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The European Union 
and world trade 
According to a song, money makes the world go round. 

So it does. But even more so in this era of the borderless 

economy are global wealth and democratic security increasingly 

dependent on international commerce and investment. 


Trade policy might appear a complex, technical area fit only 

for experts, but in reality it is a branch of economic policy, 

which itself is ultimately about growth, prosperity and jobs. 

And it is that prosperity which enables governments to meet 

the legitimate concerns of their electorates for better education, 

health and other demands on limited public resources. 


It is for that reason that the European Union, already the most 

open trading bloc in the world, has taken the lead in abolishing 

its own internal frontiers and in encouraging interdependence 

among its members. It attaches similar importance to 

the removal of barriers to the free movement of goods, services 

and capital with the rest of the world. This global challenge 

leads the EU to play its prominent role as a key participant 

in the World Trade Organisation (WTO) which works to 

consolidate the progress achieved in previous international trade 

negotiations as well to prepare for the next set of agreements. 


1



Th e tUnHJe an Un on and >:.'o r((..1 CI,lld~ 

Trade: a boost for the economy 


To maximise their influence on the 
international scene, the 15 EU mem­
bers, who represent Just 6% of world 
population but one fifth of global 
trade, negotiate as one with their 
commercial partners. For many years 
now, that role has been ca rried out by 
the European Commission on the 
basis of specific mandates agreed by 
Union governments. By speaking 
with one vo ice, the Union ca n also 
provide the rest of the world with the 
assurance that the rules of the game 
"viii be respected on our side. 

Trade and foreign direct investment 
are essential ingredients in the eco­
nomic health of a country, whatever 
its stage of development The vo lume 
of world trade today, thanks to the 
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continuous remova l of import and 
export barriers, is now considerably 
greater than it was almost 50 years 
ago. Between 1985 and 1996, the 
ratio of trade to world gross domestic 
product rose three times faster than 
in the preceding decade and nearly 
twice as fast as in the 1960s. 

In addition, the sheer volume of for­
eign direct investment has mush ­
roomed in the pa st 25 years from 
23 billion euros annually to 275 bil­
lion and almost 60 % of the sums 
involved are today directed towards 
service activities. 
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Within the European Union, trade is 
the equivalent of 18 % of the 15 
Member States GOP And while it is 
difficult to establish a direct correla ­
tion between trade and Jobs, there is 
evidence to su ggest that when the 
EU's sha re of world trade grows, unem­
ployment in the Union tends to fall. 

I n addition, while more open markets 
may not create more jobs, evidence 
shows that trade does sustain better, 
more productive and higher-paying 
ones. It is true that industrialised coun­
tries are now importing more textiles, 
wood products, plastics and light con­
sumer produ cts such as toys from 
emerging economies. But at the sa me 
time their exports of high va lue-added 
and high-skill manufactures such as 
chemicals, aircraft, cars and machinery, 
as well as major services, to these very 
same countries are growing even faster 
than those imports. The EU is taking 
these changes into account in its key 
employment and social policies to help 
smooth a ny transition d ifficu Ities. 
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The World Trade Organisation 


Although the WTO came into exis­
tence only in the mid-1990s, the mul­
tilateral trading system on which it is 
based is considerably older, and eight 
separate rounds of international 
negotiations under the General Agree­
ment on Tariffs and Trade (GAD) 
have progressively abolished tariffs 
and other trade barriers over the past 
50 years. 

The European Union played a major 
role during the eight years of negoti­
ations, which eventually led to the 
establishment on 1 January 1995 of 
the World Trade Organisation (WTO). 
The new body closely reflects the 
Union's own vie"v that multilateral 
rules, agreed by consensus, which 
encourage and guarantee the liberal­
isation of international trade are one 
of the best ways of promoting indi­
vidual countries' economic develop­
ment and prosperity. 



With most cou ntries of the world as 
members, the WTO is the only inter­
national body policing the trade in 
goods, services and intellectual prop­
erty rights between countries. While 
these are negotiated by governments, 
their aim is to ensure an understand­
able and reliable framework so that 
importers and exporters worldwide 
and companies providing goods and 
services, can operate in the certainty 
that there will be no sudden and 
unpredictable changes in policy. 

For the WTO's international rules to 
be really effective and to prevent 
them being undermined, they need to 
apply to as many participants as pos­
sible. As a result the Union is keen to 
encourage countries to join-and is 
actively helping major international 
players such as China and Russia to 
prepare for WTO entry-provided they 
meet the basic membership require­
ments. These include the existence of 
a liberal trade and investment regime 
with market access commitments, lib­
eralisation of the services sector, pro­
tection of intellectual property rights, 
harmonisation of standards and certi­
fication systems, and efficient cus­
toms procedures at national borders. 

• 
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Settlement of trade disputes 

There is little point in having interna­
tional rules if there is no procedure 
for settling disputes which might 
arise. One of the key features of the 
WTO is that it operates a n effective 
dispute settlement system. This can 
be triggered by any government 
which believes that the rules are 
being broken. 

The Union is a strong supporter of 
this multilateral mechanism to deal 
with perceived violations instead of 
allowing governments to resort to 
unilateral action. During negotia­
tions on the WTO, the European 
Union worked hard to ensure that the 
system would cover all disputes under 

any agreement in the WTO frame­
work, that its use would be compul­
sory and that no single country on its 
own could prevent an allegation 
being investigated. 

Where possible, disputes are settled 
'out of court'. About a quarter of all 
cases are successfully handled in this 
way, underlining the deterrent value 
of the new VI/TO mechanism. IF, how­
ever, this fails, a panel of experts is 
established to examine the facts of 
the case and a ruling may emerge 
within a year. 

n 



Since the WTO was created, the 
European Union has gradually tended 
to bring more cases than it is called 
on to defend. In 1995 it was a com­
plainant on three occasions and a 
defendant in 10. In 1997, it intro­
duced 21 cases and defended 13. 

Cases brought by the EU are often of 
major economic significance. It is 
esti mated that a settl ement reached 
with India over import restrictions 
could mean a potential increase in 

Union exports to the country of up to 
one billion euros annually. Similarly, 
th e EU has challeng ed the United 
States' tax treatment for foreign cor­
porations which it believes gives its 
American competitors an unfair an­
nual export subsidy of up to 2 billion 
euros. Equally, as the world's largest 
producer and exporter of spirits, the 
Union has used the VVTO disputes sys­
tem to challenge discriminatory taxes 
on alcoholic drinks introduced by 
Chile and Korea. 



Towards a new global round 
of trade negotiations 

While implementation of the Uruguay 
Round trade agreement is now a matter 
of course for WTO members, thoughts 
are already turning to the next round of 
liberalisation talks. Under the WTO's 
agreed work programme, negotiations 
on agriculture and services must begin 
by 1 January 2000. 

The European Commission, with the full 
support of EU governments, would like 
to go considerably further and see WTO 
members undertake a more ambitious 
set of negotiations. The Commission's 
Vice-President Sir Leon Brittan has 
already dubbed it the 'new millennium 
round '. 



The logic of examining a package of 
issues, rather than concentrating 
solely on one or two clearly defined 
subjects, is that a comprehensive 
approach can often open up different 
avenues towards an agreement when 
one route is blocked than more easily 
purely regional or sectoral negotia­
tions. There is also strong evidence 
that global negotiations can bring 
gains for all participants, giving the 
Iie to the suggestion that trade is a 
zero sum game in which there are 
only winners and losers. 

In addition, a number of new issues 
have now come onto the interna­
tional agenda and the Union believes 
these should be addressed by WTO 
members sooner rather than later. 

As a result, the EU is maintaining that 
the next round of negotiations should 
include, not just the built-in agenda of 
agriculture and services and tradi­
tional aspects of liberalisation such as 
industrial tariffs, but also public pro­
curement and investment and the 
complex relationships between trade, 
competition and the environment 

In an atmosphere in which the role of 
the WTO is increasingly under 
scrutiny, we must ensure that the 
interests of civil society are ade­
quately reflected In our present and 
future work. The EU believes that one 
of the strategic challenges is winning 
the support of ordinary citizens, in an 
increasingly democratic world, for the 
open trad ing system. 

It is clear that the successful launch 
and conduct of a future round will 
depend not simply on identifying the 
issues around which a consensus to 
negotiate can be built. It will also, in 
part, depend on how the WTO 
remains, and is seen to remain, rele­
vant to society at large, against a 
background of growing concerns 
about the effect of economic globali­
sation. These are not matters for 
negotiation but loom large in the 
background. Issues such as the EU's 
relations with non-governmental 
organisations; the question of coher­
ence in international economic policy 
making; the relationship between 
trade and sustainable development 
and the need continued cooperation 
between WTO and the International 
Labour Organisation on relevant 
trade and labou r issues 
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The importance of trade in services 


Traditionally, trade invo lved physically 
moving goods and raw materials from 
one part of the world to another. Many 
people still visualise international 
commerce in those term s. But the reality 
now is very different and change is 
taking place at a hectic pace. 

Ten yea rs ago, no European courier 
company existed. Now, Europe is one 
of the biggest operators in an expand­
ing wor ldwide sector. The services 
component in what people tradition­
ally consider to be manufactured 
goods has become considerable. In a 
stee l mill exported from Europe, for 
instance, this has risen from about a 
third to over 80 % during the past 20 
years. Instead of simply shipping out 
parts for the finished item, such man­

ufacturing contracts now inva riably 
include agreements to provide main­
tenance, training and software 

Trade in services is one of the main 
contributors to the European Union's 
success. The sector accou nts for two 
third s of the Union's economy and 
jobs, almost a quarter of the EU's 
total exports and half of all foreign 
investment flowing from the Union to 
other parts of the world . The sector is 
huge, and growing . By se rvices, we 
mean computer and information 
activities, trave l and tourism, hotels 
and restaurants, finance and insur­
ance, construction, roy a Ities and 
licence fees, transport, telecommuni­
cations, distribution, educational and 
environmental programmes, health­



related and social schemes, electronic 
information and even various govern­
ment activities. For everyone person 
in the Union working in manufactur­
ing, Just over two are employed in the 
service sector. The impact of the 
Internet is likely to accelerate this 
process even more. 

The EU is by far the world's largest 
exporter of commercial services. In 
1996, it was responsible for 26 % of 
total global services' transactions (a 
figure which rises to 43 % if trade 
between EU Member States is inclu­
ded), while the United States' share 
was 17 % and Japan's Just 5.2 %. 

Given this predominance, it is not sur­
prising that the Union has taken the 
lead in trying to remove barriers to a 
truly global market and has helped to 
establish the concepts and structure 
on which existing multilateral rules 
are based . 

A significant step was taken with the 
implementation three years ago of the 
General Agreement on Trade in Services 
(GATS), which is one of the pillars of the 
WTO system. It represented a first con­
certed effort to tackle the services sector 
which in many countries is represented 
either by public monopolies or is highly 
regulated. 

Despite Its undoubted contribution 
towards liberalising the services sector, 
the GATS agreement was incomplete. 
As a result, governments continued 
their negotiations after the Uruguay 
Round was formally brought to an 
end . They achieved a one trillion euro 
breakthrough in the related fields of 
basic telecommunications services 
and information technology goods in 
1997. The telecoms deal, which cov­
ers well over 90 % of global interna­
tional traffic and world telecom 
revenues, provides for the elimination 
of tariffs by 2000. 

Later that year, another landmark was 
reached with a multilateral agree­
ment to open up the financial services 
sector worth trillions of euros. In 
future, the WTO's rules will apply to 
over 95 % of global trade in banking, 
insurance, securities and financial 
information. 

Given the solid foundation of a domes­
tic services market which is one of the 
most integrated and lightly regulated 
In the world, the Union is well placed 
to argue the benefits of such policies 
on a global scale. But to marshall the 
strongest possible case, European 
Commission negotiators are also keen 
to increase the input from the business 
community so that they can work in 
partnership to respond to the sector's 
particular priorities. 

The Commission has established a 
business·driven European services 
network. For more information, 
please consult the EU website: 
http://gats-info.eu.intl 

http://gats-info.eu.intl


Investment: the need for clear 

multilateral rules 

For international companies. decid­
ing where to invest IS an integral part 
of their overall strategy. Just as trade 
is now global, so too is investment 
and there is a growing need to create 
a coherent set of international rules 
to deal with th is. At the moment, the 
treatment of foreign investment, 
whether it be the settlement of dis­
putes or a policy of limiting investment 
to certain sectors of the economy, is 
mainly regulated by an extensive net­
vvork of over 1 500 bilateral govern­
mental treaties. 

But increasingly, this situation is 
being seen as cumbersome and insuf­
ficient to provide the stab le, clear and 
transparent rules required by all 
investors in order to be able to plan 
ahead . At the same time, foreign 

direct investment is seen as an engine 
of economic growth and prosperity 
and has grown sevenfold from 1980 
to 1996. These financial flows com­
plement trade as the two main pillars 
of the international economy. 

Put another way, the cost of capital 
rises in those countries which deny 
market access and national treat­
ment to foreign firms. The funds 
arrive more slowly and the much 
needed investment takes longer to 
provide the desired benefits. On the 
other hand, more competition brings 
both cheaper finance and stimulates 
innovation. 

~---------------~ 
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The European Union is keen to 
encourage and protect these flows 
and to ensure their impact on home 
and host countries is carefully moni­
tored. For these reasons, the Union is 
in the vanguard of moves to ensure a 
level playing field by ensuring clear, 
international rules. The ideal forum for 
such a framework is the World Trade 
Organisation and a working group has 
been established to examine the rela­
tionship between trade and invest­
ment. The Union would like the next 
set of WTO negotiations to tackle the 
question of investment since it believes 
that this is a major gap in the current 
set of international rules. 

WTO rules must still allow countries 
to pu rsue thei r domestic pol icies in 
areas such as public health and the 
environment, and even to exclude 
certain sectors of their economy from 
an investment agreement if there are 
important policy reasons to do so . 
Safeguard clauses should also be 
introduced to allow countries to take 
measures they consider necessary to 
protect their national security, to 
ensure the integrity and stability of 
their financial system or to react to 
balance of payments crises. 
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The need to agree on an international 
framework of competition rules 

World trade rules, incorporated in the 
WTO , were substantially strengthened 
by the successful conclusion of the 
Uruguay Round in 1994. Governments 
have, through successive GAD negoti­
ating rounds, been mad e subject to 
increasing disc iplines guaranteeing 
transparency, non-d iscrimination and 
access to each other's national mar­
kets. This ha s lead to the explosive 
growth of trade and global welfare 
that the world has witnessed over the 
last 50 yea rs . 

All the sa me the WTO still has a 'miss­
ing pillar' : there are no international 
disciplin es on the conduct of com­
mercial enterprises. Yet th e number 
and size of transnational firms has 
been steadily increasin g, and busi­
ness activities an d production meth­
ods have become truly international. 
It is important to ensure that th e 
advantag es of trade liberalisati on are 
not nullified by anti-competitive pri­
va te practices that have a similar 
effect dividi ng marke ts, engaging in 
illegal cartels, abusing monopoly 
positions, etc. 

Competition law is a basic feature of 
our market economies and legal sys­
tems. When applied effectively, it sup­
ports the com petitiveness of ou r 
industries, protects the individual 
right to compete in a sound and fair 
manner, and maximises consumer 
welfare. It also keeps economiesopen. 

The competition policies of countries 
have had, up until recently, aclear domes­
tic focus Today they must keep pace with 
the further openness of economies and 
internationalisation of business behav­
iour. This means that competition author­
ities must be equip ped with the 
instruments necessary to enable them to 
assess, and if necessary add ress, anti­
competitive practices with an interna­
tional dimension. 

It is for the above reasons that the 
European Union is in favour of 
launching negotiations in the WTO, 
from 2000 onwards, to establi sh an 
intern ationa l framework of competi­
tion rul es. The basic objective of such 
negotiations would be to ensure that 
all WTO membe rs adopt domestic 
competition legis lation and enforce­
ment structures, and that these would 
in principle apply to al l sectors of th eir 
economy. Provisions cou ld also be 
elaborated to fa cilitate coope ration 
between competition agencies regard ­
ing cases with an interna tional dimen­
sion. Furthermore, basic WTO principl es, 
such as relating to transparency and 
non-d iscri minatlon, cou Id be made 
applica ble to international compe ti­
tion policy cases. In keeping with WTO 
trad Ition ani nternationa I fra mework 
of competition rul es would be inter­
govern mental in nature. 



In the view of the EU, bringing 
co mpetition policy into the VVTO, 
which would be a gradual, step by 
step process, would reduce costs both 
for business and governments, 
increase coherence and predictability, 
and reduce trade friction. Furthermore 
all nations of the world would benefit 
from the reduction of international 

anti -competitive practices. After all, in 
a balanced and sustainable open 
trading system all VVTO members 
have a stake in the vigorou s and neu­
tral application of competition law by 
their trading partners. 
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Clamping down on fakes and pirate goods 


Trade is not Just about goods and ser­
vices, it is also increasingly about 
ideas, inventions, knowledge and 
research which lie behind the finished 
product. To try and prevent their work 
being illegally copied and passed off, 
often at a considerably lower price, as 
the proper article, creators and inven­
tors enJoy intellectual property rights. 
Thus, films and books are covered by 
copyright, brandnames can be regis­
tered as trademarks and inventions 
can be patented. 

Despite these protective measures 
counterfeit and pirated goods still 
abound and are estimated to make 
up 3-6 % of total world trade. With 
technological advances, pirating and 
transmission of pre-recorded music 
has become even easier and is now 
thought to be worth at least 4 billion 
euros worldwide. 

Given that the turnover of copyright 
and related rights account for between 
3-5 % of the Union's GOP, the protec­
tion of the work of authors, performers, 
actors, musicians and broadcasters has 
assumed greater importance in recent 
years. 

Tackling the problem has not been 
made any easier in the past by the fact 
that different countries approached 
the issue in different ways. The 
Uruguay Round was the first serious 
attempt through its agreement on 
trade-related aspects of intellectual 
property (TRIPS) to get to the root of 
the problem. 

Drawing on existing international 
conventions, it ensures a worldwide 
recognition of minimum standards of 
protection of intellectual property 
rights . Developed countries have 
implemented the agreement since 
January 1996 and developing coun­
tries will do so from 2000. As a result, 
the works of many artists will be pro­
tected for the first time. 



Technical conditions for products 


Sta nd ards, reg u lations and certifica­
tion procedures are guarantees for the 
protection of the health and safety of 
the consumer, the environment and 
prod uct qua lity. For this reason they are 
the essential lubricants of an efficient 
and transparent market economy. If 
the same norms apply in different 
countries, exporters can save valuable 
time by avoiding going through addi­
tional testing procedures and can cut 
costs by not having to adapt their prod­
ucts to separate markets. 

But the converse is equally true and a 
country's failure, or refusal, to accept 
internationally agreed standards can 
result in unfair barriers to trade. Hence 
the importance the European Union 
attaches to international harmonisa­
tion of standards, basing domestic 
standards on international ones, all to 
ensure their mutual recognition, wher­
ever possible. 
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Legitimate demands for more strin­
gent standards and regulations to 
protect the health a nd safety of con­
sumers or the environment or ensure 
quality controls appear to be on the 
increase in countries around the 
world. The danger, however, is that 
these demands may give rise to 
heavy handed legislation or regula­
tions which may be out of proportion 
to the guarantees sought or even dis­
criminate against imports. 

In addition, in many countries the 
administrative systems which apply 
these regulations are unable to do so 
without hampering trade and invest­
ment flows. By contrast, there is a 
trend in many developed countries 
now to combine a high degree of pro­
tection of essential public interests 
with as light a regulatory environ­
ment as possible. 

The Union works hard to ensure that 
national standards are not used as a 
disgu ised form of protectionism The 
agreement on technical barriers to 
trade (TBT) being implemented in the 
WlO is designed to ensure that test­
ing and certification procedures do 
not create unnecessary obstacles It 
allows countries to adopt the stan­
dards they consider most appropriate, 
but encourages them where possible 
to follow international norms 

The WTO TBT Agreement has been 
functioning in a fairly satisfactory man­
ner, even though a growing current of 
opinion considers that its rules should 
be strengthened further. For its part the 
Union has negotiated-and continues 
to do so-a network of mutual recogni­
tion agreements, whereby the testing 
of mandatory requirements applicable 
in the importing country can be done 
in the exporting country. This helps 
eliminate unnecessarily costly and 
time-consuming duplication of tests for 
imports It also offers technical assis­
tance to cou ntries to hel p them apply 
the relevant regulations without these 
becoming an obstacle to trade. 



Trade and the environment 


The relationship between trade and the 
environment is increasingly important 
It is evo lving in response to growing 
environmental awareness in both devel­
oped and developing countries and the 
realisation that trade, environment and 
sustainable development are inextrica­
bly linked. The interface betvveen trade 
and environment policies covers many 
areas which affect our everyday lives, 
including climate change, the ozone 
layer, biotechnology, dangerous chem ­
icals and toxic wastes, trade in 
endangered species and methods of 
agriculture and fishing . 

There are three aspects to the rela­
tionship the environmental impact of 
trade policies, the potential effects of 
environmental measures on trade, 
and the use of trade measures to 
achieve environmental policy aims. 

Trade and environment policies can 
be mutually supportive of sustainable 
development Removing trade obsta­
cles and distortions increases the 
overall efficiency of the world's eco­
nomic system by allowing countries to 
specialise in sectors in which they 
enJoy competitive adva ntage, includ ing 
advantages based on their particular 
environmental conditions. Further­
more, trade liberalisation can facili­
tate the spread of environmentally 
sound technologies, goods and ser­
vices, as well as potentially making 
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available through increased income 
and wealth more resources for envi· 
ronmental protection . And improved 
living standards and rising income 
levels resulting from trade can and fre· 
quently do foster awareness and 
appreciation of environmental values. 

WTO rules allow its members to take 
trade measu res to protect the envi ron­
ment within their own territory pro· 
vided they are not discriminatory 
vis-a-vis imported products. These mea­
sures can be to protect human, animal 
or plant life or health, or to conserve 
exhaustible natural resources. Where 
WTO members disagree on the use of 
such measures, they turn to the WTO's 
dispute settlement mechanism to 
assess their conformity with the rules of 
the multilateral system. 

Although trade measures should only 
be taken as a last resort and be as 
least trade restrictive as possible, they 
are sometimes essential to protect 
the environment. The EU is therefore 
pushing for a progressive, envi ron­
mentally friendly evolution of WTO 
rules that takes full account of the 
growing understanding of our fragile 
environment and our dependence 
upon it. 

The EU is also in the forefront in the 
drive to ensure that the multilateral 
trading system adapts where neces­
sary to the rapidly changing needs 
and perspectives of today's world and 
does not hinder the development of 
environmental policy at national and 
international level. 

The EU takes a leading role in inter­
national forums where trade and envi­
ronment are discussed, in particular in 
the WTO's Committee on Trade and 
Environment The EU believes the 
most effective way of addressing 
international problems is through a 
multilateral approach, in particular by 
multilateral environment agreements. 
such as the Montreal Protocol on su b­
stances that destroy the ozone layer, 
not by unilateral trade action. 
Unilateral trade bans would under­
mine the open trading system whilst 
doing little to tackle environmental 
problems, most of which cannot be 
solved by one country or group of 
countries alone. 



Conclusion 


The European Union's commitment 
to removing obstacles to trade and 
investment is clear and will become 
even more evident with the recent 
arrival of the single currency and its 
eastward enlargement 

There is no doubt that market liberali­
sation provides major gains overall. 
With technological advance and 
stronger economic links between coun­
tries, the benefits of trade and invest­
ment liberalisation are reaching an 
increasing number of people in indus­
trialised and emerging economies 
around the world. More employees in 
more firms in more countries now 
depend for their livelihood on cross­
border trade and investment than ever 
before. 

As the next century approaches, the 
Union will continue campaigning to 
ensure that the multilateral trading 
system faces up to its new challenges 
by further liberalising and establish­
ing ru les in the fields of seNices, com­
petition and investment This will be 
accompanied by a clear message: 
that this inevitable change can be 
best ma naged th rough th is multi lat­
eral system, and not outside it 
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