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ABSTRACT/RESUME

This paper retraces the Communities external liberalisation efforts, and discusses, where relevant, the
repercussions of internal liberalisation on foreign competitors. The aim of the paper is to clarify, and
when feasible, to quantify the economic effects of the EU’s trade policies. To this end, it provides an
overview of past liberalisation efforts, reviews trade indicators in international comparison and lays out
the future trade agenda of the Community. The empirical evidence provided in the paper points to little
evidence for trade diversion due to integration in Europe, while trade is likely to have boosted area-wide

income significantly. It is openness in general, rather than regional integration, that has favoured growth
in Europe.

*kkkk

Cet article retrace les efforts de libéralisation extérieure de la Communauté et discute des effets du marché
unique sur les compétiteurs étrangers. L'objectif de cet article est de clarifier et, si possible, de quantifier
les effets économiques de la politique commerciale commune de 'UE. A cette fin, ce document présente
un survol des efforts de libéralisation passés. Il procéde ensuite a une comparaison internationale des
indicateurs de commerce et décrit le futur agenda de la Communauté. Les résultats empiriques obtenus
dans cet article indiquent que I'intégration européenne n'aurait entrainé que peu d’effet de diversion des
échanges tandis que I'ouverture commerciale semble avoir relevé de fagon importante le niveau du revenu
de la région dans son ensemble. C'est l'ouverture extérieure plus généralement davantage que
I'intégration régionale qui a favorisé la croissance en Europe.

Copyright © OECD. All rights reserved

Applications for permission to reproduce or translate all, or part of, this material should be made
to: Head of Publications Service, OECD, 2 rue André Pascal, 75775 Paris Cedex 16, France.
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THE EU’'S TRADE POLICIES AND THEIR ECONOMIC EFFECTS

Peter Hoeller, Nathalie Girouard and Alessandra Colecchia

INTRODUCTION

1 Over its four decades of existence, the European Union (EU) has gradually become a global
economic heavyweight and economic policies, whether internal or external, have become of great
importance to the Union’s trading partners. This paper reviews the EU’s trade policies and analyses their
economic effects.

2. The Treaty of Rome foresaw a common commercial policy as a complement to the goal of
realising the internal market. Centralisation of this policy function is necessary to ensure a level internal
playing field, but the Treaty also enshrined multilateral trade liberalisation as a goal in itself to be pursued
by the Community. Four decades ago, external protection was high in most European countries. Since
the Treaty of Rome, internal liberalisation has made much progress which also improved market access by
third countries across a wide range of sectors and products. At the same time the Community actively
participated in multilateral liberalisation efforts and barriers to trade have come down considerably. The
Union’s experience is not only unique in its aim at deep integration in the Community, but also in its
long-standing pursuit of regionalism. Chapter | provides a short overview of the evolution of the EU’s
trade regime and draws on the empirical literature to highlight the economic effects.

3. The EU’s barriers to trade have come down considerably for most industrial goods, protection
has remained high in the agricultural sector and multilateral liberalisation of services is still in its infancy.
While these features are easy to track, it is difficult to compare trade regimes across countries as no
comprehensive trade policy indicators exist. Chapter Il takes the modest route of comparing the available
trade policy indicators, which, nevertheless, provide plenty of insights. The focus here is on trade in
goods, as service liberalisation as well as many other trade-related issues have only recently been taken up

1 The authors would like to thank Stephen Potter, Val Koromzay, Jorgen Elmeskov, Anthony Kleitz, Ginter Keil,
Barbara Fliess, Steve Thomsen, Marie-France Houde, Pierre Poret and Eirikur Einarsson for many helpful comments
and suggestions. We would also like to thank our colleagues at the European Commission, especially Hervé Jouenjean
and lan Fletcher, for their cooperation. We are grateful for the contribution of George Soumelis and Emma Chas in the
early stage of this project. Finally, we are indebted to Desney Erb for statistical assistance and to Celia Rutkoski and
Hervé Bource for secretarial skills. The views expressed in this paper are those of the authors and do not necessarily
reflect those of the OECD or the European Commission.
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at the multilateral level. Foreign direct investment is only covered to the extent that it touches on trade
issues.

4, Chapter 111 reviews the economic effects of trade liberalisation, largely from a macroeconomic
perspective. Growth and labour market effects of trade liberalisation are important in the current policy
debate. While the many links between trade and welfare are well understood, the empirical literature still
has not come to strong conclusions, whether the effects of trade on growth are sizeable or rather small.
Concerning labour market effects, a fast growing body of research has focused on the wage and
employment effects of trade integration, especialy increased competition from low wage countries.
Given the diversity of labour market institutions within Europe, this issue is even more difficult to tackle
empirically. Finaly, for countries which are not party to a regional agreement with the EU, trade
diversion due to regiona integration is of maor concern. This paper reviews the empirical literature on
these topics and uses a wide range of trade indicators and regression analysis to shed light on these
guestions.

5. In the future, the EU intends to go ahead with deepening economic integration with the eastern
European and Mediterranean countries and several countries are currently gearing up to join the Union.

The Union is also pursuing bilateral agreements on trade-related issues, such as competition policy and

the elimination of technical barriers to trade. Finaly, the EU intends to actively pursue multilateral
liberalisation. The EU'’s future trade agenda is reviewed in Chapter IV. A summary pulls together the
major insights.
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PROGRESS TOWARDSFREER TRADE: AN OVERVIEW

6. Since its creation the EU has pursued trade liberalisation, by reducing trade barriers internally,
by widening the Community, by striking regional trade agreements, and by participating actively in
multilateral trade liberalisation efforts.

Internal integration improves access of third countries

7. The single market, largely accomplished in 1993, stands out as the deepest regional integration
scheme world-wide. A first major step towards liberalisation was achieved with the Customs Union
formed in 1968. However, non-tariff trade barriers remained and the impetus towards effective
implementation of the four freedoms (free movement of goods, services, capital and people) lost
momentum. With growth slowing in the mid-1970s, recourse to non-tariff trade barriers and subsidies to
protect non-viable industries multiplied. Restrictions concerning services, which should have been
progressively abolished, were either only partialy eliminated or completely excluded from the
liberalisation process.

8. During the early 1980s, the case for the growth-enhancing effects of liberalisation became
widely accepted and the Single Act, containing some 300 proposals for implementing the internal market
was ratified in January 1987 The single market goes considerably beyond a customs union as it provides
for the abolition of non-tariff barriers and for free factor movement. It is also more ambitious than free
trade agreements such as the North American Free Trade Agreement (NAFTA), which abolishes tariffs
and quotas among member countries, allowing each country to protect itself against non-Member
countries on an individual basis. Another distinguishing feature of the EU scheme is that it provides for
EU-wide legidation across a specific range of competencies. Legisation is interpreted and applied by a
Court of Justice. Finally, better EU-wide co-ordination of policies was achieved by the signing of the
Maastricht Treaty in 1992 and the Amsterdam Treaty in 1997, the former aiming largely at establishing an
Economic and Monetary Union (EMU) and the latter at achieving stronger political integration in a
number of areas. Table 1 highlights the major differences between the NAFTA and the EU.

9. At the same time the Union has widened beyond the six founding members, with the accessions

of the United Kingdom, Denmark and Ireland in 1973, Greece in 1981, Portugal and Spain in 1986 and of

Audtria, Finland and Sweden in 1995. The Treaty of Rome allows other European nations to join if the

existing members unanimously agree and the new members undertake the full duties of membership,

which implies enacting the “acquis communautaire”. Today, the European Union is the largest integrated
economic area in terms of population in the OECD. GDP is close to that of the United States, and nearly

2. The single market programme was flanked by a strengthening in EU-wide competition policies, by a stepping up of
inter-regional transfers and by providing for afew EU-wide competenciesin the social area.
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Table 2. Economicindicators. an international comparison

North

America Japan EU12
Population
1996, thousands 205521 125 864 351 134
GDP
1996, hillion US$
1991 PPP rates 7327 2546 5990
Exchange rates 8238 4595 8 005
Rea GDP
Average growth 1991-96, per cent 24 15 2.3
Tradein total goods’
Per cent of GDP, average 1991-95
Trade share 6.6 7.5 9.2
Trade balance -2.3 2.6 -0.5
International direct investment flows’
Average 1991-94, billion US$
Inflows 32.6 3.9 24.5
Outflows 52.3 382 41.0

1. Canadaand the United States.
2. Excluding intra-zone trade.
Source: OECD Secretariat.

three times larger than that of Japan (Table 2) and its economic weight is likely to grow further with the

accession of several eastern European countries and Cyprus. In addition, the EU has become the world’s
largest trading area, even when excluding intra-EU trade; and foreign direct investment inflows and
outflows are only higher in North America.

10. The implementation of the internal market programme also changed the conditions under which

third countries gain access to the Union’s markets. Before its implementation, there existed a large
number of formal and informal national trade restrictions (Stevens and Young, 1996). Major impediments

to access included: national quantitative restrictidashnical barriers to trade, barriers to establishment

and the provision of services, restrictions due to company law, taxation and intellectual and industrial

property rights, barriers due to restrictive public procurement regimes, and access restrictions in heavily
regulated industries. While in some of these areas barriers have come down considerably or been
eliminated entirely, others continue to hamper trade internally and externally.

11. Table 3 provides a qualitative overview of the earlier restrictiesa-vis non-Member
countries and the direction of change in the implementation of such restrictions. The entries in the table
suggest that access has improved considerably. For instance, internal border controls have been
suppressed for EU as well as for non-EU firms and much fewer quantitative import restrictions exist now.
Other changes, such as the removal of barriers concerning services, were a mixture of harmonization and
liberalisation, from which non-EU suppliers have benefited to varying degrees.

3. These restrictions were based on Article 115 (providing a safety valve for national governments to protect industries
facing economic difficulties) and given practical effect through national control of internal frontiers.
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Table 3. The effect of internal market changes on third parties

Pre-IMP barrier

External effect

Nature of change

Potential external effect of
change

QRsin Member States

Discrimination between
internal and external

Discrimination among
third parties

Removal of QRs
Substitution of EC QRs

Removal of QRs

Substitution of EC QRs

Better access for externals
Complex change

Better access for some;
more competition for others

Complex change

Physical barriers between
Member States (e.g. controls
on borders)

No differential effectsvis-
a-visdomestic suppliers

Removal of barriers

Increased ease of supply

Technical barriers (e.g.
regulations and standards)

No differentia effects

Discrimination among
third parties (e.g.MRAYS)

Mutual recognition

Harmonisation

Mutual recognition

Harmonisation

Access to new markets,
more competition in old
markets

Complex change
Access to new markets,

more competition in old
markets

Complex change

Barriersto provision of
services, right of
establishment and free
movement of capital (e.g.
financial services, transport)

No differential effect

Primarily liberalisation

Greater ease of
establishment

Barriersin the business
environment (e.g.intellectua
and industrial property,
company law, taxation and
media)

No differential effect

Primarily approximation

Simpler operating conditions

Public procurement

No differential effect

Some liberalisation

Mix of opening plus
continued discrimination

Barriersin regulated
industries (e.g.energy and
telecommunications)

No differential effect

Primarily liberalisation

Improved access

Source Stevens and Y oung (1996).
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12. It is impossible to evaluate in full the scale, incidence and effects of previously existing
restrictions. However, data on guantitative restrictions, public procurement and changes in regulated
industries, such as energy and telecommunications contain useful information." While data on the actual
use of quantitative import restrictions and informal arrangements restricting imports are not complete, the
applications by Member States to implement national level import restrictions (under Article 115) provide
a helpful barometer of the changes in trade regimes at the national level. Restrictions rose sharply in the
early 1970s (about 50 applications per year) to a peak of more than 350 applications in the early 1980s
and subsided afterwards with a steep decline in the early 1990s. While applications in the early 1990s
were very few, in 1992 some 6 421 national quantitative restrictions existed concerning products imported
from non-state trading countries.” Countries concerned were mainly Asian and three-quarters of the
products belonged to the textile and clothing sectors. In addition, 4 800 quantitative restrictions covered
products from state trading countries, the principal target being China.’® Finally, bilateral industry-to-
industry and other import-limiting arrangements existed. While national quantitative restrictions under
Article 115 have been removed,” some have been replaced by Community-wide restrictions. The latter
mainly concern textile and clothing products and imports from China. In the case of replacement of
national by EU-wide quotas, third party effects depend on the extent to which countries were favoured or
hurt by the old regime. Beyond national Article 115 restrictions, a few bilateral export monitoring and
restraint arrangements have continued and such cases also exist at the EU-level, the most prominent being
the 1991 “consensus” on cars with Japan.

13. Another area where at least some quantification is possible is public procurement. Traditionally,
public procurement markets were among the most sheltered, and according to the Cecchini Report, they
were characterised in 1987 by nationalistic purchasing, lack of transparency, wide price differences for
similar products and negligible cross-border trade. The original Works and Supplies Directives of 1971
and 1977 and the 1979 Tokyo Round Government Procurement Agreement had done little to change the
situation. The internal market programme introduced new legislation on regulating works, supply and
services contracts of public bodies and a separate Directive on purchases by utilities, whether publicly
owned or nof. By opening the tendering to non-national companies the Directives gave new opportunities
for firms from third countries, even though non-EU firms face some discrimination in the utilities sector,

if no bilateral agreement exists. While the public procurement market is fairly large (close to 12 per cent
of GDP), import penetration in the EU on average is low at an estimated 2 to 3 per cent of total direct
public sector purchases in 1994, with third country purchases at only 0.5 per cent (Eurostrategy, 1996).
Data reported to the WTO Secretariat's Government Procurement Committee (Hoekma jriki8éte

that the share of procurement outside the EU in 1990-92 was on average 3 per cent in France, 1 per cent in
Germany and 2 per cent in Italy and the United Kingdom. Shares were much larger for some of the
smaller countries, with some 15 per cent for the Netherlands and Ireland. For the EU countries as a
whole, the share was 5 per cent, as compared with 10 per cent for the United States and 15 per cent for

4, Stevens and Y oung (1996) also provide an overview concerning changes for the other areas.

5. This number excludes quantitative restrictions covered by the derogations granted to Spain and Portugal upon their
accession. The total number is 7 269 (Stevens and Y oung, 1996).

6. In 1988, roughly half of al textile and clothing imports into the EU faced quantitative limitations, one-quarter was
subject to the so-called ‘basket exit mechanism’ but not restricted and about one quarter was not covered by any form
of arrangement.

7. It is still legally possible to impose quantitative restrictions only in parts of the EU but enforcement would be nearly
impossible and no such measures were taken since 1993.

8. In addition to the internal market legislation public procurement was liberalised in recent years by the European
Economic Area Agreement, the revised (WTQO) Agreement on Government Procurement, bilateral agreements and
Association Agreements with the central and eastern European countries.

13
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Japan. While openness in this respect has remained stable in Japan since 1983-85, it shrank in the United
States but increased for the European Union.

14. While the single market has led to deep integration over a wide range of sectors and also
benefited non-EU member countries, recent Commission studies (EC, 1996a) point to the need to be
vigilant against backsliding and to pursue integration further, for instance, in public procurement,
company law and taxation. The United States Trade Representative annual review of EU obstacles to
trade also points to areas in need of improvement.”

An expanding network of regional trade arrangements

15. While there were many proposals and attempts to form free trade agreements or customs unions
during the 1960s, regional integration schemes played little role up to the end of the decade, except for the
European Community, EFTA and the now defunct Council of Mutual Economic Assistance.” However,
regional integration schemes have started to flourish again outside Europe since the early 1980s. They
include, for instance, the AustraliaNew Zealand (1983) and Canada-United States (1989) free trade
agreements. In recent years, the number of free trade agreements and customs unions has risen
considerably, the European Union and other European countries alone striking more than two-thirds of the
40 agreements between 1990 and 1994 (Figure 1). In December 1997, the EU and Mexico signed a wide-
ranging agreement, which provides inter alia for the establishment of a free trade area. Currently,
virtually all WTO member countries are party to at least one preferential trade agreement -- Japan, Korea,
Hong Kong and Mongolia being exceptions. The Community has been a pioneer in entering preferential
trading relations. Today, virtually all countries in the world are covered by reciprocal or non-reciprocal
contractual concessions with the EU, except the United States, Canada, Japan, Australia and New Zealand.
Most of the rise in regional agreements is accounted for by free trade areas, while the Union itself started
as a customs union and moved further on to an economic union, which provides for much deeper
integration. Countries acceding to the Union have to sign up to the obligations of being a member to the
€conomic union.

16. With the accession of the United Kingdom, Denmark and Ireland in 1973 a Community-wide

policy with respect to the remaining EFTA countries was elaborated and individual free trade agreements

for industrial products were signed with the remaining EFTA countries. The outcome of these agreements

was the establishment in 1973 of the largest free trade area in the world. Free trade agreements also
preceded accession to the EU for Greece and Spain (Table 4). Co-operation with the remaining EFTA
countries deepened further in the early 1990s, with the establishment of the “European Economic Area”
(EEA), which provided for the implementation of most single market legislation and led to the accessions
of Austria, Sweden and Finland in 1995. The EEA applies currently to Norway and Iceland. Finally, a
customs union between the EU and Turkey recently came into force.

9. Similar exercises by the EU concerning the United States (“United States Barriers to Trade and Investment”) shows
that the same is also true elsewhere.

10. WTO (1995) provides an overview of the development of regional agreements in a global context.
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Figure 1. REGIONAL INTEGRATION AGREEMENTS NOTIFIED TO THE GATT AND WTO
Number of agreements 1948-94 (1)

40 40
| ==

35 [ other Europe 35
[ Non Europe

30 30

25 25

20 20

15 15

10 10

5 5
1948-54 1955-59 1960-64 1965-69 1970-74 1975-79 1980-84 1985-89 1990-94

1. A notification may include one or more related agreements involving the same group of countries. For example,
the treaties establishing the European Economic Community and European Atomic Energy Community, signed in
1957, are counted as a single notification. Figures include agreements which are not currently in force.

Source: WTO (1995).

17. Trade preferences have aso played an important role in shaping the trade relations of the former

colonies of Member States. With the Yaoundé Convention of 1963 the EEC countries “inherited” the
trade preferences provided by France and Belgium to their former cofoniedinked the EEC with

18 African States and Madagascar in a series of bilateral free trade agreements. The same question arose
again with the accession of the United Kingdom, and the Community established trade relations with the
Commonwealth countries. The ACP-EEC Lomé Convention (1975) grouped together the African,
Caribbean and Pacific countries of the Commonwealth and the Yaoundé countries. At present 70 ACP
countries are covered by the Fourth Lomé Convention. The Lomé Conventions eliminated duties and
other restrictions on most products, except for agricultural products falling under the Common
Agricultural Policy and a range of textile and clothing products. The Lomé Convention will expire in the
year 2000 (see below). Like the other GATT members the EU extends non-reciprocal trade preferences
under the Generalised System of Preferences (GSP) to a large number of developing countries outside the
Lomé Conventior.

11 The convention provided for a considerable amount of aid in cash, duty-free access of industrial products and
preferentia treatment for competing (non-tropical) farm products. In return, the Associated States granted preferential
treatment to imports from the common market.

12. The new European GSP scheme, which entered into force in 1995, comprises a general scheme and a special incentive
scheme. The general scheme is based on a “tariff modulation mechanism”, by which different preferential rates are
applied to products according to their level of “sensitivity”, and a “graduation mechanism” by which indexes of
development and specialisation are used to determine whether GSP preferences apply to a specific country-product
combination. Under the special incentive scheme, instead, supplementary preferential margins can be granted to
countries that implement advanced social and environmental policies.
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Table4. The network of regional agreements

1995
EUROPEAN UNION
Reciprocal
Austria France Italy Spain
Belgium Germany Luxembourg Sweden
Denmark Greece Netherlands United Kingdom
Finland Ireland Portugal
EU Free Trade Agreements with
Estonia Israel Liechtensein Norway
Iceland Latvia Lithuania Switzerland
EU Association Agreements with
Bulgaria Czech Republic Poland Slovak Republic
Cyprus Hungary Romania Turkey

Non-r eciprocal
EEC-Association of certain non-European countries and territories (EEC-PTOM 1)

EEC Co-operation Agreements with
Algeria Jordan Morocco Tunisia
Egypt Lebanon Syria

ACP-EEC Fourth Lomé Convention

EFTA AND OTHER EUROPEAN COUNTRIES

European Free Trade Association (EFTA)
Iceland Liechtenstein Norway Switzerland

EFTA Free Trade Agreements with
Bulgaria Hungary Poland Slovak Republic
Czech Republic Israel Romania Turkey

Norway Free Trade Agreements with
Estonia Latvia Lithuania

Switzerland Free Trade Agreements with
Estonia Latvia Lithuania

Czech Republic and Slovak Republic Customs Union
Central European Free Trade Area

Czech Republic Hungary Poland Slovak Republic
Czech Republic and Slovenia Free Trade Agreement

Slovak Republic and Slovenia Free Trade Agreement
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NORTH AMERICA

Canada-United States Free Trade Agreement (CUFTA)
North American Free Trade Agreement (NAFTA)

LATIN AMERICA AND THE CARIBBEAN

Caribbean Community and Common Market (CARICOM)
Central American Common Market (CACM)

Latin American Integration Association (LAIA)

Andean Pact

Southern Common Market (MERCOSUR)

MIDDLE EAST

Economic Co-operation Organisation (ECO)
Gulf Co-operation Council (GCC)

ASIA
Reciprocal

Australia-New-Zealand Closer Economic Relations Trade Agreement (CER)
Bangkok Agreement

Common Effective Preferential Scheme for the ASEAN Free Trade Area
Lao People’'s Democratic Republic and Thailand Trade Agreement

Non-r eciprocal

Australia-Papua New Guinea Agreement
South Pacific Regional Trade Co-operation Agreement (SPARTECA)

OTHER
Israel-United States Free Trade Agreement

Source: WTO (1995).
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18. When the EC formulated its policy towards the ACP countries, it also developed a
“Mediterranean policy”, covering trade relations with Turkey, the former Yugoslavia, the Maghreb
(Algeria, Tunisia and Morocco), the Mashreq countries (Egypt, Jordan, Lebanon, Syria) and Israel. These
agreements differed in the treatment of products imported from the EC and in the speed of elimination of
trade barriers. Recently, a new initiative concerning the Mediterranean countries outside the EU was
taken to speed up co-operation (see below).

19. Trade relations within Europe changed profoundly with the transition of the former centrally
planned economies to market economies. The starting point of deepening trade relations were the
“Europe Agreements” with the Czech and Slovak Republic, Hungary and Poland in 1991 and with
Bulgaria and Romania in 1993. These treaties recognise the aspirations of these countries to future EU
membership and provide for the establishment of free trade agreements in the interim, with certain
“sensitive” sectors being covered in protocols. The agreements also include provisions on rules of origin,
competition policy, etc. In 1994, the EU signed free trade agreements with the Baltic states, while
co-operation with the other former Soviet states is still in its infancy.

20. The result of the post-war process of regional integration is the creation of different levels of
trade liberalisation. The deepest level of integration applies to the EU itself, but most of this extends to
the other West European countries through the EEA. A second circle is formed of the central and eastern
European countries, as well as those Mediterranean countries with whom reciprocal trade agreements have
been concluded. Some of these agreements are a first step towards future accession. A third circle is
formed by the non-reciprocal agreements with the North African and ACP countries.

21. Reaping the gains from freer trade was clearly not the sole impetus -- and often not the major
reason -- motivating negotiations of trade agreements and thus distinguishes the EU’s pursuit of regional
agreements from those elsewhere. Historically, in the early EFTA agreements and first generation
agreements with the Mediterranean countries, preferential agreements for trade liberalisation provided an
economic dimension to wider agreements with neighbouring countries; and the Lomé Conventions are
seen to provide an economic underpinning to support economic, social and political reforms in these
countries. Similarly, preferential agreements with the central and eastern European countries are seen as
the first step towards Community membership. The set of overall objectives pursued goes significantly
beyond the provision of a close and stable economic relationship and often covers also technical and
administrative assistance. Frequently, considerable amounts of financial assistance flow from the EU to
the partner countries (EC, 1996 Clearly, being surrounded by peaceful and prosperous regions is very
important for the well-being of the Community itself.

22. EU agreements and unilateral concessions now cover virtually all countries in the world except
the non-European OECD countries, and the number of such agreements has risen considerably since the
early days of the Community. For instance, regional trade arrangements covered only 27 countries in
1970 but now cover close to 100, with another 40 countries receiving unilateral concessions under the
Generalised System of Preferences. This could suggest that virtually all trade is on a preferential basis.
However, the geographic coverage exaggerates the importance of regional agreements for trade as the
share of extra-EU imports from countries receiving Most Favoured Nation (MFN) treatment was close to

a third in 1995, largely reflecting the high degree of trade integration among the EU and the non-European
OECD countries and the size of these markets. The Community import share originating both from
countries covered by reciprocal trade agreements and by unilateral concessions was also close to a third.
In addition, the overall share of imports entering on a non-discriminatory basis is larger than a third due to
the fact that more than 30 per cent of EU imports enter duty free, in which case trade preferences do not
represent a benefit for the preferred country.
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23. While geographic and trade coverage can be measured, it is not possible to measure the degree
of trade liberalisation among members of the regional trade arrangements as no comprehensive measures
of national trade barriers exist. While the OECD, for instance, produces data on overall support levels for
agriculture or tariff and non-tariff barriers for trade in goods, these data do not allow the measurement of
the margins of preference of regional trade arrangements. It is clear, on the other hand, that the sectoral
coverage of the agreements has increased; margins of preference have falen with multilateral
liberalisation; non-tariff barriers have also been reduced; and agreements leading up to EU membership,
such asthe EEA and Europe Agreements, provide for deep integration.

Multilateral liberalisation has kept momentum

24, Regional trade integration has gone hand in hand with significant multilateral trade liberalisation
under the auspices of the GATT and the WTO. Multilateral trade policy is, in principle, a competence of
the Community and guided by the Treaties. They provide for a complex interplay between the Council,
the Commission and the Parliament, while in a number of areas trade competencies are shared between
the Community and the Member countries. Theinstitutional framework is outlined in Box 1.

25. Progress towards liberalising trade in a world-wide context has shown unsteady yet distinct
momentum over the last decades. At the time of its creation, EEC average tariff rates for manufactured
goods differed sharply, ranging from 6.4 per cent for Germany to 18.7 per cent for Italy in 1958 (Table 5).
Rates fell somewhat after the Dillon Round in 1961 and more so for the countries with high tariff rates.
With the introduction of the common external tariff the average tariff rate was 10.4 per cent in 1968,
implying sharp falls in tariff protection for Italy and France, a considerable increase for Germany and to a
lesser extent, increases for the Benelux countries. After the five-year phasing in of the 1968 Kennedy
Round, the average tariff fell to 6.6 per cent. Overdl, tariff protection declined considerably
between 1958 and the early 1970s. Over the same period, tariff protection was relatively low in Denmark
and Sweden, but fairly high in the United Kingdom, Austria, Finland and Norway."”

26. Contrary to developments in manufacturing, the introduction of the Common Agricultural Policy
(CAP) during the 1960s" led to rising protection in the agricultural sector. Calculations by Thorbecke and
Pagoulatos (1975) show that ad-valorem tariff equivalents of pre-CAP import restrictions were for most
agricultural products far higher than tariff rates for manufactured products and that they increased

13. The tariff ratesin Table 5 are estimates. While they probably give a good indication about trends, levels are subject to
considerable uncertainty. Estimates by Curtis and Vastine (1971) for post-K ennedy Roundtariff rates for industrial
products give the following results:

All items Dutiable items only

United States 5.6 8.7
EC 4.0 8.3
Japan 6.5 10.7
United Kingdom 8.0 10.9
Sweden 5.0 7.9
Denmark3.8 79

Norway 4.1 10.2
Finland 6.8 11.2

Cline et al. (1978) estimate 1973 average tariff rates on al industrial imports of 4.2, 7.1 and 6.3 per cent for the EEC,
the United States and Japan, respectively and of 9.0, 8.9 and 11.2per cent respectively on dutiable imports.

14. While the principle of a Common Agricultural Policy was established with the Treaty of Rome, common policies were
only introduced between 1962 and 1965 for the different agricultural products and common prices only between 1967
and 1968. Thorbecke and Pagoulatos (1975) provide an overview of the early development of the CAP.
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Box 1. Theinstitutional framework

Trade policy in the EU is by-and-large correctly perceived to be essentially a competence of the Community. But
matters are never quite so simple, and a number of considerations need to be taken into account in assessing the functioning of the
ingtitutional framework. Policy making in the EU is characterised by mutual dependence, complementary functions and
overlapping competencies between different bodies. The Single European Act and the Maastricht Treaty, by establishing
co-operation and co-decision procedures, have transformed the legislative process from a Council-dominated process to a complex
interplay between Council, Parliament and Commission. These procedures give the Commission a significant agenda-setting
capacity and make it a sort of broker between the two ingtitutions.” Overall, the Commission is a crucial actor in the policy
initiation phase; it has substantial executive autonomy in the areas of agriculture, trade and competition and contributes to
decision-making in other areas by influence rather than sanction. Also the Court of Justice, which ensures the interpretation and the
application of the treaties, is playing an increasingly important role in this mutually dependent decisionmaking process.

Community law is anchored in the Treaties and includes a common commercial policy”® whose purpose is the
following:

By establishing a customs union between themselves Member States aim to contribute, in the common interest, to the
harmonious development of world trade, the progressive abolition of restrictions on international trade and the lowering of customs
barriers. The common commercial policy shall take into account the favourable effect which the abolition of customs duties
between Member States may have on the increase in the competitive strength of undertakings in those States (Treaty of
Rome, 1957).

The sections of the EC Treaty concerning the common commercial policy underwent only minor modifications under
the Maastricht Treaty. The Treaty provisions concerning trade policies (Articles 110-116) are reproduced in Annex 1. In addition,
the Council can also take trade policy measures, if this is needed to attain the overall objectives of the Community and the Treaty
does not provide explicitly for the necessary powers (Article235).

Qualified majority voting in the Council has now been extended to most of the policy areas covered by the original
Treaty of Rome, including agriculture, competition policy, transport, and policy areas concerned with the implementation of the
single market.” Decision-making concerning trade in goods is also governed by qualified majority voting except for initiatives
under Article235. This has contributed to a more rapid and effective decision-making process in this field. In addition,
consultations with the Parliament are usually not obligatory, even though a regular information process has in recent years been
initiated by the Commission. A Council decision is required for the Commission to enter into negotiations with third countries,
usualy on the basis of a negotiating directive. A Committee consisting of national high-level trade officias -- the so-called
Article 113 Committee -- co-ordinates the negotiations and gives advice to the Commission as negotiator. It aims at insuring that
agreements with third countries will not run into strong opposition by Member States and will be approved by the Council upon
completion of the negotiations.

The common commercia policy falls under the exclusive competence of the Community and covers trade in goods,
including agriculture, nuclear products as covered by Euratom, as well as coal and steel products as covered by the European Coal
and Steel Community. Competencies in other trade areas are split between the Community and Member States, but 1971 and

15. Under the co-operation procedure, the Commission can set the agenda and may decide to take up or drop amendments
from either the Council or the Parliament. According to the co-decision procedure, under which the Parliament has a
veto power, if the Parliament or Council reject each other’s position, a conciliation Committee is established. Such a
Committee consists of representatives from both institutions, with the Commission acting as a broker. A compromise
needs the approval of an absolute majority in the Parliament and of a qualified majority in the Council. If there is no
agreement the initiative returns to the Council, which can make it a take it or leave it offer, which the Parliament can
reject by absolute majority (Marks, Hooghe and Blank, 1996).

16. Presa (1993) provides a concise overview of the common commercial policy and related legislation; and the WTO
Trade Policy Reviews provide follow-ups on institutional changes.

17. There are some important exceptions which include the EU budget, taxation, capital flows, self-employed and
professions, free movement of persons, and rights of employed persons (Marks, Hooghe and Blank, 1996).
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1976 Court of Justice rulings made it clear that the Community has externa competence also in the fields in which it has internal
competence,”® because bilateral international treaties could lead to an uneven internal playing field.

Nonetheless, the Community’s exclusive competence in the field of commercial policy has continued to

ouse

controversy. Even on the occasion of the Uruguay Round there was disagreement between the Commission on one hand, and the
Council, the Member States and the European Parliament on the other hand, who should sign the agreement (Emiliou, 1996) as the
Member States took the view that the Final Act and the WTO Agreement covered matters of national competence. Hence, the

WTO Agreement was signed by representatives of both the EU Council and of the Member States on behalf of their res
governments.

pective

A major issue was that, in contrast to trade in goods, the Community never had a clear mandate to negotigte and
implement trade policies in the services sector. Therefore the Court of Justice was asked to provide a ruling on the matter. The

1994 Court ruling concluded that the Community had exclusive jurisdiction to conclude the Multilateral Agreement on Trd
Goods and that also trade in services could not in principle be excluded from the Community’s cofipgiencencerns the

General Agreement on Trade in Services (GATS), the Court ruled that it should fall under the scope of the EU’s e
competence under Article 113. That implies, however, that areas already covered by other policies set out in the EC Treaty

de in

ternal
such as

those concerning most modes of services sty transport policy, as well as other issues covered by GATS but not dealt With

by Treaty provisions at all, remain within the competence of Member States. As concerns the Agreement on Trade-related |[Aspects
of Intellectual Property Rights (TRIPS), only border measures fall under the competence of the Community. After the ratification
of the 1997 Amsterdam Treaty, the Article 113 powers will be extended to negotiations and agreements on services and intgllectual

property rights. However, unanimity will be required in the Council’s voting.

The decision-making power was delegated from the Council to the Commission in some areas, for instance, in
anti-dumping cases and safeguard actions. Nevertheless, the rules often provide for the possibility of further review by the Council,

which can confirm, reject, or modify the Commission’s decision. A few other trade-related areas fall under partial compete
the Community, especially to ensure that uniform conditions prevail in the internal market. That is the case of competition
(including subsidies), public procurement and export promotion.

nce of
policy

While decision-making on issues related to trade in goods is less cumbersome than in many other areas of Community
policy, policy decisions are still the outcome of intensive bargaining and negotiation processes. Concerning the Commission’s
work, difficulties and divided situations may appear at different levels of the decision process. For instance, there ¢an be

disagreement within the Commission on the analysis of facts and the appropriate measures to be taken. Another
complexity is due to the need to reach a compromise among 15 Member States, the bargaining behaviour of which is dic
domestic preferences and general trade philosophy that still diverges considerably across™countries.

Concerning trade in services and other trade-related issues, decision-making is even more complex due to the re
interpretation of Article 113 by the Court of Justice. This is of particular concern, given the number of new trade issues en

ayer of
ated by

strictive
erging

on the agenda of the WTO. The current set-up could make future negotiations cumbersome, as the outcome of negotiations is

usually presented as a “single undertaking”. This implies that, if part of the negotiated agenda is not under the sole compeg
the Council, unanimity is required for the entire agenda, even though part of the overall“undertaking” could concern goods.

tence of

18. Competence is only established insofar as a common internal policy is effectively in place.

19. Bourgeois (1994) provides a legal interpretation of the Court ruling and an overview of its implications for international
negotiations.

20. That is, in the case of commercial presence, consumption abroad and presence of persons.

21. Negotiation outcomes are often achieved through “side-paymeémtslofnpensation to a bargaining party that loses

from a particular collective policy measure in order to gain political support from it); “log rollirga(“vote trading”

by which an actor votes for an issue that does not serve her/his interest in exchange for a positive vote on another

issue); and “package deals’e( issue-linkage, by which decisions are taken over different issue areas simultaneo
to achieve support by all actors involved).
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considerably until the end of the 1960s. In the United Kingdom, Ireland and Denmark levels of
agricultural protection, while also sizeable, were significantly lower. In addition, the 1962 Long-Term
Arrangement Regarding Trade in Cotton Textiles (the forerunner to the Multifiber Agreement) led to a
highly protectionist system of trade in textiles, which was little changed by the Kennedy Round.

27. Progress towards multilateral liberalisation was slow during the early 1970s and the significant
resurgence of protectionist pressures, especialy via non-tariff measures, showed the necessity to enlarge
the mandate of the GATT or to make existing rules operational. Negotiations of the Tokyo Round started
in 1973. It was far more ambitious in its scope, coverage and complexity than the earlier Rounds, which
had mainly focused on tariff reductions. Negotiations focused on many new areas, for instance, the
elimination of quantitative restrictions and technical barriers to trade, subsidies and countervailing duties;
government procurement and agricultural liberalisation also received strong attention.

28. The Tokyo Round led to a reduction in the external EC tariff levels by some 3 percentage points
to reach 6 per cent and rate dispersion was reduced considerably. While the agreement focused on greater
clarity, precision and enlarged coverage of provisions concerning subsidies, countervailing duties or
public procurement rules, these had only minor overall effects. For instance, while subsidies in the EU
have come down since the mid-1980s, they still remain high in international comparison (Figure 2) and
trade in publicly procured goods has only started to rise in recent years from very low levels. In addition,
little progress was made on agricultural trade, and levels of protection, as measured by Producer Subsidy
Equivalents, remained very high (Figure 3). Indeed, among the large agricultural producers high levels of
protection persisted only in Japan and the EU, while they declined considerably in the United States since
the mid-1980s and later on in Canada; and protection was aways low in Australia. Finally, the Round
made no headway in reining in the use of non-tariff measures, such as anti-dumping actions (Figure 4),
voluntary export restraint and orderly marketing arrangements.

Table 5. Multilateral tariff reductions
Simple average MFN tariff rates, industrial products

1958 After 1968 External After
Dillon Round tariff Kennedy Round
Belgium 9.7 8.7 ]
France 17.0 15.3 |
Germany 6.4 5.8 | 10.4 6.6
Italy 18.7 16.8 |
Netherlands 9.7 8.7 J
United Kingdom 16.5 14.9 14.9 9.2
Denmark 5.6 52 5.2 32
Austria 14.9 114 114 8.2
Sweden 6.5 6.3 6.3 4.2
Norway 10.3 10.3 10.3 6.4
Source: Resnick and Truman (1975).
22. The origind GATT agreements, drafted during the 1940s, were intended to cover also agricultural products. As it

worked out, however, agriculture had been largely excluded from the broad sweep of liberalisation. While agriculture
also was prominent in the discussions of the Kennedy Round, results were minimal.
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1. Including direct grants, tax reductions, equity participations and aid elements contained in soft loans, tax deferrals
and State guarantees but excluding EU subsidies.
Source: OECD, National Accounts and European Commission (1997), Fifth Survey on State Aid in the European
Union in the Manufacturing and Certain Other Sectors.
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Figure 3. PROTECTION OF THE AGRICULTURAL SECTOR
Producer subsidy equivalents, per cent (1)
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1. The total value of transfers as a percentage of the total value of production (valued at domestic prices), including
transfers such as consumer subsidies. The last two years of data are estimates or provisional data.

2. EU = EU9 for 1979-81, EU12 for 1986-94 and EU15 from 1995 onwards. EU includes ex-GDR from 1990.

Source: OECD(1996a) and Secretariat estimates.

29. The goals set for the Uruguay Round were even more ambitious than those for the Tokyo Round.
Apart from cutting tariffs further, efforts were made to broaden the world trading system to include
services and intellectual property rights, and to achieve afull return of agriculture, textiles and clothing to
the system. As aresult of the Round, most industrial tariffs will fall below 5 per cent in the developed
countries, while the Agreement on Textiles and Clothing requires a gradual phase out of MFA quota
restrictions over a 10year transition period. Concerning agriculture, the Round provided for the
conversion of non-tariff barriers to tariffs, the reduction of tariffs and export subsidies, and disciplines on
domestic support. Where market access was largely absent, countries have to provide for a minimum
3 per cent import share of domestic output at the outset, rising to 5 per cent over the implementation
period of six years, at “low or minimal” tariff rates. Also “grey area” measures, such as voluntary export
restraints and orderly marketing arrangements, have been prohibited.

30. New issues covered in this Round concerned intellectual property rights, trade-related
investment measures, and trade in services. Concerning the latter, the General Agreement on Trade in
Services provides a framework for liberalising services across borders (services supplied from one country
to another), consumption abroad, commercial presence and the temporary presence of persons to deliver
services. As for goods, a cornerstone of the agreement is the unconditional MFN principle, even though
exemptions from this principle have been granted for specific periods, which cannot be extended.
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31 Foreign direct investment has become an important market access strategy due to the continued
growth of foreign trade, liberalisation of national markets and the rapid integration of financial markets.
Therisein foreign direct investment has been impressive since the early 1980s, the European Union being
the second largest host and source area of foreign direct investment globally after North America. Yet,
trade-related investment measures were only included explicitly at the Uruguay Round. However, given
the rising importance of foreign direct investment and multinational enterprises, bilateral treaties have
proliferated as well as regional and other multilateral agreements. Concerning the latter, the most active
fora have been the OECD and the World Bank (Witherell, 1996).

32. Furthermore, the Uruguay Round managed to strengthen multilateral disciplines by clarifying
concepts and agreeing on new understandings of safeguards, anti-dumping, subsidies, countervailing
duties, etc. and by strengthening the dispute settlement system significantly. Finally, amain feature of the
Round was the creation of the World Trade Organization, where membership is conditional on countries
having schedules of concessions and commitments on market access in agricultural, industrial and service

sectors. Membership also implies acceptance of the GATT'’s “acquis” until 1994 and the Uruguay Round

agreements.

33. Contrary to earlier agreements, the economic effects of the Uruguay Round have been well

researched. A summary of this research is provided in Box 2.

Box 2. Quantitative assessments of the Uruguay Round

There is a sizeable empirical literature assessing the Uruguay Round Agreements. These quantitative studies, based
on computable general equilibrium (CGE) models, generally conclude that countries that liberalise the most tend to gain the most.
CGE studies generally cover tariff cuts, the phase out of MFA and other industrial quantitative restrictions, and liberalisation in
agriculture. What is generally taken as constant or ignored in the modelling, however, is the use of contingent protection as well as
the impact of liberalisation in the service sector.

All these models emphasise the impact of trade liberalisation on resource allocation, directly through efficiency gains,
while some others provide for an indirect link through income-induced changesin capital accumulation rates. The main differences
in the models’ structure can be pinned down {D:the level of sectoral and regional aggregati@in,different assumptions on
market structure, an(i) the inclusion or disregard of accumulation effects.

Francois, McDonald and Nordstrom (1996), after having controlled for differences in the liberalisation cove
differences in models’ structure and in the base year used, present comparable estimates from the available post Urugud
CGE literature. They find that the regional and sectoral model structure largely determines the relative size of the impact.
especially designed to study liberalisation in agriculterg the RUNS model of the OECD and the World Bank), and giving leg
emphasis to the formalization of the manufacturing sector, will attribute higher gains to agricultural liberalisation. M
incorporating scale economies and imperfect competition deliver stronger gains from liberalisation; and, similarly, the estimg
dynamic gains from capital-induced accumulation effects adds to static efficiency gains. Products’ specification also influen
results. Models with products originating from different countries that are assumed to be imperfect substitutes within thg
product category (the so-called Armington assumption) deliver smaller liberalisation effects than models where produ
assumed to be homogenous or differentiated at the firm level.

Overall these studies find that the world as a whole gains from the Uruguay Round (the OECD’s estimate pointirj
gain of about 1 per cent of GDP). The gains are concentrated in developed countries, especially the EU, Japan and th
States. The intuition is that these countries liberalised areas that were very costly in terms of foregone welfare to themselv
notably by reducing agricultural and MFA protection. However, the gains from reducing agricultural protection are pro
considerably overestimated, as most modellers assumed an average reduction in protection of 36 per cent, which is far frg
the case for products that were tariffied. On the other hand, the disregard of service sector liberalisation biases most modks
downwards. A notable exception is the study by Bretad. (1995) where gains from services’ trade liberalisation are estimat
to outweigh those coming from further liberalisation of trade in goods.
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. THE CURRENT TRADE REGIME IN INTERNATIONAL COMPARISON

34. Comparisons of trade regimes are difficult as no comprehensive measures of trade policies exist,

which could be used to simulate a country’s distance from an “ideal” world of free trade. In the following,

the effects of the Uruguay Round on the EU’s current trade regime are outlined and trade policy indicators
compared to those of the other “Quad” countries. Recent developments concerning the EU’s regional
agreements are covered in the section on the EU’s future trade agenda as they are currently being shaped
or reshaped.

Tariff barriersarelosing in importance

35. As a result of the Uruguay Round, tariffs are increasingly losing importance as trade policy
instruments. In addition to an overall increase in bindings, which reduces the use of tariffs as a
discriminatory policy instrument, enhanced market access will be ensured by an overall reduction of
tariffs of almost 40 per cent. In the EU, the simple average tariff on manufacturing products will be
reduced to 3.7 per cent by the year 2000. In non-food manufactured products, where all tariffs are
ad-valorem tariffs, tariff peaks will all be lower than 20 per cent by the year 200oreover, the share

of duty-free imports in developed countries will more than double after the implementation of the cuts,
rising from 20 per cent to 44 per cent of imports.

36. While this section focuses on the multilateral trading system, it should be remembered that a
distinguishing feature of the EU’s trade policy is the extent of preferential agreements. However, while
the vast majority of the EU’s trading partners qualify for preferential treatment, in terms of value, more
than 60 per cent of imports to the Community are not affected by preferential treatment (see above). Also,
both the lowering of tariff levels and the increase in the duty-free treatment will lead to a reduction in the
importance of preferential trade.

37. Despite average rate reductions and the phasing-out of duties in several sectors, tariffs still
remain high for certain manufacturing produétand, following “tariffication”? high tariffs and tariff

peaks have replaced non-tariff barriers in agriculture. OECD &) 98ows that the average tariff
reduction rule for agricultural products has been widely used to concentrate tariff reductions in less
sensitive product categories, where tariffs were generally already low, and to minimise reductions in

23. Tariff peaks will be lower than 15 per cent by the end of the implementation period, except for trucks and a few
footwear items.

24, For instance in textile and clothing, leather, rubber, footwear and travel goods, fish and fish products and transport
equipment.

25. By the Uruguay Round Agreement on Agriculture, Members are committed to convert al non-tariff barriers into tariff

equivaents (tariffication), followed by reductions on a smple average basis. In nearly al instances, the new tariffs
consist of specific duties, for which the ad-valorem equivalent cannot be easily calculated. Overall the tariffication
requirement resulted in high levels of initial tariffs, due to both the high level of protection in the base period and to the
level of prices used to calculate tariff equivalents.
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sensitive, high tariff, product categories. In the case of the EU, tariffication resulted in prohibitively high
tariffs on dairy products, sugar and fruits and vegetables.

38. On the basis of duty-free tariff lines and of average applied MFN rates, both the use of tariffs®
and the level of protection seem to be greater in the EU than in the United States and Japan. Specifically,
the import-weighted average tariff rate was 6.6 per cent in the EU in 1996, as compared with 3.7 per cent
in the United States and 3.5 per cent in Japan” (Table6). The use of MFN rates as indicators of overall
protection can be misleading in the presence of preferential agreements. In Table 6, MFN applied rates
are used instead of collected tariff rates (i.e. inclusive of preferential rates). The relevance of the applied
MFN tariff rate as an indicator of distortions will depend on the size and elasticity of supply from the
countries which benefit from preferential rates. If supply is relatively limited and inelastic, the applied
MFN rate might be the relevant marginal rate. In the opposite case the relevant tariff will be lower than
the applied MFN tariff depending on the size of imports entitled to preferential treatment (OECD, 1997b).
Concerning duty free items, it should be noticed that the number of duty free lines reported here applies
only to products covered by MFN treatment and not to those covered by preferential treatment. The
importance of duty-free treatment in EU and United States could thus be underestimated with respect to
that in Japan.

39. The noticeable increase in the EU simple average applied tariff (from 7.6 per cent in 1993 to

9.5 per cent in 1996) reflects the impact of the “tariffication” process in the agricultural sector, which
outweighed reductions elsewhéfeThe EU’s relatively high protection levels in the agricultural sector
clearly affects comparisons of these indicators. Looking at the production-weighted average tariff rate,
for which a disaggregation by sector is available, the average level of protection in the EU has, in fact,
declined from 8.4 per cent in 1993 to 7.7 per cent in 1996 (Table 7). Increases in sectoral rates are in
those areas hit by tarifficatiome. agriculture and processed food, while tariffs on textile and apparel
products have remained relatively high in all Quad countries, with EU tariffs being the lowest in 1996.
On the other hand, tariffs in the other manufacturing sectors have become low in all Quad countries, with
tariffs being lowest in Japan, followed by the EU and the United States, and highest in Canada. The
pattern of sectoral protection is similar across the Quad countries.

40. The use of specific tariffs has increased due to the process of tariffication. In that respect, the
United States was ranking first in 1996, with such tariffs amounting to 17.7 per cent of all tariffs, as
compared with 12.1 per cent for the EU, and 10.6 per cent for Japan. Overall, the “tariffication” process
leads to an increase in the “quantified” average tariff level, to higher levels of distortion in the tariff
structure and to an observed reduction in tariff “escalation”.

26. In the EU less than 12 per cent of tariff lines were duty free in 1996, as compared with about 18 per cent and 40 per
cent respectively in the US and Japan.

27. While 1996 ad-valorem equivalents (AVEs) for specific and compound duties were available for the EU and Canada,
estimates from AV Es of base rates and bound rates are used for the other countries (OECD, 1997b).

28. The increase could also be partly explained by the different availability of estimates of ad-valorem equivalents (AVES)
for specific duties in the two years. While the availability of estimates of AVESs for the United States and Japan has
decreased from almost 100 per cent in 1988 and 1993 to 60-70 per cent in 1996, the availability of AVEsfor the EU has
increased from less than 30 per cent in 1988 and 1993 to more than 80 per cent in 1996.
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Table6. Structureof applied MFN tariffsin the" Quad"*

Per cent
United States European Union’

1989 1993 1996 1988 1993 1996
1. Bound tariff lines 98.1 981  100.0 91.8 92.7  100.0
2. Duty-freetariff lines 17.4 14.4 17.8 105 109 114
3. Specific and compound tariffg/all tariffs 17.6 17.0 17.7 10.6 111 121
4.  Tariff quotas/al tariffs 0.1 0.2 23 10 24 23
5.  Tariffswith no ad valorem equivalent 13 16 57 84 8.1 20
6.  Simpleaverage bound tariff rate’ 6.3 6.5 39 75 7.6 7.2
7.  Simpleaverage applied tariff rate 6.2 6.4 6.2 74 7.6 9.5
8.  Import-weighted average tariff rate’ 40 40 3.7 6.0 6.2 6.6
9. Production weighted average tariff rate’ 44 47 52 8.2 84 7.7
10. Domestic tariff "spikes'® 45 4.0 3.8 22 23 4.8
11. Overall standard deviation (SD) 7.7 8.6 14.2 6.1 6.1 20.7

Japan Canada

1988 1993 1996 1988 1993 1996
1. Bound tariff lines 89.8 90.5 98.8 98.4 98.6 99.6
2. Duty-freetariff lines 219 354 34.8 25.7 26.3 31.6
3. Specific and compound tariffs/all tariffs 7.4 8.8 10.6 8.6 6.2 9.1
4.  Tariff quotas/al tariffs 10 12 22 0.0 0.0 15
5.  Tariffswith no ad valorem equivalent 10 04 4.0 0.5 0.1 25
6.  Simpleaverage bound tariff rate’ 8.2 85 47 9.3 9.3 51
7.  Simpleaverage applied tariff rate 6.9 7.0 6.7 9.1 8.8 9.2
8. Import-weighted average tariff rate’ 38 3.6 35 6.9 6.7 5.7
9. Production weighted average tariff rate’ 42 36 34 8.7 84 121
10. Domestic tariff "spikes'® 53 5.7 6.8 05 0.3 14
11. Overall standard deviation (SD) 89 12.7 118 8.8 84 275

1. Indicators 7 to 12 include ad-val orem equivalents (AVES) for specific and compound duties when available.
For 1996, ad-val orem equival ents were made available only for Canada and the EU. For other countries,
AVEs are estimated using AV Es of base rates and UR bound rates when available, and interpolating for
1996 rates under the assumption of equal installment in reduction rates from the base to the bound rate.
Different durations for reduction for each product have been taken into consideration.

2. Indicators encompass sliding charges.

3. UR bound rates aligned to 1996 tariff schedules are available only for the EU. For &l other countries,
bound rates were provided based on the base year (1988/89) tariff nomenclatures. With the exception of
the EU, the average for 1996 is therefore based on those nomenclatures.

4. Constant OECD import weights.

5. For the EU, German weights are used.

6. Domestic tariff "spikes" are defined as those exceeding three times the overall simple average MFN rate.

Source: OECD (19978a).
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Table 7. Production-weighted average applied MFN tariff ratesin the " Qua

Per cent

ISIC United States European Union

1989 1993 1996 1988 1993 1996
1 Agriculture, forestry, fishing 38 41 79 6.4 6.1 10.7
2 Mining and quarrying 0.2 0.2 0.2 05 0.3 0.6
21 Coal mining 0.0 0.0 0.0 04 0.0 0.0
22 Crude petroleum 0.1 0.1 0.1 .. .. 0.9
23 Metal ore mining 12 12 11 .. .. 0.0
29 Other mining 11 11 0.9 1.0 1.0 0.7
3 Manufacturing 4.7 5.0 54 84 8.6 1.7
31 Food, beverages and tobacco 7.6 8.2 159 274 271 325
32 Textiles and apparel 116 118 113 10.0 99 9.8
33 Wood and wood products 41 4.2 35 52 54 34
34 Paper and paper products 20 20 18 7.1 7.2 47
35 Chemicals, petroleum products 5.7 58 44 6.4 6.5 53
36 Non-metallic mineral products 49 5.0 45 55 54 39
37 Basic metal industries 41 4.3 3.7 5.1 5.1 3.6
38 Fabricated metal products 35 39 3.2 6.0 6.3 43
39 Other manufacturing 6.0 59 48 5.6 55 4.2
Total all products 44 47 52 82 84 7.7

Japan Canada

1988 1993 1996 1988 1993 1996
1 Agriculture, forestry, fishing 51 51 50 41 40 55
2 Mining and quarrying 05 0.3 0.3 34 34 1.9
21 Coal mining .. .. . 0.0 0.0 0.0
22 Crude petroleum .. .. .. 5.8 5.8 38
23 Metal ore mining .. . . 0.0 0.0 0.0
29 Other mining .. .. .. 3.2 3.2 0.8
3 Manufacturing 41 35 33 10.0 9.7 144
31 Food, beverages and tobacco 15.6 175 189 16.8 15.6 574
32 Textiles and apparel 10.4 11.7 10.1 20.2 19.6 17.8
33 Wood and wood products 5.0 37 3.6 9.0 8.9 6.7
34 Paper and paper products 20 16 12 6.3 6.4 38
35 Chemicals, petroleum products 4.6 4.3 32 9.6 94 6.3
36 Non-metallic mineral products 29 17 15 6.9 6.7 4.3
37 Basic metal industries 41 37 30 6.9 6.8 41
38 Fabricated metal products 17 0.3 0.3 7.3 7.2 5.0
39 Other manufacturing 38 29 25 109 10.1 6.8
Total all products 4.2 3.6 34 8.7 84 12.1

1. Based on each country’s own value-added.
Source: OECD Secretariat.
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41. While the United States and Japan presented lower levels of overall tariff protection, their tariff
structures were more distorting than that of the EU in 1993. In 1996, tariff dispersion,” as measured by
the overall standard deviation, increased in most countries due to tariffication of agricultural imports.
This trend was more accentuated in the EU which, in 1996, presented a more distorted tariff schedule than
that of the United States or Japan. The standard deviation reached 20.7 per cent in the EU as compared to
14.2 per cent in the United States and 11.8 per cent in Japan.* This is in line with the increase in tariff
spikes™ in the EU from 2.3 to 4.8 per cent. Abstracting from “tariffication”, the tariff schedule in all
countries has become less distorting, as high tariffs were cut more than lower ones.

42. Tariff “escalation” has been another traditional feature displayed by the Communities’ tariff
schedule. Tariff “escalation” takes place when the level of effective protection increases as goods
undergo further processing. Tariff escalation in developed countries is of great concern to developing
countries, as higher rates of effective protection of processed goods in developed countries, could hurt
their potential to develop processing industries. The figures in Table 8 give a broad indication of the
direction of change in tariff escalation. One should be cautious in drawing conclusions from these figures
since the concept of tariff escalation refers to precisely defined manufacturing processes involving
particular products and not to whole economic sectors. Moreover, these figures are based on MFN tariff
averages and do not reflect preferential treatment. Since concessions under preferential agreements tend to
focus on raw material inputs rather than on processed products, they may reinforce escalation effects.
Changes in the tariff wedgee. the absolute difference between the tariff at the higher and lower stages of
processing, can predict the direction of changes in effective rates of profectiariffication seems to

have reduced tariff escalation across countries. Based on simple applied MFN averages, the wedge
between raw materials and finished manufactured goods in developed countries declined after the
Uruguay Round, especially in the EU and US. The EU and Canada, though, exhibit increased wedges
between semi-finished and finished manufactured goods, suggesting that reductions in tariff escalations
for these countries only apply because of the tariffication requirement; and OECD (1995 amdith€97

that tariff escalation still prevails in a number of agricultural product chains, such as coffee, cocoa and
nuts, while they have been reduced in other cases. Overall these crude tariff indicators, especially in the
case of the EU, have to be interpreted with caution. Nevertheless, they seem to indicate that the EU tariff
schedule in the post Uruguay Round continues to exhibit peaks and tariff escalation (after having taken
into account the tariffication requirement) and even show an increased level of distortion.

29. The dead-weight losses associated with a country’s tariff structure depends not only on the average tariff rates and
elasticities of demand and supply, but also on the variance in tariff rates across products.

30. The increase in the standard deviation can also be partly driven by the increase in the level of average protection,
i.e. the mean of the sample over which the coefficient is calculated. In terms of welfare both the dispersion and the
mean of the tariff structure are important. The relevant tariff in the case of the EU is lower than the MFN applied rate
due to the preferential agreements and this should be taken into account.

31. Tariff rates in excess of a given domestic reference level.

32. Declines in the tariff wedge as a result of trade liberalisation may lead to a decline in the effective rate of protection of
the more processed product. This will depend on the elasticities of demand and iseipgiye net impact of tariff
reductions on domestic demand and supply of final goods.
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Table 8. Tariff escalation®in the" Quad"

Per cent
United States European Union
1989 1993 1996 1988 1993 1996
Raw materials 32 33 6.2 6.0 6.0 109
Agriculture, forestry, fishing 38 41 8.3 8.5 8.3 119
Mining and quarrying 1.0 1.0 0.8 0.8 0.8 04
Manufacturing 23 23 32 52 54 11.7
Semi-finished 7.0 7.0 5.7 7.3 7.3 6.7
Finished 6.3 6.6 6.4 7.8 81 10.8
Total all products’ 6.2 6.4 6.2 75 7.6 8.4
Japan Canada
1988 1993 1996 1988 1993 1996
Raw materials 38 38 39 34 33 6.8
Agriculture, forestry, fishing 51 51 50 36 35 5.6
Mining and quarrying 0.5 0.3 0.3 27 28 0.8
Manufacturing 34 34 35 25 24 5.7
Semi-finished 6.6 6.8 6.3 9.9 94 6.2
Finished 7.8 7.8 7.6 9.8 9.6 12.8
Total all products’ 6.9 7.0 . 9.1 8.9

1. Based on simple applied MFN tariff averages.

2. Thetotal for all products can differ from indicator 7 of table 6 (simple average applied tariff
rate) for two reasons: i) they also include ad-val orem equivalents (AVES) for tariff quotas
and variable charges; ii) there may be some missing valuesin the | SIC classification
reporting. In the case of Europe, the fact that the production structure of Germany is used
here constitutes athird potential source of difference.

Source: OECD Secretariat.

Greater transparency of non-tariff barriers

43.

Non-tariff border measures (NTBs) have traditionally been more prevalent in the EU and US

than in Japan and Canada. Outside the “Quad” non-tariff barriers are used to a lesser extent or even
hardly used as in the case of New Zealand, Iceland and Turkey. Frequency and import coverdge ratios
show a generalised decline in the pervasiveness of NTBs except for those countries that have recently
accessed the EU. In the Community the textile sector remains the most protected by NTBs, while the
pervasiveness of NTBs declined sharply in the processed food sector, reflecting tariffication.

44,

One of the objectives of the Uruguay Round has been to ensure greater transparency and stricter

discipline in the use of non-tariff barriers. A major achievement was the multilateral status given to the

33.

The import coverage ratio has the important drawback that those products facing very restrictive NTB’s enter the
calculation with a low weight.
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agreements on non-tariff measures,* ensuring a global coverage of the rules. To reduce uncertainty in the

conduct of trade, including in the case of measures adopted by governments to counteract the effect of

“unfair” trade practices, agreements on Subsidies and Countervailing Measures and on Anti-dumping
were also concluded. Another major achievement of the Uruguay Round has been to prohibit the use of
Voluntary Export Restraints and comparable inter-industry arrangefhefttill assessment of all these
agreements and the implications for EU legislation and trade practice is not within the scope of this
work. In the following, the focus is on trends in the use of different non-tariff barriers and on
anti-dumping actions which are, in principle, instruments of trade defence.

Quantitative restrictions

45, While their importance had diminished considerably since the late 1980s, export restraints
remained the predominant form of quantitative restrictions in 1996 in both the EU and the United States
(Table 9). Frequency ratios in both countries stood at around 11 per cent, while, in Japan, non-automatic
licensing remained the most important form of quantitative restriction. Apart from the remaining
restrictions on agriculture and textiles and clothing, Community-wide quantitative restrictions remain only
on a few categories of products from China and on imports of steel products from Russia, Ukraine, and
Kazakstan, with which bilateral agreements were made.

Price control measures

46. With the progressive phasing out of VERs under WTO rules and the high degree of
substitutability between Anti-Dumping or Countervailing Measures (AD/CVM) and VERs, the use of
AD/CVM could become more frequent in the future. In addition, the process of tariffication of variable
levies and quantitative restrictions applicable to agricultural products could increase resort to AD/CVM in
this area. While the importance of AD/CVM and Voluntary Export Price Restraints (VEPRS) increased in
the US where such measures replaced the use of VERSs, especially in the case of steel, the relative
importance of these measures declined in the EU. For the latter, both frequency and import coverage
ratios of AD/CVM and VEPRs fell in the period from 1988 to 1996, from 2.6 to 0.9 per cent, and from
2.2to 0.2 per cent, respectively. In the United States, though the frequency ratio fell over the same
period, the import coverage ratio increased from 3.4 per cent in 1988 to 5 per cent in 1996. On the other
hand, Japan hardly used AD/CVM or VEPRs between 1988 and 1996.

34. The agreements reached in the Uruguay Round concern sanitary and phytosanitary measures, technical barriers to trade,
anti-dumping, custom valuation, pre-shipment inspection, rules of origin, import licensing procedures, subsidies and
countervailing measures and safeguards.

35. Existing grey area measures must be phased out within four years, or by December 1999 for the EU-Japan VER on
automobiles.
36. See for example Schott (1994) for a comprehensive assessment of the Uruguay Round agreements.
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Table 9. Pervasiveness of different typesof NTBsin the" Quad"*

Per cent
Frequency ratio (F) Import coverageratio (1C)°
1988 1993 1996 1988 1993 1996
United States
All Non-Tariff Barriers (NTBS) 255 229 16.8 16.7 17.0 7.7
Core NTBs 255 229 16.7 16.6 17.0 7.7
Quantitative Restrictions (QRS) 20.4 181 10.9 13.7 10.2 2.7
Export restraints 195 13.1 10.8 12.9 10.1 2.7
Non-automatic licensing 0.0 0.0 0.0 0.0 0.0 0.0
Other QRs 6.6 5.6 0.6 11 0.2 0.0
Price Control Measures (PCMs) 17.8 10.8 7.6 3.6 7.3 52
Variable charge 0.1 0.0 0.1 0.1 0.0 0.1
AD/CVsand VEPRSs' 17.8 10.8 7.6 34 7.3 5.0
Other PCMs 0.0 0.0 0.1 0.0 0.0 0.1
European Union
All NTBs 26.6 23.7 19.1 13.2 111 6.7
Core NTBs 25.2 21.8 151 10.9 9.0 4.2
Quantitative Restrictions 195 17.2 131 7.8 7.1 3.8
Export restraints 155 139 114 6.2 5.6 30
Non-automatic licensing 44 35 15 22 17 0.8
Other QRs 0.2 0.2 0.2 0.1 0.0 0.0
Price Control Measures 124 84 32 6.0 35 0.5
Variable charge 6.3 54 14 18 15 0.1
AD/CVsand VEPRS' 2.6 19 0.9 2.2 13 0.2
Other PCMs 4.3 11 1.0 21 0.6 0.3
Japan
All NTBs 13.1 12.2 10.7 8.6 8.1 7.4
Core NTBs 125 11.3 10.0 74 3.8 2.6
Quantitative Restrictions 11.7 105 9.2 6.6 3.0 18
Export restraints 0.3 0.1 0.0 0.2 0.0 0.0
Non-automatic licensing 8.9 8.9 8.6 13 13 13
Other QRs 2.8 16 0.6 54 17 0.6
Price Control Measures 0.8 0.9 0.7 0.7 0.8 0.8
Variable charge 0.8 0.9 0.6 0.7 0.8 0.7
AD/CVsand VEPRs 0.0 0.0 0.0 0.0 0.0 0.0
Other PCMs 0.0 0.0 0.0 0.0 0.0 0.0
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Table 9. Pervasiveness of different typesof NTBsin the" Quad"* (cont.)

Per cent
Frequency ratio (F)° Import coverage ratio (1C)°
1988 1993 1996 1988 1993 1996
Canada

All NTBs 11.1 11.0 104 5.7 45 4.0
CoreNTBs 8.9 8.2 7.2 4.1 25 19
Quantitative Restrictions 6.6 6.8 5.9 3.0 17 12
Export restraints 4.8 5.8 5.9 12 14 12
Non-automatic licensing 2.6 0.2 0.0 0.7 0.0 0.0
Other QRs 0.8 0.8 0.0 11 0.3 0.0
Price Control Measures 24 14 13 11 0.8 0.7
Variable charge 0.0 0.0 0.0 0.0 0.0 0.0
AD/CVsand VEPRs 24 14 13 11 0.8 0.7
Other PCMs 0.0 0.0 0.0 0.0 0.0 0.0

1. Indicatorsfor 1996 are calculated after revising the 1993 Non Tariff Measures database by eliminating
guantitative restrictions on "tariffied" products and updating the price control measures.

2. Thefrequency ratio (F) indicates the proportion (or percentage) of national tariff lines that are affected
by aparticular NTB or by a specified group of NTBs, irrespective of whether the products affected are
actually imported.

3. Theimport coverage ratio (IC) indicates the share (or percentage) of a country’s own importsthat is
subject to aparticular NTB or any one of a specified group of NTBs.

4. Anti-dumping (AD) / Countervailing Measures (CVs) and Voluntary Export Price Restraints (VEPRS).

Source: OECD Secretariat.

The new anti-dumping regulation

47. The EU has been a frequent user of anti-dumping measures under the GATT, and has used
anti-dumping actions a lot more than either safeguards or countervailing duties.”” However, while the
number of outstanding anti-dumping actions has risen markedly in the US since the early 1980s, it has
remained relatively stable in the EU (Figure 4). In mid-1997, some 150 measures were in force, which is
considerably below the number of measures taken by the United States. The number of anti-dumping
cases initiated by the EU has shown a noticeable degree of counter-cyclical behaviour since the early
1980s (Figure5). Resort to anti-dumping actions by the United States also appears to have been
increasingly related to macroeconomic conditions. The correlation with macroeconomic developments is
less tight, but still exists, for Canada and Australia.

37. Since the conclusion of the Tokyo Round in 1979, the EC has undertaken some 550 anti-dumping investigations and
less than twenty safeguard investigations (Bronckers, 1995). Explanations for the large difference in the use of the two
instruments range from the fact that anti-dumping measures can be requested directly by the industry, and that they can
be adopted more easily than safeguards given the broader definition of dumping.
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Figure 5. EU ANTI-DUMPING INITIATIONS AND REAL GDP GROWTH (1)
1981-97, mid-year
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1. Anti-dumping initiations over 12 months to mid-year and one-year advanced real GDP growth.
Source: OECD Secretariat.
48. In order to implement the 1994 Anti-Dumping Agreement of the GATT the EC Council adopted

anew anti-dumping Regulation.* The Regulation entails some major changes with respect to the previous
legidlation in terms of fairer price comparisons to determine the dumping margin, stricter injury
requirements, anti-circumvention measures® and a broader role for the “Community interest test”.
Existence of injury does not give automatic entitlement to anti-dumping relief in the EC. The Community
will take anti-dumping measures only if these are considered to be in the Community interest. This
degree of non-automaticity in the attribution of anti-dumping relief has traditionally distinguished EU
from US anti-dumping law (Bronckers, 1995). Another issue not regulated under the WTO agreement but
addressed by the EU legislation is that of actions against absorption of“dutMsile EC rules are
broadly in line with the WTO Agreement, significant differences remain in the areas of absorption of
duties, circumvention of imposed measures, “Community interestti@minimis import levels®

38. See Council Regulation 3283/94, as amended by Council Regulation 384/96.

39. Circumvention is defined as a change in trade patterns due to a practice, process or work for which there is insufficient
due cause or economic justification, other than the imposition of the duty.

40. EU producers can complain that an anti-dumping measure has brought no or “insufficient” changes in resale or
subsequent selling prices in the EU and ask for an examination of the price effect. The Council may, by simple
majority, amend the measure in force should the examination confirm “increased dumping” (WTO, 1995). Currently
two absorption reviews are ongoing. One, initiated in 1996, concerns imports of television camera systems from Japan.
The other, initiated in 1997, concerns imports of microwave ovens from South Korea.

41. In line with the WTO Agreement, EU legislation incorporatéels minimis clause defining “negligible imports” to be
excluded from an initiation. Countries representing a market share of less than 1 per cent of Community consumption
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49, Concerning the calculation of the dumping margin, the earlier EC legislation displayed two

major biases when making comparisons between export prices and “normal values” (Bronckers, 1995).

Firstly, price comparisons could be made at different levels of trade. For instance, “normal values”
established at the level of sales to independent retailers could be compared with export prices established
at the level of sales of independent distributors. Under the new regulation, the exporter can claim an
adjustment whenever the different levels of trade are shown to affect price comparability. The second
bias originated from comparisons of weighted averages of the normal values prevailing during the period
of investigation versus individual export transactions in the same period. This practice could give
disproportionate weight to dumped exports. Under the new legislation comparisons are normally made
between weighted averages.

50. Compared to WTO rules and US anti-dumping law, the injury requirement under EC law allows
anti-dumping measures to be softened. Members may, under WTO rules, continue to impose
anti-dumping duties corresponding to the entire amount of the dumping margin even if a smaller amount
is sufficient to remove the threat of injury to a domestic industry. The Community is alone among major
trading partners in having introduced a “lesser duty” rule, under which the level of the measure applied is
the minimum necessary to remove the injury. From 1988 to 1992, the average measure imposed was thus
only half of the average dumping margin which was 40 per‘cent.

51. While in the WTO forum no international consensus could finally be reached on
anti-circumvention measures, the new EC anti-dumping law continues to envisage applying such rules, a
version of which had already been in force prior to the Uruguay Round negotiations. If circumvention of
an existing measure is established, the new Regulation permits anti-dumping duties to be extended to
imports of like products and parts thereof under certain conditions.

52. Under the “Community interest” test, the overall interests of the Community are taken into
account in deciding whether or not to apply anti-dumping measures, whereas there is no compulsory
uniformity when applying a “public interest” test as set in the WTO Agreement. Despite the existence of
a “Community interest” clause, several authors have pointel tiatt in a majority of cases the
Commission seems to have equated the producers’ interest with that of the Community. In early 1997, an
upgrading process was initiated following growing criticism among market participants that EU
anti-dumping procedures are rigid and one-sided. This new approach is based on a more rigorous
economic analysis of products and markets and a consultation of more interested parties, including
importers, retailers, and users, while anti-dumping investigations have thus far relied primarily on
information from the European producers which initiated complaints.

of aproduct are excluded, unless the collective share of such countries amounts to 3 per cent or more as compared with
WTO limits of 3 and 7 per cent share of total imports respectively. It should be noticed that the Community legislation
uses a consumption benchmark to set the de minimis import levels rather than the volume of imports as specified in the

WTO agreement.
42, Commission’s 11th Report on the Community’s Anti-dumping and Anti-subsidy Activities (1993).
43. These conditions stipulate that the parts imported from the targeted country amount to at least 60 per cent of the total

value of the parts incorporated in the final product, and that the value added to the imported parts during assembly
within the EU does not exceed 25 per cent of the manufacturing cost.

44, See Messerlin (1991) or Vermulst (1987).
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Rules of origin

53. While regional cumulation of origin aready existed for EFTA/EU trade and trade between the
Czech Republic, Hungary, Poland and the EU recent changes have harmonised rules of origin among
European countries. They have created a preferential territory for origin between the EEA (including the
EU), EFTA and CEEC countries, covering 28 countries. The reform consists in an alignment of the rules
of origin in the different trade agreements and the linkage of all countries through diagonal cumulation.
In contrast to bilateral cumulation, diagonal cumulation implies that producers can use imports from any
country in the zone to produce an originating product. For instance, a producer in Hungary is now able to
use Norwegian inputs to produce for export to a Community country. Efforts are currently underway to
extend the new system to the countries covered by the Euro-M editerranean agreements.

54, The changes are likely to further promote outward processing and assembly operations within
this larger area and is another step in fostering integration within the European continent. The new system
is probably most beneficial for the CEEC countries as it coincides with the abolition of EU duties on
textiles and clothing and the dismantling of quantitative restrictions.

Agricultural protection remains high

55. Agriculture has traditionally been the most protected sector in the Community, even though the
EU isamagjor player in the world market (e.g. it accounts for 50 per cent of world dairy production). The
1992 reform of the Common Agricultural Policy (CAP) centred on reducing price support for cereals,
oilseeds and protein crops, and beef, leading to a significant fall in the level of price support for grain by
about one-third. In order to compensate for diminishing market price support, direct income
compensation payments and set-aside measures were introduced. In conjunction with strong world market
prices, the reform led to an amost complete elimination of grain export subsidies in 1995, but the
threshold price has been kept roughly at 1992 levels, and access conditions for third country suppliers
have thus not improved.

56. The Uruguay Round Agreement on Agriculture has brought a number of changes to EC trade
policy in this area. Under the Agreement, all border measures have to be converted to tariffs, while any
further use of non-tariff measures is prohibited. Tariffs will be brought down by an unweighted average
of 36 per cent, with a minimum reduction per tariff line of 15 per cent by the end of the implementation
period (1 July 2000). Export subsidies and subsidised volumes, will have to be cut by 2001 by 36 and
21 per cent, respectively.

57. The tariffication of border measures together with the progressive binding of al tariffs will
enhance transparency and predictability of the trading system. However, even though committed tariff
reductions under the WTO Agreement might appear ambitious, different studies have shown (OECD,
1995 and Hathaway and Ingco, 1995) that the final level of tariffsis likely to be so high that the overall
impact on trade will be limited. Thisislargely due to the choice of the reference period (in 1986-88 many
agricultural world market prices were particularly low) and uneven tariff cuts across categories of
products. Moreover, the Uruguay Round Agreement contains provisions which allow for the imposition
of additional tariffs should import prices decline or imports exceed base-year levels during the
implementation period. In total, the most significant move towards trade liberalisation should stem from
the new disciplines with respect to export subsidies and subsidised volumes under the Agreement,
especially when one considersthat the EU is the largest user of export subsidies among trading partners as
well as the introduction of minimum access commitments.
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58. During the period from 1986 to 1988, export subsidies accounted for around 44 per cent of the
average annual level of agricultural support in the EU, as compared with only 8.2 per cent in the US, and
1.5 per cent in Japan. While overall export subsidies for all commodities decreased from ECU 8 hillion in
1994 to ECU 7.6 billion in 1995 -- against a background of rising world prices-- important export
subsidies remain in the sectors that have been less affected by the CAP reform. In particular, export
subsidies are estimated to have amounted to ECU 1.4 billion for beef and to ECU 2.2 hillion for dairy
productsin 1995 (OECD, 1996).

59. Implementation of the single market required substantial changes in the banana market since

bananas were not subject to the CAP, nor to the common commercial policy. The Community’s problem
was to create a uniform system while keeping Member States’ -- notably France, Italy and the United
Kingdom -- special practices with respect to their favoured suppliers (the ACP countries). There was also
a legal problem arising from mutually incompatible obligations from the Community’s preferential (the
Lomé Convention), general (the GATT) arrangements and the internal market rules. A two-tier import
regime was finally adopted by the EU, by which ACP suppliers no longer had an absolute advantage on
some Member States’ markets but still had a substantial tariff advantage on the Community’s market over
Latin American supplier§.Moreover a system of import licenses was created and a 30 per cent quota was
reserved for ACP suppliers. The new regime affected substantially the balance of interests and was
opposed internally by Germany, and externally by Latin American exporters, which were backed by the
United States. Most features of the EU’s banana regime were recently found inconsistent with its WTO
obligations, in particular the EU’s complex licensing system for the distribution and ripening of bananas
which discriminated against US and Latin American companies. The WTO, however, upheld the EU’s
right to grant preferential tariff treatment to ACP countries, for which the EU has a WTO waiver.

60. The agricultural policy agenda is moving forward both in the EU and in the world community.
New multilateral trade negotiations will take place in 1999 as a follow-up to the Uruguay Round and will
aim at cuts in border protection and reductions in export subsidies. The Commission recently proposed
new objectives to continue the CAP reform in the following areas (EC, 1997)crease in internal and
external competitivenesgji) food safety and quality{iii) fair standard of living and income stability in
agriculture; (iv) integration of environmental goals in the CA®) promotion of sustainable agriculture;

(vi) creation of alternative job and income opportunities for farmers and their fangiligssimplification

of Union legislation. Areas of new reforms could be in the crop sector, in order to restrain future cereal
surpluses; in the beef sector, to develop new export outlets without subsidies; in the dairy sector, including
a cautious approach of gradual price reductions accompanied by an extension in the quota regime up
to 2006; and in the rural policy area, where targeted agro-environmental measures together with an overall
reorganisation of the existing rural policy instruments will be reinforced and encouraged to support
sustainable development. In addition, a big challenge will come from eastward enlargement, which could
lead to an expansion of the agricultural area by half and a doubling of the agricultural labour force (see
Chapter V).

45, ACP bananas continued to enter the community duty-free but dollar fruit was to be subject to a two-tier tariff. A tariff
of 100 ECU per tonne was set on the first two million tonnes of imports from Latin America; for imports above this
threshold, the duty increased to 850 ECU per tonne. In 1992, this corresponded to a lower 24 per cent ad-valorem tariff
and to a higher 206 per cent tariff above the quota threshold.
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61. Liberalisation in the EU services sectors is less advanced than in manufacturing. Core services’
markets, such as telecommunications, air transport, and to a lesser extent financial services, have long
been shielded from both internal and external competition. These sectors have recently undergone major
liberalisation both inside the Community, with the Single Market Program in Services (SMPS), and
outside, with the General Agreement on Trade in Services (GATS). The liberalisation approaches of the
SMPS and the GATS differ significantly. The Treaty of Rome basically imposes the same rules for trade

in goods and trade

in services,

and the SMPS

requires

liberalisation of cross-border

and

establishment-based trade in services within the framework of mutual recognition and minimal
harmonization. In contrast, the GATS defines four modes of supply (cross-border supply, consumption
abroad, foreign commercial presence, movement of persons) and leaves open the possibility of liberalising

only certain modes, thereby limiting the extent of liberalisation.

external policies in the core service sectors.

Table 10. EU policiesin core service sectors

Table 10 presents EU internal and

Sector

Internal market
integration

Common external policy

Trade policy orientation*

Multilateral commitments

Financial services

Telecom services

Air transport services

Maritime transport

Audio-visual services

Yes, but not yet fully
achieved in al areas and
by al Member States

Y es, with differences
due to monopoliesin
basi ¢ telecommunica-
tions

Yes, for EU nationals

Yes, for EU nationals,
temporary exemptions
for island cabotage;
several Member States
tend to confine flag
rightsto their nationals

Yes, for “European
works”

Y es (authorisation and
supervision of branches
remain under national
law)

Y es, though access
conditions may vary
because of national
monopolies and
tariffication practices

Rudimentary. Bilateral
aviation agreements at
national level

Y es, but some Member
States maintain
cargo-shipping
arrangements with third
countries

Yes, with significant
differences in Member
States’ interpretation and
application of EU law

Free access - reciprocity
provisions (88/357,
89/646, 92/22)

Free accessin liberalised
areas (90/387, 92/44) -
reciprocity rules under
consideration

Non-discrimination (slot
allocation and
aviation-related services) -
reciprocity provisions
(2299/89, 95/93)

Free access, no cabotage
rights - anti-dumping,
countervailing and other
trade remedy instruments
(4057/86, 4058/86)

Preferences for European
productions -
non-mandatory quotas
(89/552)

GATS

GATS (vaue-added and
other advanced services);’
not for basic phone and
fax services. Basic
telecom-munications
agreement

GATS (auxiliary

services);” traffic rights
not covered by GATS

Not yet

No, MFN exemptions for
“European works”

1. Principal Community legislation (Council Regulations or Directives) is indicated in parentheses.
2. Subject to limitations on market access and national treatment.

Source: WTO and OECD Secretariat.
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Table 11. Sectoral coverage of specific commitmentsunder the GATS

Per cent
EU Canada Japan us

Number of commitments 392 352 408 384
Market access commitments

“No restrictions” unweighted count 169 186 230 244

“No restrictions” / count 52.8 43.1 56.4 63.5

Average sectoral coverage 44.4 43.3 50.4 50.6

Average sectoral coverage weighted by world GDP share 12.8 0.9 8.0 13
“Tariff equivalents” for 1-digit ISIC sectors

Construction 10 6 5 5

Wholesale and retail distribution 10 9 4.6 4.6

Transport, storage and communications 182 117.7 142 1114

Business and financia services 27.2 259 289 21.7

Social and personal services 23.6 40.2 32.3 317

1. The “no restrictions” indicatori.e. the share of “no restriction” commitments in Members total commitments, is conceptually
similar to NTB frequency ratios. The “no restrictions/count” indicaterthe share of “no restriction” commitments relative
to the maximum number of commitments possible, is similar to an NTB coverage ratio. The higher these numbers the more
liberal is the country in its commitments. The “average coverage” of the schedule is instead a weighted mean of all the entries
in the commitments, where the weights reflect a subjective appreciation of the extent of liberalisation implied by the
commitment. The higher the number, the greater the implied extent of openness-cum-binding.

Source. Hoekman (1995).

62. Indicators of the extent of protection in the services sectors are difficult to obtain. The
construction of frequency and coverage indicators has been constrained by the lack of suitably
comprehensive inventories of trade impediments. However, some efforts have been carried out recently,

based on the inventory of barriers provided by the GATS schedule of commitments. Several market

access barriers are not captured in the schedules. Examples include labour legislation, tax regimes,
restrictions on land ownership or use, licensing and related fees, existence and reach of competition

policies, regulation of monopolies, etc. Moreover, the existence of bilateral sectoral agreements should be

taken into consideration in assessing the overall degree of a country’s openness. The following indicators
are, therefore, fairly crude -- even more so than the NTB indicators for trade in goods.

63. Hoekman (1995) used frequency and coverage ratios to give an indication of the degree of
liberalisation implicit in the GATS. In Table 11, Hoekman’s calculations on coverage of specific
commitments for market access are presefhitefihe EU schedule seems to imply a lower degree of

46. He cdculates a “Revealed Relative Restrictiveness” Index. The underlying assumption is that the more liberal a
country, the less constrained its government can be expected to be in bindiaguthguo in the GATS. Hence the
higher the coverage ratio of its schedule, the more liberal the country is relative to other countries.

47. At the core of the GATS are specific commitments. Each Member first negotiates which service sectors will be subject
to the GATS market access and national treatment disciplines. It then negotiates what measures will be kept in place
for that sector that violates market access and/or national treatment. Such limitations have to be specified by mode of
supply. As there are four modes of supply, there are therefore eight opportunities for GATS Members to avoid full
application of market access/national treatment. In addition to specific commitments, countries make “horizontal”
commitmentsij.e. they provide a list of laws and policies that restrict the use of a mode of supply by foreign suppliers,
independent of the sector involved. Horizontal commitments often involve restrictions on the movement of persons
(Hoekman, 1995).
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liberalisation as compared to the United States and Japan. Hoekman also calculated some very crude

indicators of “tariff equivalents” by sectof. The sectoral figures show how cautiously these indicators

have to be interpreted. The low “tariff equivalent” for the distribution sector in Japan shows that market
access barriers and entry regulations, such as vertical restraints, are not captured by the GATS schedules.
Moreover, these figures are calculated solely on the basis of EU-wide commitments, while individual EU
Member States may have attached additional restrictions to the schedule. The USITC (1995) has
compared the EU-wide commitments with the ones made individually by EU Member States. The results
show a higher degree of “revealed relative restrictiveness” for the latter.

64. The Community has recently undertaken a series of sectoral studies to evaluate the impact of the
single market on some core services. In the case of the air transport sector, the absence of a common
policy has long delayed liberalisation and the third “liberalisation package” was only approved in
mid-1992¥° The EU study finds the results of the single market air transport liberalisation somehow
disappointing, although the coincident timing of the liberalisation effort with economic conditions has to
be taken into account. Based on surveys and interviews, the most important remaining barrier is access to
airport slots, which inhibits competition on existing routes as well as the development of new ones. Slot
allocation is currently a core issue in deciding on the compatibility of the British Airways-American
Airlines alliance with EU competition rules. The second most important problem is considered to be state
aid. Overall, monopoly-operated routes still account for 64 per cent of all intra-Community routes.
Concerning openness to foreign competition, barriers at the EU-level are to some extent offset by more
liberal provisions in bilateral air services agreements with individual Member States. The United States
has signed or is currently negotiating open skies agreements with many European States. The
Commission, though, has recently received a mandate by the Council for a two-stage direct negotiation
with the United States. The first stage envisages an agreement on a common regulatory framework for
EU and US air carriers. A second stage, though only under explicit instructions of the Council, would
involve negotiations on market access.

65. Telecommunication services have undergone significant liberalisation both at the EU-level, with
the EU harmonization starting in 1987, and at the multilateral level, with the GATS agreement covering
advanced telecommunications services and the recent WTO Agreement on Basic Telecommunications
(WTOI/GBT, 15 February 1997). A problem is the different degree to which individual Member States
have implemented the single market legislation. Also under the WTO/GBT agreement, EU Member
States have made a variety of individual commitments.

48, Commitments can be broken down into three broad categories: “None”, implying no restrictions are applied on either
market access or national treatment for a given mode of supply/sector; “Unbound”, meaning no commitment is made
for a given mode of supply/sector; and “Other”, which, in practice, implies that bound restrictions are listed for a mode
of supply/sector. The weights used to calculate coverage ratios are obtained as follows: a value of “1” is allocated to all
instances where “None” is found; a zero in all instances of “Unbound”; and 0.5 if specific bound restrictions are listed.
The resulting ratios range from 0 (no restrictions) to 1 (no access).

To estimate a country specific “tariff equivalent”, each average coverage ratio is multiplied by a benchmark
“guesstimate” of what the tariff equivalent of the most protectionist nation might be. The “tariff equivalent” list for the
most restrictive” country is completely arbitrary. A value of 200 was chosen for sectors where access tends to be
prohibited by most countries, and which do not appear in most schedules (maritime cabotage, air transport except for
ground services, postal services, voice telecommunications, and life insurance). The rest varies between 20 and 50 per
cent.

49. They abolished national exclusivity rights and granted full cabotage rights. The single market in air transport services
was completed with the full implementation of the liberalisation packages in April 1997.

42



ECO/WKP(98)7

66. After the completion of the single market in the air transport sector, the multilateral
achievements in the basic telecommunications sector, and the Europe Agreements with the Central
European countries which cover also liberalisation in trade in services, in December 1997 the EU signed
the WTO agreement on financial services.™ A new push towards liberalising services will come with the
new multilateral services round which should start in the year 2000.

Cross-border competition issuesreceive more attention

67. Trade liberalisation and the parallel globalisation of businesses have led to changes in the nature
and workings of the trading system. There has been a significant increase in commercial practices with an
international dimension such as mergers, strategic alliances and joint ventures. These can lead to an
increase in anti-competitive practices across borders. cartels, abuse of dominant position, etc. The
adoption of an international framework of competition rules would strengthen the multilateral trading
system and promote more equal conditions of competition and market access. Even though the GATT has
started to tackle these issues, progress in ensuring a global competitive playing field has been slow.

68. Nevertheless, some agreements contain competition-related rules. For example, the Agreement
on Traderelated aspects of intellectual property rights contains provisions on the control of
anti-competitive practices or conditions in contractual licenses, relating to the transfer of technology or of
other proprietary information. It also recognises the right of countries to regulate such practices through
their domestic laws, and it provides for consultations and exchange of information between governments
where there is reason to believe that licensing practices or conditions constitute an abuse and have an
adverse effect on competition in the relevant market. The GATS contains provisions on consultation and
exchange of information, similar to those in the TRIPs Agreements, and requires countries to ensure that
monopoly services providers do not abuse their position in activities outside the scope of their monopoly
privilege. A number of sector-specific trade agreements also include competition provisions. The scope
of these provisions remains far too limited to provide for the effective control of anti-competitive
practices at the international level.

69. Some countries have negotiated bilateral agreements on co-operation between their competition
authorities. Such agreements have been negotiated in the Union both at the Community and the national
level. At the Community level, for example, a co-operation agreement has been concluded with the US.
While the substance of these treaties has evolved, their scope remains also limited, as shown by recent
competition policy-related trade conflict between the EU and US. The EU’s approach towards a further
international strengthening of competition policy is described in Chapter 1V.

Harmonization of standards: aresponseto increasing technical barrierstotrade

70. Technical barriers to trade (TBTs), i.e trade barriers related to product standards and
conformity, while falling in the EU due to the single market, have probably risen in relative importance at
the global level in tandem with the liberalisation of border measures, demanding greater attention and
action than in the past.”

50. 56 offers were made by 70 countries (counting the EU as 15) representing over 95 per cent of the trade in banking,
insurance, securities and financial information.

51. TBTs can take the form of technica regulations imposed by national governments, mainly for heath, safety and
environmental protection for the consumers; and non-regulatory barriers imposed by groups, trade associations,
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Figure 6. NOTIFICATIONS UNDER THE GATT TOKYO ROUND TBT AGREEMENT
Number of notifications of draft technical regulations, 1980-94
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Source: WTO Secretariat.

71. With the Uruguay Round a new agreement on Technical Barriers to Trade was concluded, which
was followed by a continuing rise in the number of notifications of mandatory standards™ (Figure 6) and
by an expanded coverage of conformity assessment procedures. Other major changes were the integration
of the agreement into the overall WTO dispute settlement procedure, and the bringing in of standardizing
bodies, including private ingtitutions, through the Code of Good Practice. Although not legally binding,
the code assures greater visibility and transparency of non-regulatory barriers. Overal the new
multilateral rules h