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is frequently politically palnful since it alften resulis in lagalfs and the closure of inefficient plants.
Gevernments very aften attempt to offset this political pain by providing ‘state ald” to their national
g, Such state nid can be viewed ns unfair and the perception of unfalmess threatens o underminge

Bl members' interest in integration. To avold these problems, the founders of the EU established
rules that prohibited state aid that distorts competition, The Comumission is churged with enforcing
these rles.

s Private firms may also seek (o avold restructuring by engaging in antl-competitive practices and EU
rulbes prohibit this, Moreover, as integration proceeds and the mumiser of firms falls, the temptation for
firmis o colhade may increase,

s To avold this, the EU has strict rules on anti-competithve practices. It also screens mergers Lo ensre
that they will enhance efficiency. Again, the Commission ls charged with enforcing these rules.

Suppose that Hberalization occurs as in Figure 11.1 and the result i= a pro-competitive effect,
bt instead of merging or restructuring, all firms are bought by thelr natbhenal goverments o
allow the finms to contimee operating. What will be the impact of this on prices nwd govermment
revenies? Now that the governments are the owners, will they have an Inoentive Lo contnne
with liberalization? Can you Imagine w |||| this :“iq:ll_ll'l favoiar firmas becate d In natbons with '::"I!_l. Flehy

govemments? | -

? Look up a recent state ald case on the Commission's webslte (hitpsiiee.curopa, swcompetition E U trad e 0 I l c
state_pidiregisten”) and explain the econombe and begal seasoning behind the Commission’s y
deciston using the diagrams in this chapter.

Look up a recent antitrust case (Article 81) on the Commisston’s webslte (http:Vec.europa.en
competition/antitrust/casesindes. himl) and explain the economic and legal reasoning behind the
Commission’s decision using the diagrams in this chapler.

Using n diagram similar to Figuere 11.2, show what the welfare effects would be following a switch
from normal competition to perfect colluston. Be sure (o atldress the change In consumer surplus
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The Ellt with Europe, as Figure 121 shows The rght bar shows the share of EL exporis that VILZECs 105 B Buasin s }
s B the EL's varbous pariners, The DNaures inelude EL L mon=EL nations as well as exports [n g : -
e " | ; ; , . Huszia & 03 SwiiEerlnnd i 5
one EL nad v o the relative importance of Infra-ELU trade ar
T - | v o4 - - I
Thie main PoiTAS I |:|'|‘:|-!_| Bl K :\-.1”,'-'..;__.' Bl 4
Twao-thlids o ports are 1o other EU2T nations. More than 80 per cent of such exports actaalky Jupon 14l ! Japan Bl 3
BeCUF ARG . alivee the 10 new Mornber States are fatrly small sconomileally (see | ||.|||||-:"_:'
for details), NUTWa 12 1 Turkey 26 z
If wer add In other Buropean nations I':.-"'ll'.'l. (Switzerland :"-'ll:'.'-'-: Iceland and Liechtenstel 1) and India a6 4 Koren a5 %
Thrkey - e flgure ri=es o three-quariers. In ahorl, theee ot of four export euras earmisd by the EUZT
are from sales within Burope, broadly deflned, Biragil 3l 2 [nelin 22 1
s After BEurope, Asia k= the EUET's malin trading partner, with North America in third place : - a
- o b =] d ' e i = : g Korea 2 2 Hrakil 15 ]
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HN |,:'|'__|_ Armerica and the :l-:i-’i.:l ;:il"-\.! are not vens '|-|||||:'|.|=|' ns EL 3 e destinat Is;
i 4 per cenit, LUAE &5 2 Liga 16 i

Thee patterm on the impor side s verg similar (Jef bar in Figuee | . Thie Wignest difference Hes with Asia Hong Kong ) 2 Talwan 16 1
simce thie EU i'|i|||-|l":= mEre froam Nt expars to il Thire |-|-|-|_n.i-- s true of Narth America. The EL's 4
[ELE PSR L il jin'ps ma al ir ramctcd

with the rest of the waorld s approximately in ba

an he useful to take an even closer ook by sep athonz, as in Table 121

wt two-thirds of EU2T exiernal tende, bt the lis

i slightly Aifferent oo BRICs [ Brazil
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Hussla, Indla and China LOe ther, they account for 18 por cent of lnpsors ancd 25 [Resr
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and China is I|||'||.!|-|-:"\-'I EXpOTiEr D the ELL. After China and the USA, the next mdaosi IMupertant market

for Bl EXporis s wltzel land, but the Swiss g omly 4 PET CEOL A5 MM h as Ansericans (still, thie .
iz o blyg number given that there are 8 million Swizs anc 300 milllon Americans). Hussia, Turkey and 1211 Differences dmang Member States
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i Emerging econoniles 1 trade i= qul & cloar from these numbers. Taking the olates have quite different trade
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members, while others are e |||:;-_||||_|'_||:_|_ andfor calturnlip close o Alrica, North Amencn or Latin
Arveriea. It Is nol -,|.|'|1ri-\.;||.| herelore, that the bnporiance of various trnde parriners VAaries qelie & Losd

aeroas the ELU2T

Figrure 12.2 illustrates this divengenc T reliimnes of Member S{ates on imporis (rom the varbowes

riscfions ks shiown by the 100 per cenl burs, The leftmost segment shows the share of impons rem non
EU Eurcpe. This ranges from about & per cent for Luxembourg to almost 50 per cent for Lithuania
fiy matiers & grent clenl when i comes 1o [Fade partners, so it is not 'iII:'|-!i:"=.I|I| that non-EL

couniries which include Ukraine and Rau==is ||!.||| a !I'!l ralic in the :I-Ii"'::ll 1% Towr the central

[ETCH
I
wrean members such as Poland ond the Baltic States. The importance of North America varies almost
as mucl. North Amerlea's share in Irish externil mpaerts = aboot 40 per cent, while for the Baltic States

iL is 10 per cent of less
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The figure alzo shows some faicy nadural linkages. The Therlans import a lnrge share of thelr wtermal

trade from Latin America and Afdca. Afriea's share Is also over 15 per cent for Italy and France. Asin’s role

i mvore constant, although it tends to be larger for members with casy) access Lo the %eq, soch as Britain
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12.1.2 Composition of the EU's external trade
What sorts of I|IIIII|I-\.I|I'|.'-\- thie BU2T ¢ :q.|-'-|" by fured im0t from the rest of the wodd? As Figuare 124 shiows,
the answer 18 malndy rmanid acir |I|III s, T I|..|'||l:l|;|"~i||.';||I||| dlagrn are

Manufacthured goods necout Tor a st W peeEr cont of EL aarpmorts, with absoud half of { all & Xpor 3 beding
machinery and tritnesport eguipment

af
r

2V 1% 0 blyy importer of fuel; about ome In evem) five cures spent on lmports

O the ot s, aboul two out of every three eoros wpsenl on imgerts o o by manafactured gooda.

Beelngg energy poar, the EX

s fo pal) for fuel

Other tgpea of gonids play & relatibvedp minor part in the EUV's trade.

Imports Exparts
S ; TEEET
[ Other | | Crther
: i manufaciured | manufactured
| | products { products
R R
L"'_'_""_ﬁ_. Haw malerials ey Raw materials
Perrnerned Food, drinks pratassaiid Foad, drinks
and tobacoo [ | and tobacco
hachinany, |
! ,,:m b | Bachinery,
_"? : F'rl'-ue'nl transport
[ CEpme: equlpment
] Chemicals -'I”] Tt
|| | Chemicals
Fuel products .,.'., febdebol
_RSESETEEY Fuel products
S e fpe ey e ol L e v euperialpuge porial imeomational_irsdetnorodiuictice

Aboel ¥ peer cent of EU2T exports o the rest of the world consist of Tood {(more re feph. foad. deink
ind whacce], The EU's mnports of such gosds aceount also for 7 per cent of all its imports. As the chapler

on the CAP (Chapter &) showed, Eurepe's trade In agricultural goods is massively distoried by subsidies
to EL fnrmers, subsidles to B exports and high barrders ngainst imports. I the CAP were fully liberalized
U direction the Commission is pushing for (see Chapt

¥ for detall=), all rade distortions would b
revsoyedd and the EU would surely beconse a net importer of Food

The situntion Mhestrated by Flgure 1229 aqqregates all the BU's trade with all partners. This is useful shce

1 ives us an idea of just how dominani manofactured goads sre when it comes o B teade molien, It

nlso provides an imiportant perspective when we tum to EU trade polley, sinee EL import barders lor
manufactured goods are very different from B import barrders on agriculioss
quite ciearly that agriculiural goods plag only a minor role in the EWs trade despite the dominanee of
agriculiure in politeal conflicts both within the EU and with the rest of te waorld

The aggregate trade pattern, however, hides a set of facts that are Important to understamding the impact
of the ELFs external trade

goseida. Moreover, It Hlustrates

- Shnply put, the copmmcditn compostiion of the EL's ermars & approsinsie
i il ity mcdity compoaition of the EL's eoparts B approcimately

the same for all of the EL's trade partners, bat this 1= ot true for it Imporis. Figure 12.4 shows the facts
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& The bottom panel, however, shows that tee EL's import composition varies o kel by parimner. As might
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i in maviral resources — Africa, OIS, the Middie East and

froam continents that are relatively abun

Lagin Amsericn. Wil Warth Amerbea and Asiin, the inpors consist ;....-\.r'!; of manufaciures,

paartmers, bt it amounts to almoest half of the ELs

Food i mever a dominant import for any of the
imports from Latn Amerdca (and this figure can be moch higher for paricilar natlons, espe inlky

amall, poor nations

12.1.3 The EU's Common External Tariff (CET)

The EL hasg been an active participant in the Gl-gear-long sequenee ol 4

GATT Hounds or, sinee 1095, WO Hounds. As a result, the EL's tariffs

lobal tariff-cutting talks known as

pte low for most

il included in these Rounds

were bargained over In these Rounds. Since agriculiural tariffs wi I

e of tve twentbeth centuryg, EU tarfTs on such goeods rermain musch higher
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A5 the EL defines bvdividual tariff rades for about 10,000 products, we must generalize (0 gel a handle

ait the mambers, The average CET mite s nbout 6 per cent, but this hides a wide variation. Ahout o quarier

X L ) 5 " .
Al the rates on all i'|“'|'|"|""' are sof nl zero '!I'.||'~|I||i Imabustrnd (eeeis I.||.'!.I-'|.I|!| electranics]) and the average

for Indusirinl goods is about 4 per cont s wve e onapriculiarn] imports is four tmes this, namely
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E1Ms Commnmn Extemnal TarklT (CET) 2000
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Animal products Lah

[Bairy prodscis bt 163 i}
Frubl, vegetables, plants 11 161 12
Cofles, [2a T Wi 5
Cereals and preparatlons 15 111 a
Oikseeds, fats angd oiks f g4 n
Sngars and confectioner) i ] 115 i}
Beverages and tobacoo k] {515} L5
el 3 i} 1040
Qther agriculiural products f 117 &5
Fish and fish products 12 ] i
Mineraks and metals 2 12 1]
Petrolenm 3 o
Chembcalks B 13 13
Waxnl, papes, ete, | 10 RS
Textiles T 12 2
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Notelecirienal macliinern) 2 10 na
Electrieal machinery 3 14 i
Transport equipment 1 =/ 17
Uther manufachires 3 14 55
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e maxtmmam tadif in both cateqories i8 astronoml
The third eolomn shows thee ghare of the EL's exlet nal IS
teral p sor cent of BEL invporis of a
f5. bt v dabry does. Below we discuss n more detal] the various programmes that allow dutyj-lfree

per cent, as the second -..'-Il|||| 1 SHICVE &

at come i odiy-

for example, when commitments in trade agreements might undermine the EL's cultural and
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i | alty Is alse required I the EU law of trade agresment covers issues thal

mpons
Mew, looking down the pows we See thnt InTporiE ol Erimnry s are with Lhie exo HLUEIL of cotton

ankmity for intemal laws (e.g. tax harmonkzEation

wirmam nrlfe are also much lower, The
The maximum rates on some manufactur

iawed ai & mnch higher rate than manofactured Soroe: This ba drnws on Baropean Cesmbsabon (20
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sl e athll hioh, bat n manufactures 8 alwags below & per oent, except [or L xiiles

nndd clothing where the averages are 7 an | 12 per cent, respective sl
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' 1E 21 ELI -:nmpetenr.es on trade

e coni 1pete o (5ee C ||.|| 1 o o detnilsl That is, tee EL haa the exclusive el
aticns = the so-called Commmon Commercial Poliey. Indiy lehnal Member States

| |||| ] R
dicy with thine
ot trade my

A Fll inctitutions f rade po R
s or oondlude

atlonal trade agroement: wibe of & customs unben

canmdd e

e sl iras BT bre . ¥
Formation of p eustems union — which means the eliminatbon of tariffs on intra-EU trade and a

af & common cxternal tadff - was the EU's first big step towards cconomic integration. A customs hnving one trade policy Is extrenely strong. After all, if each mensbser o 3 o It5 own, the single
i Til 11F | 3 t k Y i . o - | k. } prae T v
unicn requires poli | coordination sinee trade polley towards third nations ks an e violving mearkoet might be undermined by third natbons explaiting differences across EL members' external trade pollcies

1 ceniury, the ELs power on tracde po
F & i x ¥ dir [ s BN ir
were by far the most Impertant aspect of tride paliey. As BU ta

iy of Rome granted supranational powers to the EDs In the twentiedl
de policy is concerned t s known in EU fargon as ‘exclasive tmportant lEmitation; back then, tarifls : \ e
eqpntion of sovereigniy has never l:'lli"'l.ll.ll:'ll and indeed came down daring the course of multilateml trade negotiations, and the nature of intermational commerce

LRI '|'|| f:ll |'|I:|I|' this coording
institutions as far as extema
‘oL nee” (s | |'.i!||5l'l' 2 for detalls). This de

i : A
by} was basieally lEmted to tarifTs. This was not an

ovier the decades the various Tre ave granted the BU more power in the area of trade. The 2009 grew mare complex, the pange of i'||.|||||'i.'|:|‘. !.r:'.-|-= birriers broadened . . :
Lisbon Treaty in particular greatly nes ged the extent to which EU members h wie delegated powWer ok Ll bogie of & |||.|I|-I-|! external II'iI-C!_.' ||-.-.|-.'|; Wils :|.-*-!|I:||!| as ever, this tre LR ':.|l.|| il
an teade i=sues to the BEU (see Box 12.1). This section reviews the institutions and practices governing the competenee of the EU begond tarifls, This was done ina ‘--\.'I'l"‘- of smal M pr N steps in the
this coardination Manstricht and Nice Treaties. It took & big step forward with the December 209 Lisbon Treaty, which

i Comier
napecls of intellecienl properiy rigthis { copyrights,

pxlemded the Cog al Palicy to explicitly inclucle trade Inoservices, forelgn direct byvestment

angl some slemiE, e, ).

121 Lisbon Treal .5 on trade in a nutshell
= S . i =1 5 M d i ki lis biellecinal s (the general name for thinga Uke
h, p:-_-!__|-||-|-||-:| if |_'_|-_|||||| & CONEpe v eness lles b M indelbeciial prog | 18 CJETUETmE FunImes Sk ARULy 1Lk
As far as trade policy goes, the Lisbon Treaty invelves three big changes padenis, irdemarks, designs, copyrights and g el indieations, like Parma ham or Champagne). To
E 1 P | . Before L th LAITEnL's powes protect these, the EU and {ts members have signed many agreements establishing intemational disciplines
Eilg bvcrease im Emogsen AMenL power o trsde pod efore Lishon, the L i

3, counterfoitl ancl this ke

couniries. The

thoi protec
| A key rod

ctual property). These disciplines wre neant to deter piea
» polley i= o see that such standards ar

here amd pursies th wtive in the WTO and § 1
olimtion of te Antl-Counterfeiting Tra

0
anm EL irade |"|Ii'. 1) Wk ko :‘\-.lu.l\. ils poAver 18 ver) ne .'.rI!_| equial b that of the Couneil (1

{ Kl
Commission tkes the lead
% Most recently, the EL participated actively In the neg
“ision procedare). Under {ACTAY, which was signed In the antwmm of 2011

Caunell of Ministers f"-|||"-: irll:'iI“li

rith third mathong,

e Aore

f trade preferences, eic.)

s All BU trade laws {e.qg. imposition of anti-dumping tariffs, grantls

aLEt e :'\.|'|||||I|'~C! ||!_| the ‘opdinary be it alative Jsr

sehiire’ {the obd oo

Il .|_|.|-| Counell have equal povwer

this procedurs, th

¥ [’ il
s All trade agreements must now be approved by Parlinment, but Parliament des not have the
fi |||;|| rght to suggest amendments, However, ns the discusalon of the EU-Korea free trade

»contend fIrsereEnts

armplie, BAYW and Alrboes seq
rs, Likewise, the
Increased powers for the EU as opposed to EL members Intemntionalization of supply chalns often involves ELUN companies |:|1-'-1.'-II ng in factories in thisd nations
1 (FDI I || ¢ glohnl eeomomy (FL 5
e Uiy

HITIE AN ""l"‘:i"-'-l part ol IradEe. For ex

| gl v Chimese cusiom

Iy mangyy inelystries

agrecment showed, Parinment ean use its dght of relusal to inflhvenoe

up production facilittes by China as part of their effort o s

ELl authority, =0 only the E1 can Inndeesd, the EL is the largest generator of forelgn direct e
G 8 ], Sl o ’ i .
| | where oo compug) from one natkon rocthy controls an investment in another, say a factorg, i
}

& Foreign direct mvestment (FDI) becomes clearty

conclude intermational agreements and adopt lvws
ch ns trade n services and

TR Such investment is fac
;|_u|:||\"|. |'\1I..I|I

[ merely ovwning some shares in the o -|l.'|l.| 1 CONPANY )

# The Lishon Treaty clearly grants power to the EU on issues st ped r rules that establish legal dights for investors abroad and for

ol intellectual property, along with trade in cultural

commercinl aspes

A : ; ; | the EL. Es .h'.iu'._ v, improving and enflorcing such =|-I--- s the main thrust of El
educational and so nd health H.IM' I::.m o I'.II",I_""' aeqnsithy 'I- S e ;--_.|_|||_|.=-_ i sstment § I'I|-|-'- the Cosmmission works with the WTO and third natbons in the context of bilateral
PHWET 15 Bt e t A Epeci s VoLing mees: snal qranl EL mnembers the power of Velal irade BT a (ko the BUl-Kores FTA that came into ¢ffect | C oy ||I| |||l Focaes & an The

Cuealified majority voting for most irade issoes negdintion of investiment rules by the context of preferentlal trade agreements that the EU negotintes with

Qualified majority voting (see Chapter 3 for details) 1 now the general rule in the Council for third countries. The EU-Korea Free Trade Agreement is the most recent example of an agreement that

actions pe d o tride ||||:||-|| areas {including the new Arcas sui Iy ;s inyvestment and =ery ices) rellects BV investiment |'-C.-||:'!_| :|-"-!'.|-Ii.1|.:=-|':‘--. - : .

However, members sl retain a veto (Le uanimity s required in the Councily in certaln cases; Prior to the Lisbon Treaty, investment was not part of the EUs responsibilitg, so Member States siyned
—y i large number of bllateral arrangements (called Hi |:'|| ral Investment Treaties, BITs). I 158 not get clear

how the EL will deal with this tangle of agreements, For example, Turkey his a BIT with 11 separate El



- : hEr Sod oh nrepxisting BITs are lkely to
mvesbers, These will presumabily be eventually merged into one, but such pre-existing BITS i -

reqniidin i Toree [or sormae Lme,

12.2.2 Allocation of responsibilities |
Trade policy In today's globalized world touches on a vast arraj ¢ . - I:' proticy
ks e bren |i complex sinee it has (o deal with issues ramnging [rom quodas on :|'.|-E| & umiberwear I I,:H !-u'.;.
to intermet banking tosugar mports, To keep ELl policy coherent in the fai o |.-I ':||:--;-nl| |-||-‘-:|‘.|. e Treathes

n Commmission the task of negotiating trade matters with thind _|._|-".n|'~.' :'.I' ehalf of the
‘-1:-|;|u--| 5 .|'.-.-_- [ Artiele 207 of the Treaty on the Fanclionlng of the Europs :'rn Unijon . In practices, this means
that the EU Trade Commissioner (eurrently Karl de Gueht] Is responsible :-ar_n 'Z::II':Iul':'r:Ihi '.r:||1.|- ne "
These |.---:;:'-:|:l.I|--:|.- Epled -|.|--|| d in pecordance with specific mandates defined |'!|. the _" ol andd the
Padiament {ealled ‘Directives for Megotiation '} The Enropgean Caonunkssion also akes e "::.'II o trace
 for example, trade agreements, and it ks in charge of

nddingly, EL tra
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ance with existing agreements and WTO niles

wifareement and surveilinnes al comp
I-Il'.|!|_|-.|_:-.'. i feameworks gulding the Commilssion are Joantly decicled b '|I'_' |"-“"5]3‘_-_'“|: Parliument and
the Council (e, what was called the Coundl o Ministers before the Lisbon Treaty) These ds p I“Hj“ll
aken on the basts of the ‘ordinary legislative procedure’ (see L o oty vollng
iy the Counel] and the Parliament. The Councll must adogd any agrecmenis ||-.x_;~-ll..
after the Parlinment hias gliven s consent (Le. the Parlianent can sy yes' or o’ bi
s3]l with areas under the exclusive competences of
e decision of the Couneil and Pariiane:
ey concerns the European Pariament. Specifically,
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ngrecments), For ago
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pational parliaments wo longer have o ratl
1 Treaty on Lra

The big change in the |
T Frnad | F [
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