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Background
The Senior European Experts group is an independent body consisting of former high-ranking British diplomats and civil servants, including several former UK ambassadors to the EU, a former Secretary-General of the European Commission and other former officials of the institutions of the EU.  A list of members of the group appears in the Annex.

SEE has no party political affiliation.  As an independent group, it makes briefing papers on contemporary European and EU topics available to a number of organisations interested in European issues, drawing on the extensive knowledge and experience of its members.

Several members of the group have particular expertise in trade and investment issues having worked for or as the UK Representative to the EU or in the Commission.  

Introduction

The EU’s external trade policy has been one of its success stories since the outset. It has been a key force for the opening of markets for goods, services and capital, the expansion of world trade, and the strengthening of international rules guaranteeing a “level playing field” for the Member States in the world outside the EU.  The UK has played a prominent part in developing EU external trade policy – to our considerable economic benefit.  

The EU is not only the world’s largest economy, but also its largest importer and exporter with 30 million jobs in the EU dependent on trade with countries outside the EU (up by a third since 1995).
  The EU is also the world’s largest recipient of foreign direct investment – another critical source of jobs for both the UK and our EU partners.
  While Europe faces new global competitors, it has held on to its 20 per cent share of world exports despite this competition and in contrast to Japan and the USA whose shares have fallen sharply.
  
The Department of Business, Innovation & Skills, in a study published in 2010, highlighted the importance of the growth in world trade to the UK economy and the notable fact that world trade growth has exceeded GDP growth substantially both in the UK and globally since the 1980s.
  UK trade in goods and services, for example, grew by an average of 8 per cent per annum between 1985 and 2008 and by an average of 10 per cent a year between 2002 and 2008.
  As the UK economy steers out of the choppy waters that followed the global financial crisis, and the unprecedented 21 per cent fall in world trade in 2009, reviving trade growth is of immense importance.
  
In this context, the importance of open market policies for world trade to both the EU and the UK is very clear.  And while in some respects trade regulation has got easier since the General Agreement on Tariffs and Trade in 1947, and the subsequent “rounds” of world trade talks, which reduced or removed many of the tariff barriers, the battle now is to reduce the “behind the border” or non-tariff barriers to trade, both in goods but especially in services.  Product regulation, investment rules and labour market controls all affect world trade and removing (or harmonising) these makes trade far easier – as shown within the EU with the Single Market.  
The ability of the EU to influence world trade regulation is an important benefit to the UK as an EU member; it is highly unlikely that the UK would, on its own, be able to achieve the level of influence the EU has achieved, either within the World Trade Organisation (the successor to GATT) or bilaterally (as in the recent EU-Korea free trade agreement), on our own.  The fact that the EU has embarked in recent years on a series of negotiations with large trading partners, most notably the United States and Japan, for comprehensive free trade agreements makes the EU’s role in international trade of even greater importance to the UK.
Questions

1.
What are the advantages and disadvantages of the EU’s competence over trade and investment, particularly in relation to international trade and investment negotiations? 
When answering this question you may wish to consider:
· the impact of acting as part of a bloc on the UK’s global influence; 
· the EU’s capacity to deliver trade and investment policy effectively (e.g. its effectiveness in trade negotiations, including whether this varies across different regions); 
· the resource implications of having competence at the EU level; 
· the extent to which EU trade and investment policy offers benefits to the UK that go beyond those offered by WTO membership; 
· the EU’s priorities for trade and investment negotiations, for example in terms of negotiating partners and offensive and defensive interests (e.g. in market access), and the extent to which these align with UK priorities; 
· the extent to which the UK’s approach to trade policy is amplified or reduced by working through the EU (e.g. whether the UK, as a free trade advocate, succeeds in making EU trade and investment policy less protectionist); 
· the extent to which EU trade policy has a trade facilitating or trade diverting effect for the UK. 
The EU’s competence in external trade and investment is essential to its ability to negotiate trade and investment agreements that benefit Member States, including the UK.  In practical terms, while the Member States agree the mandate for the Commission in international trade negotiations, and closely monitor and regularly discuss progress during the talks, removing the EU’s competence would make negotiations significantly more difficult.  The EU’s influence in world trade talks derives from the nature of the EU as a customs union with a common external tariff, enabling the Trade Commissioner to speak for the 28 countries whose combined economies in the Single Market are the world’s largest trading bloc.  Other countries want to do business with the EU’s Member States; access to the Single Market on the best terms they can get is of great importance to them.  The negotiating heft of the EU is therefore considerable; even the larger Member States, like the UK, would struggle to obtain as good terms in trade talks on their own as the EU can achieve.  
The EU has been very active in the field of international trade regulation.  It played a prominent role in achieving the successful outcomes in several world trade rounds and it strongly supported the transformation of GATT into the World Trade Organisation (WTO) which among other things established a rules-based system for handling bilateral trade disputes.  

It has taken a high profile role in the WTO and its activism has been justified by the importance of trade to the EU economy and its desire to further the development of a rules-based international order.  As one commentator has put it: 

“The EU is one of the WTO’s two heavyweight boxers; the other is the 

  United States”.
  

The influence the EU is able to exercise within the WTO was important in gaining Russia and China admittance to the organisation and thus bringing these economies into global rules.  
The EU has 25 free trade or association agreements currently in force as well as a customs union with Turkey in addition to the Cotonou Agreement with the African, Caribbean and Pacific countries.  The success of the EU in negotiating these agreements demonstrates that it is the pre-eminent regional trading block in the world; one commentator refers to it, almost in passing, as “the uncontested leader” in terms of regional trading blocks.
   Of course it is not simply the number of trade agreements that the EU can negotiate that is the measure of its effectiveness but it is also their value to the EU economy.  The recent EU-Korea free trade agreement (2010), worth an estimated, £500 million a year to the UK economy, is the first of what should be a series of major free trade agreements (FTA), reflecting the decision of the EU to focus on bilateral deals with important trading partners given the difficulties in achieving a new multilateral trade agreement at the present time.
  Eleven trade partnership negotiations involving the EU and third countries are currently under way, including very important markets such as those of the United States, Japan and Canada, and nine further agreements have been negotiated and are yet to be fully implemented (including that with Singapore).
  
The successes of the EU so far, and its ability to negotiate agreements beyond the reach of individual Member States (including the United Kingdom), provides added value to the benefits the UK derives from its WTO membership.  The WTO is important, as guarantor of the global rules-based system, and as a forum for settling disputes, but it is not a substitute for EU membership, which carries with it the negotiating weight and influence of the EU in trade policy.  The relative lack of success of the WTO in terms of the failure to conclude the Doha development trade round only serves to highlight the EU’s achievements in bilateral trade negotiations.  Membership of the WTO and the EU are largely complementary for the UK, and membership of the EU in any case gives the UK greater relative influence within the WTO.
The UK has always been very active within the EU as a voice for open trade.  We have largely been successful in this endeavour and the EU’s successes in international trade negotiations have been of great benefit to the UK economy.  There are examples where the EU’s and the UK’s priorities have not aligned, particularly when the UK has felt that some Member States, as with GM crops or other forms of agricultural protectionism, have wanted to pursue a trade policy that is not based on objective criteria.
The “fortress Europe” notion of the EU as a protectionist bastion has been exaggerated by critics, both internal and external.  The EU has, overwhelmingly, been a force for trade liberalisation in Europe and around the world.  Its emphasis on a rules-based international system has been influential and enabled all Member States to benefit from the EU’s negotiating weight in international trade talks.  Like all regional trade blocks the EU established a protected market with tariffs but 70 per cent of imports into the EU now face either no or reduced tariffs, thanks in no small measure to British influence.

There are areas where the UK would like the EU to be a more open market and the British Government should continue to robustly argue in favour of an open, outward looking European Union in trade and other policies.  The EU’s free trade agreement negotiations with the USA and other potential partners are an opportunity to promote this agenda within the EU.  But the British government should also recognise, particularly since trade negotiations are less about tariffs and more about non-tariff barriers these days, that domestic political pressures are difficult for some other Member State governments to resist.  The broadly liberal thrust of EU external trade policy has assisted trade liberalisation within Member States, to the benefit of everyone.
A significant aspect of EU trade policy which is of importance to the UK is its link with development policy.  The UK has a particular interest in this area because of the Commonwealth and the preferential access given to the Single Market for goods produced by many countries within it.  The EU’s agricultural policies in particular have not always been in the interests of the developing world and one of the many adverse consequences of the failure (so far) of the Doha development round of world trade talks is the lost opportunity to open up to a far greater degree EU markets (and indeed, those of other developed countries, notably the United States) to food producers in the developing world.  However, the radical ‘Everything but Arms’ policy, which the UK strongly supported and which offers tariff-free access to nearly all exports from least developed countries, is a major bonus for those countries which the UK could not have introduced alone.  
In terms of trade diversion and trade facilitation, a study for the British Government, released under the Freedom of Information Act, showed that the trade diverting effect of the UK joining the EU was more than outweighed by the trade benefits.
  A detailed study for the European Commission found that the Single Market had increased trade between Member States by 40 per cent but the trade diversion effect only amounted to five per cent.
  There are clear trade facilitation benefits from EU membership because of the common regulatory framework of the Single Market; this provides external producers with a single set of rules to comply with when accessing markets in the 28 Member States.  
With respect to resource implications, the cost of the UK running a wholly independent trade policy would be far greater than the current UK contribution to shaping EU policy. 

2.
What are the advantages and disadvantages of having trade and investment promotion largely at the national level? How well has this delivered on UK objectives? 
As the background paper suggests, Member States are in competition with one another in terms of developing trade and investment opportunities so keeping trade promotion at national level is sensible.  The trade promotion activities undertaken by the Commission are limited in scale at present.  There may be some added value to the UK of EU delegations in third countries supporting trade missions, particularly in countries where the UK has no embassy or consulate that can directly support such activities.  
3.
What are the advantages and disadvantages of the current division of competence over export and import controls and export credits? 
Export and Import Controls represent an area of detailed supervision which needs to rely on Member States’ authorities for deep knowledge of local market practice and practitioners, including knowledge of the service element (know-how and after-sales service) that goes with such exports and imports.  The present balance, under which much of the responsibility lies with Member States, therefore appears to be the correct one, in terms of both practicality and respect for subsidiarity.

As for Export Credits, these are currently co-ordinated through the machinery set up under the OECD Consensus (1976) and the OECD Arrangement (1978) on Guidelines for Officially Supported Export Credits, neither of which is comprehensive in scope.  Within the EU there is co-ordination of EU Member States’ Export Credit Agencies’ policy statements and negotiation positions on long-term export credits, under Council Decisions 73/391/EEC and 76/641/EEC.  In addition Regulation (EU) No. 1233/2011 requires Member States to follow the terms of the OECD Arrangement when providing export credit.  Much practical co-ordination (including among private sector providers) is carried out via the Berne Union (the International Union of Credit & Investment Insurers, which includes the Prague Club of new and maturing export credit insurers).  The Union and the Club combined have more than 70 member companies.  Again, the present balance, under which much of the responsibility lies with Member States, subject to coordination, appears to be appropriate, in terms of both practicality and respect for subsidiarity.
4.
What are the likely advantages and disadvantages of moving from national to EU competence in relation to investment protection? 
The investment partnership now under negotiation with China is obviously of significance as it is the first such agreement the EU has negotiated since the Treaty of Lisbon change in FDI competence.  

FDI is likely to be of growing importance to the EU and the global economy so the EU’s involvement in this area of trade policy will be important to the UK particularly as it is the second largest recipient of FDI in the world.  Clearly the disputes over competence in this area are unhelpful and resolving them would be in the UK’s interests but this is a complex issue.  
5.
How well are UK objectives met and interests taken into account through a) EU trade defence investigations, and b) the EU representing the UK in trade defence cases against the EU and more generally in trade disputes with other WTO members? 
The trade defence activity of the Commission is necessary but perhaps inevitably, sometimes controversial.  For example, in the disputes over textile and footwear dumping by China with retailers (in that instance) unhappy at what they felt was protectionist behaviour by the EU.  The fact that the WTO panel on the footwear dispute in 2011 only partially upheld the EU’s case raised questions about whether the anti-dumping rules had been used (at least in part in that case) as a protectionist measure.
  As the EU is the most active group in pursuing trade disputes at WTO it is important that the European Parliament – and national parliaments – scrutinise its performance in that role.  The UK Government does need to be aware of the danger that anti-dumping measures could be a cover for protectionism whilst recognising that the ability of the EU to act counter dumping can be of value to UK businesses.  The Commission has wide-ranging expertise in handling these issues and the UK no longer has an anti-dumping team.  
The ability of the EU to act on behalf of all Member States is invaluable in trade disputes to the UK, particularly where large third countries are concerned.  For example, in 2002, the USA imposed protective tariffs of up to 30% on imports of steel products from the EU, placing substantial additional costs on British steel manufacturers, (an industry that at that time employed 70,000 people).  EU countries were authorised to impose retaliatory measures on a range of US goods, applicable across the all Member States; an action which resulted in the US removing the tariffs, much to the relief of the British steel industry.
6.
What future challenges/opportunities might we face on trade and investment policy and what impact might these have on the UK national interest? 
When answering this question you may wish to consider the impact of: 
· the institutional changes introduced by the Treaty of Lisbon (e.g. the increased role for the European Parliament and the creation of the European External Action Service) on EU trade and investment policy; 
· any further internal developments in the EU (e.g. potential further integration of the Eurozone) on trade and investment policy; 
· the increasing ambition of EU trade policies, and the implications that this might have for the UK’s offensive and defensive interests; 
· any further developments in EU law, including for example any effect of the EU’s exercise of internal competence on its external competence and vice-versa. 
It may be that the world is entering a new era in international trade negotiations when the focus is on the balance between bilateral trade and investment agreements between countries, or between regional blocks and third countries or other regional blocks, is more practical than negotiating multilateral deals through the WTO.  This may be less challenging in the sense of only negotiating with one country but also more difficult because of sensitivities over non-tariff barriers to trade – both inside the EU and in the third country.  Nonetheless, bilateral agreements add complexities, e.g. rules of origin, that general agreements through the WTO avoid.  
Bilateral agreements with third countries have the potential to unlock substantial trading opportunities for Britain companies (as the EU-Korea FTA has done and FTAs with the USA, Canada and Japan could do).  The absence of a global trade agreement and the switch to bilateral treaties may have the effect, however, of disadvantaging developing countries, particularly the smaller ones.  Overall, trade negotiations are likely to continue to be of growing political controversy as negotiators face intense lobbying over dismantling non-tariff barriers.

It will be important for the UK to keep the Commission and fellow Member States focused on the big picture and not allow particular areas of sensitivity in individual Member States to block progress on trade agreements.  Support for an open, outward looking EU, prepared to liberalise its own trading system as well as expecting third countries to open their markets will be particularly important at a time when economic difficulties in some Member States will encourage populist movements advocating protectionism.  
Developments in eurozone integration and governance are clearly of wider interest to the UK (and to the other Member States who are not in the eurozone); trade and investment will be one policy area among many that are of concern.  The role of the Commission in protecting the interests of the “outs” will be a key safeguard.  But the eurozone countries do not seem to have a homogenous view of international trade issues and so the threat to UK interests of eurozone countries combining against other Member States in this area of policy seems limited.  

7.
Are there any general points you wish to make which are not captured above? We would welcome any specific examples and quantitative evidence where possible. 
In recent debates around UK’s membership of the EU the impression has sometimes been given that if the UK left the EU it would be able to pursue trading opportunities with the rest of the world, as if membership prevented the UK from doing this now.  There is no bar to the UK trading successfully with any country in the Commonwealth or the emerging economies outside it. The UK already has extensive trade with the United States; indeed, the USA has been either the largest or the second largest destination for British goods exports every decade since the 1960s, unaffected by Britain's EU membership.
 
The success of Germany in exporting to new and emerging markets belies the suggestion that the UK cannot do this while in the EU.  In 2012, German exports to Brazil, China, India, Russia and South Africa were worth over £110bn and made up 12.3% of its exports.  In the same year, British exports to those countries represented 9.1% of its overall trade and were worth £27bn.
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