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The Rationale for EU Trade and Investment Policy

Trade policy is one of the cornerstones of the European Union. The founding logic of the European Economic Community was to create a customs union eliminating tariff and regulatory barriers to trade between European countries. In turn, this required common representation via the European Commission in international trade negotiations that affected the common EEC tariffs and regulations. As such, trade policy is one of the most 'communitised' of all EU policy competences and has been so significantly longer than other policy areas. 

There is a compelling economic logic which underpins the EU's trade policy. Put simply, the EU is a trade superpower. Collectively it is the world's largest economy (€12.6 trillion)[footnoteRef:1], the largest exporter (17% of global exports), largest importer (17.5%), the largest investor (32.6%) and largest recipient of investment (24.4%)[footnoteRef:2]. This economic weight combined with a population of 500 million people gives the EU serious clout in trade talks and gives the UK a better deal than if it negotiated alone as a country of 60 million.  [1:  http://epp.eurostat.ec.europa.eu/cache/ITY_OFFPUB/KS-GL-13-001/EN/KS-GL-13-001-EN.PDF ]  [2:  http://trade.ec.europa.eu/doclib/html/122532.htm ] 


The EU's Exercise of its Competence

The EU has been at the forefront of multilateral negotiations that led to the founding of the World Trade Organisation and those that have followed such as the Doha negotiations. The EU has also led, where multilateral negotiations have not been possible, in plurilateral negotiations such as the Government Procurement Agreement, Information Technology Agreement and the Trade in Services Agreement. The EU has also been active in cementing bilateral economic ties with countries around the globe: 

· The EU has trade agreements with 52 countries around the world including emerging economies such as Turkey, South Korea, Mexico, Egypt & Colombia[footnoteRef:3],  [3:  Association Agreements with Algeria, Chile, Costa Rica, Egypt, El Salvador, Guatemala, Honduras, Israel, Jordan, Lebanon, Morocco, Nicaragua, Palestine, Tunisia; Economic Partnership Agreements with Antigua and Barbuda, Bahamas, Barbados, Belize, Dominica, Dominican Republic, Grenada, Guyana, Jamaica, Mauritius, Papua New Guinea, Saint Kitts and Nevis, Saint Lucia, Saint Vincent and the Grenadines, Seychelles, Surinam, Trinidad and Tobago; Free Trade Agreements with Colombia, Peru and South Korea; the European Free Trade Association with Switzerland; European Economic Area with Iceland, Lichtenstein and Norway; Customs Union with Andorra, San Marino & Turkey; Economic Partnership, Political Coordination and Cooperation Agreement with Mexico; Stabilisation and Association Agreements with Albania, Bosnia, Croatia, Macedonia, Montenegro and Serbia; Trade, Development and Cooperation Agreement with South Africa; Faroe Islands; Partnership and Cooperation Agreement with Iraq; EU-Cameroon Interim EPA;] 

· The EU has finalised negotiations with 16 other countries including Ukraine & Cameroon[footnoteRef:4]  [4:  EU-Southern Africa Development Community (SADC) Interim EPA with Botswana, Lesotho, Mozambique, Namibia and Swaziland; EU-Ghana Interim EPA; Interim EU-Pacific EPA with Fiji; EU-East African Community(EAC) Interim EPA with Burundi, Kenya, Rwanda, Tanzania and Uganda; EU-Cariforum Economic Partnership Agreement with Haiti; EU-Ivory Coast Interim EPA; Free Trade Agreement with Singapore; Deep and Comprehensive Free Trade Agreement with Ukraine.] 

· The EU is negotiating with 58 other countries including Japan, the USA, Brazil and Saudi Arabia[footnoteRef:5]. [5:  Free trade agreement with Bahrain, Canada, India, Japan, Kuwait, Malaysia, Oman, Qatar, Saudi Arabia, Thailand, UAE & Vietnam; Deep and Comprehensive Free Trade Agreements with Armenia, Georgia & Moldova; Economic Partnership Agreements with Malawi, Zambia, Kiribati, Nauru, Samoa, Solomon Islands, Tuvalu, Tonga, Vanuatu, Gambia, Sierra Leone, Angola, Chad, Congo, Central African Republic, Democratic Republic of Congo, Equatorial Guinea, Gabon, São Tomé & Principe, Comoros, Djibouti, Eritrea, Ethiopia, Somalia, Sudan, Cook Islands, East Timor, Marshall Islands, Micronesia, Niue, Palau, Benin, Burkina Faso, Cape Verde, Guinea, Guinea-Bissau, Liberia, Mali, Mauritania, Niger, Senegal and Togo; TTIP with the USA. ] 


The potential economic gains from these negotiations are huge.  The European Commission has estimated that if all the ongoing free trade negotiations were concluded, it could add 2.2% to the EU's GDP (€275 billion) and 2.2 million new jobs across the EU[footnoteRef:6]. This includes an estimated €119 billion a year from the EU-US Transatlantic Trade and Investment Partnership (TTIP), and an increase of 0.6% in EU GDP and 400,000 additional jobs from the EU-Japan agreement[footnoteRef:7]. [6:  http://trade.ec.europa.eu/doclib/docs/2012/november/tradoc_150129.pdf ]  [7:  Ibit. ] 


UK Interests in EU Negotiations

As noted before, the EU's combined economic weight offers a huge incentive for negotiating partners to open up their markets because, in return, their companies gain access to a wealthy consumer market of 500 million people. Such negotiating leverage would be substantially reduced if our partners were only offered access to a market of 60 million people and the reciprocal trade terms for British companies would be less beneficial.

There is clear evidence that the EU has prioritised the UK's trade interests in its negotiations with partners. For example, following the disastrous floods in Pakistan in 2010, the Commission proposed a regulation for Emergency Autonomous Trade Preferences for Pakistan[footnoteRef:8], an unprecedented proposal and a key priority for the UK government. Whilst this regulation faced some resistance in the WTO, from other Member States in the Council and some MEPs, a modified version was passed in September 2012. This success was reinforced by amendments to the Generalised System of Preferences[footnoteRef:9] which will allow Pakistan to apply for GSP+ status under the new regime due to enter into force on 1 January 2014. The ability to pass both changes in the face of strong opposition demonstrates the influence of the UK over EU trade policy and the willingness of other countries to accommodate these priorities.  [8:  http://www.europarl.europa.eu/oeil/popups/ficheprocedure.do?reference=2010/0289(COD)&l=en ]  [9:  http://www.europarl.europa.eu/oeil/popups/ficheprocedure.do?reference=2011/0117(COD)&l=en ] 


During the process of major international negotiations , the Commission has made UK interests a priority. In the EU-Canada Comprehensive Economic Trade Agreement negotiations (CETA), the Commission has prioritised enhanced protection of pharmaceutical patents, a key demand for the UK. In the EU-India FTA, talks have stalled due to the reluctance of India to agree to European demands for reduced tariffs on spirits (e.g. whisky) and automotives; again,  both are key British demands. 

Economic Gains from EU Trade Agreements

The evidence from existing EU free trade agreements shows that the UK has benefitted considerably, for example the EU-South Korea Free Trade Agreement. Comparisons between 2012, the first full year after the agreement had entered into force, and 2010, the last full year before, show that UK exports rose from £2.2 billion to £4.6 billion, more than double[footnoteRef:10]. Similarly, evidence from industry underlines this export boom as highlighted by Europe Minister David Lidington: [10:  https://www.uktradeinfo.com/Statistics/BuildYourOwnTables/Pages/Table.aspx ] 


"Dorset Cereals saw its sales to South Korea jump six-fold in three months this year because the EU-Korea Free Trade Agreement abolished a 45% customs tariff."[footnoteRef:11] [11:  http://blogs.fco.gov.uk/davidlidington/2012/11/30/satisfaction/  ] 


The expected benefits of future EU trade agreements are also set to be significant for the UK, in particular the Transatlantic Trade and Investment Partnership (TTIP) negotiations with the USA. The USA is the UK’s second largest trading partner and two way trade totalled £129 billion in 2011 (12.7% of total UK trade)[footnoteRef:12]. American companies have investments of over £200 billion in the UK (27% of total foreign direct investment in 2010)[footnoteRef:13]. The potential to build on this relationship should not be underestimated.  [12:  http://www.parliament.uk/briefing-papers/SN06211.pdf - page 7-8]  [13:  http://www.parliament.uk/briefing-papers/SN01828 - page 6 ] 

	
An independent report prepared for the Department of Business, Innovation and Skills stated:

“TTIP is estimated to yield an increase in UK national income of between £4-10 billion annually, or up to £100 billion over a ten-year period (which corresponds to a 0.14-0.35 per cent increase in GDP levels[footnoteRef:14])”.  [14:  https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/198115/bis-13-869-economic-impact-on-uk-of-tranatlantic-trade-and-investment-partnership-between-eu-and-us.pdf ] 


Negotiating Partners

The sheer number of ongoing trade negotiations underlines the impact of the UK on the direction of EU trade policy. As the leading pro-free trade nation within the EU, the UK, supported by the Commission and other Member States, has won the argument that opening our markets to other countries around the world is beneficial for creating jobs and economic growth across the EU. This is reflected in the Commission's ambitious agenda. Given the economic and fiscal challenges the EU is facing and the historical inclination in times of crisis towards protectionism, this is an impressive achievement. 

The choice of the EU's negotiating partners has also reflected key UK interests. For example, building trading ties with the Commonwealth has been at the forefront of EU trade negotiations, particularly in negotiating Economic Partnership Agreements, designed as development sensitive free trade agreements: 17 Commonwealth countries have trade agreements with the EU including South Africa[footnoteRef:15]; a further 12 have finalised negotiations including Singapore[footnoteRef:16]; 14 Commonwealth countries are in negotiations including India, Canada and Malaysia[footnoteRef:17]; four more benefit from the Generalised System of Preferences[footnoteRef:18]; Pakistan receives Emergency Autonomous Trade preferences[footnoteRef:19]. This leaves only three Commonwealth nations (Australia, New Zealand and Brunei) without some form of preferential trade arrangement or negotiation with the EU. Even then, this has not inhibited UK-Australian trade and investment, as shown by the Australian Government's submission to the Single Market report in the first semester: [15:  Trade and Development Cooperation Agreement with South Africa; the EU-Cariforum Economic Partnership Agreement (EPAs) with Antigua and Barbuda, Bahamas, Barbados, Belize, Dominica, Grenada, Guyana, Jamaica, Saint Kitts and Nevis, Saint Lucia, Saint Vincent and the Grenadines, Trinidad and Tobago; other EPAs with Mauritius, Papua New Guinea and Seychelles. Interim EPA with Cameroon.]  [16:   EU-Southern Africa Development Community (SADC) Interim EPA with Botswana, Lesotho, Mozambique, Namibia and Swaziland; EU-Ghana Interim EPA; Interim EU-Pacific EPA with Fiji; EU-East African Community(EAC) Interim EPA with Kenya, Rwanda, Tanzania and Uganda; Free Trade Agreement with Singapore; ]  [17:  Negotiating FTAs with India, Canada and Malaysia .  Negotiating EPAs with Gambia, Kiribati, Malawi, Nauru, Samoa, Sierra Leone, Solomon Islands, Tuvalu, Tonga, Vanuatu and Zambia.]  [18:  The Maldives, Bangladesh, Nigeria and Sri Lanka ]  [19:  http://www.europarl.europa.eu/oeil/popups/ficheprocedure.do?reference=2010/0289(COD)&l=en ] 


The UK for example attracts strong Australian investment partly due to our long term links but also because of the UK’s position in the EU market. The internal market....brings great benefits to the economies of Europe and the UK.

As well as benefitting Europe and the UK, the UK's participation in the internal market benefits Australia.....Australia's strong links with the UK allow Australian businesses to use the UK as a platform for trade and investment in the broader EU market[footnoteRef:20]".  [20:  https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/224233/evidence-australia.pdf ] 


UK Trade Policy if it left the EU

The assertion that the UK has to choose between EU membership and trade with the rest of the world is totally false. Statistics demonstrate that the UK has successfully continued to trade with major non-EU trading partners both before and since it became a member of the EEC in 1973. For example, the USA has consistently been the largest or second largest destination for UK goods exports each decade since the 1960s[footnoteRef:21]. Meanwhile, Germany is the world’s third largest exporter with 43% of its exports sold to non-EU countries[footnoteRef:22] and it has clearly prospered in its global trade as a member of the EU.  [21:  http://www.parliament.uk/briefing-papers/SN06211.pdf - page 9]  [22: https://www.destatis.de/EN/FactsFigures/NationalEconomyEnvironment/ForeignTrade/TradingPartners/Current.html ] 


Indeed, the opposite is true: if the UK were to leave the EU or repatriate trade policy, it would not only harm the UK's trade with Europe but it would also undermine the UK's trade with the rest of the world. Commissioner Karel De Gucht confirmed: 

"The Commission takes the view that if a Member State were to leave the European Union it would no longer benefit from preferential arrangements included in EU trade agreements. In such circumstances, a Member State would not be subject to the Union's common commercial policy and could no longer benefit from agreements negotiated on that basis. Moreover, a third country offers concessions to the EU on a reciprocal basis, expecting market access to the Union as a whole. Third countries would be unlikely to offer as generous concessions to a Member State which has activated Article 50 that could only offer access to its own market[footnoteRef:23]". [23:  http://www.europarl.europa.eu/sides/getAllAnswers.do?reference=E-2012-008158&language=EN ] 


British exporters would face new tariffs, regulatory barriers and restrictions to services, investment and procurement in crucial emerging markets. If the UK leaves the EU, it would not only damage UK trade with Germany, the Netherlands and other EU countries, but also emerging economies such as South Korea, Mexico, South Africa, Colombia and Turkey.

The UK would have to start its trade policy from scratch without any guarantees that other countries will want to negotiate and, if they do, with the likelihood of a worse deal as the UK would have less negotiating clout. Britain has not negotiated a trade agreement since joining the EEC in 1973 and a new international trade civil service would need to be created from scratch.

Priorities for the UK in the EU's trade policy  

Economic power is moving away from Europe to the emerging world which presents a variety of challenges and opportunities for the UK and the future direction of EU trade policy. By 2015, the Commission estimates 90 % of world growth will be generated outside Europe, with a third from China alone[footnoteRef:24] and by 2030 developing and emerging countries are likely to account for nearly 60 % of world GDP.  [24:  http://trade.ec.europa.eu/doclib/docs/2010/november/tradoc_146955.pdf - page 4] 


In light of these developments, the UK's priorities within the framework of EU trade policy should be the following: 

Promoting multilateral trade negotiations: the greatest economic gains from trade negotiations will come from multilateral trade talks and reviving the World Trade Organisation (WTO) and, therefore, the UK & EU should prioritise concluding the agreement on trade facilitation at the WTO Ministerial Conference in December. Where multilateral agreements cannot be reached, plurilateral alternatives should be explored but, unlike the Anti-Counterfeiting Trade Agreement (ACTA), they should be rooted firmly in the WTO framework using the successful models of the Government Procurement Agreement (GPA) and the Information Technology Agreement. The EU should build on the recent APEC agreement[footnoteRef:25] on environmental goods to promote a global agreement liberalising the trade in environmental goods and services.  [25:  http://www.ustr.gov/about-us/press-office/fact-sheets/2012/september/apec-environmental-goods ] 


Prioritising emerging economies: the economic gain from access to the markets of emerging economies is substantial. British goods exports increased in 2011 by £1.5 billion (a 21% increase) to China[footnoteRef:26], by £1.5 billion (37%) to India[footnoteRef:27], by £1.33 billion (39%) to Russia[footnoteRef:28] and by £192 million (9%) to Brazil[footnoteRef:29]. However, the UK's trade relations with the emerging economies are starting from a very low level. For example, the UK's goods exports to the Netherlands of £22.8 billion in 2011 were worth more than exports to the four BRICs combined (£21.25 billion)[footnoteRef:30].  [26:  https://www.uktradeinfo.com/Statistics/BuildYourOwnTables/Pages/Table.aspx - exports to China in 2010 were £7.2 billion; exports in 2011 were £8.77 billion.]  [27:  Ibid. exports to India in 2010 were £3.95 billion; exports in 2011 were £5.4 billion.]  [28:  Ibid. exports to Russia in 2010 were £3.45 billion; exports in 2011 were £4.78 billion. ]  [29:  Ibid. exports to Brazil in 2010 were £2.1 billion; exports in 2011 were 2.3 billion. ]  [30:  Ibid. ] 


The emerging economies are often unwilling to open their economies in areas of key British interests - services, investment, procurement and protection of intellectual property rights. Therefore, it is essential that the collective bargaining power of the EU is exerted to gain market access. In this vein, concluding the negotiations for an ambitious agreement with India and the investment agreement with China are crucial. Options should be explored outside of the context of the stalled Mercosur negotiations to negotiate an agreement bilaterally with Brazil. Emerging countries, particularly China, should be encouraged to join the GPA. 

Integrating with developed economies: while emerging economies are growing rapidly, developed economies have well-developed wealthy consumer markets where the potential for profits and growth are enormous, and where trade ties are already well established. Integrating with developed economies also gives the opportunity for the development of common standards and approaches to international trade issues that could then be pursued in international fora. The rapid conclusion ofnegotiations with Canada, Japan and the USA should be a key priority for the UK and the EU. 

Prioritising services: the UK is a world leader in service industries, which employ 81% of the UK workforce[footnoteRef:31]. However, exports of services constitute only 39% of total UK exports[footnoteRef:32]. An immediate priority should not only be completing and implementing the single market in services but also liberalising service markets globally through plurilateral and bilateral agreements to secure market access for British companies.  [31:  http://www.ons.gov.uk/ons/rel/census/2011-census-analysis/170-years-of-industry/170-years-of-industrial-changeponent.html ]  [32:  http://www.parliament.uk/briefing-papers/SN06211.pdf - page 14] 


Conclusions

Trade policy is one of the great successes of the European Union and the UK has played a positive, engaged and influential role in its development. Competence should continue to be exercised at a European level because, as a customs union, it would be impossible for this power to be exercised nationally. Furthermore, the UK gains substantial advantages from the EU’s trade policy with its economic interests advanced by the world’s largest economy and trading block. British companies get a better deal and greater access to markets around the world, allowing them to compete on the global stage. Only through EU trade policy can the UK truly compete in the ‘global race’ and seize the opportunities presented by the rise of emerging economies. 


