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EU trade strategy
• Today’s global context 

• Globalisation, vertical specialisation, new economic 

powers,…

• Goals 

• active negotiating agenda, deepening relations with 

strategic partners, EU rights enforcement 

• Dimensions

1. Multilateral (WTO): Bali 2013 progress

2. „Regional“, cross-regional

• New generation of RTA in the EU

• Assessing impacts of RTAs

• Implications for business

3. Unilateral: New GSP scheme

Today‘s context of EU trade policy

• Global and regional VC
Increasing share of supply-chain trade 

• Emergence of new economic 
powers 
China, India, Brazil 
• 90% of global economic growth by 2015 is expected 

to be generated outside Europe, a third of it in China 
alone (IMF)

• Economic downturn 
Trade is part of the solution → trade based 

crisis exit strategy

Global economy

Regionalism
(RTAs)

„Global“ 
Multilateralism

(WTO)

A global race for RTAs

The changing nature of regionalism

• 20st century regionalism: “made-here-sold-there” 

• Shallow RTAs: focus on tariffs

• 21st century regionalism: “made-everywhere-
sold-there” 

• Deep RTAs: tariffs + provisions to foster 
international production sharing

• include rules on making goods as well as selling 
them to foster international vertical integration and 
supply chain trade;

• Attention is shifted from where exports is booked 
towards where value is added.

European competitiveness
under dominance of GVC

trade
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GVC and VA based measure of trade

Vir: Baldwin (2007) http://aric.adb.org/pdf/workingpaper/WP07_Baldwin.pdf

The Figure shows the nations 
where parts are sourced for a hard-
disk drive assembled in Thailand;
the disk drives are then shipped on 
to various markets to be used in 
various electronics

Three dimensions of EU trade strategy

• Multilateral 

• WTO →Doha Development 
Agenda

• Bilateral/Regional/Cross
regional

• Network of RTAs and 
investment agreements

• Unilateral 

• GSP, Asymm. Preferences

• Trade Defence Instruments

Pursue 
active 

negotiating 
agenda 

Deepen 
relations with 

strategic 
partners

Enforce EU 
rights, 

tackling trade 
barriers 

GOALS LEVEL

The facts: differences among MS
→ trade policy is a contentious issue!

MS have quite different trade patterns. Source of imports:

A. Multilateral level
The Doha Develop. Round – recent developments 

• Launched in 2001 

• Modest progress till Ninth Ministerial WTO 
Conference in Bali, 3-7- December 2013: 

“Bali Package” 
• trade facilitation: cutting red tape and speeding up 

port clearances;

• development issues, incl. food security in 

developing countries and cotton;

• a number of other provisions for least developed 

countries;

• a political commitment to reduce export subsidies in 

agriculture, and to reduce obstacles to trade when 

agricultural products are imported through quotas.

http://wto.org/english/thewto_e/mi
nist_e/mc9_e/tempdocs_e.htm

B. Bilateral/regional/cross-regional level
What is the legal attitude of WTO towards RTAs?

RTAs are permitted albeit conditional major exception to 
the MFN principle (Article 1)

• Goods: GATT Article XXIV or Enabling Clause

• Services: GATS Article V

Source: Roberto Fiorentino, WTO
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Trade structure and economic growth

Does the EU export the right goods to the 
right markets?

• Arora and Vamvakidis (2005): positive effects of 
cooperation with fast-growing markets on 
domestic growth

• strengthening the ties with these markets 
may also be regarded as one of the potential 
remedies to the negative effects of the 
economic crisis.

Lets see if EU‘s RTA network supports this strategy!

Complex net of free trade agreements
Source for this section: Baldwin and Wyplosz (2012), 
http://ec.europa.eu/trade/policy/countries-and-regions/

The EU’s external trade policy is extremely complex; in the European 
Mediterranean area: 

European-Mediterranean area (1)

EFTA (without Switzerland)  + EU (= European 

Economic Area - EEA) + Swiss bilateral agreements

• Allowing EFTA to participate in the EU's single market; 

certain exceptions.

Euro-Med Partnership: Morocco, Algeria, Tunisia, Egypt, 

Israel, the Palestinian Authority, Lebanon, Jordon, Syria and Turkey.

• Euro-Mediterranean Association Agreements in force with 

most of the partners (exceptions Syria and Libya). 
• Asymmetric (EU cuts its tariffs faster) free trade in 

manufactures.

• Turkey unilaterally in Customs Union in manufactures.

• Asymmetric dependence (e.g. 70% of Morocco’s exports to 

EU, but <1% of EU to Morocco)

• EFTA’s “FTA union” with EU; EFTAns mimic EU to avoid 

discrimination against EFTA-based exporters. 

European-Mediterranean area (2)

Source: http://ec.europa.eu/trade/policy/countries-and-regions/agreements/index_en.htm#_mediterranean

A way to go: Deep and Comprehensive Free Trade 
Agreement (DCFTA) 

• Morocco started negotiating DCFTA with the EU in 2013. 
• The Commission has also a mandate to start a similar process 

with Tunisia, Egypt and Jordan. 

Western Balkans

• Stabilisation and Association Agreements 
(SAAs).
• Former Yugoslavian states + Albania. 

• SAS with Macedonia, Albania  and Montenegro 
already in force

• B&H: SAS signed in June 2008, Interim in force 
from July 2008

• Serbia: SAS signed in April 2008, Interim in 
force from February 2010

• Candidate country status: Serbia, Macedonia, 
Montenegro and Albania.

• Potential candidate country status: other WB 
countries.

• Regional integration: CEFTA II

Former Soviet republics

Partnership and Cooperation Agreements (PCAs)
These are GSP+ (GSP=Generalised System of Preference).

Russia, Ukraine, Georgia, Belarus, Armenia, Azerbaijan, Kazakhstan, 
Kyrgyzstan, Moldova and Uzbekistan.

Association Agreements
EU has recently concluded negotiations for a Deep and 

Comprehensive Free Trade Area (DCFTA) with Moldova, 
Armenia, Georgia and Ukraine as a part of the Association 
Agreements.

• The official initialling of the Association Agreements with 
Moldova and Georgia took place on 29 November 2013 in 
Vilnius.

• Armenia decided to join the customs union of Russia, 
Belarus and Kazakhstan, hence the steps required for the 
agreement to become effective are not pursued at this 
moment.

• Ukraine:  DCFTA signed on 27 June 2014. The provisional 
application of the DCFTA is delayed until January 2016, while 
continuing autonomous trade measures of the EU to the benefit of 
Ukraine during this period.
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Preferential arrangements with former 
colonies 

• To avoid imposing the CET on imports from former colonies, EEC6 
signed agreements with many of them: asymmetric deals where EU 
tariffs were set to zero but the poor nations did not remove theirs.

• When UK joined 1974 extended to many Commonwealth 
nations.

• “ACP nations” (Africa, Caribbean & Pacific); the new 
agreement = Lomé Convention. 

• Duty-free but subject to quota for sensitive items (sugar, 
banana, etc.).

• These didn’t help the ACP nations (c.f. Asian success w/o 
preferences).

• When Lomé Convention renewed in 2000, the EU and the ACP
nations agreed to modernise the deal. 

• Cotonou Agreement → eventually reciprocal free trade. 

• ACP nations are committed to negotiate bilateral Economic 
Partnership Agreements (EPAs). The majority of ACP countries 
are either implementing an EPA or have concluded EPA negotiations 
with the EU

Non-regional FTAs

• Mexico, Chile, South Africa
• Trade Agreement with Colombia and Peru done.

Negotiations for accession of Ecuador were concluded in  
2014.

• Most recent (2013): Central America (Costa Rica, El 
Salvador, Guatemala, Honduras, Nicaragua and Panama)

• Mercosur: 
• negotiations were launched in 1999 but were, however, 

suspended in October 2004.
• Negotiations with Mercosur were officially relaunched in 

2010.

• the Gulf Cooperation Council (Bahrain, Kuwait, Oman, 
Qatar, Saudi Arabia and United Arab Emirates): 
• Negotiations were suspended by the Gulf Cooperation 

Council in 2008.  

EU trade not focused enough on rapidly 
growing markets

% of total exports to 
more/less rapidly 
growing markets

Contribution 
to growth in 

world imports

1995-2002US Japan EU25

10 most rapidly 
growing markets

79% 76% 48% 93%

20 least rapidly 
growing markets

8% 12% 13% -5%

Source: Cepii

Response: 
The new generation of RTAs

A 2006 landmark communication from the Commission 
known as Global Europe: it identified 

• ASEAN, Korea, India and Mercosur as priority 
partners for new FTAs. 

• 2013: US, China, Russia, Japan, India and Brazil

• New type of agreements that cover issues such as 
investment, public procurement, competition, IPR
enforcement and regulatory convergence issues 
beyond the WTO agenda.

New regional 
priorities

Deeper 
agreements 

A new generation of RTAs

 Korea: launched in May 2007, signed in 2010, 
enforced in 2011.

 India: launched in the end of June 2007; slow 
progress, some open issues still. 

 ASEAN: launched in May 2007; 
 EU MS in December 2009 gave the green light for FTA

negotiations with individual ASEAN countries:

 Negotiations with Singapore concluded successfully 
in December 2012, with Vietnam in December 2015.

 Negotiations with Malaysia were launched in 2010, 
with Thailand in March 2013.

 Additionally, on-going talks on investment 
protection.

On-going negotiations with major trade 
powers (1)

USA: Transatlantic Trade and Investment 
Partnership (TTIP)

• Talks on a TTIP started in July 2013
• potentially the largest FTA in history, covering 46% of 

world GDP and large shares of world trade and FDI.
• Many open questions and scruples trigger revision of 

EU‘s trade and investment strategy 
• Commission's proposal: „Trade for All - towards a more 

responsible trade and investment policy“

China: EU-China Investment Agreement
• Just 2.1% of overall EU FDI is in China. 
• November 2013: the launch of negotiations.
• Aim: progressive liberalisation of investment, the 

elimination of restrictions for investors and stronger 
protection to investors.
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On-going negotiations with major trade 
powers (2)

Canada: Comprehensive Economic and 
Trade Agreement (CETA)

• September 2014 in Ottawa conclusion of the 
negotiations of CETA.

• the first FTA between the EU and a G8 country. 

• It will remove over 99% of tariffs .

• New market access opportunities in services and 
investment 

Japan: Free trade agreement  
• Japan is the EU’s second biggest trading partner in 

Asia, after China.

• negotiations launched in April 2013.

• EU‘s major concern: non-tariff barriers in Japan.

Overview of EU preferential agreements

http://trade.ec.europa.eu/doclib/docs/2006/december/tradoc_118238.pdf

European FTA partners and trade in goods (in 
grey – concluded or under negotiation, white - no PTA)

Does RTA matter? 
Experiences from 2 years of EU-Korea FTA

• Strong rise in EU exports to Korea by 16.2%, from €32.5 
billion in 2011 to €37.8 billion in 2012.

• the biggest boost in EU exports of North Sea oil, 
machinery and motor vehicles and parts. 

• EU car exports to Korea are up from €2 billion in 2011 to 
€2.5 billion in 2012 (27.7%). This corresponds to an 
increase from 75 000 to 95 000 cars;

• in April 2012, the French automaker Citroen resumed 
sales on the Korean market after a decade-long hiatus;

• recently, Italy's Fiat also returned to Korea for the first 
time since 1997.

• In the first quarter of 2013 EU had a trade surplus with 
Korea for the first time in 15 years. 

• Korea’s FDI in Europe was at an all-time high in year 
2012.

Source: http://europa.eu/rapid/press-release_IP-13-626_en.htm

Korea versus India in EU‘s service trade

India

Korea

Does FTA matter? 

Estimating TC and TD: the gravity model
• Effects of RTAs on trade flows are finally an empirical question.

• Most studies use gravity model approach motivated by 
Newton's law of universal gravitation

 ;  = 1,  = 1 in  = 2.

Gravity model of bilateral trade flows (Magee, JIE, 2008)
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Impact of a RTA on trade flows 

Magee, JIE, 2008.

Dynamic time paths of the intra-bloc 
trade effects  for CUs, FTAs and PTAs

Magee, JIE, 2008.

Empirical studies‘ overview:  TC and TD
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(JAE, 2012)

Implications of FTAs for business
FTAs are not just about eliminating customs duties

• Making imports cheaper 

• by eliminating of substantially all customs duties 

• Enabling preferential access to new markets 

• by reducing the landed costs to their customers

• but up to 80% of companies in the  EU are not aware of the 
potential benefits. 

• Increasing investment opportunities 

• the right to establish operations 

• ease of access to the market

• Making trade faster

• by facilitating goods' transit through customs, setting 
common rules on technical and sanitary standards 

• Making the policy environment more predictable 

• by taking joint commitments on areas that affect trade 
such as IPR, competition rules and the framework for 
public purchasing decisions.

Enabling preferential access to new 
markets (1)

• Drop in prices of inputs originating from partner 
countries → reconsider the choice of suppliers!

• Opportunity for preferential access to partner‘s 
market (with full or partial customs exemption in 
partner‘s market) → consider entering new 
partner market or incresing sales in partner 
market!

FTAs require adjustment of firm‘s
internationalisation strategy and adaptation 
of relations along the supply chain!
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Enabling preferential access to 
new markets (2)

• But, preferential access conditioned on preferential 
origin of a good → reconsider relations along the 
supply chain in light of meeting the originating 
requirements of the agreement:

• weighing up the costs of compliance for 
preferential access and the benefits from 
preferential access to the partner markets.

• Exporters need to make sure that:
• the origin calculations are made correctly
• they present the correct documentation at the 

request of customs authorities.

The role of Rules of origin

Rules of origin –RofO determine the country of origin 
of a product

Preferential Rules of Origin define which products 
shall benefit from the preferences under FTA:

• Wholly obtained products

• Sufficiently worked and processed products
• change of tariff heading (CTH) or subheading (CTSH)

• manufacturing/processing operations (process rules)

• “ad valorem” percentage rules (value limit)

Cumulation is an instrument allowing producers to use 
imported inputs from countries in the system without 
undermining the origin of the final product.

RTAs and cumulation of rules of origin

Full

Diagonal

Bilateral

FIBRE

YARN FABRIC

GARMENT

Spinning

Weaving

Sewing

Source: Iris Gorjanc-Dolničar, 2014

TEXTILES

Case of rules of 
origin for textiles

Full cumulation case 

India

MOROCCO

EU

ALGERIA

Moroccan
garments

Indian cotton yarn

Non-originating
fabricSource: Iris Gorjanc-Dolničar, 2014

C. Unilateral level:
Generalised Scheme of Preferences (GSP) 

• 1971 GATT provision.

• New GSP scheme: applied from 1 January 
2014 (No. 978/2012)

• 90 eligible countries:
• 49 least developed countries under EBA
• 41 Low income' and 'lower middle income' countries 

under standard GSP and/or GSP+ 

• Partners which are no longer eligible: 
• 33 Overseas countries and territories (already have 

access—do not need GSP)
• 34 Partners which have been granted preferences 

through other tracks (e.g. bilateral agreements, 
autonomous arrangements). 

• 20 'High income' or 'upper middle income' partners
• Saudi Arabia, Kuwait, Bahrain, Qatar, United Arab Emirates, 

Oman, Brunei Darussalam, Macao, 
• Argentina, Brazil, Cuba, Uruguay, Venezuela; Belarus, 

Russia, Kazakhstan; Gabon, Libya, Malaysia, Palau
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General scheme: approximately 2/3 of tariff lines covered
• provides tariff reductions without quantitative limitations according 

to the sensitivity of products:
• non-sensitive products enter the EU market duty free 
• the rate for sensitive products is mainly reduced by a flat rate of 3.5 % points 

or by 30% for specific tariffs.

• some categories of products have been excluded from GSP for China, 
India, Indonesia, Thailand, Ukraine and Nigeria.

Special scheme for Least Developed Countries: 
“Everything But Arms” initiative (EBA):

• Grants duty-free access to imports of all products from LDCs without 
any quantitative restrictions (except to arms and munitions). 

New special GSP+ for vulnerable countries = mostly duty 
free on 2/3 of tariff lines if the country meets criteria:

• Ratification and implementation of 27 key international conventions
• A poorly diversified economy.

Armenia, Bolivia, Cape Verde, Costa Rica, Ecuador, Georgia, Mongolia, Paraguay, Pakistan and 
Peru


