, rather than eliminating trade barriers. A 2009 study for the European 
Commission, for instance, estimates that aligning half of relevant non-tariff barriers and regulatory 
differences between the EU and U.S. would push EU GDP .7% higher in 2018, an annual potential gain of 
€122 billion; and boost U.S. GDP .3% a year in 2018, an annual potential gain of €41 billion. An average 
EU household would receive an additional €12,500 over a working lifetime, and an average U.S. 
household would receive an additional $8,300 over a working lifetime. U.S. exports would increase by 
6.1% and EU exports by 2.1%. Such an effort would be 3 times more beneficial to the U.S. and EU 
economies than current offers on the negotiating table in the Doha Round regarding manufacturing, 
services and sectoral agreements.6 Even a 25% reduction in non-tariff barriers could lead to a $106 
billion increase in combined EU and U.S. GDP. 

A U.S.-EU zero-tariff agreement on trade in goods alone could boost annual EU GDP by up to .48% and 
push EU exports to the U.S. up by 18% ($69 billion); and boost annual U.S. GDP by up to 1.48% for the 

                                                               
5 Conservative rule of thumb that a 1 percent increase in GDP corresponds to an increase in employment of approximately 1 
million jobs, or about three-quarters of a percent. See OECD, The Benefits of Liberalising Product Markets and Reducing Barriers 
to International Trade and Investment: The Case of The United States and European Union, Economics Department Working 
Paper 432, Paris, June 2005. 
6 Koen Berden, et. al, Non- Tariff Measures in EU- US Trade and Investment: An Economic Analysis (Rotterdam: Ecorys, 2009). 
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U.S. and push U.S. exports to the EU up by 17% ($53 billion).7 According to the study which the U.S. 
Chamber of Commerce commissioned from the European Center for International Political Economy, 
Transatlantic Zero would lead to $120 billion in added growth in the U.S. and the EU within five years of 
signing the agreement. Under the U.S.-Korea FTA, U.S. exports to Korea would likely increase by $9.7-
$10.9 billion. But under a Transatlantic Zero Tariff Agreement, U.S. exports to the EU would increase by 
$53 billion – five times as much. The numbers speak for themselves.  According to a study conducted by 
the Dutch firm Ecorys, a 75% reduction of services tariffs would yield almost $13.9 billion annually for 
the EU and $5.6 billion for the U.S.8  

The U.S.-EU relationship remains the foundation of the global economy and the essential underpinning 
of a strong rules-based international economic order. We literally cannot afford to neglect it. Instead, we 
need to put our partnership to work -- to open our markets; strengthen global rules; leverage global 
growth, human talent and innovation; and expand economic opportunity to billions of people around 
the world. A 21st Century Transatlantic Partnership is within our grasp, but it is not the relationship we 
have today. Given the challenges we face, such a partnership is urgent. Our central challenge is to 
mobilize political and economic leadership behind ambitious goals, tied to pragmatic steps forward.  

Creating jobs and fuelling growth are highest priority items for American and European leaders. This is 
not the time for piecemeal efforts; it is time for transformative action. The time to act is now.  
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PART IV: POLITICAL IMPACT OF CHINESE FOREIGN DIRECT INVESTMENT IN 
THE EU ON TRANSATLANTIC RELATIONS 

by Professor Sophie Meunier 

EXECUTIVE SUMMARY 

This brief explores the political challenges posed by the recent influx of Chinese Outward Foreign Direct 
Investment (OFDI) into the EU and its potential implications for transatlantic relations. In spite of the 
media hype, Chinese direct investment is still minute in the EU, accounting for less than 1% of the total 
stock of FDI, but it is growing fast and the strong upward trajectory is likely to continue in the years to 
come. This surge represents challenges and opportunities for EU countries, not without historical 
precedent, but with novel threats as well. In the current context of economic and debt crisis in Europe, 
whether China is seen as a savior or a predator, the question of a Faustian bargain made by European 
countries by courting and hosting Chinese investment needs to be asked. On one hand, the benefits of 
FDI for the host economy are well known. On the other, Chinese OFDI may come with implicit strings 
attached and could potentially act as a Trojan Horse affecting European norms and policies, from 
human rights to labor laws. The surge of Chinese investment could also potentially affect European 
institutional processes, exerting both centrifugal and centripetal pressures on European integration. 
Finally, the influx of Chinese OFDI, which has risen faster in the EU than it has in the U.S., can create an 
unhealthy transatlantic competition with security ramifications, which should therefore be addressed. 
The difficulty is in finding the right balance between ensuring the benefits from Chinese FDI, from job 
creation to productivity gains, while protecting from its harmful effects. 

INTRODUCTION 

What do Volvo, the port of the Piraeus, and the Château Viaud vineyard and winery in Bordeaux have in 
common with Ferretti luxury yachts and Hungary’s leading PVC manufacturer BorsodChem? They all 
belong to Chinese investors.  

In addition to its massive holdings of debt in the United States and global portfolio investment through 
its sovereign wealth fund the China Investment Corporation (CIC), China is investing directly in real 
assets throughout the world, in industries from automobiles to zinc, in countries from Afghanistan to 
Zimbabwe. This investment is growing fast, in some cases exponentially, and is likely to continue to 
increase as Chinese firms are encouraged to go abroad by their government to diversify China’s 
holdings and to obtain resources, technology, brands, managerial know-how and easier access to 
consumers.  

Both in Europe and in the U.S., Chinese outward foreign direct investment (OFDI) is still minute, 
accounting for less than one percent of total FDI stock. But to European and American publics, reeling 
from what seems like a never-ending economic crisis and wary that the so-called “rise of the rest” is 
consecrating their own precipitous decline in power, it seems that Chinese companies are taking over 
and “buying up the world”, as The Economist declared on its cover in 2010.9 The longer the crisis in the 
Eurozone, the more it seems that China has its sights set particularly on Europe. This Chinese “scramble 

                                                               
9 (The Economist, 2010) 
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for Europe”10 is a narrative consistent with the perceptions held by a majority of Europeans that China is 
already the world’s largest economy.11 

The actual or potential hosting of Chinese investment is viewed in Europe and the U.S. with ambiguity 
and trepidation. It represents simultaneously opportunity and menace. The security and economic 
implications of such investment are well known, but what about the political implications? Some 
people have called Chinese investment “dirty money” and compared accepting this money to 
prostitution. Does Chinese foreign direct investment indeed come with subtle conditions and 
potentially damaging strings attached, creating incentives for local actors to influence governments 
into changing their positions on a wide variety of foreign and domestic policies? Can these fears 
transform the institutional process dealing with and vetting FDI in the European Union (EU)? Will the 
competition to attract Chinese OFDI have a negative or positive impact on transatlantic relations? This 
report explores the potential political consequences of Chinese direct investment on European policies, 
institutions, and relations with the U.S.  

1. PATTERNS OF CHINESE DIRECT INVESTMENT IN THE EU  

According to the OECD and the European Court of Justice, direct investment is defined as a particular 
class of investment where the investor acquires at least 10% of the voting power of an enterprise, which 
establishes “lasting interest” and control over the affiliated company’s operations–in contrast to 
portfolio investment whereby investors do not generally expect to influence the management of the 
enterprise.12 Contrary to the impression given by the proliferation of media reporting on instances of 
Chinese direct investment in Europe and the US, the actual volume of Chinese OFDI is minuscule. 
However, exploring its potential political implications is essential in light of its expected strong upward 
future trajectory, both because of the demand for and the supply of investment in the years to come. 

1.1 Current patterns of Chinese OFDI in the EU 

1.1.1 Volume 

Chinese OFDI is growing fast: it doubled from 2.6% to 5.3% of GDP in the decade since China’s accession 
to the WTO in 200113, with a total stock of $364 billion worldwide14. But perceptions of China as an 
international investment juggernaut are greatly exaggerated. Indeed, it is the EU which is the world’s 
largest source and host of FDI. In spite of the hype, the volume of Chinese OFDI in the EU is minute.15 It 
represents approximately 0.2% of the stock of FDI (versus EU investment accounting for 6.5% of the 
stock of FDI in China). If investment from Hong Kong is added to FDI from mainland China, it still 

                                                               
10 (Godement & Parello-Plesner, 2011) 
11 See Annex 1 (Pew Global Attitudes Project, 2011) 
12 (Organization for Economic Cooperation and Development, 2008) 
13 (A Capital, 2012) 
14 (Hanemann, 2012) 
15 Consistent and reliable statistics about Chinese FDI, in Europe and elsewhere, are difficult to gather. Depending on the 
sources and their calculation methods, numbers vary greatly. But data from the OFDI Chinese Statistical Bulletin, the U.S. 
Bureau of Economic Analysis, the Bertelsmann Foundation and the Rhodium Group’s “Chinese Investment Monitor” all point 
to a similar overall picture. 
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amounts to about 1% of the EU’s FDI stock.16 This is similar to patterns observed in the U.S., where 
Chinese FDI is also amounting to about 0.2% of FDI stock.   

1.1.2 Nature 

In Europe, as in the U.S., the majority of this investment has initially taken the form of greenfield projects 
–the creation of a factory or facility where none existed before—mostly setting up sales offices and 
distribution channels. But mergers and acquisitions (M&As) are growing fast and about to surpass 
greenfield projects.  

1.1.3 Geographical distribution 

Chinese OFDI is flowing mostly to Asia, and to a lesser extent Latin America and Africa, but Europe has 
been the fastest growing destination for Chinese investment since 2008. In 2010, Chinese OFDI into 
Europe and North America amounted to nearly 14 % of total Chinese FDI flows compared with just over 
2 % two years earlier 17 By some accounts, the EU even became the first destination for Chinese OFDI in 
2011, with 34% of flows from China going to Europe.18 

China now has investments in all EU member states. Great Britain and Germany are the first destinations 
for Chinese OFDI in the EU. In 2011, China surpassed the U.S. as the first direct investor in Germany.19 
Recently China has shown a particular interest in the countries of Central and Eastern Europe, starting 
with Hungary which received in 2010 more OFDI from China than all other CEE countries together.20 In 
April 2012 China announced the creation of a new investment cooperation fund which would initially 
boast US$500 million to assist Chinese investments in the CEE region. The rise of Chinese investment in 
CEE countries can be explained by a combination of CEE economies serving as a manufacturing base 
supplying Western Europe and the perception that the political climate is more conducive to Chinese 
investments than in Western Europe.21 

1.1.4 Sectoral distribution 

While resource acquisition has been a primary goal of Chinese OFDI across the world, in Europe Chinese 
companies have targeted the manufacturing sector and in particular the automotive industry (e.g. 
Geely’s purchase of Volvo in Sweden, Great Wall Motors in Bulgaria, BYD automobiles in Hungary), 
industrial machinery (e.g. Sany’s acquisition of Putzmeister in Germany), information and 
communication technology (e.g. Huawei in Hungary, China Unicom in the UK), and financial services 
(e.g. ICBC in the UK).  

Increasingly, Chinese companies are showing an appetite for infrastructure projects that can build up 
chains of influence and help with distribution channels in Europe, such as ports (e.g. Piraeus in Greece, 
Rijeka in Croatia), airports (e.g. Parchim airport in Germany, Larnaca in Cyprus) and railways (e.g. in 
Slovenia and Hungary) 

                                                               
16 (Xu, et al., 2012) 
17 (Xu, et al., 2012) 
18 (A Capital, 2012) 
19 (Geitner, 2012) 
20 (Central and Eastern Europe Development Institute, 2012) 
21 See Annex 2 for a list of recent actual and proposed Chinese acquisitions in Europe. 
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1.2 Potential trajectory of Chinese OFDI in the EU 

The trend towards growing Chinese OFDI will likely continue upwards in the years to come. Chinese 
firms are projected to invest as much as $2 trillion worldwide by 2020.22 In the EU, that trajectory is likely 
to continue as well because of an increasing European demand for investment and an increasing 
Chinese supply of investment. 

1.2.1 Demand for investment 

The Eurozone crisis has left many countries scrambling for outside capital. All across the EU, 
governments are courting Chinese investment and setting up investment fairs to showcase their 
opportunities and attractiveness. 

1.2.2 Supply of investment 

For Chinese companies, investing abroad is not only a business decision but also a policy exhortation by 
the government to “go out”. Since 2000, China has encouraged its companies to develop operations 
overseas with preferential long-term government loans in order to “go global”. The 12th Five-Year plan 
(2011-15) has reaffirmed this objective, while streamlining and shortening the process for Chinese 
companies to invest overseas.  

When it comes to the EU, the Chinese government has made clear that it was more interested in 
investing in real assets than in contributing to the Eurozone bailout fund, in part because Chinese 
citizens might not understand why their hard-earned money is used to finance the welfare states of 
Europe.23 Therefore we will likely see a surge in Chinese direct investment in EU countries over the next 
few years as Chinese companies try to diversify their portfolio and optimize the return on investment. 

EU countries can indeed provide Chinese companies with a lot of what they are looking for, above all 
the acquisition of brands and reputation, access to technology, qualified labor, access to infrastructure 
to facilitate trade, resources, and diversification of assets. It can also enable Chinese companies to 
circumvent future trade barriers in the case trade disputes turn into protectionist measures.  

2. FEARS AND OPPORTUNITIES OF CHINESE OFDI IN THE EU  

The influx of Chinese capital has been encouraged by cash-strapped European governments burdened 
by the sovereign debt crisis in the Eurozone. Yet increasing Chinese penetration into European markets 
is instilling some fears among government elites and publics alike, and we might expect a few 
investment attempts to attract negative attention and to provoke public backlash, especially if Chinese 
investors acquire treasured assets and national icons.  

2.1 Historical precedents 

Political fears surrounding the influx of FDI have happened before. In Europe, a precedent is the “coca-
colonization” by American multinationals which occurred from the 1960s on. Yet the best historical 
parallel is probably the explosion of OFDI from Japan into the U.S. in the late 1980s. Underscored by 
                                                               
22 (Rosen & Hanemann, 2011) 
23 (Geitner, 2012) 



Policy Department DG External Policies 

 40

high-profile deals such as the 1989 purchase of Rockefeller Center by Mitsubishi Group, the 
conspicuous spike in Japanese OFDI took place against a political backdrop that bears striking similarity 
to that underlying Chinese investment today: trade frictions, currency disputes, debates over state 
subsidies, and perceptions of economic threat and relative decline. 

With the hindsight of both cases, we now know that on balance the consequences of FDI are positive: 
increased economic vitality and efficiency, creation and preservation of jobs, high-wage jobs, 
innovation and spillovers from R&D, and greater economic interdependence. Looking back at historical 
precedents suggests that Chinese OFDI will gain mainstream acceptance as it leads to economic 
growth, despite initial domestic political resistance. 

2.2 Yet novel challenges 

However Chinese OFDI also confronts Europe, as well as the U.S., with novel challenges without 
historical precedent. 

2.2.1 Developing countries investing in developed economies 

The influx of Chinese OFDI is a novel situation for European countries more accustomed to investing in 
emerging, problematic economies than being treated like one of them. Throughout the 20th century, 
direct investment flowed almost exclusively from developed to developing economies. Europe and the 
United States were, and still are, the largest investors worldwide and the largest stakeholders in each 
others' economies. However, outward direct investment originating in developing countries exploded 
in the past decade, mainly in the direction of other emerging economies, such as India investing in 
Brazil or China in Africa. A much more recent phenomenon is that emerging countries, chief among 
them China, are now starting to invest in developed countries. Investing in Europe enables Chinese 
companies want to move up the global value chain but may be posing some “existential” political 
problems for some European politicians. Moreover, much of Chinese investment will likely be 
supportive of Chinese exports (through distribution, parts and service) and therefore may not create the 
type of well-paying jobs that FDI from rich countries has created and supported in the past. 

2.2.2 Communist regime investing in democratic countries 

Another novelty is the nature of the political regime under which Chinese investors operate –the Soviet 
Union did not invest in the West. China’s authoritarian state and “capitalism with socialist 
characteristics” heightens sensitivity toward Chinese OFDI in Western democracies. While the full extent 
of the Communist party’s control of private and quasi-private firms in China is not clear, it is estimated 
that 66% of the stock of Chinese direct investment abroad comes from state-owned enterprises.24 In 
many countries, a company’s investment abroad would be a purely commercial decision. In China, 
however, where the state owns a controlling interest in a variety of FDI-seeking companies, one can 
suspect that these companies are acting to fulfill strategic, rather than profit-maximizing, goals. 

2.2.3 Security rival investing in non-allied countries 

The security environment also poses a novel challenge. China is both a potential military rival, as well as 
a heavy investor in “rogue” states such as North Korea and Iran. One concern is that Chinese OFDI in 
certain sectors runs the risk of enabling commercial and state espionage and creates the possibility of 
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dual-use technologies transferring into the hands of the People’s Liberation Army or pariah regimes. A 
second concern is that, contrary to historical precedents, the flow of technology has so far been rather 
unidirectional, with the investors learning the technology in the host country and exporting it back to 
China, instead of bringing in technology along with the investment. A third concern is that European 
countries will become dependent on Chinese investment, which could provide China with political and 
security leverage. Worries therefore exist about Chinese OFDI, which carry particular significance 
because of China’s non-market economy, pattern of economic espionage, and poor track record with 
national security and human rights. 

So the recent explosion of Chinese outward foreign direct investment presents a complicated dilemma 
for European policymakers. On the one hand, Chinese acquisitions have the exciting potential to 
improve and perhaps save struggling European companies, benefitting employees, shareholders, and 
local economies. On the other hand, Chinese investment comes with several national security concerns 
and without a guarantee to provide the above benefits.  

3. POTENTIAL POLITICAL IMPLICATIONS OF CHINESE OFDI IN THE EU  

The combination of the global financial crisis, the massive accumulation of currency reserves, and the 
sovereign debt crises in Europe has turned China into a potential savior, seemingly dropping "helicopter 
money" in national economies that have few alternative prospects of cash influx, but also into a 
potential predator. In this scenario, China begins by preying on the weaker EU countries before 
insidiously penetrating the rich European economies, using direct investment as part of its master plan 
to take over the world. In any case, whether China is seen as a deus ex machina or a devil to whom weak 
European economies have sold their souls, the increasing willingness of Chinese entities to invest in 
Europe, directly and indirectly, raises the question of a Faustian bargain. Is Chinese investment buying 
more than goodwill? 

The narrative of being taken over by China stokes preexisting fears about sovereignty and the decline of 
the West. French sovereignist politician Nicolas Dupont-Aignan predicted that “we're going to put 
ourselves in the wolf's mouth, once we've taken this money that I call dirty money. […] it is like "prostituting" 
Europe.”25 But various statements by Chinese investors lend credence to the idea that FDI might be an 
instrument of coercion to extract policy concessions from European governments and to transform the 
nature of Europe, such as Cosco chairman Wei Jiafu’s declaration that “by going global, we are also 
transferring our culture to the rest of the world”. 26 

Does Chinese investment come with implicit strings attached and can it act as a Trojan Horse affecting 
European norms and policies, from human rights to labor laws? It is too early to tell, but investment 
could potentially translate into policy change, both at the domestic and foreign policy levels. 

3.1 Implications on foreign policy 

Even if conditionality is implicit, the competition between EU member states to host Chinese FDI could 
lead to a reversal of policy positions concerning Tibet, human rights in China, and Taiwan, for instance. 
It could also lead to stronger EU support for lifting the arms embargo against China.  
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On the issues of granting “market economy status” to China in the WTO and the place of China in the 
IMF, notably on voting rights, the conditionality has been made more than implicit. In September 2011, 
Premier Wen argued that the EU should grant China market economy status in exchange for continued 
purchase of member state sovereign debt –presumably the argument could also apply for continued 
influx of FDI into European countries. Indeed, Iceland was, in April 2012, the first European (though non 
EU) country to recognize China’s market economy status at the same time as the launching of 
negotiations for a bilateral free trade agreement and promises of Chinese investment into Iceland. 

3.2 Implications on domestic policy 

Chinese FDI could also have an impact on domestic policies in EU countries. Competition between 
member states to attract investment could result in a regulatory race to the bottom, for instance when it 
comes to fiscal advantages or labor policies. 

One problem with respect to labor is that Chinese companies investing abroad, especially construction 
companies, have a tendency to bring their own labor with them, which not only does not create jobs in 
the host country but also can give rise to domestic and even potentially racial tensions. This was the 
case for instance with the construction of the A2 highway between Warsaw and Lodz in Poland by the 
Chinese company Covec which tried to bring workers from China instead of hiring locals, resulting in 
immigration violations and strong local resentment.27 

But the biggest implication on labor policy is most likely the softening of labor standards in the host 
country, which may turn a blind eye to labor violations in order to court and keep the Chinese 
investment. The example of the Chinese management of the main pier in the port of the Piraeus in 
Athens should be watched closely. One condition put forth by the Chinese port operator COSCO was 
that none of the more than 500 workers be unionized. Numerous abuses of working conditions have 
been reported, such as 8-hour shifts with no meal or bathroom breaks, workers having to be available 
24/7, no overtime pay for working night or weekend shifts, and salaries half of what they are at the 
neighboring Greek-operated pier.28  

The fear exists that these initial Chinese investments represent a beachhead from which China will 
spread its own labor model into Europe and that companies which are run by Chinese masters will 
inevitably influence those that are not. As the president of the dockworkers union at the Piraeus 
declared, "the result is that companies not run by the Chinese are being influenced by what the Chinese are 
doing in lowering the labor costs and reducing workers' rights."29 

Other instances of Chinese labor conditionality have been reported, such as recent rumors about a 
massive Chinese investment in future EU member state Croatia that would be accompanied by 20,000 
Chinese workers.30 

The recent declaration of the chairman of the China Investment Corporation Jin Liqun about European 
labor practices suggests that this might become a major political issue in the future: “I think the labour 
laws are outdated. The labour laws induce sloth, indolence, rather than hardworking. The incentive system is 
totally out of whack. Why should, for instance, within [the] eurozone some member's people have to work to 
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65, even longer, whereas in some other countries they are happily retiring at 55, languishing on the beach? 
This is unfair.”31 

4. IMPACT OF CHINESE OFDI ON EUROPEAN INSTITUTIONAL 
PROCESSES  

In addition to changes in foreign and domestic policies, Chinese investment in Europe could also 
potentially affect European institutional processes. The U.S. possesses robust formal procedures for 
vetting foreign investments, which have been designed and refined in the wake of successive crises 
provoked by specific instances of FDI, from the initial creation of the Committee on Foreign Investment 
in the United States in 1975, following fears generated by investment from the Gulf states, to the Exon-
Florio amendment passed in 1988 in the midst of fears about Japanese investment, through to the 2007 
Foreign Investment and National Security Act (FINSA) enacted in reaction to the Dubai Ports 
controversy. In the EU, by contrast, no commonly agreed procedures exist for dealing with foreign 
investment. Yet there is a real potential for Chinese FDI to impact the process of European integration, 
either positively or negatively.  

4.1 Centrifugal pressures 

Europe is stronger when it is united. The current competition between the member states, with its 
potential to lead to a regulatory “race to the bottom”, not only does not enable the EU to realize its 
potential but can also weaken the EU. The influx of Chinese FDI suggests the need for a coordinated 
response and should prompt a serious reflection about creating a “single voice” in investment as 
already exists in trade. The pressures from Chinese investment can have a centrifugal effect on 
European integration, reinforcing a development already enshrined in the Lisbon Treaty, which brought 
foreign investment under exclusive EU competence, per articles 206 and 207.  

For the moment, national legal regimes vary considerably and each member state deals with foreign 
investment independently, with its own national rules and obligations, including those deriving from 
the twenty-six Bilateral Investment Treaties with China32. Some member states (e.g. France) have rules 
for vetting investment which are more constraining than others (e.g. Hungary). Yet when it comes to 
national security, an investor could be turned down by one member state and try its luck in another one 
instead, with the result that the national security of the first one would be compromised anyway. 

One avenue of response is the establishment of an EU-wide body to vet foreign investments, à la CFIUS. 
Of course it could not be a functional equivalent to CFIUS which reviews investments based on national 
(or EU-wide) security considerations. It could include sectors that need special protection or sensitive 
sectors for defense and security. Another (alternative or complementary) avenue is to strengthen the 
monitoring of foreign investment on grounds of competition policy, which applies particularly to the 
case of China, given the great number of investment deals proposed by state-owned companies. Both 
responses would reinforce the “actorness” of the EU in global economic policy. 

                                                               
31 (Liqun, 2011) 
32 Ireland does not have a BIT with China. 



Policy Department DG External Policies 

 44

4.2 Centripetal pressures 

Yet the influx of Chinese FDI can also have a reverse effect, exerting centripetal pressures on European 
integration. 

4.2.1 “Divide and rule”  

Chinese companies have so far exploited the high level of fragmentation and lack of coordination 
within the EU to obtain the best conditions, thanks to the competition that member states are waging 
against each other with all kinds of policy incentives to attract Chinese investment. This was particularly 
evident in the Poland-Central Europe-China trade and investment summit in April 2012, where Central 
and Eastern European countries and companies were competing to attract Chinese capital and 
business. In so doing, they have started to create a pro-China lobby, which will make it more difficult for 
member states to agree to common rules for overseeing foreign investment, which China may find 
constraining. States with high levels of Chinese FDI, or hoping to attract high levels, will not argue in 
favor of a supranational investment regime that might restrict certain investments. This is a typical 
“divide and rule” strategy.  

4.2.2 Fear of reciprocity 

Another centripetal force is the fear of reciprocity, both in trade and investment, especially in an already 
tense political context of greater international pressure on China to accelerate its efforts to open up to 
foreign businesses and avoid distorting practices. For export-oriented countries like Germany, the worry 
is great that a supranational regime that reviews and constrains investments will trigger restrictions on 
imports from Europe. Staying open for Chinese investors is essential to prevent protectionist reactions 
in China. Another fear of reciprocity comes from member states which are themselves big investors 
abroad, such as France. Their large companies worry that a EU-wide regime will prompt more 
restrictions on their own foreign investments in China, especially in China which is gradually liberalizing 
its own domestic market to foreign investors per the December 2011 “Foreign Investment Industrial 
Guidance Catalogue”33 and recent indications that it may soon raise the investment quota for foreign 
companies.34 

4.2.3 A misleading signal 

Finally, all member states, as well as European institutions, are afraid that the creation of a supranational 
procedure or body for reviewing foreign investment will send a misleading signal to China and other 
investors that the EU is stepping back from its commitment to an open investment regime. The 
centripetal forces seem stronger than the centrifugal forces at this point. 
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5. IMPACT OF CHINESE OFDI ON THE TRANSATLANTIC 
RELATIONSHIP 

While the influx of Chinese investments can have a divisive effect within the EU, will it also have a 
divisive effect on the transatlantic relationship or, on the contrary, will it lead to more cooperation as the 
EU and the U.S. increasingly find themselves “in the same boat” in the new world of globalization? 

5.1 Potential for different European and American trajectories 

As China seeks to diversify its assets, both the U.S. and the EU are attractive destinations for investment, 
but very recent trends point to a faster growth of Chinese FDI in the EU than in the U.S. Europe became 
the first destination for Chinese OFDI in 2011, while the momentum slowed at the same time in the U.S. 
Indeed, Chinese investments had settled into a roughly equivalent distribution between European and 
American projects from the start of the “going out” policy on, but the trajectories sharply diverged in 
2011, which saw $4.5 billion Chinese FDI in the U.S. and a record high of almost $10 billion in the EU, a 
threefold increase from about $3 billion in 2010.35  

5.2 Potential for competition 

The EU is the U.S.’s most formidable competitor and readily available substitute when it comes to 
Chinese OFDI, for greenfield projects as for acquisitions, because they can both provide Chinese 
investors with brands, know-how, technology, qualified labor, and distribution channels to consumers. 
The diverging transatlantic trajectory observed in 2011 could prompt Europeans to exploit an apparent 
comparative advantage. 

Chinese government and corporate officials perceive, rightly or wrongly, that the U.S. is an inhospitable 
environment for Chinese investment, based largely on the widely publicized failure of the CNOOC 
takeover of UNOCAL in 2005 and, more recently, the two failed investments by Huawei in 3Com and 3 
Leaf. The CFIUS process is interpreted as lacking transparency and predictability and as discriminating 
against Chinese investors –a perception which stems partly from the mandatory requirement to review 
deals involving state-owned enterprises. This is compounded by an American electoral climate in which 
China is being scapegoated and fingerpointed. 

EU member states can capitalize on this perception and exploit the lack of restrictive investment 
controls and the inexistence of an EU investment review process in order to siphon potential 
investment away from the U.S. EU member states are engaged in aggressive investment promotion 
efforts, which often insist on the ease with which investments are approved, such as the April 2012 
Poland-Central Europe-China forum.  

Recent European efforts to start negotiations on a EU-China Bilateral Investment Treaty (BIT) could also 
drive a wedge between Europe and the U.S. Such a treaty would help European investors gain larger 
market shares in China while facilitating mergers and acquisitions by Chinese multinationals in Europe. 
Meanwhile, similar talks of launching a U.S.-China BIT have been stalled since 2009, and despite 
frequent American studies of the benefits of such a treaty and multiple announcements that this was in 
the works, no progress has been made on the other side of the Atlantic. If China engages into 
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negotiating a bilateral investment framework with the EU but not the U.S., let alone signs a treaty with 
one but not the other, this would probably increase further the divergence in Chinese FDI trajectories in 
Europe and the U.S. and lead to some damaging consequences on the transatlantic partnership. 

5.3 Potential for cooperation 

This economic competition can also have serious ramifications for U.S. national security and, therefore, 
prompt strong demands for transatlantic cooperation from the Americans.  

By bypassing the American vetting of investment for national security concerns, Chinese firms can get 
access to potentially threatening technology from Europe and acquire firms that develop technology 
for the U.S. military. For example, in fall 2010, an Italian fiber optic cable manufacturer finalized a deal to 
purchase a Dutch rival, Draka Holding NV. The U.S. Navy and several other Western militaries use Draka’s 
products for secure communications. One week after the deal was finalized, a Chinese investment 
corporation put in a counter offer 30% higher than the Italian one, totaling $1.3 billion. It is widely 
suspected that the Chinese government secretly backed the investment corporation’s counteroffer.36 As 
for Huawei, which has faced many roadblocks in the U.S., it continues to massively expand its presence 
in Europe.  

The opportunities and dangers posed by the influx of Chinese OFDI could also press the EU and the U.S. 
for more regulatory cooperation. Many of the challenges represented by Chinese investment, from the 
state-owned nature of the investors to the absence of level-playing field for Western investors in China, 
are better addressed in a cooperative fashion which could be tackled by the OECD, for instance. Indeed, 
the EU and the U.S., each other’s largest recipient and source of FDI, agreed in April 2012 on a Statement 
of Shared Principles for International investment, which shows a growing commitment to cooperation, 
not competition. 37 

CONCLUSION 

Respected magazines all over Europe have used on their cover pages menacing images of fiery dragons 
spewing banknotes or contemporary Maos with imperialistic designs on the continent. These images 
cohabit with pictures of smiling European heads of state shaking hands with Chinese officials. This 
contrast illustrates the challenge posed by the surge of Chinese investment into Europe: how to ensure 
the benefits from FDI, from job creation to productivity gains, while protecting from its harmful effects. 

European publics are for the moment ambiguous towards this unprecedented situation. Opinion polls 
show that Europeans are split when it comes to viewing China as an opportunity or a threat. Of 
individuals in the twelve EU countries surveyed in the 2011 edition of the Transatlantic Trends poll, 41% 
see the Chinese economy as a threat while 46% see it as an opportunity. This reflects vast differences 
among countries, the French at one end of the spectrum with 56% seeing China as a threat, the Dutch 
on the other end with only 22% interpreting China as a threat.38 

In the end, even though hosting Chinese OFDI in Europe is not free from risk, the benefits outweigh the 
costs. First, OFDI provides an influx of capital into the struggling economies, increasing employment at 
no cost to the taxpayer. Second, jobs in foreign affiliates are typically better remunerated than similar 
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jobs in domestically owned companies. Third, keeping the EU open to foreign investment demonstrates 
a global example for international openness. Finally, Chinese money refused by the EU could 
alternatively be directed to competitors or even enemies. 

In order to welcome Chinese OFDI in Europe while dealing with its potential dangers, the EU needs to 
offer a coordinated response, both between member states and with the U.S. Policy recommendations 
include: craft a supranational procedure for reviewing investments that is apolitical, non-discriminatory, 
predictable, and provides confidence and trust; regulate the incentives and “race to the bottom” 
competition waged by EU member states to attract FDI; conclude a BIT with China; and encourage 
Chinese firms to showcase their investments’ contributions to European societies, such as engaging in 
philanthropic activities in local communities, in order to stem any xenophobic reflex. 

Chinese investors find themselves at the right place at the right time. The predicted surge of Chinese 
investment in Europe presents great opportunities; after all, it is better for the EU if Chinese companies 
come to Europe and employ local workers than if European companies go East to employ Chinese 
workers. But in order for this investment to truly rescue European economies, Europeans have to be 
careful to present a unified response so that China does not end up ruling by dividing, carving out 
concessions in the heart of Europe as an irony of history. 

LIST OF ACRONYMS 

BIT Bilateral Investment Treaty 

CFIUS Committee on Foreign Investment in the United States 

CIC China Investment Corporation 

FDI Foreign Direct Investment 

FINSA Foreign Investment and National Security Act 

M&A Mergers and Acquisitions 

OECD Organisation for Economic Cooperation and Development 

WTO World Trade Organization 
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ANNEX 1 

Annex 1: Who is the leading economic power in the world today? 

 

Source (Pew Global Attitudes Project, 2011) 

ANNEX 2 

List of recent proposed and actual Chinese FDI deals in the EU 

Date Outside Investment EU Company Registration 

January 2012 
Shandong Heavy Industry 
Group-Wenchai 

Ferretti yachts (A) Italy 

Announced January 
2012 

Liu Gong HSW bulldozers (A) Poland 

January 2012 Sany Heavy Industry Putzmeister (A) Germany 

February 2012 Great Wall Motors Automotive plant (G) Bulgaria 

February 2012 LiuGong Machinery 
Huta Stola Wola Road 
machinery maker (A) 

Poland 

March 2012 Linyung Industrial Group Kiekert AG (A) Germany 

Announced April 2012 Chinese government? 
Bozhurishte Industrial Zone 
(industrial and logistics 
park) (G) 

Bulgaria 

Announced April 2012 Chinese built rail line to Budapest airport Hungary 

Announced April 2012 Far Eastern Phoenix Old Larnaca Airport Cyprus 

Announced May 2012 Bright Foods Weetabix (A) Great Britain 

 

(A): acquisition 

(G): greenfield 
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PART V: TRANSATLANTIC ECONOMIC RELATIONS IN A CHANGING GLOBAL 
ENVIRONMENT 

by Michael G. Plummer, 

EXECUTIVE SUMMARY 

EU-US economic relations have been critical to not only shaping transatlantic economic interaction but 
also global economic governance more generally, be it in the area of trade, finance, or development. 
Globalisation is rapidly transforming all aspects of economic interchange; international and regional 
production networks are increasingly surmounting barriers created by borders and are forming a truly 
integrated marketplace.  Emerging economies are becoming more active in international economic 
governance. These trends pose great opportunities for the EU and the United States but also 
challenges.  This research study examines the changing nature of EU-US economic relations in the 
context of a rapidly-changing global economic environment, particularly one in which the weight of the 
global economy is shifting from the Atlantic to the Pacific. It does so through examining EU-US 
economic relations, by reviewing economic cooperation at the global level and how, in the aftermath of 
the Eight WTO Ministerial Conference in December 2011 (at which global trade negotiations under the 
Doha Development Agenda were put on hold), the changing nature of multilateral negotiations will 
render short-term success extremely difficult. The study then goes on to examine the rise of 
regionalism, particularly in the Asia-Pacific, and provides some policy prescriptions for the EU and US in 
meeting their future challenges.   

The policy options suggested by this research include:  

Consideration of EU-Asian (or EU-ASEAN) FTAs and tariff reduction regimes and consideration of a 
simulation of an India-EU FTA, both of which do not appear to carry significant impact in absolute terms, 
but very important impacts on particular types of trading activity.  

Pushing for a comprehensive DDA is, however, an effective strategy for the EU in 2013. A strong 
multilateral deal would mitigate any potential trade and investment diversion effects; ensure that 
commercial governance continues to be global rather than regional; and allow the EU to exert influence 
via negotiations, particularly in areas it deems to be the most important.  The United States also has a 
strong interest in the ultimate success of the DDA.     

Consideration of an EU-US FTA. In the past, the issue of agriculture impeded serious negotiations for a 
EU-US FTA, but recent (rising) trends in commodity prices and agricultural reforms in the United States 
and the EU may reduce resistance to such an agreement, and the larger European players now seem 
keen for this kind of arrangement.  
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INTRODUCTION 

EU-US economic relations have been critical to not only shaping transatlantic economic interaction but 
also global economic governance more generally, be it in the area of trade, finance, or development.   
And while the EU and United States continue to be influential in virtually all fora associated with 
international governance, the world is changing rapidly.  Globalisation is now reaching all aspects of 
economic interchange; international and regional production networks are increasingly surmounting 
barriers created by borders and are forming a truly integrated marketplace.  In addition, emerging 
economies are converging with developed countries in many spheres of economic activity and their 
share in the global economy has been growing impressively.  Not surprisingly, they are also becoming 
more active in international economic governance.  

These trends pose great opportunities for the EU and the United States but also challenges.  In this 
paper, I would like to consider the changing nature of EU-US economic relations in the context of a 
rapidly-changing global economic environment, particularly one in which the weight of the global 
economy is shifting from the Atlantic to the Pacific.  In Section II, I give a brief overview of EU-US 
economic relations.  This is followed in Section III by a review of economic cooperation at the global 
level and how, in the aftermath of the Eight WTO Ministerial Conference in December 2011 (at which 
global trade negotiations under the Doha Development Agenda were put on hold), the changing 
nature of multilateral negotiations will render short-term success extremely difficult.  Instead, one can 
expect regionalism to pick up steam.  Section IV discusses EU and US interests in light of this rising 
regionalism, in particular in Asia and the “new regionalism” in the Asia-Pacific, and considers the stakes 
involved.  Finally, Section V outlines some policy options for the EU and the United States in meeting 
associated future challenges.       

1. EU-US ECONOMIC RELATIONS:  A BRIEF SURVEY 

The trade and investment relationship between the United States and the EU is, of course, extensive.  
The EU market accounted for 18 percent of all US exports of goods in 2011, slightly down from 2002 but 
still almost twice as much as US exports to Japan and China combined (Figure 1).  The share of the US in 
EU exports is much lower, in large part due to the fact that intra-EU trade dominates its total trade at 
about two-thirds, a share that has been constant over the past decade.  If we consider the EU to be one 
economic space, the share of the United States in EU external exports came to about 15 percent in 2011, 
slightly less than the EU share in US exports (Figure 1). Still, the drop in the US share has been 
significant, falling by almost half over the past decade. 

The structure of EU-US trade has been relatively stable and concentrated in a select group of 
commodities.  Tables 1 and 2 rank the top 20 EU (US) exports to the United States (EU) in 2000, 2005 and 
2010 at the 2-digit HS level (97 product lines in toto).  The corresponding Appendix Tables 1 and 2 give a 
detailed breakdown of all commodity trade.   In 2011 the top 20 exports of the EU (United States) to the 
United States (EU) constituted 89 percent (86 percent) of the total. The three most important EU exports 
to the United States were:  HS 86 (nuclear reactions, boilers and machinery); HS 30 (pharmaceutical 
products); and HS 87 (vehicles other than railway and tramway), whereas the top 3 US exports to the EU 
also included HS 86 and HS 30 but instead of vehicle exports (which came in ninth place) HS 90 
(optimal, photo, technical, medical, etc., apparatus, which was number four for the EU) was the number 
three US export.  In short, EU-US trade is composed of capital- and skill-intensive items characterised by 
economies of scale and intra-industry trade.     
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In terms of existing barriers to trade across the Atlantic, it is important to begin by noting that the EU 
and United States represent two of the most open economies in the world.  Average tariffs on 
manufacturers are low (less than four percent) and protection of agriculture has changed remarkably 
over the years, as documented in (OECD 2011).  The importance of the most trade-distorting market 
interventions has dropped significantly in recent years in favour of less distortive support systems such 
as production-delinked direct payments. Some export and other forms of subsidies have fallen or 
disappeared, but often due to rising international commodity prices that have made it unnecessary to 
offer support.  In sum, protection of agriculture remains high relative to manufactures but is ostensibly 
improving.  This is expected to continue with the 2013 CAP reform. 

But agriculture does not constitute an important sector for EU-US trade.  In the top 20 exports of both 
countries, only one agricultural product emerges (i.e., the US exports of HS 12, oil seed, oleagic fruits, 
grain, etc.).  While agriculture has been an important area of dispute in the past, it has ceased to be so in 
recent years.  For example, in the 2012 USTR National Trade Estimate Report on Foreign Trade Barriers, 
only two significant on-going complaints are in evidence for agriculture (husked rice and fruit subsidies) 
and one for trade in goods (pharmaceuticals).  Instead, services-related trade restrictions are 
prominently featured, e.g., with respect to complaints regarding intellectual property protection, 
telecommunications, television broadcasting and audiovisual services, and various professional 
services.     

Indeed, services trade is becoming the most prominent feature of EU-US economic integration, if it isn’t 
already.  According to USTR (2012), US exports of private commercial services in 2011 came to $169 
billion in 2010 and imports amounted to $125 billion.  Sales of services in the EU by US majority-owned 
affiliates in Europe totalled $509 billion in 2009, compared to sales of EU affiliates in the US market of 
$373 billion.  These values dominate flows of trade in goods.  Moreover, barriers to services trade are far 
more significant.  In general liberalisation of services is always more complex than the liberalisation of 
trade in goods, as it requires changes in behind-the-border measures that are difficult to change and 
can affect much more than just services.  Also, services can be quite politically sensitive.  In addition, the 
data on services barriers pose challenges as they are generally not reliable.39 

In short, as noted by USTR (2012), the EU-US economic relationship is the largest in the world.  But 
despite the intense and deep EU-US economic relationship that has existed for the past half-century, I 
would stress that the (geographical) direction of both EU and US trade has been changing significantly 
over the years, particularly in favour of trade with Asia, and trends in the global economy pretty much 
guarantee that this will continue for the foreseeable future.  Hence, I argue below that, while much can 
be done to improve EU and US trade and investment links, their relationship needs to be developed in 
the context of a rapidly-changing global economic system.    

                                                               
39 The OECD has a major project on estimating the importance of barriers to trade in services for OECD and selected non-
OECD economies, but the results are not in the public domain at the time of this writing.    
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2. COOPERATION AT THE MULTILATERAL LEVEL:  DOHA, THE 
“BRICS”, AND EMERGING CHALLENGES    

As of 15 January, 2012, the WTO reports that, counting goods and services separately, it has received 
over 500 notifications of regional trading arrangements (RTAs, defined by the WTO to be a reciprocal 
trading agreement between two or more countries), with 319 in force.40  Hence, regionalism has been 
thriving.  Things are going less well at the multilateral level.  While one could argue that the WTO 
system is functioning well, with the rule-based system being respected, a much-improved dispute 
settlement mechanism (over the GATT) in place, and rising membership (with Russia likely to join this 
year), the multilateral liberalisation process appears to be stalled, with the Doha Development Agenda 
(DDA) negotiations and attempts at other deliverables (e.g., duty-free/quota-free market access for 
least-developed economies; elimination of “nuisance tariffs”; an agreement on trade facilitation) being 
shelved at the 8th WTO Ministerial Meeting in December 2011.  Moreover, the WTO agreement itself has 
been criticized for not including (or covering insufficiently) a number of trade-related issues that, some 
argue, need to be addressed at the multilateral level in the 21st Century, e.g., export restrictions, 
competition policy (“competitive neutrality”), environmental-related measures (e.g., “environmental” 
dumping), and, of course, issues related to exchange-rate “manipulation”.   

Even without an active liberalization agenda such as the DDA, the WTO will continue to be the 
cornerstone of the international trading system and it will continue to have much on its plate.  It could 
very well be that in 2013 or later there will be a new impetus to multilateral liberalization, either under 
the form of a rejuvenated DDA or in other forms, perhaps prompted by closer EU-US economic relations 
(discussed below).  But much will have to change.  Nevertheless, regionalism constitutes the most 
important force in international commercial policy today and it will likely continue to do so in the 
foreseeable future.   

2.1 Multilateralism after the Eighth WTO Ministerial Conference  

Relative to previous negotiating rounds, the DDA has been characterized by far greater participation of 
developing countries, which have raised their expectations as to what they hope to receive from 
developed countries in terms of liberalization of certain labour-intensive but especially agricultural 
goods.  Developed countries, on the hand, pressed, inter alia, for deeper cuts in industrial tariffs in 
developing economies.  This has given the impression of “North-South” tension at the DDA and has 
been blamed for the 2011 impasse, an impasse that will continue at a minimum until mid-2013.   

However, the situation is far more complex.  Developing countries have become more active at the DDA 
because the vast majority of countries have now embraced outward-oriented policies and they now 
count on the international marketplace to enhance growth and development.  In the past, these 
countries were not active at GATT rounds, as they generally tended to “free-ride” on commitments 
between developed countries from which they also received most-favoured nation (MFN) benefits. The 
cost of this approach became evident in time; the sectors that were being liberalized were of principal 
interest to developed, rather than developing, countries.  In order to include comparative-advantage 
sectors of the developing countries, a pro-active stance at the WTO was necessary, as these developing 
economies did have an overlap of interests vis à vis developed economies.   

                                                               
40 WTO website, www.wto.org, accessed 19 March, 2012. 
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While the above explanation is the usual one and certainly does have some merit, I would argue that it 
is only partially correct.  Certainly there were problems of give-and-take across developed and 
developing countries, and certain North-South bilateral relationships (e.g., US and China) were prickly.  
But it leaves out another, perhaps equally-important reason why the DDA has come to an impasse: 
intra-BRIC economic competition and “leadership”-related issues.   

While it is true that the share of emerging markets in global economic activity has been rising and that 
this trend this will likely continue, in our obsession with comparing developed and developing 
countries we often ignore the political economy of trade across emerging markets, which for simplicity 
we call the BRICS (Brazil, Russia, India, China, and South Africa).  Trade across the BRICS has been rising 
considerably and productive and export structures between most of them (in particular, Brazil, India 
and China), are far more similar than, say, those of the key developed countries at the negotiating table 
at the DDA. Ceteris paribus, we would expect that political interests in these economies would be at 
least as sensitive (but, most likely, more sensitive) to competition due to liberalisation under the DDA 
from fellow BRICS than from developed economies.  Arguably trade patterns are reinforcing these 
sensitivities.  For example, China’s trade with other developing economies has been growing by leaps 
and bounds in recent years; indeed, the share of its trade with non-Asian developing economies is the 
most dynamic in its trade portfolio (Azis 2012).  This trade tends to be dominated by China’s exporting 
manufactures in exchange for natural-resource-related goods.  The reaction in other BRICS has been 
negative, with some fearing that this could be a new manifestation of “dependencia”, which in turn has 
given wind to the sails of some domestic protectionist interests.  Brazil, for example, has warned that it 
could use bilateral tariffs to correct for distortions caused by undervalued exchange rates.  The target 
usually cited is US “quantitative easing” but it is likely that the true target is China. Coupled with the fact 
that the BRICS are cast as leaders of the developing world and standing up to developed economies 
may be perceived as a manifestation of leadership credentials, the DDA may have been facing more 
than just headwinds from economic issues.         

If I am correct and these political-economy issues are important determinants of the emerging market 
negotiating stance, the EU and the United States, which have placed a strong priority on a successful 
conclusion to a comprehensive deal under the DDA, will continue to find reaching an accord difficult. 
Perhaps recognizing this, EU and US policymakers have been exploring opportunities outside the 
single-undertaking, for example, in the area of “plurilaterals”. 

Currently, there are two prominent, quite successful plurilaterals under the auspices of the WTO:  the 
Information Technology Agreement (ITA) and the Government Procurement Agreement (GPA).41  The 
ITA has 70 participating parties that constitute 97 percent of the pooled markets of WTO membership in 
included products.  The ITA focuses exclusively on tariffs, which are bound at zero, and benefits are 
applied on an MFN basis. The GPA includes 15 economies (including, of course, the EU as a single 
member) and its benefits are not applied on an MFN basis but rather are only accorded to its 
membership.  Still, any WTO member has a right to join (there are currently 22 observes, with nine 
currently negotiating accession, including China).     

As a single-undertaking has proven so difficult, it is only natural that policymakers are considering less 
ambitious approaches by focusing on sectors.  To the extent that these accords grant MFN to all parties, 
there is no reason to believe that they could potentially damage the multilateral system.  I note 
potentially because, arguably, an agreement like the GPA does not create distortions related to “trade 

                                                               
41 The third WTO Plurilateral relates to trade in civil aircraft. 



Workshop: Transatlantic Economic Relations 

 

 

55

diversion”; prior to the agreement, preferences generally were given to domestic producers and, hence, 
the GPA increased competition between domestic firms and foreign (GPA member) firms, rather than 
across foreign competitors (who were previously discriminated against anyway).  However, to the 
extent that such a plurilateral could lead to new discrimination across members, it could create some 
serious problems.   

To begin, if a plurilateral does not include substantially all goods (as required for the Article XXIV 
exception), it would violate Article I of the WTO.  For example, there has been some talk of proposing an 
“ITA II”, which would expand significantly product coverage, and to make it reciprocal without requiring 
the 90 percent minimum as required with the first ITA agreement.  If, say, the developed economies 
were to table an expansive list of additional products that would be excessive from the viewpoint of 
India and China, a reciprocal ITA II would simply exclude them, with potential for trade diversion and 
arguably a violation of MFN.  Some might argue that they could join later if they wished; but exceptions 
under Article XXIV do not allow for this. Moreover, these kinds of single-sector accords could have 
significant negative implications for effective rates of protection. 

Another “plurilateral” approach would be to require reciprocity but meet the “substantially all goods” 
requirement.  Such an idea was tabled at the Eighth Ministerial in the area of services, where the GATS 
Article V would also require most services sectors.  In theory, this would be a novel approach given the 
hitherto lack of progress in trade in services liberalisation at the multilateral level and one that would no 
doubt be of great interest to both the United States and the EU, particularly given the rising importance 
of services noted in the last section.  In practice, however, it could create problems.  First, “substantially 
all goods” has never been appropriate defined.  The GATT saw, for example, a number of FTAs in 
manufactures alone (arguably not “substantially all goods”) and even bilateral free trade in one sector 
between the United States and Canada:  the 1965 agreement on auto parts.  A limited set of services 
included in such an agreement would have the potential for negative “second-best” effects and could 
reflect poorly on the WTO itself.  Second, who will join such an agreement?  The EU and the United 
States would be likely members, as well as many other members of the OECD.  However, it is unlikely 
that a comprehensive accord that would meet Article V exigencies would attract many developing 
economies.  This could exacerbate the impression of a North-South divide in the WTO. 

In sum, the DDA will likely be stalled for some time, and more modest approaches to multilateral 
liberalisation will themselves probably be limited (and could, and least in principle, create worrying 
precedents).  If the regionalism trend grew up in the early 2000s side-by-side with DDA negotiations, we 
can expect that it will be the only game in town for at least the next few years (and, most likely, longer).  
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3. EU, UNITED STATES AND THE NEW REGIONALISM IN THE ASIA-
PACIFIC 

The EU and the United States have been important participants in the growing regionalism movement. 
The EU in particular has been active over the years. Indeed, the EU itself is the deepest and most 
successful major regional accord since World War II.  Its expansion from early initiatives such as the Coal 
and Steel Community to a common market and economic union is now well-known.  The success of the 
Single Market Programme has influenced regionalism elsewhere, as it demonstrated the potential 
benefits that regional cooperation can impart.  

What is, perhaps, less well-known is how the EU was able to make up in the past for a lack of a cohesive 
foreign policy by exploiting the potential of its truly-integrated commercial policy to cement 
relationships with partner countries for economic as well as non-economic motivations (Messerlin 
2001).  The resulting “pyramid of preferences” ensured that the lion’s share of EU trade would be 
governed by cooperation beyond MFN treatment, e.g., via bilateral FTAs and plurilateral FTAs with 
developed-country partners; and the EU Generalized System of Preferences (GSP), ACP Lomé accords 
(more recently Economic Partnership Agreements, or EPAs, with former member colonies), and the 
“everything but arms” (EBA) initiative for Least Developed Countries (LDCs).  Interestingly, the United 
States was one of the few significant trading partners close to the bottom of the pyramid of preferences, 
with benefits only accruing via MFN.  The EU has very recently become more aggressive in establishing 
economically-motivated accords with countries and regions in Latin America (e.g., FTA negotiations 
with MERCOSUR) and Asia (e.g., negotiations for FTAs with India and ASEAN).  In 2011, it concluded an 
FTA with South Korea (in much shorter time that the Korea-US FTA, or KORUS).    

The United States, on the other hand, was late to the regionalism “game”.  Prior to the mid-1980s, it had 
no bilateral or regional FTA in place.  Its first FTA was with Israel (following the EU-Israel FTA in 
manufactures) in 1985, and it also concluded a very shallow FTA with Caribbean nations in 1986 (the 
“Caribbean Basin Initiative”).  In 1989, it negotiated an FTA with Canada—something it had wanted to 
do for a century—but given the 1965 Auto Pact and the liberal protective structures of the United 
States and Canada, almost three-fourths of bilateral trade was already duty-free.  Hence, it really wasn’t 
until 1994 that the United States negotiated its first significant FTA with the creation of the North 
American Free-trade Area (NAFTA), which included Canada and, most importantly, Mexico.  It also 
constituted the first major North-South FTA.  President George Bush underscored his interest in 
expanding the use of FTAs, including the creation of a Free-Trade Area of the Americas (FTAA).  But after 
a number of negotiating rounds the FTAA was essentially abandoned (or at least put on the back-
burner) when it was rejected by several key Latin American countries.  In the meantime, especially after 
2001 the United States developed what seemed to be an increasing appetite for bilateral FTAs, with 
both political (e.g., the FTA with Jordon) and economic (e.g., the FTA with Singapore) motivations.   

Thus, both the United States and the EU are willing participants in the regionalism movement.  But 
arguably to date the chosen partners and the nature of these accords have not generated much trade 
or investment diversion.  Still, I would argue that recent developments in the Asia-Pacific region could, 
perhaps, change this, particularly if one includes indirect, policy-related costs.   

As is echoed frequently in the media and the academic literature, the economic “gravity” of the world 
has been shifting significantly in favour of emerging markets.  Trumpeted frequently in the media, the 
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share of the BRICS in global economic activity continues to rise and the voices of their constituent 
countries have been rising commensurately.   

But arguably the “BRICS” is not a useful unit of analysis. As noted above, there has been “internal” 
conflicts across these economies and, while they do hold a Summit, such expressions of solidarity tend 
to be far more political than economic in nature. In fact, the acronym was originally invented as a 
marketing strategy for an investment bank’s emerging markets operations.  No doubt a more apt unit of 
analysis would be the Asian region, which includes the two largest partners in the BRICS (i.e., China and 
India) and has been extremely active in developing regional initiatives.  The importance of the Asian 
region in the global economy is clear:  in 2010, developing East Asia (ASEAN and China) and India 
constituted 47 percent of the world’s population and 23.5 percent of world GDP on a PPP basis (ADB 
forthcoming).  The Asian Development Bank projects that this share in world GDP will rise to 39 percent 
by 2030, more than the United States and EU shares put together (less than 14 percent each).  Now, 
these are projections based on past dynamics and adjusted in PPP terms (at market prices the United 
States and EU are projected to be 50 percent larger), but the point is the same:  what happens in Asia is 
increasingly strategically important for both the United States and Europe in terms of economics and 
non-economic issues.  

3.1 The EU and Asian Cooperation:  Potential for Discrimination 

There are many in-depth reviews of Asian regionalism (e.g., ADB 2008, Petri, et.al., 2011) but a brief 
review might be in order here.  We include in Table 3 a summary of existing intra-regional accords 
across East Asian economies and India.  Clearly, the “Asian noodle bowl” of regional accords has 
become more prominent over time.  There are many reasons for this but importantly the motivations 
tend to be economic rather than political.  Indeed, this might distinguish Asia from bilateral and regional 
accords elsewhere, which tend to be politically dominated.  The need to support economic integration 
in Asia is even helping to overcome some of the most obdurate obstacles to cooperation in the region; 
few if anyone could have foreseen that China, South Korea, and Japan would be able to improve 
relations sufficiently to sit down and negotiate an FTA.  Yet, that is exactly what will be discussed at their 
May 2012 Summit. 

To what degree might the EU be vulnerable to this process of cooperation in Asia?  As is clear from 
Figure 1, Asia did not constitute a large percentage of EU exports in 2011 (approximately 8 percent) but 
its share has been rising, a trend that is easy to forecast to continue given relative growth rates in favour 
of Asia.  The potential for trade diversion is certainly an important consideration for European 
policymakers.  However, the degree of trade diversion will be a function of the similarity of exports.  In 
order to gauge this, I use the Spearman Rank Correlation Coefficient technique (for 2007, which is 
convenient as it is prior to the 2008 global economic crisis), which correlates the similarities of ranking 
of two series (in this case, the structure of EU exports to various markets).  Its domain is –1 (perfect 
negative correlation) to +1 (perfect correlation).  As this approach has a clear upward bias, we use 
highly-disaggregated data (HS 6-digit) in the correlations, yielding between 3000 and 4000 
observations.   In doing this, we are able to correlate the similarity of EU exports to each Asian market 
(and relative to the world).  The results are presented in Table 4. 

The correlation coefficients of EU exports to Asian economies (as well as to the world) tend to be high, 
i.e., above 0.6, with a few exceptions (particularly India and Vietnam).  Given that 1.0 would be a perfect 
correlation, these are moderately high estimates. In addition, there seems to be considerable variance in 
EU exports to various Asian economies, with exports to Vietnam and Japan (0.42) and Vietnam and 
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Singapore (0.48) being the most dissimilar.  Still, the potential for trade diversion of EU exports in favour 
of Asia-partner exports exists. 

Moreover, sectoral effects may be important. In other words, if the bulk of the expected trade diversion 
effects were to fall on a few select sectors, the political-economy implications could be significant.  
Hence, it would behoove us also to consider EU exports at the product level and match these against 
existing protection. In Plummer (2010) I do this using data at the HS 6-digit (HS6) level.  Specifically, I 
consider EU27 exports to major countries in Asia and for which we have appropriate 2007 data.  
Fortunately, this includes almost the entire sample: I only exclude Brunei and the ASEAN CLMV 
countries (Cambodia, Laos, Myanmar and Vietnam).  The only significant country (in terms of size) 
among this group is Vietnam, for which protection information at this level is not available.  In 2007, 
EU27 exports to Vietnam came to $4.4 billion, which is substantial but only 1.5 percent of total Asian 
exports included in the sample for that year ($291 billion).  

Given the size and diversity of the Asian integration process—and the fact that the United States is 
actively linking into it, as discussed below—competition for the EU in all of these markets is pretty much 
guaranteed, though the elasticities of substitution are obviously critical in determining the extent of 
potential competition.  The larger the value of exports, the higher the level of protection, and larger the 
elasticity of substitution between EU27 and integrating Asia (or partners’) exports, the greater the 
potential for trade diversion. 

Turning to the results, I find China to be the pivotal market in identifying potential sources of trade 
diversion for the EU.  The greatest number of EU HS6 exports valued at over $1 billion go to China, 
where seven product lines are identified. Moreover, trade protection in China tends to be much higher 
than in the case of the other major markets, reinforcing the significance of China in potential trade 
diversion.  Japan is the second most important market with five entries, but its level of protection is so 
low as to preclude any (vinerian) trade diversion in these areas.  Aeroplanes constitute the most 
important EU27 export to China and the second most important to India.  No Asia market, of course, 
competes significantly with the EU in the same lines as, for example, Airbus.  However, Singapore ($493 
million), Thailand ($27 million), Malaysia ($13 million), as well as China itself ($111million) do have 
exports in this product line (880240).  Moreover, the United States is a fierce competitor with the EU in 
this area, potentially leading to trade diversion in the case of the FTAAP, as discussed below.  Electronics 
and vehicle exports are also significant EU27 exports; while electronic products tend to face low levels 
of protection, vehicles face rather high levels in the Chinese and other markets.  Japan, China, South 
Korea, Malaysia, Thailand, and Singapore all report more than $11 million in world exports in each of 
these vehicle product lines (Japanese exports, for example, in just two vehicle product lines --870323 
and 870324--combined come to $80 billion!).  EU electronic exports also generally face competition 
across the board.  

Thus, the potential trade diversion in the Asian markets due to regional integration is, perhaps, 
significant in a limited number of commodity groups, but these are important export categories.  

3.2 The New Regionalism in the Asia-Pacific 

If this thesis that Asian regionalism is based on economics is correct, then the creation of regional 
accords would certainly emerge as a more efficient approach than bilateral FTAs. While the vast 
majority of empirical studies on bilateral FTAs in Asia would suggest that these accords have had (or will 
have) a positive effect on welfare of their member-states, with small negative effects on the rest of the 
world in terms of trade diversion, they clearly have important shortcomings.  For example, rules of 
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origin in bilateral agreements can be detrimental to trade due to associated red-tape, overlapping rules, 
and the potential for investment diversion; if asymmetries in size and economic power—and special 
interest groups acting in these countries—exist, this can lead to imbalanced outcomes; and smaller 
bilateral FTAs may have very low utilization rates, particularly if red-tape is high.  But most importantly:  
if the driving force behind regionalism in Asia pertains to international and regional production 
networks, bilateral FTAs will tend to fall short.  Regional FTAs would be needed to optimize regional 
production networks, and outward-oriented regional FTAs that minimize discrimination against non-
partners and have open membership clauses would facilitate international production networks.   

We might call the realization of the need to create regional FTAs the “new regionalism” in the Asia-
Pacific region and it is being promulgated at the highest levels (Bery and Plummer forthcoming).  At the 
APEC Summit in Yokohama in November 2010, a goal was set by its leaders to create a “Free Trade Area 
of the Asia Pacific” (FTAAP) by 2020.  Further, the FTAAP could be reached via “variable geometry” of 
regional cooperation.  In particular, it cited “Asian track” and “Transpacific track” processes to arrive at 
the FTAAP.  Both of these tracks are now being actively pursued.   

The most advanced has been the Transpacific track in the form of the “Transpacific Partnership” (TPP).  It 
builds on a high-quality FTA between four small, open economies (Brunei Darussalem, Singapore, New 
Zealand and Chile), known as the “P4”, and in addition to these economies now includes the United 
States, Australia, Malaysia, Vietnam, and Peru (the “TPP 9”).  At the APEC Summit in Honolulu in 
November 2011, Japan, Canada and Mexico expressed their interests in eventually entering 
negotiations.  The TPP concluded its 11th Round in Melbourne in March 2012.   

The TPP is distinct not only in terms of the large differences in levels of development (from low-middle-
income developing countries like Peru and Vietnam to high-income, advanced OECD members like the 
United States and Australia) but in terms of its ambitions to become a “21st Century” agreement that 
would embrace a wide-variety of areas, from trade in goods and services to science and technology and 
small- and medium-sized enterprises, including many difficult-to-negotiate behind-the-border 
measures.  Its membership is technically open to any APEC member; in general, the intension is to 
create an agreement based on “open regionalism”, which has been a goal of APEC since its creation.    

The Asian track is envisioned to be essentially an East Asian FTA.  Currently, there exists an FTA between 
ASEAN and each Northeast Asian economy (China, Japan and South Korea) but there exists no formal 
FTA between any of the Northeast Asian economies.  However, there has been interest in the possibility 
of forming an FTA between China, Japan and South Korea, and official studies have been launched in 
the past, including one due at the time of this writing in preparation for the China, Japan, South Korea 
Summit this month (as noted above).  Should the decision to begin negotiations for an FTA be launched 
at this Summit, the possibility of an East Asian FTA would become much higher, particularly since the 
existing “ASEAN+1” FTAs would make it really a matter of consolidation and choice of template.   

An FTA between China, Japan, and South Korea would represent a remarkable shift in Northeast Asia 
diplomacy, given historical animosities.  But the potential economic gains of such an accord—as well as 
the TPP, which excludes China at least in the short-run and would therefore give it an added incentive 
to make sure this FTA goes through—could well win the day.   

It is not clear whether these pathways to the FTAAP will materialize.  But it is certain that all countries 
are serious about these tracks, given the investment of resources and progress to date.  Negotiations 
are on track to possibly finish a TPP accord by the end of 2012 (at least for the original nine negotiating 
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partners) and, as noted above, the Northeast Asian agreement is in the works (in fact, China and Korea 
just announced—1 May, 2012—their intension of entering into negotiations for a bilateral FTA even as 
they enter into three-way negotiations with Japan).   

These initiatives are obviously of great interest to the EU.  If the various negotiating groups are 
successful along either/both the Asian or Transpacific pathways to the FTAAP, there would potentially 
be an economic price to pay, as well as the obvious potential risk to the EU that it is being sidelined 
strategically.    

Economic studies reveal that, given the openness of countries in the Asia-Pacific region and the “open 
regionalism” approach, the negative effect on the EU would be small and, indeed, could even be 
positive.  While it would face trade and investment diversion in some sectors, it would reap the 
advantages that higher Asia-Pacific growth and dynamism would impart and would allow EU firms 
engaged in production networks in Asia to enhance competitiveness.  Petri, et.al. (2011) use an 
advanced CGE modeling approach to estimate the economic impact of the “Asian track” and the 
“Transpacific track” (TPP) as pathways to the creation of the FTAAP comprised of all APEC members.  The 
Asian track assumes a China, Japan, Korea FTA in 2012 and then an East Asian FTA in 2015; for the 
Transpacific track, they assume a nine-member agreement in 2012 and an expansion in 2015 to include 
Japan, Korea, Canada and Mexico.  As suggested by the APEC Yokohama agreement noted above, they 
assume that both tracks eventually lead to an FTAAP that would begin in 2020. They estimate fairly 
large gains for both tracks: the effects on the world economy would be small initially but by 2025 the 
annual welfare gains would rise to $104 billion on the TPP track, $303 billion on both tracks, and $862 
billion with an FTAAP.  These gains are actually large enough even to benefit Europe in some scenarios, 
with growth effects essentially offsetting any trade diversion effects.  With projected GDP of $22 trillion 
in 2025, Europe actually gains by $1.6 billion due to the Transpacific track alone; $6.2 billion due to the 
Asian track; and slight net trade diversion ($2.3 billion) due to the FTAAP.    

Nevertheless, the pathways to the FTAAP would have an important cost in terms of certain strategic 
interests of the EU.  Certainly EU members would gain from a more stable and prosperous Asian region, 
where approximately 2/3 of the world’s poor live. As noted above, firms active in Asia will be able to 
profit from enhanced efficiencies and new exports markets can be exploited.  But the gains would 
certainly not be as great as if the EU were involved in the process; the EU would gain more from 
liberalisation at the multilateral level.  The EU can (and is) negotiating accords with major participants in 
these processes, but these are generally bilateral accords; some of the biggest gains from the Asian and 
Transpacific tracks derive from the ability of these regions to consolidate their many bilateral FTAs, 
thereby lowing the costs associated with rules of origin and increasing utilisation rates of commercial 
preferences inherent in the accords.  The EU will not be able to do this, unless, of course, it pushed for an 
initiative at the Asia-Europe Meeting (ASEM), but that would take a sea-change in the direction of that 
organisation.  Moreover, the Asia-Pacific region is the largest and arguably most dynamic region in the 
world; remaining outside the integration process will be costly not only in terms of potential economic 
discrimination but also its ability to guide global commercial policy.  With an uncertain outcome at the 
DDA and many hurdles to meet at the multilateral level, regionalism is the driving force in international 
commercial policy, and the Asia-Pacific region appears to be the most innovative and forward looking 
in this regard.  It is in the EU interest to participate in the process.  
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4. POLICY OPTIONS FOR THE EU 

Especially over the past quarter century, there has been a global embrace of the international 
marketplace. This does not mean that all countries have accepted a “neoliberal” world view (whatever 
that means).  Rather, policymakers have recognised the attendant potential benefits of an outward-
oriented development strategy.  And this includes both non-OECD as well as OECD countries.  Indeed, 
as Bhagwati (2002) notes, from the 1950s until the 1970s, developed countries were the most 
enthusiastic about international trade and investment and developing countries were reticent.  These 
days the opposite is true.  Nevertheless, at G-7, G-8, G-20 and other meetings, it is clear from words and 
deeds that policymakers of the world’s most important economies are seeking ways of achieving 
deeper integration. 

The United States and the EU have always played a critical role in international governance of trade and 
finance, but the shift in economic gravity toward the South, and particularly Asia, is leading to a good 
deal of pressure on these institutions, which are struggling to adapt.  In terms of trade, the regionalism 
movement has replaced, at least in the short-term, multilateral approaches to global governance.  How 
the Untied States and the EU should respond to the new associated challenges is an extremely 
important question, particularly given Asia’s deepening embrace of regionalism and its rising global 
importance.  I would like to finish by considering several possible options to meet these new challenges.   

The United States has responded by striving to be part of the Asian integration process.  This has been 
true for some time, e.g., as a key player in APEC, its advocacy under the “Enterprise for ASEAN Initiative”, 
its bilateral FTAs (South Korea, Singapore), its new membership in the East Asian Summit, and more 
recently the TPP and FTAAP. But, of course, the United States is a Pacific Power; it has had strong 
strategic interests in the region for a half-century and extensive economic interests in the region for 
almost as long.  The EU is not a Pacific Power; its strategic and economic focus has been in Europe—
consolidating and expanding the most extensive and complicated economic integration process in the 
world—and in Africa, as well as North America. It is a member of ASEM but, in general, the EU has come 
late to the regionalism game in Asia.  In addition to its 2011 FTA with South Korea, it has gone through a 
series of negotiations with ASEAN toward a possible FTA (as well as Singapore bilaterally).  Should it be 
more active in this regard?   

The economic literature is somewhat mixed in this regard, but in general the potential economic effects 
of various EU-Asia accords are not particularly significant, given the relatively liberal environments and 
low intensity of trade.  There are several CGE studies that have estimated explicitly the potential ex-ante 
effects of various EU-Asia accords.  Francois (2007) estimates the effects of a few potential scenarios in 
the case of the EU-South Korea agreement (only a proposal at the time).  He sets up three possible 
scenarios, varying from a “soft” (partial) agreement to a full FTA.  The intermediate case includes a full 
reduction of manufacturing tariffs, a 50 percent reduction in barriers to trade in services, and a 40 
percent reduction in agricultural protection (no trade facilitation).  Not surprisingly, most of the gains (in 
all scenarios) derive from liberalization of trade in services.  The welfare effect of this scenario would be 
an increase of €2.2 billion (0.03 percent of GDP) and €4.3 (1.01 percent) for the EU and South Korea, 
respectively. The full FTA scenario would essentially double the gains to the EU and increase gains to 
South Korea by 2.5 times.  However, the aggregate numbers continue to be low.   

CEPII (2006) also uses a CGE model to estimate the potential effects of an ASEAN-EU FTA.  It is a standard 
GTAP-based model but includes FDI as well as services. Once again, the bulk of the gains accrue due to 
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the liberalization of services, whose barriers are assumed to fall by 50 percent.  But the welfare effects of 
the ASEAN-EU FTA are quite low:  ASEAN’s welfare rises by 2 percent of GDP relative to the baseline, and 
the EU only gains 0.1 percent.     

Decreux and Mitaritonna (2007) simulate an India-EU agreement.  This is a particularly challenging case, 
for EU trade with India is small (about 0.4 percent of GDP). From the start it is difficult to envision how 
the agreement could have a significant effect on GDP. Indeed, in the most extensive-liberalization case 
(with a 25 percent reduction in protection of services) the net effect is 0.04 percent and 0.028 percent 
for India and the EU, respectively. 

In short, in the aggregate, the potential gains of formal economic cooperation with Asia are not large, 
just as the negative diversionary effects of intra-Asian FTAs are not projected to be high.  Perhaps this 
explains a rather relaxed attitude of EU policymakers with regard to the regionalism movement in Asia.  
Still, they could have important sectoral effects, particularly in the area of services. Trade in services is 
one area that has been much neglected at the multilateral level and, hence, it should come as no 
surprise that gains in this area could be significant.   

In any event, pushing hard for a deep, comprehensive DDA once it becomes politically possible again in 
2013 would certainly be an effective strategy for the EU. A strong multilateral deal would mitigate any 
potential trade and investment diversion effects; ensure that commercial governance continues to be 
global rather than regional; and allow the EU to exert influence via negotiations, particularly in areas it 
deems to be the most important.  The United States also has a strong interest in the ultimate success of 
the DDA.     

But given the headwinds against a strong DDA, what about the possibility of an EU-US FTA?  Such an 
FTA has long been tabled as a possibility, given the importance of trans-Atlantic trade and investment 
and the relatively similar protective structures of these economies.  In the past, the issue of agriculture 
impeded serious negotiations for a EU-US FTA, but recent (rising) trends in commodity prices and 
agricultural reforms in the Untied States and the EU may reduce resistance to such an agreement.  At 
the Davos Conference in January 2012, David Cameron of the UK and Angela Merkel of Germany both 
proposed the creation of an EU-US FTA.    

I would argue that, perhaps, this idea could be an interesting one for both parties—but particularly the 
EU—in the 2010s for a number of reasons.  My reasoning would have less to do with anticipated large 
direct economic benefits that would accrue from such an accord—the very liberal structure of EU and 
US trade and investment protection and already deep economic links would probably lead to small 
overall effects—but rather the indirect benefits of deeper cooperation.  In particular, it could contribute 
to a strengthening of  EU-US FTA leadership at the WTO, which in turn could help them kick-start and 
lead more effectively at the DDA.  It would allow for the United States and the EU to show leadership in 
creating a modern “gold standard” FTA, which obviously would be easier to do in the case of EU-United 
States than in the context of the TPP, given the similarities of interest and advanced production 
processes.  For example, we noted in Section II that services trade, be it cross-border or through 
commercial presence (Mode 3), is a strong and growing part of the EU-US economic relationship.  An 
EU-US accord could create a template for services, as well as in other areas such as competition policy, 
intellectual property protection, and the like.   

Assuming that the TPP track develops on target, an EU-US FTA would also allow European firms to 
benefit from the Transpacific integration process.  We do not know what type of rules of origin 
requirements will come out of the TPP, but it is likely that cumulation rules will facilitate the 
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development of production networks for European firms.  Should this be the case, the EU will have 
succeeded in reducing significantly the greatest potential source of trade diversion of Asia-Pacific 
economic cooperation.   

Certainly all of the above proposals will be politically difficult.  But none of them are really new; they 
have just lacked sufficient political backing.  Recent trends in global commercial policy have shown us 
that many things previously believed to be politically impossible have all of a sudden become feasible 
but even probable.  Hopefully EU and US policymakers will seize upon these emerging opportunities 
and influence them in such a way as to strengthen the international system and global growth and 
development. 
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Figure 1:  Direction of Exports, EU and US:  2002 and 2010 

 

 

Total US Exports (2002) $693,357,200 

 

 

Total US Exports (2011) $1,480,727,400 
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Total EU Exports (2002) $ 2,615,085,752 

 

 

Total EU Exports (2011) $5,808,971,791 

 

Source:  IMF, Direction of Trade Statistics. 
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Table 1 - Top 20 EU Exports to the US (Share of total EU exports to the US) 

Commodity 2000 2005 2010 

84: Nuclear reactors, boilers, machinery, etc 20.519 17.503 16.680 

30: Pharmaceutical products 3.867 7.601 11.958 

87: Vehicles other than railway, tramway 11.877 14.412 11.002 

90: Optical, photo, technical, medical, etc apparatus 5.271 6.839 7.655 

29: Organic chemicals 6.832 6.880 7.561 

85: Electrical, electronic equipment 9.474 7.521 7.393 

27: Mineral fuels, oils, distillation products, etc 4.775 6.647 6.937 

22: Beverages, spirits and vinegar 2.202 2.498 2.719 

88: Aircraft, spacecraft, and parts thereof 5.779 3.740 2.464 

71: Pearls, precious stones, metals, coins, etc 3.239 2.035 1.997 

39: Plastics and articles thereof 1.669 1.721 1.841 

73: Articles of iron or steel 1.152 1.411 1.575 

89: Ships, boats and other floating structures 0.485 0.281 1.434 

72: Iron and steel 1.780 1.576 1.413 

33: Essential oils, perfumes, cosmetics, toiletries 0.620 1.361 1.377 

38: Miscellaneous chemical products 0.891 0.989 1.145 

97: Works of art, collectors pieces and antiques 1.486 1.386 1.049 

28: Inorganic chemicals, precious metal compound, isotope 0.722 0.737 0.962 

94: Furniture, lighting, signs, prefabricated buildings 1.534 1.139 0.837 

48: Paper & paperboard, articles of pulp, paper and board 1.109 0.939 0.805 

Total share of EU exports to the US 85.282 87.215 88.803 

Total value of EU exports to the US ($US millions) 212,504.60 307,733.60 309,409.32

Source: UN Comtrade    

Note 1: Top 20 based on 2010 ranking    

Note 2: See Appendix Table 1 for all 2-digit commodities    
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Table 2 - Top 20 US exports to the EU (Share of total US exports to the EU) 

Commodity 2000 2005 2010 

84: Nuclear reactors, boilers, machinery, etc 26.326 21.317 13.059 

30: Pharmaceutical products 3.368 7.375 11.815 

90: Optical, photo, technical, medical, etc apparatus 9.822 10.892 11.340 

85: Electrical, electronic equipment 13.408 9.603 7.420 

27: Mineral fuels, oils, distillation products, etc 1.201 1.842 7.372 

29: Organic chemicals 4.334 6.209 7.139 

71: Pearls, precious stones, metals, coins, etc 2.053 2.062 6.167 

87: Vehicles other than railway, tramway rolling-stock 4.202 4.907 5.527 

39: Plastics and articles thereof 2.836 3.352 3.920 

38: Miscellaneous chemical products 2.007 2.442 2.789 

28: Inorganic chemicals, precious metal compound, isotope 0.699 1.351 1.138 

33: Essential oils, perfumes, cosmetics, toiletries 0.611 0.900 1.113 

08: Edible fruit, nuts, peel of citrus fruit, melons 0.525 1.088 0.968 

97: Works of art, collectors pieces and antiques 0.554 0.717 0.931 

48: Paper & paperboard, articles of pulp, paper and board 0.822 0.775 0.878 

40: Rubber and articles thereof 0.793 0.833 0.870 

47: Pulp of wood, fibrous cellulosic material, waste etc 0.958 0.875 0.854 

12: Oil seed, oleagic fruits, grain, seed, fruit, etc, nes 0.953 0.552 0.832 

73: Articles of iron or steel 0.563 0.690 0.804 

88: Aircraft, spacecraft, and parts thereof 10.614 8.373 0.740 

Total share of US exports to the EU 86.648 86.156 85.677 

Total value of US exports to the EU ($US millions) 150,801.64 162,945.42 185,802.67

Source: UN Comtrade    

Note 1: Top 20 based on 2010 ranking    

Note 2: See Appendix Table 2 for all 2-digit commodities    
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ANNEX    Table 1 - EU Exports to the US (Share of total EU exports to the US) 

Commodity 2000 2005 2010 

01: Live animals 0.107 0.099 0.072 

02: Meat and edible meat offal 0.091 0.084 0.081 

03: Fish, crustaceans, mollusks, aquatic invertebrates nes 0.059 0.047 0.136 

04: Dairy products, eggs, honey, edible animal product nes 0.235 0.235 0.265 

05: Products of animal origin, nes 0.022 0.020 0.014 

06: Live trees, plants, bulbs, roots, cut flowers etc 0.131 0.110 0.085 

07: Edible vegetables and certain roots and tubers 0.082 0.060 0.058 

08: Edible fruit, nuts, peel of citrus fruit, melons 0.056 0.054 0.048 

09: Coffee, tea, mate and spices 0.115 0.126 0.173 

10: Cereals 0.030 0.014 0.015 

11: Milling products, malt, starches, inulin, wheat gluten 0.032 0.053 0.063 

12: Oil seed, oleagic fruits, grain, seed, fruit, etc, nes 0.053 0.052 0.067 

13: Lac, gums, resins, vegetable saps and extracts nes 0.047 0.049 0.043 

14: Vegetable plaiting materials, vegetable products nes 0.002 0.001 0.001 

15: Animal, vegetable fats and oils, cleavage products, etc 0.208 0.276 0.285 

16: Meat, fish and seafood food preparations nes 0.073 0.053 0.051 

17: Sugars and sugar confectionery 0.110 0.067 0.070 

18: Cocoa and cocoa preparations 0.139 0.155 0.273 

19: Cereal, flour, starch, milk preparations and products 0.219 0.203 0.229 

20: Vegetable, fruit, nut, etc food preparations 0.259 0.194 0.234 

21: Miscellaneous edible preparations 0.081 0.142 0.164 

22: Beverages, spirits and vinegar 2.202 2.498 2.719 

23: Residues, wastes of food industry, animal fodder 0.044 0.034 0.039 

24: Tobacco and manufactured tobacco substitutes 0.066 0.052 0.031 

25: Salt, sulphur, earth, stone, plaster, lime and cement 0.149 0.126 0.052 

26: Ores, slag and ash 0.029 0.034 0.024 

27: Mineral fuels, oils, distillation products, etc 4.775 6.647 6.937 

28: Inorganic chemicals, precious metal compounds 0.722 0.737 0.962 

29: Organic chemicals 6.832 6.880 7.561 

30: Pharmaceutical products 3.867 7.601 11.958 

31: Fertilizers 0.028 0.124 0.081 

32: Tanning, dyeing extracts, tannins, derivs, pigments etc 0.440 0.365 0.385 

33: Essential oils, perfumes, cosmetics, toiletries 0.620 1.361 1.377 
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34: Soaps, lubricants, waxes, candles, modeling pastes 0.142 0.151 0.180 

35: Albuminoids, modified starches, glues, enzymes 0.288 0.227 0.235 

36: Explosives, pyrotechnics, matches, pyrophorics, etc 0.016 0.019 0.026 

37: Photographic or cinematographic goods 0.328 0.162 0.138 

38: Miscellaneous chemical products 0.891 0.989 1.145 

39: Plastics and articles thereof 1.669 1.721 1.841 

40: Rubber and articles thereof 0.767 0.758 0.735 

41: Raw hides and skins (other than furskins) and leather 0.252 0.112 0.075 

42: Articles of leather, animal gut, harness, travel good 0.291 0.393 0.351 

43: Furskins and artificial fur, manufactures thereof 0.038 0.031 0.021 

44: Wood and articles of wood, wood charcoal 0.391 0.724 0.210 

45: Cork and articles of cork 0.079 0.060 0.058 

46: Manufactures of plaiting material, basketwork, etc. 0.001 0.001 0.000 

47: Pulp of wood, fibrous cellulosic material, waste etc 0.026 0.031 0.014 

48: Paper & paperboard, articles of pulp, paper and board 1.109 0.939 0.805 

49: Printed books, newspapers, pictures etc 0.463 0.353 0.237 

50: Silk 0.044 0.026 0.013 

51: Wool, animal hair, horsehair yarn and fabric thereof 0.086 0.051 0.031 

52: Cotton 0.187 0.128 0.051 

53: Vegetable textile fibres nes, paper yarn, woven fabric 0.029 0.019 0.014 

54: Manmade filaments 0.152 0.141 0.105 

55: Manmade staple fibres 0.138 0.106 0.054 

56: Wadding, felt, nonwovens, yarns, twine, cordage, etc 0.127 0.126 0.132 

57: Carpets and other textile floor coverings 0.147 0.126 0.078 

58: Special woven or tufted fabric, lace, tapestry etc 0.066 0.054 0.031 

59: Impregnated, coated or laminated textile fabric 0.122 0.129 0.106 

60: Knitted or crocheted fabric 0.043 0.036 0.027 

61: Articles of apparel, accessories, knit or crochet 0.385 0.246 0.199 

62: Articles of apparel, accessories, not knit or crochet 0.857 0.612 0.468 

63: Other made textile articles, sets, worn clothing etc 0.233 0.160 0.112 

64: Footwear, gaiters and the like, parts thereof 0.989 0.553 0.405 

65: Headgear and parts thereof 0.034 0.017 0.017 

66: Umbrellas, walking-sticks, seat-sticks, whips, etc 0.003 0.002 0.004 

67: Bird skin, feathers, artificial flowers, human hair 0.001 0.001 0.003 

68: Stone, plaster, cement, asbestos, mica, etc articles 0.478 0.433 0.323 



Policy Department DG External Policies 

 70

69: Ceramic products 0.767 0.610 0.338 

70: Glass and glassware 0.708 0.537 0.443 

71: Pearls, precious stones, metals, coins, etc 3.239 2.035 1.997 

72: Iron and steel 1.780 1.576 1.413 

73: Articles of iron or steel 1.152 1.411 1.575 

74: Copper and articles thereof 0.347 0.324 0.346 

75: Nickel and articles thereof 0.178 0.171 0.254 

76: Aluminium and articles thereof 0.529 0.597 0.473 

78: Lead and articles thereof 0.006 0.006 0.003 

79: Zinc and articles thereof 0.014 0.011 0.102 

80: Tin and articles thereof 0.006 0.005 0.008 

81: Other base metals, cermets, articles thereof 0.153 0.143 0.172 

82: Tools, implements, cutlery, etc of base metal 0.489 0.412 0.479 

83: Miscellaneous articles of base metal 0.309 0.330 0.284 

84: Nuclear reactors, boilers, machinery, etc 20.519 17.503 16.680 

85: Electrical, electronic equipment 9.474 7.521 7.393 

86: Railway, tramway locomotives, rolling stock, equipment 0.138 0.067 0.148 

87: Vehicles other than railway, tramway rolling-stock 11.877 14.412 11.002 

88: Aircraft, spacecraft, and parts thereof 5.779 3.740 2.464 

89: Ships, boats and other floating structures 0.485 0.281 1.434 

90: Optical, photo, technical, medical, etc apparatus 5.271 6.839 7.655 

91: Clocks and watches and parts thereof 0.094 0.077 0.069 

92: Musical instruments, parts and accessories 0.091 0.068 0.048 

93: Arms and ammunition, parts and accessories thereof 0.192 0.197 0.179 

94: Furniture, lighting, signs, prefabricated buildings 1.534 1.139 0.837 

95: Toys, games, sports requisites 0.382 0.242 0.222 

96: Miscellaneous manufactured articles 0.205 0.170 0.136 

97: Works of art, collectors pieces and antiques 1.486 1.386 1.049 

Total share of EU exports to the US 100 100 100 

Total value of EU exports to the US ($US millions) 212,504.60 307,733.60 309,409.32

Source: UN Comtrade    
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ANNEX  Table 2 - US exports to the EU (Share of total US exports to the EU) 

Commodity 2000 2005 2010 

01: Live animals 0.142 0.162 0.090 

02: Meat and edible meat offal 0.162 0.196 0.174 

03: Fish, crustaceans, mollusks, aquatic invertebrates nes 0.222 0.485 0.477 

04: Dairy products, eggs, honey, edible animal product nes 0.022 0.025 0.055 

05: Products of animal origin, nes 0.050 0.040 0.048 

06: Live trees, plants, bulbs, roots, cut flowers etc 0.042 0.052 0.046 

07: Edible vegetables and certain roots and tubers 0.096 0.097 0.114 

08: Edible fruit, nuts, peel of citrus fruit, melons 0.525 1.088 0.968 

09: Coffee, tea, mate and spices 0.015 0.010 0.016 

10: Cereals 0.280 0.233 0.258 

11: Milling products, malt, starches, inulin, wheat gluten 0.019 0.011 0.013 

12: Oil seed, oleagic fruits, grain, seed, fruit, etc, nes 0.953 0.552 0.832 

13: Lac, gums, resins, vegetable saps and extracts nes 0.039 0.057 0.092 

14: Vegetable plaiting materials, vegetable products nes 0.001 0.002 0.002 

15: Animal, vegetable fats and oils, cleavage products, etc 0.095 0.078 0.188 

16: Meat, fish and seafood food preparations nes 0.058 0.088 0.073 

17: Sugars and sugar confectionery 0.033 0.037 0.038 

18: Cocoa and cocoa preparations 0.006 0.015 0.016 

19: Cereal, flour, starch, milk preparations and products 0.035 0.036 0.046 

20: Vegetable, fruit, nut, etc food preparations 0.182 0.158 0.198 

21: Miscellaneous edible preparations 0.184 0.182 0.278 

22: Beverages, spirits and vinegar 0.360 0.459 0.679 

23: Residues, wastes of food industry, animal fodder 0.479 0.319 0.390 

24: Tobacco and manufactured tobacco substitutes 0.777 0.340 0.249 

25: Salt, sulphur, earth, stone, plaster, lime and cement 0.246 0.219 0.246 

26: Ores, slag and ash 0.240 0.858 0.657 

27: Mineral fuels, oils, distillation products, etc 1.201 1.842 7.372 

28: Inorganic chemicals, precious metal compounds 0.699 1.351 1.138 

29: Organic chemicals 4.334 6.209 7.139 

30: Pharmaceutical products 3.368 7.375 11.815 

31: Fertilizers 0.023 0.021 0.041 

32: Tanning, dyeing extracts, tannins, derivs, pigments etc 0.624 0.676 0.637 

33: Essential oils, perfumes, cosmetics, toileteries 0.611 0.900 1.113 
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34: Soaps, lubricants, waxes, candles, modelling pastes 0.255 0.330 0.490 

35: Albuminoids, modified starches, glues, enzymes 0.200 0.258 0.293 

36: Explosives, pyrotechnics, matches, pyrophorics, etc 0.042 0.040 0.054 

37: Photographic or cinematographic goods 0.729 0.397 0.331 

38: Miscellaneous chemical products 2.007 2.442 2.789 

39: Plastics and articles thereof 2.836 3.352 3.920 

40: Rubber and articles thereof 0.793 0.833 0.870 

41: Raw hides and skins (other than furskins) and leather 0.144 0.151 0.149 

42: Articles of leather, animal gut, harness, travel good 0.078 0.084 0.056 

43: Furskins and artificial fur, manufactures thereof 0.018 0.023 0.019 

44: Wood and articles of wood, wood charcoal 0.854 0.653 0.515 

45: Cork and articles of cork 0.004 0.005 0.005 

46: Manufactures of plaiting material, basketwork, etc. 0.002 0.003 0.001 

47: Pulp of wood, fibrous cellulosic material, waste etc 0.958 0.875 0.854 

48: Paper & paperboard, articles of pulp, paper and board 0.822 0.775 0.878 

49: Printed books, newspapers, pictures etc 0.626 0.605 0.516 

50: Silk 0.002 0.001 0.001 

51: Wool, animal hair, horsehair yarn and fabric thereof 0.012 0.012 0.003 

52: Cotton 0.150 0.060 0.032 

53: Vegetable textile fibres nes, paper yarn, woven fabric 0.004 0.001 0.001 

54: Manmade filaments 0.256 0.119 0.116 

55: Manmade staple fibres 0.172 0.135 0.118 

56: Wadding, felt, nonwovens, yarns, twine, cordage, etc 0.153 0.189 0.203 

57: Carpets and other textile floor coverings 0.043 0.036 0.025 

58: Special woven or tufted fabric, lace, tapestry etc 0.027 0.022 0.011 

59: Impregnated, coated or laminated textile fabric 0.121 0.103 0.102 

60: Knitted or crocheted fabric 0.022 0.022 0.022 

61: Articles of apparel, accessories, knit or crochet 0.086 0.079 0.116 

62: Articles of apparel, accessories, not knit or crochet 0.063 0.071 0.109 

63: Other made textile articles, sets, worn clothing etc 0.074 0.077 0.074 

64: Footwear, gaiters and the like, parts thereof 0.045 0.040 0.031 

65: Headgear and parts thereof 0.013 0.011 0.011 

66: Umbrellas, walking-sticks, seat-sticks, whips, etc 0.001 0.001 0.001 

67: Bird skin, feathers, artificial flowers, human hair 0.003 0.004 0.008 

68: Stone, plaster, cement, asbestos, mica, etc articles 0.154 0.237 0.316 
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69: Ceramic products 0.115 0.134 0.151 

70: Glass and glassware 0.416 0.460 0.504 

71: Pearls, precious stones, metals, coins, etc 2.053 2.062 6.167 

72: Iron and steel 0.307 0.548 0.724 

73: Articles of iron or steel 0.563 0.690 0.804 

74: Copper and articles thereof 0.154 0.171 0.386 

75: Nickel and articles thereof 0.181 0.256 0.359 

76: Aluminium and articles thereof 0.335 0.377 0.348 

78: Lead and articles thereof 0.005 0.007 0.014 

79: Zinc and articles thereof 0.005 0.006 0.019 

80: Tin and articles thereof 0.004 0.008 0.012 

81: Other base metals, cermets, articles thereof 0.311 0.492 0.457 

82: Tools, implements, cutlery, etc of base metal 0.444 0.439 0.450 

83: Miscellaneous articles of base metal 0.166 0.213 0.231 

84: Nuclear reactors, boilers, machinery, etc 26.326 21.317 13.059 

85: Electrical, electronic equipment 13.408 9.603 7.420 

86: Railway, tramway locomotives, rolling stock, equipment 0.071 0.076 0.070 

87: Vehicles other than railway, tramway rolling-stock 4.202 4.907 5.527 

88: Aircraft, spacecraft, and parts thereof 10.614 8.373 0.740 

89: Ships, boats and other floating structures 0.167 0.376 0.254 

90: Optical, photo, technical, medical, etc apparatus 9.822 10.892 11.340 

91: Clocks and watches and parts thereof 0.040 0.025 0.023 

92: Musical instruments, parts and accessories 0.077 0.121 0.133 

93: Arms and ammunition, parts and accessories thereof 0.545 0.396 0.428 

94: Furniture, lighting, signs, prefabricated buildings 0.484 0.403 0.352 

95: Toys, games, sports requisites 0.581 0.580 0.463 

96: Miscellaneous manufactured articles 0.155 0.136 0.097 

97: Works of art, collectors pieces and antiques 0.554 0.717 0.931 

Total share of US exports to the EU 100.00% 100.00% 100.00% 

Total value of US exports to the EU ($US millions) 150,801.64 162,945.42 185,802.67

Source: UN Comtrade    
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Table 3: FTA Partnerships in East Asian Countries 

  ASEAN Brunei Cambodia Indonesia Lao 
PDR 

Malaysia Myanmar Philippines Singapore Thailand Vietnam  PRC Japan  South 
Korea 

India 

ASEAN AEC AEC AEC AEC AEC AEC AEC AEC AEC AEC AEC ACECA ACEPA ACECA ACECA 

Brunei AEC   AEC AEC AEC AEC AEC AEC AEC/ 
TSEPA 

AEC AEC ACECA ACEPA/
FTA 

ACECA ACECA 

Cambodia AEC AEC   AEC AEC AEC AEC AEC AEC AEC AEC ACECA ACEPA ACECA ACECA 

Indonesia AEC AEC AEC   AEC AEC/ 
PTA-8* 

AEC AEC AEC AEC AEC ACECA ACEPA/
EPA 

ACECA ACECA 

Lao PDR AEC AEC AEC AEC   AEC AEC AEC AEC AEC/ 
PTA 

AEC ACECA/
APTA 

ACEPA ACECA/ 
APTA 

ACECA/ 
APTA 

Malaysia AEC AEC AEC AEC/ 
PTA-8* 

AEC   AEC AEC AEC AEC AEC ACECA ACEPA/
EPA 

ACECA ACECA/ 
CECA 

Myanmar AEC AEC AEC AEC AEC AEC   AEC AEC AEC AEC ACECA ACEPA ACECA ACECA 

Philippines AEC AEC AEC AEC AEC AEC AEC   AEC AEC AEC ACECA ACEPA/
EPA 

ACECA ACECA 

Singapore AEC AEC/ 
TSEPA 

AEC AEC AEC AEC AEC AEC   AEC AEC ACECA/
FTA 

ACEPA/
EANP 

ACECA/ 
FTA 

ACECA/ 
CECA 

Thailand AEC AEC AEC AEC AEC/ 
PTA 

AEC AEC AEC AEC   AEC ACECA/
FTA 

ACEPA/
EPA 

ACECA ACECA 

Vietnam AEC AEC AEC AEC AEC AEC AEC AEC AEC AEC   ACECA ACEPA/
EPA 

ACECA ACECA 

NE Asia                               

PRC ACECA ACECA ACECA ACECA ACECA/
APTA 

ACECA ACECA ACECA ACECA/ 
FTA 

ACECA/
FTA 

ACECA     APTA APTA 

Japan ACEPA ACEPA/ 
FTA 

ACEPA ACEPA/ 
EPA 

ACEPA ACEPA/ 
EPA 

ACEPA ACEPA/ 
EPA 

ACEPA/ 
EANP 

ACEPA/
EPA 

ACEPA/
EPA 

      CEPA 

South ACECA ACECA ACECA ACECA ACECA/ ACECA ACECA ACECA ACECA/ ACECA ACECA APTA     CEPA/ 
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Korea APTA FTA APTA 

India ACECA ACECA ACECA ACECA ACECA/
APTA 

ACECA/
CECA 

ACECA ACECA ACECA/ 
CECA 

ACECA ACECA APTA CEPA CEPA/ 
APTA 

  

*Signed but not yet in effect.        

ACECA  ASEAN-Comprehensive Economic Cooperation 
Agreement (ASEAN-PRC, ASEAN-Korea, ASEAN-India) 

  CERTA Closer Economic Relations Trade Agreement 

ACEPA ASEAN Comprehensive Economic Partnership 
Agreement 

  EANP Economic Agreement for a New-Age Partnership 

AEC ASEAN Economic Community   FTA Free Trade Agreement 

AFTA ASEAN-Australia and New Zealand Free Trade 
Agreement 

  PTA Preferential Trading Agreement 

APTA Asia-Pacific Trade Agreement   PTA-8 Preferential Tariff Arrangement - Group of Eight Developing Countries 

CECA Comprehensive Economic Cooperation Agreement   SEPA Strategic Economic Partnership Agreement 

CEP Closer Economic Partnership   SPECA South Pacific Regional Trade and Economic Cooperation Agreement 

CEPA Comprehensive Economic Partnership Agreement   TSEPA Trans-Pacific Strategic Economic Partnership Agreement 
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Table 4 :Correlations of EU Exports to Asian Economies 

(Spearman Rank Correlation Coefficients)       

 China Indo Japan Korea Malaysia Phil India Sing Viet Thai 

China 1          

Indonesia 0,658 1         

Japan 0,6223 0,494 1        

Korea 0,7515 0,588 0,728 1       

Malaysia 0,6834 0,673 0,569 0,6569 1      

Philippines 0,5839 0,593 0,51 0,5843 0,6245 1     

India 0,7828 0,664 0,539 0,6641 0,6693 0,541 1    

Singapore 0,6838 0,583 0,622 0,6888 0,7042 0,585 0,6 1   

Vietnam 0,5996 0,606 0,421 0,5214 0,5555 0,555 0,6 0,48 1  

Thailand 0,7237 0,695 0,594 0,6682 0,7023 0,639 0,7 0,64 0,63 1

World 0,774 0,661 0,731 0,772 0,7326 0,63 0,7 0,75 0,6 0,722

Note:  All observations are included if data are recorded for both countries   

All SRCCs are statistically signficant at the 99% level of confidence    

 

Source:  Plummer (2010) 
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PART VI: SHIFTING POWER BETWEEN EUROPEAN INSTITUTIONS: THE EU-US 
OPEN SKIES AGREEMENT 

by Professor Adrienne Héritier (with Yannis Karagiannis) 

EXECUTIVE SUMMARY 

This briefing paper examines the conduct and interplay between the European institutions on an 
important international agreement, the Open Skies Agreement (OSA) with the US of 2007/2010. The 
paper examines the OSA as its main case study to generate transferable lessons for future international 
bargains and with particular reference to European Parliamentarians about how to successfully exercise 
their oversight role. To this end it examines the position of the European Commission and how – in this 
case- the Commission obtained the sole negotiation power with the external partner; an important shift 
of negotiating rights from member states to a supranational institution. The paper goes onto describe 
the process and outcome of this set of negotiations and why the OSA came to be renegotiated. It then 
analyzes the implications of the agreement as regards the shift of competences between member 
states and the Council on the one hand and the Commission on the other hand, as well as the 
implications for the new competences of the European Parliament in international agreements under 
the Lisbon Treaty. Such lessons will be vital to be understood by European officials and legislators as 
they move forward into future trade negotiations, and therefore this case study serves as one of the few 
extant examples of where such lessons can be found.  

This research suggests that in the impending third stage of negotiations on this issue that the European 
Parliament is likely to have an enhanced role, and could position itself to improve this even further. This 
is a direct result of its Lisbon powers – connected to the EU’s negotiation of external treaties- and that it 
can now effectively force the Commission and Member Governments to take its views into account, 
something that in the first two sets of negotiations had been underplayed. The Parliament had made a 
series of excellent critiques of the negotiations and the Treaty, but without the ability to bring its views 
to the fore.  

Finally, this research finds that the introduction of the Joint Committee is a potentially problematic, as 
the European Parliament is merely a stakeholder, rather than exerting full legislative oversight (known 
as a check and balance function). The surveying of implementation and fleshing out of implementing 
decisions in important areas of policy making such as security, safety, traffic rights, ownership and 
control, competition, and environment was given to a new transatlantic decision-making body, the 
Joint Committee, consisting of executive representatives of the EU and the US respectively which 
decides by consensus and without need of being confirmed by the respective legislatures. The 
Parliament at best will be consulted in the decisions of the Joint Committee, an informal role based on 
influence rather than a formalised role, something that should be avoided in other negotiations.  
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INTRODUCTION 

Currently worth more than €15 billion per year, the transatlantic aviation market between the European 
Union (EU) and the United States (US) is not only the biggest international aviation market, but also an 
important source of revenue and jobs for airlines, their contractors, business firms engaged in 
international trade, and local communities alike. Yet, for half a century, this market was deliberately kept 
under-developed. Between the mid-1940s and the mid-1990s, transatlantic trade in air transport 
services was one of the tightest-regulated markets in the industrial world. For reasons pertaining to 
national security, legal consistency, and political prestige, national governments – which otherwise 
proved their liberal credentials by successfully negotiating several trade-liberalization agreements – 
would not let these markets work freely. Operating multilaterally in the institutions of the International 
Civil Aviation Organization (hereafter “ICAO”) and bilaterally through the negotiation, supervision, and 
sometimes denunciation of Air Services Agreements (“ASA”s), national governments exerted a “tight 
regulatory grip” over all matters of international aviation (Kassim and Stevens 2010: 12; see also 
Staniland 2003, Meunier 2005, Rhoades 2008). This was usually done in collaboration with air carriers, 
grouped in the International Air Transport Association (“IATA”). Operationally, IATA set routes, prices, 
and non-economic conditions.   

What is surprising in this story is the stability and then sudden collapse of the state-centered cartel. The 
key questions, which are addressed within this brief are: Why did the cartel collapse? Which EU internal 
dynamics set member governments under pressure to allow the European Commission (Commission) 
to negotiate on their behalf with the US? What is the outcome of this negotiation and why was the 
agreement immediately after its adoption re-negotiated? What is the outcome of this re-negotiation 
and which are its institutional implications for the Commission, the Council and the European 
Parliament?  

In the 1970s the stability of the international cartel under IATA was subject to two important exogenous 
shocks. First, the introduction of wide-body jets around 1970 led to big increases in efficiency – but only 
for those carriers which could invest in the new technology. Combined with the effect of the oil crisis 
and the enduring crisis regarding rights to fly over the Pacific, this put insurmountable pressure on the 
original 1946 Bermuda ASA between the US and the UK. The UK asked for (1) tighter controls on 
capacity; (2) the end of double designation (i.e. the authorization of services by more than one airline 
per country on a particular route), (3) the curb on Fifth Freedom rights  exercised by Pan Am and TWA 
through Heathrow, and (4) rights to fly to more US cities for British carriers. The new (“Bermuda II”) 
agreement of 1977 was favourable to these British demands. Coupled with the extraordinary 
importance of Heathrow in the transatlantic aviation market, it enabled the UK to resist subsequent calls 
for liberalisation by the US (Karagiannis and Héritier 2012).   

Second, from 1978 onwards the US domestic market was fully liberalized. The end of entry and price 
regulation initiated a competitive era of industry growth, coupled with frequent price wars and 
numerous reorganisation and bankruptcy filings. It also meant that the US had to re-negotiate their 
ASAs to allow for more US firms on each route. But, it was unlikely that the UK or France would allow 
three or four US carriers to operate commercial flights in exchange of the same rights for the same 
single state-owned airline.  

As the US proceeded to the full-scale domestic liberalisation, in Europe the Commission took important 
liberalising initiatives, too. Although neither the 1985 Commission White Paper on the Completion of 
the Internal Market nor the 1986 Single European Act were long on aviation, Commission action 
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supported by the European Court of Justice (ECJ) allowed the former to force the hand of national 
governments into accepting three legislative packages. Taken together, these packages formed the 
basis of a pro-competitive European aviation policy. Coupled with a series of important liberalising 
rulings by the ECJ, the commercialisation of public carriers, and the development of an important low-
cost industry, they helped create a competitive European market. In transatlantic aviation, however, the 
role of the EU was very limited. In a 1994 ruling the ECJ held that international agreements on air 
transportation did not fall under the Community’s trade policy competence because they were covered 
by separate articles in the EU Treaty (Karagiannis and Héritier 2012).    

The combination of an increasingly unified market within Europe and the absence of a negotiating 
mandate for the Commission meant that the US could still attempt to divide and rule the Europeans by 
proposing individual agreements. Yet, since the British would not negotiate more rights to Heathrow 
for US carriers, the new US “Open Skies” initiative of the 1990s started from the Netherlands. The US 
strategy was to gain foot in Amsterdam’s Schiphol, from where it threatened to divert international 
traffic outbound from the UK, France, and Germany. Thus, unless these countries signed their own OSA 
with the US, their carriers would lose business to KLM and to US carriers. Further, in order to lure the 
Dutch into the plan, the US reminded them that their international cost-saving and market-enlarging 
alliance with Northwest Airlines benefitted from an antitrust immunity which – as the Americans liked 
to underline - was not set in stone (Karagiannis and Héritier 2012).   .  

The American plan worked. A “domino effect” (Meunier 2005) swept across the EU, reaching first small 
countries. The US signed bilateral OSAs with the Netherlands (1992), and then Belgium, Luxembourg, 
Denmark, Finland, and Austria (1995). The Commission protested loudly, arguing that a series of small 
bilateral OSAs would endanger the unity of the European market and prevent the possibility of Europe-
internal mergers. It also pointed out that the US were only seeking access to other European towns 
(mainly through Amsterdam and Brussels), but in return did not offer the right to cabotage (i.e. the right 
of a foreign carrier to operate purely domestic flights between American towns). Nevertheless, in the 
Transport Council that followed a large majority rejected Transport Commissioner Kinnock’s proposal of 
negotiating a Community OSA with the US, and insisted on maintaining national authority in this field. 
On the other hand, most national governments did concede to respect principles set out at the 
Community level when concluding bilateral agreement. A working group was charged to lay down 
such principles both for prohibited and compulsory clauses (Karagiannis and Héritier 2012).   .  

1. THE BATTLE OVER THE COMMISSION’S NEGOTIATING POWERS  

Despite its initial failure, the Commission maintained its endeavours and restated its claim to exclusive 
competency to negotiate OSAs, pointing to the dangers of bilateral agreements for the functioning of 
the single market. The DGs unanimously adopted a draft negotiation agreement for the June Council 
1995 as a “positive response to the US effort – which they frankly admit – to divide Europe” (Agence 
Europe 26/04/1995). The draft called for a complete mutual opening of both air markets, i.e. true 
reciprocity in market access, ownership and control, fair competition and dispute settlement 
mechanisms. Kinnock also threatened that if the Transport Council would reject Community 
negotiations and the six Member States in question would sign bilateral OSAs, the Commission would 
initiate legal proceedings against these member states. Yet, in spite of a last “letter of warning” from the 
Commission, Belgium, Luxembourg, Austria, and Finland signed OSAs in May 1995, and Sweden and 
Denmark initiated negotiations. Austria, Luxembourg and Finland, Belgium, Denmark and Sweden were 
already the subject of infringement proceedings. The UK, too, signed an agreement with the US to allow 
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for new routes in their respective skies, and, in consequence, received a letter of warning (Héritier and 
Karagiannis 2011). 

The Commission followed through its threat of initiating infringement proceedings and sent out letters 
of formal notice to eight member states (Austria, Belgium, Denmark, Finland, Germany, Luxembourg, 
Sweden and the UK). With the dangling sword of an ECJ ruling above their heads, the Transport Council 
in July 1996 yielded and gave the Commission a limited mandate to negotiate a transatlantic 
agreement in technical issues (but not on traffic rights). In return, the Commission suspended the eight 
infringement proceedings. All the while the Commission pursued its efforts to obtain a mandate to 
negotiate traffic rights and entered in direct consultations with the Americans which, in turn, referred 
Kinnock back to the Council (“Come back when you have a mandate”). Transport ministers, however, 
rejected the Commission proposal in October 1997. France, Italy, Spain and Portugal were opposed, the 
Netherlands and the Scandinavian countries in favour, and Germany and the UK not clear. 
Compounding the situation, four member states (UK, France, Italy and Spain) negotiated bilateral 
agreements with the US. Given the Council’s renewed refusal to extend the negotiating brief to traffic 
rights, resumed the infringement proceedings against the eight member states that had concluded 
OSAs. Some governments chastised the Commission’s “strategizing”  

“If the Commission continues on this counter-productive road, then we shall never give our agreement 
to a new mandate…Germany does not agree with the Commission’s argument whereby the bilateral 
OSAs are incompatible with European law. The Commission was consulted before the conclusion of the 
agreement between Germany and the US, and, at the time of signing, Mr Kinnock personally gave me 
his agreement. We have the approval of the European Commission” (Wissman - Transport minister, 
Germany, Agence Europe 17/03/1998). 

DG Competition held against this view that the bilateral agreements introduced discrimination 
between carriers by carving up the market and thus restricting competition. To buttress its position, the 
Commission presented a report on the air transport industry in Europe in which it is shown that the 
OSAs’ provision that air services between two signatory countries could only be operated by airlines 
with majorities controlled by nationals of the two signatories (nationality clause), they run counter to 
single market rules; and prevent European airlines from improving their competitiveness through 
mergers (Héritier and Karagiannis 2011).  

In this conundrum, the decision to move to the second phase of the infringement proceedings was 
shifted to the end of 1998. Yet, in spite of Kinnocks announcement that in the case of a widened brief 
the infringement proceedings would be suspended, the Transport Council rejected the Commission’s 
request one more time. While the Scandinavian countries, the Netherlands, Greece, Germany, and 
Austria sided with the Commission, Ireland led the opposition of the other member states. Faced with 
the Council’s renewed rebuff, the Commission moved into the third phase of the infringement 
proceedings against the 8 countries. After Italy had concluded an OSA with the US it was added to the 
list of the other 8 member states subject to an infringement proceeding. 

Some member states questioned the legality of the proceedings contesting the Commission’s 
competencies in matters of aviation relations with third countries. Rather, pursuant to Article 89 of the 
Treaty, the Commission must cooperate with national authorities in applying competition law. The 
Commission, supported by the European Parliament, requested the Council to adopt a Regulation 
which was to allow the Commission to more severely apply competition rules to the agreements 
between air companies of the EU and third countries, thereby implicitly admitting the uncertainty of its 
competence.  
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At the same time the Commission pursued its old strategy of threatening with infringement 
proceedings. In spring 2001 the ECJ heard the 8 parties brought to it by the Commission. One year later 
Advocate General Antonio Tizzano stated that the claim of the Commission to exclusive competence to 
conclude an OSA could not be founded on its alleged necessity. However, he also stated that member 
states could not conclude international agreements in matters covered by common rules, i.e. that 
airfares and reservations of US air carriers fall within Community exclusive competences. He also judged 
the nationality clause as contrary to rules of the right of establishment, since member states with OSAs 
could not grant carriers of other member states a right of establishment. In November 2002 the ECJ 
condemned the 8 countries for violating the Commission’s external competence over air fares on intra-
Community routes and computerised reservations systems by concluding OSAs with the US. The Court 
also ruled that clauses relating to the ownership and control of airlines constitute an infringement of the 
principle of establishment  (Agence Europe 02/05/2002). The US government very quickly drew the 
consequences and called for an amendment of the bilateral OSAs, but stopped short of negotiations 
with EU15. In view of the Court’s ruling, however, the Transport Council in June 2003 finally yielded to 
the Commission’s demands and granted it the mandate of extended negotiations (Héritier and 
Karagiannis 2011).  

In short, the Commission over a number of years unsuccessfully urged member governments to give it 
a brief of negotiation of an OSA with the US.  Member governments having their own bilateral 
agreements with the US refused to give the Commission this mandate which requires unanimity in the 
Council. The Commission claiming competition competences in aviation threatened a considerable 
number of member states with infringement proceedings regarding the bilateral OSAs with the US. The 
threat in a first stage induced member governments to give the Commission a restricted mandate, 
regarding technical issues upon which the Commission suspended the infringement proceedings. 
However, the Commission also requested an extended negotiation brief including traffic rights. 
Member states refused to grant it, after which the Commission resumed the proceedings and brought 
the cases to the ECJ. The Court ruled that the bilateral OSAs infringe against Community law. As a result, 
the Council was forced to grant the Commission the extended mandate to negotiate a Community OSA 
with the US.  

2. OSA 2007: NEGOTIATIONS STAGE ONE AND OUTCOME 

In the eleven rounds of negotiations with the US the Commission was faced with a number of 
constraints. The issue - after the long negotiation for power of sole negotiation with member states – 
was politically highly sensitive and member states kept a close control over the negotiation process 
(Delreux 2011). The mandate decided upon by the Council in 2003 was ambitious asking for a 
liberalization of the EU-US aviation market with a full possibility of free foreign investment and control 
and the delivery of airport services without restrictions, including cabotage. The mandate also 
prescribed that the Commission could negotiate the agreement in consultation with a committee 
composed of member state representatives (Art.300 TEC). In a first phase the Commission did not 
include member states, but proposed the US to agree on basic principles. This proposal, however, was 
rejected by the Council because it lacked progress on cabotage and foreign investment and control.. 
The UK voiced particularly fierce opposition to an opening of the European market without an opening 
of the American market in return. (Delreux 2011:13). As a result, the negotiations ended in a stalemate. 
The Commission one more time took recourse to infringement procedures against governments with 
bilateral agreements with the US in order to exert pressure on member states. The negotiations were 
resumed with member states present in the negotiations with the Commission, but not taking the floor. 
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The most contested issue was ownership of control. Here the US negotiators were bound by domestic 
legislation much opposed to foreign ownership and control of American carriers. The Department of 
Transportation sought to bypass Congress by an administrative reinterpretation of the law, but this 
strategy backfired and provoked much criticism on the part of Congress (Delreux 2011:15). The 
compromise found at long last was that the US will be able to continue to apply a 25% upper limit on 
foreign ownership of voting equity in US airlines. In return, the EU obtained that ownership by nationals 
of the EU of as much as 49.9% of the total equity of a US airline shall no longer be  deemed, of itself, as 
control of the airline, but ís to be considered on a case by case basis (Agence Europe 5.3.2007).  

In order to win the support of the UK the agreement included a sunset clause stating the intention of 
holding second-stage negotiations and the right to suspend the traffic rights if no second stage EU-US 
Open Skies Agreement were to be adopted before the end of 2010. EU and US airlines can continue to 
enjoy the right for European carriers to operate flights between a city in the EU and a city in the US and 
for US carriers between a city in the US to Europe. The EU was allowed access to the Fly America 
programme extending to air transport of passengers and cargo financed by the US federal government. 
Moreover the EU obtained provisions on antitrust immunity to facilitate the development airline 
alliances. No agreement was obtained as regards the inclusion of civil aviation in the EU’s carbon 
trading system to which the US was and is fiercely opposed (Agence Europe 5.3.2007).  

Regarding its scope, the OSA does not limit itself to traffic liberalization and least-common-
denominator rules on other issues. Rather, it makes liberalization subject to jointly agreed regulatory 
provisions – ‘convergence’. It is within a converging international regulatory framework (as well as that 
of their respective home countries) that air carriers can make use of the new opportunities emerging 
from the agreement in order to improve their market positions and to increase transatlantic capacity. 
Although other air traffic-liberalization agreements contain similar provisions regarding, for example, 
competition rules, the OSA takes the highly unusual step of  establishing a common decision-making 
institution, the  Joint Committee, in view of achieving full-range regulatory convergence. This applies to 
such diverse policy areas as (a) health and safety, and (b) competition and state subsidies, but also (c) 
ownership and control, (d) environmental standards, (e) labor relations, and (f) consumer protection. 
Nevertheless, the creation of common decision-making institutions did not signal a commitment to 
follow identical rules and obligations (Karagiannis and Héritier 2012).  

In March 2007 the Parliament adopted a resolution on the agreement in which it recognized the 
importance of such an agreement, even though it would have preferred a more balanced agreement 
allowing cabotage rights for both parties and more balanced ownership and control rights (Agence 
Europe 14.3.2007). 
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3. OSA 2010: NEGOTIATIONS STAGE TWO AND THEIR OUTCOME 

From the EU perspective, the outcome of 2007 was biased in favour of the US in two crucial dimensions, 
namely “cabotage” (i.e. the right of a foreign carrier to operate purely domestic flights) and ownership 
rights (i.e. the right of a foreign carrier to acquire a domestic carrier).Therefore, the envisaged re-
negotiation was the condition under which EU accepted the “biased” negotiation outcome of OSA 
2007. Starting in May 2008, in eight rounds of negotiation the American negotiator basically sought to 
maintain  the status quo of what had been negotiated under stage one and to fend off the European 
request of a liberalization of ownership and control. For this purpose, the US in a clever move, 
introduced a counter-request which was very difficult to fulfil for the Europeans, i.e. the request of lifting 
night flight prohibitions and used it very successfully as a bargaining chip.  

With respect to these key requests on both sides the outcome of the negotiations was the institution of 
a conditional procedure called “asymmetric basket” . Art 21, 3 of the Protocol to amend the Air 
Transport Agreement between the US and the EU states that if “…the laws and regulations of each 
Party permit majority ownership and effective control of its airlines by the other Party or its 
nationals….airlines of the U.S. shall have the right to provide scheduled passenger combination services 
between points in the EU and its Member States and five countries, without serving a point in the 
territory of the US”. And Art.21,4 if “…the laws and regulations of the EU and its Member States with 
regard to the imposition of noise-based operating restrictions at airports having more than 50.000 
annual movements of civil subsonic jet aeroplanes provide that that European Commission has the 
authority to review the process prior to the imposition of such measures, and where it is not satisfied 
that the appropriate procedures have been followed…to take that case, prior to their imposition, 
appropriate legal action regarding the measures in question, airlines of the EU shall have the right to 
provide scheduled passenger combination services between points in the US and five additional 
countries, without serving a point in the territory of the EU and its Member States” 

The second negotiation round moreover included an agreement to ensure consistency between the EU 
and US respective emission trading schemes, further access of the EU to US-Government financed traffic 
under the ‘Fly America’ programme , and closer cooperation to achieve maximum reliance on each 
other’s security measures. It also seeks to achieve mutual recognition of regulatory decisions, e.g. as 
regards financial fitness, and a further increase in transparency of the cooperation between the 
competition authorities concerning transatlantic airline alliances. The agreement also extends the role 
for the Joint Committee to matters of aviation safety, air  traffic management, passenger facilitation and 
the mutual recognition of regulatory decisions, as well as a commitment to high labour standards. 

The results of the second phase negotiations drew mixed reactions. Airlines in the US welcomed the 
revisions, airlines in Europe - while welcoming the opportunity to expand services – expressed 
disappointment in the lack of progress in easing foreign ownership restrictions on US carriers and the 
lack of willingness of the US negotiators to allow European carriers to fly intra-US routes (cabotage). The 
Association of European Aviation (ASA) commented that there is no guarantee that the US will in the 
near or longer term lift its barriers to European investment and create a level playing field…”What we 
have is a process, and a commitment from the U.S. that they will continue to talk about liberalizing 
ownership and control….This… is not where we hoped we would be.” (Ulrich Schulte-Strathaus,  
Secretary General ASA, in Jonas, 2010, 2)  
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The Parliament which had to ratify the agreement under the new rules of Lisbon Treaty Art. 218(6) 
expressed its lack of enthusiasm in a resolution in June 2010. As to the general principles of the 
agreement it noted positively that the agreement could consolidate the advances in market access and 
offer enhanced regulatory cooperation. But it emphasized that various aspects of aviation regulation, 
including noise restrictions and night flight limitations, should be determined at the local level in 
compliance with the subsidiarity principle (see the institutional implications to be discussed further 
below). It explicitly asked the Commission to continue the negotiations with the US in a third stage 
(perhaps with an eye on the extension of its own powers under Lisbon), taking into account national 
legislation of member states, and also to solve other issues related to cabotage. As regards market 
opening it underlined the persisting restrictions on foreign ownership on part of the US, as well as the 
persistence of US restrictions on government financed traffic and the absence of such restrictions on 
the part of the EU. As regards the environment, the Parliament underlines the importance of 
cooperation in addressing the impact of international aviation and regrets that the Emission Trading 
Scheme (ETS) regulation was not included in the agreement (Joint Motion for a Resolution on the EU-US 
air agreement 15.6.2010).  

It also welcomes the agreement to work with the International Civil Aviation Organisation to reduce 
aircraft noise and emissions and the recognition of the importance of the social dimension and the Joint 
Committee’s responsibility to monitor the social effects of the agreement and develop measures to 
protect social rights. It urges further measures on personal data protection and underlines the 
importance of the European blacklist of substandard carriers and the need to share information in this 
area (Joint Motion for a Resolution on the EU-US air agreement 15.6.2010). 

In institutional terms the Parliament calls on the Commission to ensure that the Parliament is fully 
informed and consulted about the work of the Joint Committee like all relevant stakeholders. It also 
underlines that with future international agreements the consent of the Parliament is required before 
the conclusion of an international agreement in the field of ordinary procedure under Art. 218(6). And – 
as mentioned above – it invites the Commission to start the process of third-stage negotiations with a 
view to include further liberalisation of traffic rights, additional foreign investment opportunities, the 
effect of environmental measures and infrastructure constraints on the exercise of traffic rights (Joint 
Motion for a Resolution on the EU-US air agreement 15.6.2010). 

4. OSA:  INSTITUTIONAL IMPLICATIONS  

The institutional implications of OSA may be identified at four levels: the shift of the negotiating power 
for the EU to the Commission, the shift of decision-making power to the Joint Committee, the potential 
shift of decision-making power in noise emissions to the European Commission and the new 
competencies of the Parliament in the developing of international agreements. 

4.1 The shift of the negotiation brief to the Commission  

As we have seen, the Commission over a number of years unsuccessfully urged member governments 
to give it pre-eminence over the negotiations of an OSA with the US.  It threatened a considerable 
number of member states with infringement proceedings regarding the bilateral OSAs with the US. The 
threat in a first stage induced member governments to give the Commission a restricted mandate, 
regarding technical issues upon which the Commission suspended the infringement proceedings. 
When the Commission also requested the right to negotiate traffic rights and member states refused it, 
the Commission resumed the proceedings and brought the cases to the ECJ. The Court ruled that the 
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bilateral OSAs infringe against Community law. Hence the Council granted the Commission the 
extended mandate to negotiate a Community OSA with the US. However, as described, in the 
negotiation of stage one and stage two, the Commission was always closely observed by member 
states which were present at the negotiations with the US, even if they did not take the floor. 

4.2 The Joint Committee  

The Joint Committee (JC) is a decision-making organization which was created to review the 
implementation of the agreement and engage in decision-making in a wide area of transatlantic 
aviation matters. It consists of representatives of the EU and the US and meets at least once a year. It 
takes decisions on the basis of consensus. The JC reviews the implementation of the agreement, such as 
the effects of aviation infrastructure constraints on the exercise of traffic rights under the agreement, 
the effects of security measures, the effects on the conditions of competition and any social effects. It 
also considers individual issues that either party identifies as affecting operations under the agreement 
such as conflicting regulatory requirements. If requested by one party, it may develop arrangements for 
the reciprocal recognition of regulations, propose cooperation between the respective authorities for 
the interoperability and compatibility of air traffic management systems, encourage close cooperation 
among aviation security authorities, and consider whether the parties produce respective laws, 
regulations and practices in areas of facilitation. 

The JC also plays a key role in the reviewing and confirmation of the laws and regulations of each party 
under the asymmetric basket which -  if confirmed - trigger additional rights: if the JC confirms that the 
laws and regulations of each party permit majority ownership and effective control of its airlines, the 
airlines of the US shall have the right to provide scheduled passenger services between points in the EU 
and five countries under Art. 21 (further expansion and opportunities). These countries are determined 
by the JC. And inversely, if the JC confirms that the laws of the EU regarding noise-based operating 
restrictions at airports provide that the Commission has the authority to review such measures prior to 
their imposition, and, if not satisfied may take legal action against them, a new right is triggered for 
airlines of the EU, i.e. to provide scheduled passenger services between points in the U.S. and five 
countries, defined by the JC, under Art. 21 (further expansion and opportunities). To this new and 
potential extension of the powers of the Commission this brief now turns. 

4.3 The new powers of the Commission under Art. 21 (“further expansion and 
opportunities”) 

In the negotiations of stage two the US emphasized that that the lifting of night flight prohibitions in 
European airports was very high on their agenda. In the course of the negotiations they repeatedly 
urged the EU negotiator to request member states to lift night flight prohibitions because they 
hindering commercial traffic from the US. This request, of course, reflected a striking ignorance of the 
complex institutional structure of the EU under which the Commission is unable to “impose” such bans 
on European cities. In federalist states, such as Germany, not even member state governments have the 
power to impose such bans on cities. The outcome of the negotiation was – as we have seen – a 
conditional empowerment of the Commission to take member states to court before the imposition of 
a night flight prohibition. If member governments would allow the Commission to act accordingly, 
under the conditional asymmetric basket mechanism, European carriers would then be offered the 
possibility from the US to 5 (to be specified) countries. Given this incentive it is quite likely that 
European carriers will pressure their governments to grant this right to the Commission. The lifting of 
night fly bans would become more likely. Instead, the decision whether to impose a night fly 
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prohibition or not would be taken – as requested by the US – according to the notoriously lenient rules 
of the International Civil Aviation Organization. In Germany, in a recent case regarding night flights at 
Frankfurt airport, the highest national administrative court upheld a previous similar ruling from a court 
in Hesse of Oct. 2011 which had ruled to maintain night flight prohibitions and, additionally, imposed 
additional reductions of night flights (Wall Street Journal April 4th 2012).   

It is against this background that the Parliament’s objections in its Resolution to the stage two 
negotiations is to be understood. It emphasized that various aspects of aviation regulation, including 
noise restrictions and night flight limitations, should be determined at the local level in compliance with 
the subsidiarity principle. An empowering of the Commission to scrutinize night flight bans ex ante and 
to take them to court if not in accordance with the soft ICAO rules would not only impact upon the 
decision competences of national governments (changing the character of this aspect of European 
political life), and subnational governments, but also jeopardize environmental goals in Europe.  

4.4 The competences of the Parliament in the negotiation of international agreements 

Since the negotiations stage two took place before the entering into force of the Lisbon Treaty, the 
Parliament played only a limited role in terms of influencing the European negotiators of OSA 
2007/2010. It reacted, however, as we have seen, by adopting a Resolution on their outcome in which it 
asserted its rights to be fully informed and consulted about the work of the Joint Committee like all 
relevant stakeholders. It also underlines that with future international agreements the consent of the 
Parliament is required before the conclusion of an international agreement in the field of ordinary 
procedure Art. 218(6). It also is engaged in a regular exchange of information with US authorities on 
transatlantic aviation issues, which places it within an alternative channel and an alternative node of 
influence over this policy area. 

CONCLUSION 

This brief focussed on one of the key negotiations of the recent past the best illuminates the emerging 
trends within EU-external party trade negotiations, and an excellent source of lessons that can be 
learned for the future. This short brief examined and illuminated aspects of the Open Skies Agreement 
between the EU and the US to demonstrate how the development and application of an international 
agreement is linked to a clear competence and power shift between European institutions. In particular 
it highlighted:  

 The right to negotiate an agreement had shifted from member states to the Commission; a key 
political shift in the context of a rising tide of Eurosceptic sentiment across the electorates of the 
individual member states, which has recently translated into electoral results in Greece, the 
Netherlands and France.  

 The surveying of implementation and extrapolation of implementing decisions in important 
areas of policy making such as security, safety, traffic rights, ownership and control, competition, 
and environment was given to a new transatlantic decision-making body, the Joint Committee, 
consisting of executive representatives of the EU and the US respectively. This committee makes 
it decisions by consensus and without need of being confirmed by the respective legislatures, 
again feeding into a Eurosceptic discourse. Whilst the European Parliament undoubtedly retains 
some influence over the thoughts of the EU side of this committee, it does not hold formal levers 
of influence, which places it at a distinct disadvantage.  

 In terms of environmental policy (e.g. noise emissions and night flight prohibitions), the 
Commission was empowered to ex ante prevent the adoption of national and subnational 
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legislation by taking recourse to court action if the latter is not in agreement with the much more 
lenient International Civil Aviation Organization norms. An acceptance of these new Commission 
power in turn would trigger additional traffic rights for European carriers to directly fly to five 
countries beyond the US. This was a substantial extension to the right of initiative for the 
Commission.   

 The Parliament’s new competences in the adoption of international agreements did not have a 
substantial bearing on the Open Skies Agreement, limited as they were to influence that could be 
levered against the negotiating parties. Indeed, one of the significant points about the OSA is that 
as it was negotiated prior to the initiation of the Lisbon powers it highlights the potential for a 
discontinuity for the Parliament: with the OSA the Parliament limited itself to issuing a Resolution 
in which it particularly underlined the need to re-negotiate the Open Skies Agreement and its 
expectation to be actively involved in the third stage of negotiations and to be consulted in the 
important decisions of the Joint Committee. Under its new Lisbon powers, the Parliament can 
rightly expect to play a more greatly developed role in the third phase of OSA negotiations where 
the Commission and the Council will be obliged to pay greater heed to its policy requests.  

The introduction of the Joint Committee during the implementation phase with an important role of 
surveying implementation, but also fleshing out details of transatlantic regulation a remarkable 
institutional development has taken place. A quasi-legislative transatlantic body has been created 
which takes important decisions, but remains beyond the scrutiny of both the European and US 
legislatures. This development and the decisions of this new body certainly deserve close observation in 
the future, particularly in the context of the rapidly developing political situation across Europe and 
within certain member states. It will be politically inopportune, even within this most technical of policy 
areas, for the EU to be seen to be negotiating remotely and away from the needs of the citizenry it 
serves. Thus, European Parliamentarians have an important role to play in ensuring that their voices 
(and those of their electorates) are heard clearly in future trade negotiations.  
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PART VII: INTERNATIONAL STANDARDIZATION/REGULATION: TRENDS AND 
IMPLICATIONS FOR POLICY-MAKING AND TRANSATLANTIC COOPERATION 

by Professor Walter Mattli 

EXECUTIVE SUMMARY 

International standardization is sometimes described as an apolitical, scientific process of developing or 
identifying the technically optimal solution to a regulatory or technical challenge.  But standards do not 
embody some objective truth or undisputed scientific wisdom professed by experts.  And global 
regulatory processes are not apolitical, for two reasons.  First, expertise is not a single correct set of 
beliefs about what works or does not. Second, it is intensely political and reflects balances of power, 
control and influence in the institutions setting standards.  

This briefing paper identifies four types of global regulatory governance:  First, "public (governmental) 
non-market standard-setting," involves collaboration through traditional inter-governmental 
organizations (IOs) or trans-governmental cooperation among domestic regulators.  Second, market-
based private regulation.  It entails rule-making by firms or other bodies, competing individually or in 
groups to establish their preferred technologies or practices as the de facto standard through market 
dominance or other strategies. Third, private yet non-market-based; this is regulation by focal (that is, 
single and largely uncontested) private bodies, such as the International Accounting Standards Board 
(IASB) or the International Organization for Standardization (ISO).  This type is the predominant type for 
major parts of the international political economy today. Fourth and finally, regulation by market-like 
international competition between public regulatory agencies.  

The paper goes on to examine the relative merits of domestic and international regulation, and 
provides an analysis of the leadership opportunities open to the European Parliament in this field, to 
balance the representation of interests in transnational standardization processes. 

The paper recommends that the European Parliament should consider pooling its resources with other 
European institutions to build a wider network of regulatory allies, to take advantage of its market size. 
It identifies advantages in higher European standards, which can serve to release corporate 
ambassadors, who in being determined to trade in the EU will demand raising of standards outside of 
the EU area.    
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1. PRELIMINARIES – NATURE, TYPOLOGY, AND TRENDS 

1.1 The General Nature of International Standardization/Regulation 

International standardization is sometimes described as an apolitical, scientific process of developing or 
identifying the technically optimal solution to a regulatory or technical challenge.  In this view, 
consensus and thus rule-making is easy because "scientific technological knowledge is everywhere the 
same."42  Much of the language used by global regulators to describe their operations reinforces this 
view of standardization.  The International Organization for Standardization (ISO), for example, 
characterizes its standards as "based on international consensus among experts in the field…[and 
reflecting] the state of the art" of science and technology.43  Similarly, the International Accounting 
Standards Board (IASB) notes that its expert rule-makers are appointed irrespective of nationality or any 
other political consideration.  They are chosen because they have "the best available combination of 
technical skills and background experience of relevant international business and market conditions in 
order to contribute to the development of high quality global accounting standards."44 

Such views are naïve.  Standards do not embody some objective truth or undisputed scientific wisdom 
professed by experts.  And global regulatory processes are not apolitical, for two reasons.  First, 
expertise is not a single correct set of beliefs about what works or does not.  A German accountant or 
Wirtschaftsprüfer, who underwent eight years of studies, training, and examinations, is every bit as 
expert as an American Certified Accountant (CPA).  Nevertheless, these experts are likely to disagree 
vigorously on how best to approach a wide range of financial reporting challenges, because any 
accounting tradition or school is deeply rooted in the business and legal cultures of a given country.  As 
an official of the Accounting Standards Board of Japan (ASBJ) puts it: "there is not right or wrong 
answer…It's like religion—Christianity or Buddhism."45  Global standardization is rarely about reaching a 
compromise among different regulatory models and approaches (a fusion between Christianity and 
Buddhism would be impossible to engineer) but instead about battles for preeminence of one national 
or regional approach or solution over another.  The language accompanying these processes is 
technical; the essence of global rule-making, however, is political.  Such rule-making typically has 
important distributional implications, generating winners and losers.  To lose may mean higher 
production costs, steeper costs of switching to international standards, lower international 
competitiveness, loss of export markets, and even risk of corporate demise.  As nicely put by James 
Barcia, U.S. Congressman and member of the Subcommittee on Environment, Technology and 
Standards: "[N]ew [international] standards can be the source of enormous wealth or the death of 
corporate empires.  With so much at stake, standards arouse violent passions."46  In short, global 

                                                               
42 Loya, Thomas, and John Boli,  "Standardization in the World Polity:  Technical Rationality over Power."  In Constructing 
World Culture:  International Non-Governmental Organizations since 1875, edited by John Boli and George Thomas.  Stanford, 
CA: Stanford University Press, 1999, p. 188. 
43 www.iso.org/iso/about/discover-iso_the-iso-brand.htm. 
44 IASCF (International Accounting Standards Committee Foundation),   Revised Constitution (1 February 2009).  At 
http://www.iasb.org/NR/rdonlyres/A3010B6C-3F80-401F-BE81-359E1E015E22/0/Constitution final.pdf, p. 12. 
45 Quoted in Jopson, Barney and David Pilling,  "Accounting Rivals Face a Struggle to Stay in Tune."  Financial Times (9 March 
2005); see also Jopson, Barney and David Pilling.  2005.  "Accounting Rivals Face a Struggle to Stay in Tune."  Financial Times 
(9 March 2005). 
46 U.S. House of Representatives, Committee on Science (Hearing), Standards-Setting and United States Competitiveness, 2001, 
19. 
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regulation should be understood and analyzed as an intensely political process, even if the politics may 
be hidden beneath a veneer of technical rhetoric. 

 

 

The Modern Meaning of Regulation and Standard: 
A Definitional Clarification 

The term regulation is commonly used to describe technical rules issued by government 
departments and agencies.  Such regulations provide clarity and guidance in their respective 
areas of responsibility.  In the United States, for example, the Food and Drug Administration (FDA) 
has a legislative mandate to keep unsafe food off the market; but FDA regulations define that task 
with respect to specific products. Although regulations are distinct from statutory law because 
they are not the work of the legislature, their legal effect is direct and binding. 

The role played by regulations in the U.S. context is similar to the role of standards under the EU’s 
so-called "New Approach" to regulatory harmonization, introduced in the mid-1980s, which 
involves the delegation of regulatory functions to private-sector standardization bodies.  Under 
the "New Approach," EU legislation is limited to laying down in directives mandatory so-called 
essential requirements in issues of health, safety, environmental and consumer protection.  These 
directives cover entire sectors rather than single products.  The elaboration of the technical 
specifications that satisfy the essential requirements is delegated to two major European 
standardization bodies.  The national authorities are obliged to recognize that products 
manufactured according to the standards of these private organizations are presumed to 
conform to the essential requirements specified in directives (EU law); they must thus allow these 
products to circulate freely in the EU market. 

In theory, European standards are voluntary.  That is, producers who come up with alternative 
technical solutions that meet the level of product safety or safeguards for consumer health, 
specified in the directives, cannot be excluded from the market; however, these producers carry 
the burden of proving that their standards do indeed safeguard health and safety at the required 
levels.  In practice, then, the effect of standards is direct and binding since the cost and difficulty 
of proving equivalence are enormous.  Similarly, many of the standards discussed in this briefing 
paper, including ISO, IEC, and IASB standards are binding if not by law then by practical necessity 
or market pressure.  I thus use the terms global regulation and standards interchangeably and 
define them as rules established by expert bodies prescribing de jure or de facto the quality or 
performance of a given practice, procedure, or product. 
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1.2 A Typology of Global Regulation 

I propose a typology of international standardization/regulation that differentiates the locus of 
regulation, which is either public or private, from the institutional setting, which is either market-based 
or non-market-based (see Figure 1).47  I therefore distinguish four types of global regulatory 
governance:  The first type, which I label "public (governmental) non-market standard-setting," involves 
collaboration through traditional inter-governmental organizations (IOs) or trans-governmental 
cooperation among domestic regulators.  It has a long tradition and has been the focus of most of the 
political science literature on global regulation.  Another type is market-based private regulation.  It 
entails rule-making by firms or other bodies, competing individually or in groups to establish their 
preferred technologies or practices as the de facto standard through market dominance or other 
strategies.  This type of global regulation has also attracted substantial analytical attention, especially 
from economists.  A third type of global regulation is private yet non-market-based; this is regulation by 
focal (that is, single and largely uncontested) private bodies, such as the International Accounting 
Standards Board (IASB) or the International Organization for Standardization (ISO) and the International 
Electrotechnical Commission (IEC). This type is the predominant type for major parts of the international 
political economy today (see following section).  Finally, a fourth type of regulation results from market-
like international competition between public regulatory agencies. 

Figure 1 
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47 For details, see Tim Büthe and Walter Mattli, The New Global Rulers: The Privatization of Regulation in the Global Economy, 
Princeton: Princeton University Press, 2011. 
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1.3 Major Trends in (Product) Standardization/Regulation 

Product standards are technical specifications of design and performance characteristics of 
manufactured goods.48  Cross-national differences in these standards matter little when product 
markets are predominantly domestic.  The global integration of product markets, however, has greatly 
and lastingly increased international interdependence and thus created strong incentives to coordinate 
on common technical solutions.  International standards offer such a solution.  ISO and IEC product 
standards, in particular, play a critical role in facilitating international trade and boosting economic 
growth.  Their numbers have been growing steadily over the last twenty-five years while the production 
of national standards has dwindled—as illustrated by the declining number of new German (DIN) 
standards in Figure 2.    

15

Figure 2

New Domestic and International Standard per year 
1980-2008

© BÜTHE and MATTLI

 

Little known until the mid-1980s, ISO and IEC have become prominent, in part due to the Agreement on 
Technical Barriers to Trade, negotiated during the Uruguay Round trade negotiations from 1987 to 
1994.  This Agreement obliges all member states of the World Trade Organization (WTO) to use 
international standards as the technical basis of domestic laws and regulations unless international 
standards are "ineffective or inappropriate" for achieving the specified public policy objectives.49  
Regulations that use international standards are rebuttably presumed to be consistent with the 
country's WTO obligations, whereas the use of a standard that differs from the pertinent international 

                                                               
48 More specifically, product standards cover properties such as interoperability, interconnectability, levels of safety, 
conformity, materials, systems of classification, methods of testing, the operation of systems, and quality assurance. I 
provide a more detailed account of these issues in co-authored book, ‘The New Global Rulers’, Princeton University Press, 
2011.  
49 TBT-Agreement, Article 2.4. 
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standard may be challenged through the WTO dispute mechanism as an unnecessary non-tariff barrier 
to trade and thus a violation of international trade law. 

The commitment by governments to use international rather than domestic standards has enormous 
economic significance, since governments adopt hundreds of new or revised regulatory measures each 
year.  These regulations affect trade through the product standards embedded or referenced in them.50  
And government regulations are just the tip of the iceberg, since consumer demand and concerns 
about legal liability create strong incentives for firms to comply with a wealth of product standards that 
are not legally mandated but define best practice. 

The shift from domestic regulation to global private rule-making brings substantial gains, particularly to 
multinational and internationally competitive firms, for which it opens up commercial opportunities 
previously foreclosed by cross-national differences in standards and related measures.  The share of U.S. 
exports affected by foreign product standards, for instance, had risen from 10% in 1970 to 65% in 1993, 
and by the time the WTO's TBT-Agreement came into force, cross-national differences in product 
standards were estimated to result in a loss of $20-$40 billion per year in U.S. exports alone.51  U.S. 
imports and consumers were also affected.  For some manufacturing industries, U.S. non-tariff barriers 
in the late 1980s created losses due to increased costs and reduced trade equivalent to a tariff of 49%.52  
Even today, about one third of global trade in goods—valued at $15.8 trillion—is affected by standards 
that often differ across countries, and the boost in trade from a complete international harmonization of 
product standards would be equivalent to a reduction in tariffs by several percentage points. A shift to 
common international standards thus benefits internationally competitive firms by increasing their 
export opportunities.  It also benefits consumers who, as a result of increased trade and competition, 
have access to a broader range of goods and services and can buy them more cheaply. 

At the same time, the shift to global private-sector regulation also entails costs.  To comply with 
international product standards, for example, firms may have to re-design their products, retool their 
production methods, or pay licensing fees to other firms whose proprietary technology may be needed 
to implement the international standard efficiently.  These costs can be massive, to the point where 
some feel forced to discontinue production of certain goods or even go out of business. 

In sum, while the convergence on a single set of international standards may bring overall gains for all 
countries, those gains may differ greatly across countries and especially across firms.  Firms therefore 
have a strong incentive to seek to influence the process of international rule-making to minimize their 
switching costs.  For those who succeed in pushing their domestic standards for adoption as 
international standards, switching costs will be minimal.  The stakes thus are high in global private 
regulation, and severe conflicts of interest are likely, as noted in a remarkably frank statement by Gerald 
Rittbusch, director of standards and regulations at the U.S. firm Caterpillar, during a Congressional 
hearing: 

                                                               
50 WTO, Fourteenth Annual Review of the Implementation and Operation of the TBT-Agreement (2009), 3f. 
51 Kawamoto, Akira, et al.,  "Product Standards, Conformity Assessment and Regulatory Reform."  In OECD Report on 
Regulatory Reform, edited by Organization for Economic Coopertion and Development OECD.  Paris: OECD, 1997, p. 280; 
NRC, National Research Council, Standards, Conformity Assessment, and Trade into the 21st Century.  Washington: National 
Academy Press, 1995. 
52 Melo and Tarr as quoted in OECD, An Assessment of the Costs for International Trade in Meeting Regulatory Requirements, 
2000, p. 9. 
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How do standards impact our ability to compete internationally?...[W]hen we 
have domestic standards that are different from international standards, 
everybody loses. We lose domestically because we must build a product that 
is different from products we sell internationally. That raises…[our production] 
costs, hurt[ing] American consumers…[and] caus[ing for us] unfavourable 
opportunities in foreign markets.  What is needed is that [our] domestic 
standards experts aggressively participate in international standards 
developments to get domestic standards accepted…  [T]he first to [propose a 
standard for adoption at the international level]…will most likely succeed.  
Thus it is necessary…[to] get to the international arena ahead of standards 
experts from other countries.53 

2. POLICY IMPLICATIONS AND STRATEGIES 

2.1 An Urgent Public Policy Challenge and Need for European Parliament Leadership 

The trend described above towards international private sector rule-making (Type 4 Regulation) is 
salient not only in product markets but also in other areas.54 This simultaneous privatization and 
internationalization of rule-making governance is driven, in part, by governments' lack of requisite 
technical expertise, financial resources, or flexibility to deal expeditiously with ever more complex and urgent 
regulatory tasks.  Firms and other private actors also often push for private governance, which they see 
as leading to more cost-effective rules more efficiently than government regulation.55 

In regulation, the devil often is in the detail. Governments or public bodies tend not to have the 
requisite highly specialized expertise or resources to actively participate in transnational technical rule-
making processes. The expertise is largely in the private sector – and the resources deployed by the 
private sector to pursue international standardization are staggering. Consider, for example, the ISO and 
IEC (see Table 1). These two organizations, in which states and governments as such cannot be 
members, are best described as centrally coordinated global networks comprising hundreds of 
technical committees and thousands of working groups from all over the world, involving annually 
some 60,000 privately-funded experts representing mostly industries.  ISO and IEC jointly have 
produced over 23,000 standards covering all major issue-areas of the global economy;56 this amounts to 
about 85 percent of all international product standards – an extraordinary volume of output. 

                                                               
53 US House of Representatives, Committee on Science (Hearing) Standards-Setting and United States Competitiveness, 2001, 
p. 24, p. 94.  Rittberger served for 30 years on various technical committees of the Society of Automotive Engineers and also 
held the chairmanship of the ISO technical committee on earthmoving machinery. 
54 See Büthe and Mattli, The New Global Rulers. 
55 Abbott, Kenneth W. and Duncan Snidal,  "The Governance Triangle:  Regulatory Standards Institutions and the Shadow of 
the State."  In The Politics of Global Regulation, edited by Walter Mattli and Ngaire Woods.  Princeton: Princeton University 
Press, 2009. pp. 44-88; Haufler, Virginia,  The Public Role of the Private Sector:  Industry Self-Regulation in a Global Economy.  
Washington, D.C.: Carnegie Endowment for International Peace, 2001; Vogel, David,  "Private Global Business Regulation."  
Annual Review of Political Science vol.11, 2008, pp. 261-282. 
56 The issue-areas include infrastructure and sciences; health, safety and environment; engineering technologies; electronics, 
information technologies and telecommunications; transport and distribution of goods; agriculture and food technology; 
material technology; construction; and special technologies. 
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Membership
ISO
107

“Member bodies”
45

“Corresponding 
members”

11
“Subscriber members”

IEC
59

“Full members”
22

“Associate 
members”

81
“Affiliate members”

Countries represented
(total)

163 162

Central secretariat 1 1

Full-time staff 153 30

Technical committees
(TCs)

210 94

Subcommittees (SCs) 519 80

Working groups 2,443 1,118

Individual 
participants/year

ca. 50,000 ca. 10,000

Total Standards 18,083 5,520

Table 1: ISO/IEC Organizational Structure and Output

 

 

No public body or regulatory agency has the technical and financial resources to match the resources of 
the private sector. It thus is likely that regulatory action will increasingly take place in the private sector 
in ever-more issue-areas. Nevertheless, wholesale privatization of international 
standardization/regulation cannot be a satisfactory solution from a public-policy perspective. Public 
bodies representing a wide-range of societal stake-holder, most notably, legislative bodies such as the 
European Parliament or Congress, can and should play a central role in re-shaping global private-sector 
regulatory governance, ensuring a more balanced representation of interests in transnational 
standardization processes. 

The problem is simple: the move towards new global regulation, in which private-sector actors play an 
increasingly central role, lacks democratic accountability and legitimacy. Eyal Benvenisti and George 
Downs, for example, rightly point out that this trend "circumvent[s] domestic democratic and 
supervisory processes that had developed over the years through the efforts of civil society, legislatures 
and courts.  By doing so it threatens to effectively disenfranchise both voters and legislators in a host of 
areas."57 

A case in point is consumer participation is international product standardization.58  Such participation 
is strikingly weak.  Indeed, a 2004 survey undertaken by the EU Commission into consumer participation 
in standardization found that the "participation of consumer organisations in international 

                                                               
57 Benvenisti, Eyal and George Downs, "Toward Global Checks and Balances."  Constitutional Political Economy vol.20 no.3/4 
(September 2009), p. 367. See also Quack, Sigrid, "Law, Expertise, and Legitimacy in Transnational Economic Governance."  
Socio-Economic Review vol.8 no.1, January 2010, pp. 3-16. 
58 Other non-industry or non-commercial groups such as trade unions are similarly limited or effectively excluded from 
effective participation in international standardization. 
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standardisation…seems to be out of reach for them at present."59  There are at least three reasons for 
the weak role played by consumer groups in global product regulation:  First, direct access to ISO/IEC 
technical committees is difficult.  The only group allowed to represent consumer interests within such 
committees—independently of national member body representatives—is Consumer International (CI), 
an umbrella organization representing over 200 independent consumer organizations from almost 100 
countries.60  CI must apply for liaison status, separately for each ISO/IEC technical committee in which it 
wants to participate.  Such status is not given as a right but only at the discretion of the chairperson of 
the committee, and it merely offers the possibility to participate as a non-voting member.61  Second, 
measures by international standards bodies to provide financial support to consumer representatives 
are few and far between, hampering CI's ability to send observers to all important committees.  In the 
words of a European Commission survey participant:  "The lack of resources…forces consumer 
associations to make a strict selection of what they consider to be the most important [standards issues] 
for consumers."62 And third, consumer representatives are frequently viewed as "outsiders" in private-
sector rule-making bodies. Heavily outnumbered by industry representatives, they often are no more 
than tolerated.  Or as put by CI:  

Many consumers [believe]…when they are invited to join a Committee on 
Technical Barriers to Trade WTO) body that their views are being sought and 
will be valued. The reality can be different; the invitation may have come 
simply because the meeting host was required to demonstrate that all major 
stakeholders were involved in the process. Once the goal of having a 
consumer representative attend the meeting ha[s] been achieved there [i]s no 
further need of the consumer representative and substantive input from 
[consumers] would not be encouraged.63 

The ISO and IEC are not the only major global private rule-making bodies singled out for lacking proper 
representation of non-commercial stake-holders.  The IASB, similarly, has been a target of criticism.  In 
2008, the European Parliament issued a report highly critical of the IASB governance structure, 
observing: "[The] IASB lack[s] transparency, legitimacy, [and] accountability."64  The report went on to 
make a series of proposals to remedy perceived institutional deficiencies.  The proposals include 
strengthening the due process of IASB to enable previously rarely represented groups, such as 
investors, to play a prominent role in rule-making; the creation of a public oversight body involving 
                                                               
59 European Commission, Health and Consumer Protection Directorate-General, Evaluation Report: Questionnaire on 
Consumer Representation in Standardisation Activities at National, European and International Level, January 2005, p. 4 at 
http://ec.europe.eu/consumers/cons_org/eval_report_en.pdf. 
60 CI’s status as sole representative of consumers at the international level is a consequence of its observer status on the 
United Nations Economic and Social Committee. 
61 Farquhar, Bruce, "Consumer Representation in International Standards."  Consumer Policy Review vol.16 no.1 (Jan/Feb 
2006), p. 27; see also Dawar, Kamala,  "Global Governance and Its Implications for Consumers,"  Consumer Policy Review 
vol.16 no.1 (Jan/Feb 2006), pp. 2-4.  The ISO established in 1978 the Committee on Consumer Policy (COPOLCO) to 
encourage consumer participation in standards work.  However, inclusion of consumer representatives on national 
delegations to the annual COPOLCO meetings depends on ISO member bodies—the national standards organizations.  
Attendance lists of COPOLCO meetings show that at times less than half of national delegations included consumer 
representatives. 
62 European Commission, Health and Consumer Protection Directorate-General, Evaluation Report: Questionnaire on 
Consumer Representation in Standardisation Activities at National, European and International Level, p. 10. 
63 Consumers International, First Steps in Standards Representation, London, September 2005, p. 10.  The publication is 
available at http://www.consumersinternational.org. 
64 European Parliament, Committee on Economic and Monetary Affairs, Report on International Financial Reporting 
Standards and the Governance of International Accounting Standards Board, 2008. 
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domestic legislators and financial market supervisors; transparent appointment procedures of Board 
members and trustees drawn from all main groups with an interest in international financial reporting; 
and a new funding structure that avoids conflicts of interests.65 

These proposals heed calls by politicians and scholars alike to apply lessons from domestic 
administrative law to debates on how to improve global public and private governance. Laura 
Dickinson, for example, writes: "[P]rivatization is now as significant a phenomenon internationally as it is 
domestically…I [thus] suggest [that] the domestic U.S. administrative law literature may provide a 
useful set of responses to privatization that has been overlooked by international law scholars, policy-
makers, and activists."66 Administrative law offers a system of institutionalized procedural and 
substantive norms intended to assure that all those affected by regulation will be heard during the rule-
making process; that decisions will be taken in a transparent manner on the basis of disclosed reasons 
and in compliance with norms of proportionality and means-end rationality; and that regulations are 
subject to review by a judicial or another independent body upon request. 

In a recent wide-ranging study on trends in global institutional reform, Benedict Kingsbury, Nico Krisch, 
and Richard Stewart are sanguine about the potential for growth of administrative law principles and 
mechanisms in global governance.  They conclude that a global administrative law is not only possible 
but in the process of being created.67 

Greater transparency, more provisions for participation, and related reforms may indeed be necessary 
first steps to ensure that global regulation will come to reflect a wide range of interests.  But, such steps 
are far from sufficient—especially in global private governance.  Lack of effective participation and 
accountability in highly technical domains may be caused not just by exclusion or non-transparent 
procedures but also by ignorance, information deficits, erroneous beliefs, or collective action dilemmas.  
The creation of more robust notice-and-comment procedures, for example, will achieve little when the 
problem is ignorance or lack of technical expertise by the subjects of a particular governance 
arrangement.  Greater procedural transparency and formal rules guaranteeing procedural inclusion of 
all affected parties may be in vain if those parties' participation is in fact prevented by a lack of financial 
resources or collective action problem.68 

In short, the debate on how to render global private governance more accountable and legitimate has 
only began.  Early reform suggestions are helpful, and administrative law undoubtedly has many more 
lessons to offer.  However, real change and improvement will necessitate considerably more far-
reaching and radical measures than the present discourse suggests. Institutions such as the European 
Parliament and Congress have a key leadership role to play here to ensure a socially more balanced and 
thus politically more acceptable global rule-making governance structure.  

                                                               
65 One possible arrangement would be for securities regulators in countries subscribing to IASB rules to add a levy to their 
listing fees; another is for the IASB to be funded via contributions from central banks, financial services regulators, and 
governments. 
66 Dickinson, Laura, "Public Law Values in a Privatized World."  Yale Journal of International Law vol.31 no.2, Summer 2006, 
pp. 383-426. 
67 Kingsbury, Benedict, Nico Krisch, and Richard B. Stewart, "The Emergence of Global Administrative Law,"  Law and 
Contemporary Problems vol.68 no.3/4, Summer/Autumn 2005, pp. 15-61. 
68 Mattli, Walter and Tim Büthe, "Accountability in Accounting?  The Politics of Private Rule-Making in the Public Interest."  
Governance vol.18 no.3, July 2005, pp. 399-429. 
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2.2 Deepening and Broadening Transatlantic Institutional Ties – A Role for Legislative 
Bodies 

In what other ways can the EP (and Brussels more generally) support and shape the harmonization of 
standards/regulations - transatlantically and internationally, as well as promote European regulatory 
preferences? 

In Type 2 regulation (see Figure 1 above), public regulatory bodies are the key players; they are 
responsible for producing health, safety, and environmental regulation. It is well known that Europeans 
and Americans often have fundamental disagreements about how best to regulate risk.  David Vogel, 
for example, writes: “A noteworthy discontinuity in the politics of regulatory stringency took place on 
both sides of the Atlantic in about 1990. If the new risk regulation was enacted on either side of the 
Atlantic during the three decades prior to 1990, then it is more likely that the American standard was 
initially, and in some cases has remained, more risk averse. However, if it was adopted on either side of 
the Atlantic after 1990, then it is more likely that the regulation adopted by the EU was initially, and has 
often remained, more risk averse.”69  

The US has approved over the last two decades more than one hundred genetically modified (GM) 
varieties for planting, feed, or food; the EU has approved twenty-eight, most of which are not in 
commercial use. Virtually all processed food in the US contains GM ingredients, while virtually none sold 
in the EU does. The EU ratified the Kyoto Protocol, the US has not done so. The EU has banned the use of 
six hazardous materials in electrical and electronic products; the US still permits their use. And, in the 
last six years, the EU has strengthened and broadened its health and environmental regulations for 
chemicals.70  

American complaints have been proliferating over a wide range of regulatory measures taken in 
Europe: European consumer and environmental regulations, including its ban on the milk hormone 
rBST, human-use antibiotics as growth promoters in livestock feed, beef from growth-hormones treated 
cattle,  processed poultry treated with anti-bacterial chemicals, its electronic recycling requirements and 
bans on hazardous toxic substances in electronics, and the Registration, Evaluation, Authorization and 
Restriction of Chemicals (REACH), the EU’s stricter and more comprehensive chemical approval and 
testing regulation adopted in 2006, as well as a EU decision in 2008 to regulate the greenhouse gas 
emissions of foreign airlines that take off and land in Europe.71 

Vogel observes: “In many respects, we have come full circle: many of the criticisms by American official 
of the more stringent risk regulations recently adopted by the EU echo those made earlier by European 
officials about many American ones. Formerly, it was Europeans who often accused Americans of acting 
too hastily to impose highly stringent risk regulations that lacked adequate scientific justification. More 
recently, American officials and firms have criticized many of the more stringent risk regulations 
adopted by the EU in identical terms.”72 

In such a context, it is essential that the recent initiatives to improve transatlantic regulatory 
cooperation (TRC) be further strengthened and broadened well beyond the Transatlantic Economic 

                                                               
69 David Vogel, The Politics of Precaution, Princeton University Press, 2012, p. 2. 
70 Ibid. 
71 Ibid., pp. 7-8. 
72 Ibid., p. 10. 
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Council (TEC).73 Schemes such as the High Level Regulatory Cooperation Forum, set up to find common 
ground on risk-assessment, cost-benefit analysis, and impact analysis, need to be institutionalized much 
more firmly to ensure more robust exchange of scientific data, as well as more systematic early 
information about planned new regulation.  

Transatlantic regulatory cooperation has been undertaken to-date largely by the executive branch and 
regulatory agencies. It is important that these relationships be complemented by much deeper links 
and more frequent consultations between American and European legislative bodies. Indeed, the 
European Parliament and Congress could play a crucial role in pushing, broadening and solidifying 
existing cooperative schemes. To-date the role of the European Parliament and Congress has been 
marginal.74 This could and should change. Raymond Ahearn correctly notes: 

“To the extent that an overwhelming domestic orientation of regulatory agencies is a problem in 
moving TRC initiatives forward, Congress has the power through both the authorization and 
appropriations process to mandate that US regulators cooperate. Congress can also ensure that the US 
agencies involved in regulatory cooperation have the necessary budgetary and organizational 
resources to get the job done.”75  

The US lacks an effective institutional mechanism of regulatory coordination. And neither the 
Commerce Department nor the Office of US Trade Representative (USTR), the lead agencies for US 
undertakings in the realm of transatlantic regulatory cooperation, have authority to overhaul domestic 
regulatory policy-making. While Commerce and USTR may bring the heads of US regulatory agencies to 
the negotiating table, the regulatory agencies are not usually funded nor mandated to engage in TRC 
activities.76 Congress has the means to exert pressure to bring about improved inter-agency 
coordination; this, in turn, would have a positive impact on transatlantic regulatory cooperation. 

The European Parliament, similarly, could play a more forceful role in aiding intra-European 
coordination in some regulatory areas where Europe has been unable to speak with a single voice – 
often to the detriment of effective European representation and smooth transatlantic cooperation.  

Effective involvement in transnational standardization requires more than regulatory expertise and 
financial resources. Crucial is an institutional support system - domestically or regionally - enabling a 
country or region to speak with a single voice at the transnational level and quickly collect and pass on 
information about new international standards projects to those domestic actors most likely to be 
affected by them. Effective representation of domestic/regional interests and timely information allow 
for early involvement in the process of transnational rule-making; and early (and domestically 
uncontested) involvement is key to success (see Figures 3 and 4).  

                                                               
73 The TEC, established in the wake of the 2007 US-EU Summit, had its 6th meeting on 29 November 2011. In some areas, the 
TEC has made good progress, including e-mobility and electric vehicles. A joint roadmap has led to the development of 
compatible standards for electric cars and smart grids on both sides of the Atlantic. Nanotechnology is one of several new 
areas for which the TEC plans to develop common regulatory procedures. The TEC also convenes a Group of Advisers, 
consisting of the co-chairs of the three existing transatlantic dialogues: the Transatlantic Legislators’ Dialogue, the 
Transatlantic Consumer Dialogue, and the Transatlantic Business Dialogue. The Group of Advisers is mandated to reach out 
to the broader stakeholder community and to give a voice to their concerns. 
74 The only formal institutional link between TRC and legislators is through the Transatlantic Legislators Dialogue (TDL), an 
inter-parliamentary exchange between selected members of the House of Representatives and the European Parliament. 
75 Raymond Ahearn, Transatlantic Regulatory Cooperation: Background and Analysis, Congressional Research Service (7-5700), 
24 August 2009, p. 21. 
76 Ibid., p. 9. 
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The European Parliament, in conjunction with other European institutions, could allocate more political 
capital and financial resources to build and strengthen coordinated or centralized European 
standards/regulatory governance structures, especially in areas where jurisdictional jealousies and turf 
battles at the national levels have been preventing greater organizational rationality. 

Figure 3 
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Figure 4: Importance of Early Involvement
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3. BROADENING THE NETWORK OF REGULATORY ALLIES 

Finally, the European Parliament should consider pooling its resources with other European institutions 
to build a wider network of regulatory allies. A broader coalition will serve Europe well when pursuing 
international regulatory talks and seeking to promote its agenda. 

Europe has a critical advantage over other regions. With its 27 member-states, the EU’s GDP is about 30 
percent larger than that of the US; and the EU population is twice as large as US population. Enormous 
market size combined with powerful and capable regional regulatory institutions means that Europe 
has tremendous regulatory soft power. Jeffrey Immelt, the chairman and CEO of General Electric, 
observes that “Europe in many ways is the world’s global superpower. It can speak with one voice and a 
degree of certainty.” For many of GE’s business, ranging from light bulbs to plastic, “almost 99% of new 
regulations will, over time, come from the EU.”77 

This suggests that global corporations like GE, when faced with stringent European standards and laxer 
American standards, may opt for European standards. The logic is clear: by following more stringent 
European standards, multinational corporations like GE will be able to market and sell their goods 
(produced to a single set of standards) globally. Not so if it were to follow American standards. 

Once the GEs of this world convert their production processes to conform with European standards – a 
costly endeavour, these corporations may well become a type of (EU) ally that I called elsewhere 
‘Corporate Levellers of the Playing Field’; these are corporate actors who – faced with more demanding 
(European) regulation and thus concerned that competitors elsewhere who are not bound by the same 
regulation may derive a cost advantage – will support (EU) agencies/bodies lobbying for the adoption 
of their more stringent regulation on a wider geographical scale.78  

Finally, potential EU allies need of course not only be global corporations but can also be countries, 
heavily dependent on access to the large EU market or with extensive commercial ties to the EU,79 as 
well as progressive policy elites in regions within states. David Vogel offers a nice illustration of such 
policy elites: 

As a response to a perceived regulatory vacuum at the national level, a 
number of American states have adopted protective regulations that are 
similar to and often modelled on those of the EU. Several American states 
have imposed restrictions on greenhouse gas emissions, banned some heavy 
metals from landfills, required manufacturers to take back electronic 
equipment for recycling, and banned various hazardous substances and 
chemicals restricted by the EU but not by the federal government. The EU’s 
regulatory influence has been felt most strongly in California, historically 
America’s “greenest” state, which has adopted a wide range of risk regulations 
similar to and often modelled on those of the EU.80 

                                                               
77 Vogel, The Politics of Precaution, p. 15. 
78 For a full analysis, see Mattli and Woods, The Politics of Global Regulation, chapter 1. 
79 Norway and Switzerland, for example, have risk regulations similar to those of the EU, and many Russian regulations are 
based on EU regulatory models. 
80 Vogel, The Politics of Precaution, pp. 15-16. 
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In sum, the European Parliament – jointly with other EU institutions – should cultivate various potential 
allies – foreign corporate and policy elites – and forge wide-ranging alliances enabling it to promote its 
regulatory agenda more effectively at the transatlantic and global levels. 
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