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I. INTRODUCTION

The aim of this article is to investigate the evolution of European
Union’s (EU) regional integration policy towards third countries and
regions. Several factors changed and are changing the environment,
the determinants and the scope for which Regional Trade Agreements
(RTAs) are negotiated worldwide." A major factor of such develop-
ment is represented obviously by the globalization process which had
a great impact both economically and politically on the world order.
Indeed, globalization emphasised for instance the competition
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'Tt would be more appropriate to refer to Preferential Trading Agreements (PTAs)
rather than Regional Trade Agreements, since RTAs are increasingly concluded among
non-contiguous countries. In this article however under the common definition of
Regionalism we include bilateral, regional and plurilateral agreements. RTAs is thus a
general definition which includes different kinds of agreements which have considerable
differences among them. The most common are Free Trade Agreements (FTAs), which
represent today almost 70% of the existing RTAs, in which trade restrictions are removed
among member countries but each member maintains its own trade policies toward non-
members. Custom unions—almost 8% of existing RTAs—are FTAs where members also
adopt a common external trade policy. Deeper forms of integration include common
markets and economic unions where respectively we have free movements of factor of
production and some degree of harmonization of national economic policies. For a useful
taxonomy on PTAs see Aggarwal and Fogarty (2004).
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between the major global actors as well as the emergence of new ones,
particularly in the Pacific Basin. Since power relations between coun-
tries and regions are increasingly determined by the economic
strength, as well as the penetration of the markets, etc; globalization
had an impact that went far beyond the economic sphere embracing
also the political order. The drastic transformation that occurred can
be appreciated when we think that during the Cold War era power
competition at the global level was mostly centred on traditional
military and defence issues. As a result, EU’s position and role in the
world trading system is being seriously challenged and we’ll try to see
both if and how it is adjusting to such new environment. EU’s trade
integration strategy will thus be the focus here, bearing in mind that
other actors are becoming major promoters of RTAs as well. We
believe that this entails a great change since EU’s traditional mono-
poly on RTAs is being seriously challenged.

The article is divided in four sections: we will start addressing the
factors that changed the environment in which RT As are negotiated
nowadays, respect to previous waves of Regionalism (section 1).
Then, we will offer an overall picture of the network of agreements
that the EU has built over time, high lighting their main features
(section 2). Subsequently, we will outline the composite mix of
motivations and interests that guided and continue to stimulate
European regional trade activity, since such motivations changed
over time (section 3). All this enables us to drive some conclusive
remarks related to the challenges ahead in the last paragraph.

II. SHOULD WE CONSIDER THE CURRENT
PROLIFERATION OF RTAs AS A NEW
PHENOMENON?

Since its early days EU’s trade policy has been carried out
through a multilevel endeavour: reducing trade and investment
barriers internally, striking RTAs and participating actively in
multilateral trade negotiations within the framework of the
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General Agreement on Tariffs and Trade (GATT) before, and the
World Trade Organization (WTO) afterwards.

The focus here is on EU’s regional trade policy and on the
factors that changed the environment, the determinants and the
scope for which regional agreements are negotiated.?

The current proliferation of regional-type agreements is not a
novelty in the recent history of the world economy. It is the third
wave after that in the 1930s, based on discriminatory and highly
protectionist trade blocs, and the other from the late 1950s
through the early 1970s, aimed at discouraging imports and
encouraging the development of domestic industries, mostly in
developing countries. The latter wave was an extension of domes-
tic import substitution and planning policies to the regional level
and was usually proposed to achieve scale economies for protec-
tionist policies (Sideri, 1996). They very often failed miserably.

In the second wave of Regionalism the EU was definitely the most
active actor and its system of preferences generated longstanding
criticism. Such criticism was spread at different levels: first, it was
argued that the EU created a “pyramid of preferences,” or privileges,
which was in contrast with GATT/WTO rules and principles.
Excluded countries feared both the costs of being left out of such
system, and that negotiations at the regional level could divert
resources and attention from the multilateral route. In addition,
since in many cases preferences brought “ambiguous benefits” even
those countries to which the EU granted a preferential treatment
complained paradoxically. Finally, the so-called pyramid of prefer-
ences created some problems among EU countries themselves, which
had to harmonise different interests towards third countries and
regions.

*Breslin and Hettne (2001) distinguish between Regionalism—defined as a state led
project of cooperation, whose aim is to pool sovereignty to enhance sovereignty; and
Regionalization—identified as a process driven by market forces of trade and investment
flows.



142 THE INTERNATIONAL TRADE JOURNAL

Despite the criticism and the problems experienced in previous
waves of RT'As, over the past two decades regional agreements have
been experiencing a spectacular growth and the regional option has
become an attractive tool for virtually all WT'O Members.* The EU
is neither the sole, nor the most active actor any more.

There are, however, crucial differences between the second and
the third wave of regional agreements, indeed until the 1980s most
RTAs were promoted by the EU and they were either arrangements
with former colonies, or neighborhood affairs contributing to the
widening and deepening of the European integration process.

Over the past two decades instead not only EU’s regional
initiatives changed in ambition and scope, but many other coun-
tries have been involved in regional initiatives. The United States
converted itself from multilateralism to ardent regionalism, and is
now very actively promoting and participating in the new wave of
regional initiatives, mainly by entering into FTAs.* Developing
countries as well continue to engage actively in talks among them-
selves and with developed countries.” Regional initiatives are being
promoted also in Asia, and this is certainly a very important devel-
opment which will have great consequences in the near future. The
progressive integration and the increasing weight of China in the
world economy entails great challenges for countries in and outside
Asia; indeed, regional initiatives among Asian countries are prolif-
erating also to try to counteract China’s growing power.

Not only the number of countries searching for RTAs has
expanded over time, so that virtually each WTO member is part

*The OECD (2003) estimated that preferential trade agreements account for 43% of
world trade and this figure is going to be something like 55% in 2005 if all RTAs under
negotiation will be realized.

IThe US has FTAs with: Isracl, Canada, Mexico, Jordan, Singapore, Chile and five
Central American countries and negotiating new bilateral agreements with many countries,
particularly toward developing ones.

®Agreements involving developing countries represent today more than one-half of all
the RTAs in effect or under negotiation, and almost 85% of the agreements that are
currently under negotiation at world level involve developing countries (Schott, 2004).
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of at least one agreement (either FTA, custom union, etc.), but in
the present wave of Regionalism the aim and the content of agree-
ments has drastically changed compared to previous experiences.
The content has changed since today many RTAs extend into
areas of domestic disciplines going beyond shallow integration
pattern (i.e. removing border barriers), being deeper integration
agreements.® The shallow integration pattern required members
not to do specific things—the advantage being that this was an
easier process with immediate results, achieved between a greater
number of countries participating to the trade agreements. While
deep integration means the “explicit actions by governments to
reduce the market segmenting effect of domestic regulatory poli-
cies through coordination and cooperation” (Hoekman and
Konan, 2001, p. 2). The focus of trade negotiations (both region-
ally and multilaterally) has thus been gradually turned from the
more traditional trade barriers to the “new trade issues” in order
to manage with international spillovers—in the case of investment
policies; or with global concerns—as in the case of environment or
labor standards.” Among the new trade issues we distinguish that
of first generation—Intellectual Property Rights (IPRs) and
Services; second generation—Investment, Competition policies,
Government Procurement and Trade Facilitation; and third gen-
eration ones—Environmental and Labor Standards policies.®

“Tinbergen (1954) coined the terms negative and positive integration, which could be
considered very similar to the shallow and deep integration definitions.

"However, Schiff and Winters (2003) state that trade barriers are still high enough to
impart a “significant bias to international trade. Preferential reductions in these tariffs—
through RIAs—will further distort trade and probably impose costs; even a discriminatory
tariff of 5 percent can have significant effects on import sourcing if goods are highly
substitutable. If discrimination extends to areas such as standards testing and enforcement,
or to public procurement, trade diversion is likely to be even more significant” (p. 210).

®Not surprisingly, among those actors strongly advocating for the promotion of a deep
integration agenda in trade negotiations are multinational enterprises (MNESs), since differ-
ences in national regulations segment markets and make internationally integrated produc-
tion costly (Brenton, 2000).
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Given the strong expansion of the regional integration activity
and the active participation of all the major global actors, as well as
the critical difference between the second and the third generation
of RTAs, given the deep integration pattern, the EU has to answer
to past and new challenges with innovative methods and strategies
identifying clearly the guiding principles and objectives of its policy
taking into account the strategies of the other global players.

IIT. THE COMPLEX NETWORK OF EU’S
AGREEMENTS

The FEuropean Union is a major player in international trade
being the source of about a quarter of all international trade flows.
The Union is the world’s leading exporter and the second largest
importer—it ranks behind the United States but is well ahead of the
dynamic Asian economies, Japan and China.” On the whole, EU’s
external trade relations point out some interesting factors: trade
among the EU, the US and Japan is declining in relative terms and
in general the concentration of trade of the EU with other industria-
lized countries—inside and outside the EU—has been reduced; the
share of Asian countries in trade relations with the EU is significantly
increasing; and finally the EU is the main trading power for both
former African colonies and the Mediterranean basin (Van Dijck and
Faber, 2000)."° Actually, by the early 2000s the United States, devel-
oping Europe and developing Asia have become three major trade
partners of the EU of more or less equal size. This creates an entirely
new context for the design and execution of the EU regional trade
policy. Accordingly, European’s network of RT'As has been evolving

In 2003 China became the EU second biggest trading partner (after the United
States) and, according to China’s statistics, the EU became China’s second biggest trading
partner (roughly on the same level as the United States, behind Japan).

“However the share of exports to Africa in overall EU exports to the rest of the world
declined sharply; the same could be said for the share of the Middle East in total external
trade of the EU (Van Dijck and Faber, 2000).
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and experiencing significant changes (see Appendix). Here we offer a
picture of the network of agreements that the EU has built over time,
high lighting their main features. Such arrangements spread over
Europe, the Middle East and North African region, Latin America,
and Asia. A section will be devoted also to the developing countries,
which spread among different continents.

Regional ties in Europe

After a relatively short period of progressive integration since
the end of the Cold War, eight of the ten countries benefiting of the
Europe Agreements (EAs) became full members of the EU, and
the other two (Bulgaria and Romania), are going to enter by
2007."" The way through accession of the Central Eastern
European Countries (CEECs) passed through three stages:

(a) trade and cooperation agreements;

(b) the Europe Agreements, which embodied a closer coopera-
tion and a preparation for membership;

(c) the pre-accession stage. EAs required the EU and CEECs to
liberalize trade gradually in industrial products in an asym-
metric way—in favor of CEECs—over a transition period."?

In addition, EAs required CEECs to adopt and implement the
acquis communautaire, that is, Europe’s corpus of legislation and
regulation. Implementing the acquis is a precondition for accession

11 .
Europe Agreements cover a large number of issues:

(i) trade liberalization and other trade-related issues;
(i) political dialogue;
(iii) legal approximation;
(iv) cooperation in industrial, environmental, transportation and customs areas.

Estonia being the exception: in 1990s Estonia decided to open unilaterally its trade
regime, thus the EU-Estonia agreements was in favor of the Union which maintained
various quotas with respect to agricultural imports for example (Feldmann and Sally,
2002; Feldman, 2003).
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to the EU, which requires extensive efforts to harmonize legislation
and regulations in many areas.'® Thus, it has not been a simple nor a
low-cost process for Eastern European countries. The integration
process has been complex also for Europe implying a multilevel
endeavor: the redirection of EU’s external trade patterns; the pro-
motion of a progressive economic and regulatory integration; as well
as the re-formulation of many internal policies (like the Common
Agricultural Policy, CAP) (Smith, 2004).

The policy of the EU towards the South East FKuropean
Countries (SEECs)" is driven by the overarching objective of
integrating the political, economic, and legal systems of these coun-
tries to those of the EU. To this end, the Union is promoting:

(a) Stabilization and Association Agreements (SAAs);
(b) trade preferences;
(c) financial and technical assistance.

The SAAs are based on three pillars:

(a) trade liberalization (in Goods, Services, Government
Procurement, Intellectual Property Rights, Competition, etc);

(b) political dialogue;

(c) legal approximation.'”

13The Phare program has been an important instrument to prepare transition coun-
tries for accession promoting institution-building and facilitating the adoption of the acquis
(Feldman, 2003).

M Albania, Bosnia-Herzegovina, Croatia, Former Yugoslav Republic of Macedonia
FYROM, Serbia-Montenegro. Albania (2000), Croatia (2000) and FYROM (2003) are WTO
members, while Bosnia-Herzegovina and Serbia-Montenegro started their accession process.

"The EU signed a Stabilization and Association Agreement with the Former
Yugoslav Republic of Macedonia which entered into force on May 2004; the SAA with
Croatia is under ratification; and negotiations are ongoing with Albania. Croatia in 2005
will start negotiations for the accession in the EU. The trade-related provisions of the
agreement with Croatia are being enforced by means of interim agreement.
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The aim of such agreements is to establish FTAs which should
be based progressively on full reciprocity, being at present asym-
metrical. However, the judicial and administrative capacity to
implement the increasingly onerous obligations of FTAs will be a
major problem for the Balkans.'®

The EU had already liberalized its import towards the SEECs
and in 2000 it granted trade concessions to such countries so that
almost 95% of the exports from the region enter duty-free into the
Union.'” Through the Stabilization and Association Agreements the
trade concessions are going to become reciprocal, thereby gradually
opening up the markets of the region to EU products. SEECs also
created a network of bilateral free trade agreements in order to
deepen integration among themselves.'

In the 1990s the EU also negotiated the European Economic
Area (EEA) Agreement with the members of the European Free
Trade Association (EFTA)."? The Agreement establishes the lib-
eralization of movement of goods, persons, services and capital
(even though agriculture and fisheries are included in the
Agreement only to a very limited extent) and its main goal is the

participation of EFTA countries to the European Single Market.

“Based on http://europa.cu.int/comm/trade/issues /bilateral /regions/balkans/
index_en.htm, accessed July, 2004.

"The EU maintains tariff quotas only on imports of wine, baby beef, and certain
fishery products. Quotas are also applied on textiles imports from Serbia-Montenegro.

®Tn 2001 the countries of the region (Albania, Bosnia-Herzegovina, Croatia, Former
Yugoslav Republic of Macedonia FYROM, Serbia and Montenegro, plus Romania and
Bulgaria and Moldova) signed “Memorandum of Understanding on Trade facilitation and
liberalisation”, under the auspices of the Stability Pact for South Eastern Europe. In this
Memorandum, the countries involved committed themselves to concluding, before end
2002, a network of bilateral free trade agreements. Integration among these countries is
deepening and FTAs have actually been signed.

YEFTA was established in 1960 by: Austria, Denmark, Norway, Portugal, Sweden,
Switzerland, and the United Kingdom. Iceland joined in 1970, Finland in 1986, and
Liechtenstein in 1991. Today EFTA members are: Iceland, Liechtenstein, Norway, and
Switzerland (but the latter decided not to participate to the EEA after a referendum).
Austria, Finland, Norway, and Sweden negotiated accession agreements immediately after
the EEA was established.
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One of the primary obligations of the EEA Agreement is to ensure
equal conditions of Competition, thus the Agreement regulates
areas which have an impact on the competitive position of enter-
prises such as consumer protection, environment, and certain ele-
ments of corporate law.%"

The EEA Agreement gives EFTA members the right to be
consulted by the Commission during the formulation of
Community legislation, but not the right to say in the EU deci-
sion-making, which is kept exclusively for Member States. Under
many respects, one could argue that the EEA provides a model of
deep integration with attempts to retain the political autonomy
and actually EEA’s goal was to participate to the Single Market,
not assuming the responsibilities of EU membership.

The presence in the Middle Fast and North African region

The relations between the EU and the 10 countries situated in
the Mediterranean basin are governed by the Euro-Mediterranean
Partnership (EU-MED) launched in 1995.*' The Partnership
launched at the Barcelona Conference in 1995 was launched
based on three pillars:

(a) political and security cooperation;
(b) economic and financial cooperation;
(¢) social and cultural cooperation.

*'n addition to the obligation to accept Community acquis in the fields of the four
freedoms, the Agreement contains provisions to allow cooperation between the Community
and the three EEA-EFTA States in a range of activities: in research and technological
development, information services, the environment, education, social policy, consumer
protection, small and medium-sized enterprises, tourism, the audio-visual sector, and civil
protection.

'Mediterranean countries are: Algeria, Egypt, Israel, Jordan, Lebanon, Morocco, the
Palestinian Authority, Syria, Tunisia, and Turkey. In origin Mediterranean countries were
12, but since May 2004 Cyprus and Malta joined the EU.
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The second pillar of the EU-MED initiative envisages the
creation of a FTA by 2012. Negotiations for the establish-
ment of Association Agreements (AAs) are the step to estab-
lish the free trade area. The only country with which it has
not been signed an AA is Syria, but negotiations started on
October 2004 and they seem to be in the closing stages.*

The Achilles’ heel of the Partnership is that it is limited to non-
agricultural products; therefore MED countries suffer the draw-
backs of the CAP.? As far as market access is concerned, restrictive
rules of origin and lack of cumulation constrain the degree of effec-
tive market access in EU’s market. Even though partners decided to
harmonize rules of origin, difficulties in this process are still hamper-
ing MEDs’.**Substantial technical barriers to trade remain due to
differences in regulatory requirements and the need to duplicate
testing and conformity assessment when selling in overseas mar-
kets.”” In the Service sector, partners make reference to the

22 Association Agreements (AAs) have already been signed with eight of the
Mediterranean countries and negotiations are under way with Syria (Turkey has a custom
union with the EU). AAs between the EU and each of the Mediterranean partners provide
the institutional framework for bilateral relations in the political, economic, social and
cultural fields. Agreements draw on both European Community and Member States’
competencies, and in order to enter into force they need to be ratified by the partner
country, the European Parliament, and all EU Member States, a process which may take
several years. In certain instances, the European Community and the partner have agreed
to an interim agreement that covers only trade matters and that can enter into force rapidly
(European Commission, 2003), Euro-Med Partnership, Regional Strategy Paper.

ZThe consequences are of two kinds: the exclusion can diminish the potential gains of
the agreement, and can slow the economic development in the Mediterranean countries
because they are encouraged to reinforce tradition low-value added productivity sectors.

2 Tn 2002 partners decided to harmonize rules of origin in order to enable MED to
participate to the pan-European of System of rules of origin, allowing the cumulation of
origin throughout the region. “Cumulation of origin rules would therefore improve both
access to the EU market and sourcing possibilities and thus intraregional trade among the
MPCs [Mediterranean Partner Countries|, which currently accounts for only 5 per cent of
their total trade” (Baert, 2003).

#To improve regulatory harmonization, in 2002 partners launched the Euro-
Mediterranean Market Mechanism, during the Fourth Euro-Mediterranean Conference
for Industry, the goal being to determine the most important areas where partners should
start to promote a harmonization policy.
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commitments, schedules and exceptions that each made in the
General Agreement on Trade in Services (GATS)?® the same could
be said for Government Procurement.?” Investment is governed by
Bilateral Investment Treaties (BITs) between each EU member and
the MED*—but apparently the level of protection of investment is
quite scarce (Baert, 2003). To promote Competition policy the EU
included in the agreements the principles embodied in EU’s legislation
pertaining to anti-competitive practices like: state aids considered to
be market-distorting, cartels, monopolies, etc.?? Environmental pro-
visions seem to be equivalent to those established at the WTO level.

To give an evaluation of the results achieved so far it could be
argued that EU-MED relations have both a lack of coverage and a
lack of depth, thus the Partnership resulted in weak effects. The level
of trade between MED partnersis low, and Foreign Direct Investment
(FDI) inflows into the region failed to match expectations. This is also
due to the fact that EU-MED relations evolved principally on a
bilateral basis (the EU versus each MED country) and it has not
been able to foster integration among the Mediterranean countries.
The Partnership is characterized by a “hub and spoke” integration
pattern, the hub having considerable advantages as a location for
economic activity and being able to push firms and investments out of

#The issue of trade in services is quite intricate both because it involves sectors of
strategic importance for the domestic economy, and because services liberalization out-
comes spill over into other areas such as the intellectual property rights and foreign direct
investment (Tussie and Lengyel, 2002).

#'The EU is interested in deepening service liberalization (apart the right of establish-
ment issues—i.e. mode 4—which is one its most sensible issues towards Mediterranean
partners); while Mediterranean countries seem to be less interested in taking new commit-
ments in the services sector. For those MED which are not WT'O members an agreement
similar to GATS is included in the Association Agreement.

%This is due to the fact that EU member states have not agreed yet to share the
competence at the Community level, so investment remains one of the few areas where there
is an inter-governmental approach.

For the Mediterranean countries a major problem is on the one side the difficulties in
implementing such rules and regulations; and on the other side the lack of “competition
culture.” So far no rules have been adopted, but in perspective they are deep and far-
reaching rules.
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the spokes.® The South-South dimension of this area needs to be
enhanced.®" In addition, administrative and regulatory barriers are
prevalent in the MED, therefore the elimination of such restrictions
can determine great benefits in qualitative and quantitative terms.

The EU-Mediterranean Partnership was not intended as a simple
market access agreement. The project was that the FTA would go
beyond a shallow integration process addressing a range of trade
related regulatory policy issues. However, on the whole EU-MED
Partnership cannot be considered as a deep integration process,
because most issues addressed in the agreements don’t deviate from
the WTO approach, and when possible the parties made reference to
WTO agreements. Needless to say that it would be extremely impor-
tant to devote more efforts to deepen integration linkages.*

Apart the EU-MED Partnership, in the MENA region (Middle
East and Northern Africa) the EU concluded a Cooperation

304 A hub and spoke system essentially consists of a set of bilateral trade agreements.
Because there is discrimination between members of such a system, less liberalization is likely to
result than under an FTA. Moreover, it may be more difficult to reduce the extent of sectoral
exclusions and loopholes over time. Because a hub-and-spoke system involves separate agree-
ments between the hub country and the spoke countries, there is more scope to exclude the
sensitive sectors from the coverage of each bilateral agreement. [ ... ] Under a hub-and-spoke
system, the potential for maintaining policies that imply an effective reduction in liberalization
of internal trade will also be greater. If each country maintains contingent protection options
(AD, safeguards) against member countries, powerful import-competing industries in the hub
country will have an interest in including wide-ranging safeguard clauses and relatively stringent
rules of origin.(Hoekman and Kostecki, 2001, pp. 358-9/61).

3'However, a positive signal came from the conclusions—on January 11, 2003—of the
negotiations of the Agadir agreement for the creation of a regional free trade agreement
among its four partner countries: Egypt, Jordan, Morocco, and Tunisia, that is expected to be
signed next March.

#Hoekman and Konan (2001) investigating the effect of the creation of the FTA
between the EU and Egypt, arguethat “Given Egypt’s diversified trading patterns, a
shallow PTA with the EU (limited to elimination of Egyptian tariffs) will lead to a small
welfare decline. This reflects the fact that Egypt already has duty-free access to the EU for
manufactures the loss in tariff revenues that will be incurred outweighs any trade creation
that will result. Large welfare gains from a EU FTA are conditional upon the elimination of
regulatory barriers and red tape. If deep integration efforts are pursued that deliver such
an improvement in the business environment, the welfare gains may be substantial, from
4 percent to upwards of 20 percent growth in real GNP” (p. 2).
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Agreement in 1989 with the Gulf Cooperation Council (GCC).*
Several reasons stimulated the Union to promote closer relations
with such countries: enhancing trade relations, promoting market
access, and strengthening the stability of the region. The agreement
also committed the parties to enter into negotiations for the creation
of a FTA. Two years later, in 1991, the Council of the EU adopted a
negotiating mandate setting as a precondition to the FTA the estab-
lishment of a customs union by the GCC countries. Ten years later, in
2001, the Council approved a new mandate. While the first one was
mainly focused on goods, the latter one is broader and includes liberal-
ization of trade in: Goods, Services, Public Procurement, Competition
and Intellectual Property Rights.

With the formation of the customs union, the GCC is now able to
move ahead with the negotiations for the establishment of a FTA.** No
target date has been set for the establishment of the FT'A. The primary
objective of the EU in the GCC area is to strengthen commercial and
economic relations through trade liberalization, and reinforcing coop-
eration in trade related areas. However, EU’s interests in the area are
not simply commercial but also strategic since these countries are
important energy suppliers and the security issue is also crucial.

Latin America

The EU and MERCOSUR. (Mercado Comim del Sur)* signed
an Inter-Institutional Agreement in 1992, and the Interregional
Framework Cooperation Agreement (IFCA) in 1995, which

#3The GCC was established in 1981 by six countries, namely: Bahrain, Kuwait, Oman,
Qatar, Saudi Arabia and the United Arab Emirates (UAE).

#The GCC’s common external tariff has been introduced in January 2003 (5%).

%The 1991 Treaty of Asuncién established the birth of MERCOSUR between:
Argentina, Brazil, Paraguay, and Uruguay. The ambition of MERCOSUR member coun-
tries is to become a common market, in the short term the objective is simply to establish a
complete and effective custom union. On January 1, 1995 the Common External Tariff
(CET) was established, but the custom union should be fully implemented only in 2005. The
MERCOSUR agreement doesn’t envisage the creation of central institutions, but simply of
intergovernmental organs with decisions made by consensus.
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entered into force in 1999. The goal of such agreement was to
prepare the negotiations for the Interregional Association
Agreement, to achieve a greater level of political and economic
co-operation and integration within the MERCOSUR group itself,
and with the EU.® The most distinguishing feature of
MERCOSUR-EU negotiations is that it envisages a first ever
reciprocal inter-regional North-South association between two
custom unions, based on a sort of WTO-plus agreement covering
all the most important issues: Services, FDI, Intellectual Property
Rights, etc, one of the most contentious issues being agriculture.
Negotiations began in 2000, and in the first phase partners were
concentrated in eliminating non-tariff barriers. From 2000 up to
now several rounds of negotiations took place, in order to enable
partners to submit their offers in all the main negotiating issues
(Agriculture, Goods, Investment, Competition, Services,
Government Procurement, Trade Facilitation, technical issues,
etc.). The crucial request-and-offer phase failed in October 2004
at the end of which partners should have reached a final agree-
ment, giving substance to the most important issues that need to
be tackled to sign the Association Agreement. Negotiations are
thus still ongoing.

In 2000 the FTA between EU and Mexico entered into force.
This was the first transatlantic pure FTA for the EU. What was
most remarkable was that it entailed a very deep integration
scheme, including: Goods, Services—the first post-GATS regional
agreement in services for the KEU—IPRs, Government
Procurement, Competition, Investment provisions, Technical bar-
riers to trade, and Sanitary and Phytosanitary measures. The EU-
Mexico agreement was also the fastest regional trade negotiation

3 The main elements of the latter agreement are: i) political dialogue, at various levels
(heads of state, governments, ministers, and senior officials level); ii) cooperation; iii) trade
issues.
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ever concluded by the EU with a third party. Several reasons
attracted EU’s attention towards Mexico:

(a) the domestic reform process during 1980s gave to this
country a new dynamism becoming a promising market;

(b) the desire to exploit Mexico as a stepping stone into the
North American Free Trade Agreement (NAFTA)
(Sampson and Woolcock 2003); and

(¢) in 1990s the country established a complex regional trade
network.*”

The EU concluded an Association Agreement also with Chile,
in 2002. The FTA is a WTO-plus agreement covering all the major
issue still excluded from the WTO discipline: Goods, Services,
IPRs, Government Procurement, Competition, and Investment
provisions. Both the agreement with Mexico and Chile have two
distinguishing features:

(a) the speed with which they have been signed; and
(b) the depth of the issues tackled, which shows that commer-
cial relations alone cannot explain EU’s interests.

Strategic considerations were paramount for the Union, and
competition with the United States (NAFTA, in particular the Free
Trade Area of the Americas—FTAA) is a key factor that can explain
the more recent trade approach of the EU towards the Southern Cone.

Developing Countries

The Generalized System of Preferences (GSP) scheme of
the EU was launched in 1971. The unique characteristic being

#Mexico concluded agreements with: Chile (1991); APEC (1993); the United States
and Canada (1994); Colombia (1995); Venezuela (1995); Bolivia (1995); Costa Rica (1995);
Nicaragua (1998); Uruguay (1998).
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the non-reciprocity of the concessions since beneficiaries are not
required to reciprocate the tariff concessions to EU’s products.®®
EU’s GSP system is implemented following cycles of ten years. The
present cycle (which began in 1995 and will expire on December
2005) applies to imports from developing countries that pay duty
on entering EU’s market and that are not already duty-free under
Most Favored Nation (MFN) agreements.

In June 2005 new guidelines were adopted for the period 2006—
20016. The GSP system being simpler, since the number of GSP

arrangements declined from five to three:*

(1) the coverage of the general GSP scheme will be extended to
more products (roughly 300) mostly in the agriculture and
fishery sectors;

(2) the “Everything But Arms” (EBA) Initiative;"

(3) anew “GSP Plus” will give tariff preferences to vulnerable
countries that have effectively implemented key interna-
tional conventions on sustainable development, labor

#Among the GSP beneficiaries are: China (33.1 % of the total volume of EU GSP
imports), India (11.5 %) and Indonesia (4.8 %) were the main exporters to the EU in 2002,
with Bangladesh (3.6 %) ranking 8™ as the first representative of the beneficiaries of the
Everything But Arms Initiative. In the case of the ACP countries, the main exporters were
Nigeria (16 % of total EU ACP imports), followed by Ivory Coast (9 %) and Angola (7 %).

% There were five different GSP schemes before:

(i) the general GSP scheme;
ii) the special GSP scheme for the protection of labour rights;

)
)
iii) the special GSP for the protection of the environment;
)
)

——
o~

iv) the special GSP to combat drug production and trafficking;
(v) the special GSP scheme for least developed countries (LDCs): the
Everything But Arms (EBA) Initiatives.

OEBA grants duty and quota free access for all imports except for arms and ammuni-
tions and sensitive goods as rice, bananas, and sugar. Duties on those products will be
gradually reduced until duty free access will be granted for bananas in January 2006, for
sugar in July 2009, and for rice in September 2009. In the meantime, there will be duty free
tariff quotas for rice and sugar.
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rights, and good governance (reduction to zero duty for a
total of 7200 products).

The new system is made fairer by focusing preferential access
on countries that have a lower share of EU imports. GSP treat-
ment will be withdrawn for certain product groups for one or
several countries when these products are competitive on the
Community market and no longer need the GSP.*" In addition,
countries with preferential access to the EU market under a bilat-
eral agreement will be removed from the list of GSP beneficiaries
since they already enjoy a better access to the EU market.

What emerges from EU’s experience with the GSP system is
that administrative rules ensure that only a fraction of imports
from developing countries actually benefit from GSP treatment.
Sapir (1998) reported that 79% of dutiable import from GSP
beneficiaries in 1994 qualified for preferential access to the EU
market, yet only 38% actually entered the EU market with a
duty less than the MFN rate. This is due to the impact of both
rules of origin and tariff quotas for certain products, which set
limits on the amount of imports which can receive beneficial access
to the European market (Brenton, 2000). Thus now greater flex-
ibility is envisaged for rules of origin: regional cumulation should
be enhanced to allow members of a regional group (like ASEAN,
SAARC, and others) to make better use of the preferences, thus
promoting regional cooperation. In particular, regional cumula-
tion should be relaxed through the elimination of the value added
rule criterion. In addition, cumulation across regions will be intro-
duced if interested countries request it (so countries from SAARC
could cumulate origin from ASEAN; for example).

Graduation will be applied when a group of products from a particular country
exceed 15% of total EU imports of the same products under GSP over the last three
consecutive years. For textiles, the threshold would be 12.5%.
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Relations between the EU and the large group of Africa-
Caribbean-Pacific (ACP) countries are governed by the Cotonou
Agreement (signed in 2000 and concluded for a 20 year period),
which replaced the Lomé IV bis Convention in the regulation of
commercial, technical, and financial cooperation between the EU
and the ACP countries.*? Between 2002 and 2008 partners of the
Cotonou agreements agreed to turn their previous non-reciprocal
arrangement into a fully reciprocal North-South RTA forming
Economic Partnership Agreements (EPAs, which provide the gra-
dual openness of ACP markets to the goods coming from the EU).
The objectives and principles of negotiations on the EPAs will
focus on: a) fostering regional integration among the ACPs; b)
building up institutional capacities; ¢) promoting the progressive
liberalisation of trade in Goods and Services; and d) establishing
simple and transparent rules for doing business.*?

Since EPAs disintegrate ACP’s ability to negotiate as a bloc,
many fear that the ACPs will be more vulnerable in respect to EU’s
power. However, EPAs have been designed also because after half a
century it seems that the development strategy of the EU failed to
reach the expectations. Indeed, despite the “favorable” treatment
granted to the ACPs, their share in the market of the Union dropped
over the last decades.

Relations between the EU and South Africa deserve a parti-
cular mention since the latter country is a member of the ACP
Group but it has also signed a bilateral agreement (Trade,
Development, and Coopera-tion Agreement signed in 1999)
whose ratification is still ongoing. In the meantime, the trade

PLomé T (1975-80), Lomé I (1980-85), Lomé IIT (1985-90), Lomé IV (1990-95),
Lomé IV bis (1995-2000). Before 1975 relation between the EU and ACP were governed by
the Yaoundé Agreements. Both Yaoundé and Lomé Conventions were primarily develop-
mental in focus, but were also reflecting historical colonial legacies.

The EU is willing to negotiate within EPAs also the Singapore Issues—Investment,
Competition, Trade Facilitation and Government Procurement—but ACPs seem unwilling
to do so. The core negotiations with individual ACP regions will begin next year.
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provisions of the agreements are provisionally applied, and their
main objective is to create a FTA in a transitional period of 12
years, in an asymmetrical way (pending issues that remain to be
solved are: agriculture, rules of origin, antidumping, etc).

Relations with Asia

Historically Asia has not been at the top of European’s regio-
nal trade policy activity; however it is gaining more and more
attention in parallel with the growing importance of some of its
actors, particularly China. Building stronger trade policy relations
with Asia is one of the key foreign policy challenges facing the EU
in the near future.**

The Trans-Regional EU-ASEAN Trade Initiative (TREATTI),
launched in July 2003, has the aim to enhance trade relations
among the partners. The partnership foresees a gradual deepening
of the cooperation among the two blocs, starting with: trade and
investment facilitation and promotion, industrial products standards,
sanitary and phytosanitary standards, custom procedures, intellec-
tual property rights, tourism, trade and environment, and forestry
products. In the long term the EU would like to sign an agreement
with ASEAN countries; maybe trying to reproduce EU-MERCOSUR
project in South-East Asia.

But EU linkages with most Asian countries are still very weak.
The Asia-Europe Meeting (ASEM)* was launched in 1996 and is

41 Asia as a whole accounts for 21% of the EU’s external exports, and is the EU’s third-
largest regional trading partner, after European countries outside the EU (31%) and
NAFTA (28%). This means that the region is ahead of the Mediterranean, South and
Central American, Gulf, and ACP countries combined (17.1%). Asia is also the fourth-
largest regional destination for outward investment from the EU, accounting for 6.8% of
total EU outward FDI in 1999—coming after NAFTA (67.5%), Central and South America
(15.1%), and Europe outside the EU (7.5%).

45 Asian countries involved in the ASEM are: Brunei, China, Indonesia, Japan, South
Korea, Malaysia, the Philippines, Singapore, Thailand, and Vietnam. The EU did not want to
include Laos, Cambodia and Myanmar in the ASEM framework for their lack of respect of
human rights.
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scheduled every two years (there are summit-level meetings and
ministerial-level meetings). ASEM is an informal process of dialogue
which entails: a) political dialogue; b) economic cooperation;™® c)
cooperation on other social and cultural issues. The partnership
embodied in the ASEM process was designed to be based upon a
broad common commitment to: market economy; open multilateral
trading system; non-discrimination; and “open regionalism.” The EU
did not follow its tradition approach and did not establish any com-
mon institution or entity. It has been argued that the ASEM initiative
was a response to the rejection of the observer status to the EU in
the Asia-Pacific Economic Cooperation (APEC) forum."” However,
much still needs to be done to establish something close to APEC.
Until the 1990s Asia distinguished from most other major areas
by its mon participation in regional integration arrangements.
Recently, however, we have seen a sharp upturn both in interest
and activity in the formation of RTAs in the Asia-Pacific region.
This phenomenon has been as much a reaction and response to
several factors: first, the proliferation of regional initiatives by all
the major global actors, i.e., not only by the EU but also by the
United States, Latin America, and African countries; second, being
considered as a proper answer to prevent what happened with the
financial crisis of late 1990s, since more concerted regional action
are considered good means to prevent and maage similar crisis;
third, concerns about the potential standstill or even breakdown
of the multilateral trading negotiations (Schott, 2001); and finally,
the awakening of the Chinese economy and its increasing role in the

“SEvery year there is a meeting between the private sector representatives of the two
regions within the Asia-Europe Business Forum (ASBF).

1TAPEC is a multilateral forum encompassing the Pacific Rim as opposed to just East
Asia. It is also atypical for a regional institution in that it is informal and loosely structured.
The APEC forum has pioneered the idea of “open regionalism”, i.e. the principle that
regional agreements must adhere to GATT/WTO consistency. In 1994, member countries
committed to achieve free trade and investment by 2010 for developed countries and by
2020 for developing countries.
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global trading system. Indeed, some Asian regional initiatives are
design precisely to counteract China’s growing power.

IV. DETERMINANTS AND SCOPE OF EU’S
PYRAMID OF PREFERENCES

The spectacular growth of RT As over the past decade has been
determined by a variety of causes and many of them are not
strictly economic. Also for this reason the costs arising from the
formation of RTAs have been often regarded as the price to
achieve non-economic objectives.

Drawing on the current literature one could indicate four main
factors that contributed to foster regional integration agreements.
First, RTAs are often driven by foreign policy and national secur-
ity considerations, which have changed over time, but have been
increasing recently with the terrorist threat for instance. Second,
the shift of US attitude towards regionalism in the 1980s, was
driven both by the frustration with the slowness of multilateral
negotiations, and the approval of the Single European Act (and
related fears of the creation of a “Fortress Europe”). Third, since
the major global actors were creating regional trading blocs,
excluded countries felt the pressure to participate because the
cost of remaining left out could grow enormously both economic-
ally and politically (the “domino effect,” [Baldwin, 1995]). Fourth,
globalization has been pushing the private sector to lobby for the
elimination of barriers arising from regulatory issues, which seem
to be easier to address in RT'As (see Hoekman and Kostecki, 2001).

These explanations apply also to the European experience; but
other elements have to be considered, since the EU is a peculiar
actor, not being a “traditional state.” This entails for instance that
the Union has always exploited its trade policy strength to remedy
to its weakness in the foreign and security policy domains.
According to several authors, European’s integration strategy
has been stimulated by three main aims:
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(a) foreign policy concerns;

(b) commercial diplomacy objectives;

(c) development policy goals (Sapir, 1998; Pelkmans and
Brenton, 1999).

Two other important determinants are now contributing to
European’s regional trade strategy:

(a) the construction of a “hub and spoke regulatory regional-
ism”; and
(b) competition with other major global actors.

These are, in our understanding, the main factors that can help
us to describe the developments of EU’s regional trade integration
policy.

First generation determinants

The raison d’etre of many RTAs concluded by the EU with
third countries and regions is highly “political” rather than dic-
tated by economic and commercial interests. Actually “trade pol-
icy has always been the principal instrument of foreign policy for
the EU” (Sapir, 1998), and the European Union has always used
integration agreements as essential elements to secure regional
stability on its borders. The use of regional integration agreements
as a foreign policy device was the result of the peculiar nature of the
EU as an international actor. In this regard the EU-MED
Partnership is a good case study to illustrate the point.

Three important elements induced the EU to tighten its relations
with the Mediterranean basin. First, security concerns: fundamental-
ism in the 1990s made the issues of stability in the region a guiding
objective for the EU. As we know, nowadays the effort to promote
stability and security in the area is even more crucial given the
challenges arising from the global threat of terrorism. Second,
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migration flows: immigration entails both a social and a security
problem, which the EU wanted to solve through the trade integration
instrument, even though it is still an open question whether RT As can
help to solve the migration problem.*® Third, the pressure of the
Southern members of the EU. Indeed, EU’s policy towards the
CEECs had a great impact on the balance between EU-15 member
countries since it exacerbated the struggle between the Northern and
Southern members of the Union.*? In this perspective EU-MED
Partnership could be considered also as a response to the fears of
both Southern FEuropean countries and Mediterranean ones to the
Europe Agreements.”® Thus the balancing of the internal interests
among EU members has a relevant role both in its trade and foreign
policy. Nevertheless, EU-MED Partnership has also been influenced
by the pressure of Mediterranean countries themselves, affected by
the re-direction of EU resources towards Eastern Europe.

Apart the motivations that induced the EU to build the
Partnership with the Mediterranean countries, the question is
whether EU’s policy towards the area has been able to reap some of
its objectives. Actually, the Partnership gave meager results in eco-
nomic and commercial terms, and the two issues of security and
migration are still alive and hinder the confidence of third countries.

18Standard trade theory holds that trade and migration are substitutes so that
increased trade integration is likely to reduce income wage differentials and decrease labor
migration flows. More recent analysis however have shown that North-South trade and
migration may well be complements so that integration may not lower migration, especially
of unskilled labor (Schiff and Winters, 2003).

“Northern EU members are concentrated on the policy towards Eastern countries;
while Southern ones are mostly concerned of the Mediterranean Basin. In particular,
Germany worked and lobbied to obtain a coherent policy towards Eastern European
countries which brought to the conclusion of the European Agreements. While Spain,
Portugal France and Italy were the sponsors of the necessity of strengthening relation
with the Mediterranean advocating the establishment of a zone of peace and prosperity.

""EU-MED Partnership has also been influenced by the pressure of Mediterranean
countries themselves, affected by the re-direction of EU resources towards Eastern Europe.
Therefore, EU-MED Partnership could be considered also as a demonstration of the
Domino Theory of Regionalism (Baldwin, 1995).
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Thus, it could be argued that the EU has not been able to use
effectively RTAs as a device to promote its foreign policy goals in
the area. But, on the one hand, it’s difficult to say what would have
happened if MED countries were left apart; and on the other hand it
should be said that it’s not so easy to reap the gains of RT'As, because
there are no automatic outcomes and regional integration agreements
are highly affected by political tensions. This means that without
political stability there is little hope of economic growth which in
turn should help to tackle both the security and the migration
problems.

On the whole it seems that EU’s policy in the Mediterranean
region has not been able to reach expectations due to lack of strong
political commitment that according to Bouzas (1999) is a key
condition for a successful RTA.”" Even though EU’s exploitation
of trade policy as a foreign policy device was a process determined
by necessity in some ways, the EU anticipated the present trend of
other major global actors, “trade policy is increasingly a central
part of foreign policy” (Messerlin, 2004, p. 3).

The second driving force of EU’s regional strategy is commer-
cial diplomacy. In this case it has been argued that European
RTAs were used to improve market access for EU suppliers in
third countries or regions. Actually, the relevance of EU’s regional
agreements network seems much greater if compared with other
regional blocs and countries since it covers virtually all countries in
the world. However, the major trading partners are excluded from
such network. Therefore, the geographic coverage of European’s
arrangements greatly amplifies their importance (OECD, 2000).
Preferential trade accounts roughly for 25% of EU’s total trade;
and in terms of value more than 60% of imports enter the

"IThe author continues: “Although the basis of and motivations for such a commit-
ments may differ, a PTA will most likely fail in its absence. [ ... | The strength of PTA
members’ political commitment will be dependent upon the broader governance and
economic policy environment” (Bouzas, 1999, p. 198).
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Community without preferences (OECD, 2000). There are nine
WTO members to which the EU grants exclusively MFN treatment
in all product categories.”® It maybe important to stress that these
partners accounted for 45.2% of EU’s total merchandise imports in
2001 (WTO, July 2003).”® The reason of this paradox depends on
four main explanations. First, countries which benefit of the highest
levels of preferences are also the ones whose products constitute the
smallest share of EU imports.”* Second, the share of preferential
partners is declining due to the “erosion” of preferences given the
success of multilateral trade negotiations within the WTO. Third,
the existence of RTAs does not imply that products traded among
members enter importing country under the preferential regime.”
Fourth, most RT Asinclude a transitional period (that can last up to
ten years), for the adoption of tariff reductions on their most sensi-
tive products (notably textile and clothing and agricultural ones)
(WTO Secretariat 2002). Therefore the EU has been able to reap
very poor benefits through the commercial-regional factor so far.
Nowadays, the region where the EU is driven mainly by a
commercial interest is certainly Asia, given the latter’s role as
one of the main engines of the world economy, and the strong
influence of large European corporate interests which want to
abolish regulatory barriers to trade (Brenton, 2000). However,
the patterns of European Regionalism will not suit the Asian

2 Australia; Canada; Chinese Taipei; Hong Kong China; Japan; South Korea;
New Zealand; Singapore, and the United States.

®The United States alone is EU’s leading trade partner, accounting for 24.7% of
exports in 2000, and 19.2% of imports, about the same as in 1999 (WTO, July 2003).

SFarrell (1999) points out that: “Extra-community trade is determined by a hierarchy
of preferential trading relations, where the highest levels of preference have been granted to
countries or regions whose product constitute the smallest share of EU imports. In practice,
the largest share of EU foreign trade is with countries where no preferential agreements
exist, such as the United States” (pp. 15-16).

5Often importers prefer not to take advantage of preferential treatment because the
MEFEN duty results to be less costly compared to the complications of complying with rules of
origin and other requirements (Grether and Olarreaga 1998).
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countries since the political conditionality the EU imposes towards
many of its partners—good governance, democracy, transparency
in political processes, respect of human rights, etc.—is not going to
be accepted by the Asian countries. Even more so since they have
an alternative partner, the US, which is not only a geographically
closer partner, but is also less eager to exercise this kind of “poli-
tical influence” (Aggarwal and Fogarty, 2004).°

The third driving force of EU’s strategy is the development
policy which has been accomplished first through non-reciprocal
trade agreements with its former colonies and then through increas-
ingly reciprocal RTAs with other developing countries. Fierce
debates surround the effectiveness of such agreements. In practice,
since the mid-1960s countries which have benefitted from non-reci-
procal RTAs have all lost market shares in the EU (Brenton, 2000).°”

The effective benefits of the preferential system of the EU has
been hindered by a number of reasons:

(a) the progressive erosion of developing countries’ margins of
preferences, thanks to the success of multilateral and regio-
nal integration agreements;

(b) the exclusion of “sensitive” products of greatest export
interest to developing and lest developed countries (such
as sugar and dairy products); and

(c) the impact of barriers like rules of origin (RoO), tariff
quotas, and tariff peaks.

SEU policy toward Asia has long emphasized human rights and good governance, but
ASEAN observers view that practice with suspicion. Many fear EU attempts to impose
Western values and discredit disfavoured regimes. Indonesian President Megawati
Sukarnoputri alluded to the issue in her ASEM keynote address, encouraging Europe to
“accept and respect differences.” (Ciorciari, 2003).

5T Africa in particular needs more action: 34 African countries ranked among the least
developed countries in the world in 2000, while in 1996 there were 27. In addition, aid to
Africa has fallen in the decade 1989-1999 from US$24.2 to 14.2 billion; and FDI flows fell by
40% in 2001 (before the September 11 crisis) (Gavin and Langenhove, 2003).
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However, North-South trade blocs in which high income coun-
tries—such as the EU—and developing ones are equal partners
should be distinguished by preferential agreements implied by
colonial preferences. Reciprocal North-South RT As can be consid-
ered beneficial to LDCs and transition economies since they could
contribute to cement policy reforms and enhance credibility. The
hypothesis is that reduced policy uncertainty, in terms of trade
and investment policy, can have significant effects. Therefore,
regional agreements involving developing countries can have poli-
tical incentives that could outweigh the economic ones. However, a
country’s policy credibility will not benefit just from entering a
RTA if its government is not already committed to reform.

Second generation determinants: Hub-spoke regulatory-
regionalism and competitive-regionalism

The EU has been establishing a sort of “hub and spoke”
pattern of regionalism with third countries and regions. In this
system the EU is the core and the “spokes” refer and depend just
from the “hub,” not having regional agreements among them-
selves. The “hub” decides issues, modalities and timing of the
negotiations to create a regional agreement.”® A hub and spoke
regionalism entails that the hub has a political, strategic and/or
economic leverage on a great number of areas and /or it could work
to exclude some countries or regions from its club (Baldwin, 2000).
Since, RTAs are seen as means to establish EU procedures as
international norms, the hub and spoke pattern of RTAs could
give the EU a great advantage if it serves to harmonize the regula-
tory measures of the spokes to its standards and regulations.
According to Van Dijck and Faber (2000): “It may even be part
of the trade strategy of a dominant partner in the PTA to set

In addition the hub has the unique access to the markets of all spokes, which
contributes to its attractiveness as an investment location, and industries in the hub can
better exploit economies of scale and increase competitiveness.
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regional standards and rules in such a manner that they contribute
to the diversion of trade to the benefit of the dominant partner and
that the expense of other countries inside and outside the PTA”
(pp. 36-37). Further, Schott (2001) points out that it would be
dangerous for the United States not participating to RTAs, because
it would increase transaction costs and establish precedents that
differ from US practices. The risk is that procedures could be
extended to other areas (and RTAs) and become the base for
WTO accords.

As far as the competitive regionalism is concerned, while in the
first and second waves of regionalism Europe used to set the pace,
in the last wave particularly the US is challenging its “monopoly.”
For many years the United States has eschewed preferential
arrangements, and when it begun to establish RTAs it followed a
“market-driven” (or shallow) approach to trade relations. Things
have been changing however during the past decade. After the
NAFTA, the United States launched a bold program to create a
FTAA—which should encompass 34 countries by January 2005—
as well as and the United States-Middle East Free Trade Area
(MEFTA) initiative—that would include more than 20 nations of
the region by 2013. The latter projects aim to safeguard, apart the
commercial interests, the United States political and security

concerns. 59

®In a speech to members of the newly formed coalition (MEFTA), former US Trade
Representative, Robert Zoellick, said that the US could soon begin free trade talks with the
United Arab Emirates and Oman as part of its plans for a regional free trade agreement in
the Middle East by 2013. The United States already has FTAs with Israel, Jordan, Morocco,
and Bahrain. Zoellick told the groups that a MEFTA-US partnership could help fight
terrorism and ease anger simmering over US foreign policy in the region. The United
States has also identified Qatar and Kuwait as candidates for free trade pacts.

Agreements with larger Saudi Arabia and Egypt are more remote prospects that
depend on Saudi Arabia’s WTO accession negotiations with the United States and on the
progress of Egypt’s economic reforms. Zoellick also expressed hope for a peace agreement
that would permit US free trade with a Palestinian state some day, saying that potential
free trade partners in the Arab world must end their boycott on trade with Israel.
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In the aftermath of the Cancun Ministerial Meeting (September
2003) former US Trade Representative, Robert Zoellick, announced
that the United States planned to move more ambitiously to
bilateral and preferential trade agreement with those countries
that were willing (so called “can do” countries).

The desire to counteract the new US regional strategy has
encouraged in our view several initiatives taken by the EU. This
is more evident in Latin America, where the driving force of many
RTAs was driven by the need of the EU to compete with US
strategy in the continent since the creation of NAFTA, and the
start of the FTAA negotiations. The Inter-regional agreement
with MERCOSUR is seen by Europeans as the best device to
balance US influence in the Southern Cone, and avoid potential
losses of market share when (and if) the FTA A will take effect. The
driving motivations that guided the agreements with Mexico
and Chile bear resemblance to MERCOSUR negotiations.
Undeniably, negotiations with Mexico were reinforced and an
agreement was reached only after the accession of Mexico to
NAFTA, because it caused the loss of market shares for the EU
in the Mexican market.®

The competition between the two global actors centres greatly
also on the agenda setting for the terms and conditions on trade
related or behind the border issues. Indeed, one of the reasons why
the United States started to engage in RTAs was determined by
the fact that regional agreements go often beyond market access,
because each agreement is a stepping stone in the building of the
rules for the future (Zoellick, 2001, p. 5; Baert, 2003).

9«Given that the EU share of total Mexican trade shrunk from 10.6% in 1991 to 6.5%
in 1999, and given the considerable gap between Mexico’s average applied most favoured
nation tariff (8.7%) and the preferential NAFTA tariff (less than 2%), there was also a clear
concern about trade diversion” (Sampson and Woolcock 2003 p. 12). The EU included in
the FTA with Mexico the same deep integration addressed in the NAFTA agreement.
That’s why EU-Mexico’s FTA covers an “unprecedented” 95% of total current trade, but
most importantly 62% of agricultural trade which is remarkable for the Union.
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As a result, consciously or unconsciously, it seems as if the EU
started to fear that the regional strategy of the United States could
hamper both its regional influence and its commercial interests. In
this perspective, the competition between these two economic
giants bears resemblance to the rivalries of two leading firms in
an oligopolistic market.

The RTA system of the EU: a puzzled strategy

These five “categories” through which we tried to explain the
rationale of EU’s web of trade agreements—foreign policy, com-
mercial diplomacy, development objectives, hub and spoke regu-
latory power, and competition—could let us think that the EU had
a sound unified strategy with many distinct individual goals but
integrated into an overall effective policy framework. Nothing may
be so far from reality. Beyond the multiplicity of determinants,
EU’s current regional pattern reveals a very puzzled overall
strategy.

The impact of RTAs has often been constrained by two kinds
of limits, which are spread at different levels: first, the agreements
themselves, due to the lack of coverage and the exclusion of sensi-
tive issues (like agriculture); and second, the unfinished trade
strategy of the EU, since many of its goals have remained very
often “paper commitments.”

The reason lies in the fact that the geopolitical interests of
each (or at least of the main) members of the EU influenced its
trade and foreign policy concerns towards third countries and
regions. This entails that the regional trade policy of the Union
has been changing time after time not only due to political or
economic shocks but also to successive enlargements. For
instance, Germany and Austria were powerful advocates of
the Europe Agreements with Central and Eastern European
countries, which led to the recent enlargement of the EU. The
UK and The Netherlands have pushed for promoting an FTA
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with post-apartheid South Africa; the Southern member states
worked to develop trade linkages with Mediterranean countries;
and finally Portugal and Spain are active players in pushing for
closer ties with Latin America. Hence, the peculiar features of
the EU as an international actor need more careful attention. It
has been argued that the complexity of EU’s international role
and its trade policy stems from the “number of games” that it
has to cope with. The Putnam’s two-level game framework
could be applied to an ordinary country to analyze its interac-
tion between domestic and international factors on interna-
tional bargaining (Evans et al. 1993; Milner, 1997; Putnam,
1998), but it’s not applicable to the EU. Considering the wide
range of interests the Union has to handle it is helpful to
understand the lengthy and complex process in its trade policy
making. Such interests are spread at three stages: firstly, pri-
vate and corporate actors and national governments within
themselves; secondly the member countries altogether and
EU’s institutions; thirdly, bilaterally and regionally the Union
developed a complex network of agreements but its trade policy
is also increasingly shaped by its obligations under the WTO.
Hence, the Union should often be treated as a three-level game
(Collinson, 1999; Meunier, 1998), its “win set” being the pro-
duct of a pre-negotiation among the member countries before
negotiating with other partners (Young, 2002).

However, the EU has changed its regional trade policy
approach in two ways:

(a) launching the European Neighbourhood Policy (ENP),
and

(b) trying to promote the integration of its partners and nego-
tiating inter-regional agreements rather than bilateral
ones.
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The ENP should address the shortcomings of EU’s past experi-
ence with neighboring countries in the Fast and in the South of its
borders. Even though the ENP entails a completely new approach,
up to now is more a good framework the substance and relevance
cannot be determined yet.

Second, in the last decade the EU worked to encourage inte-
gration among its partners and it seems interested in trying to
enhance their bargaining power.%!

The aim being to export the European model to other areas
and to build a regional system on a number of “integrated areas.”
In the future this trend may lead to reduce the number of players
negotiating at the world level because maybe we will start talking
of world regions rather than countries. The EU is trying to set a
model of inter-regionalism in its negotiations with MERCOSUR.
The relevance of the inter-regional strategy in our view is interest-
ing because it indicates that the EU is searching and developing
new patterns of integration. Up to now the relatively limited
extent of collaboration within such agreements has admittedly
denied them of current global significance. However the network
links that have been instituted may prove their future worth. Even
more so since inter-regionalism approach could be more consistent
with a system where there are no hegemons (Aggarwal and
Fogarty, 2004).%

“1We can see the EU pursuing these objectives in the Mediterranean, in the Gulf
Cooperation Council, with the ACPs. While MERCOSUR countries started the integration
process and then engaged with the EU for the establishment of an Inter-regional Association
Agreement.

“Frequently RTAs have a leading or hegemonic actor within it (Aggarwal and
Fogarty, 2004). In Europe there is the EU; in the Western Hemisphere the United States;
in Asia the growing power of China is threatening the historical dominance of Japan (and
regional initiatives are proliferating also to try to counteract China’s growing power). When
there is an unbalanced power among partners, the hegemon is able to enforce the rules and/
or behind the border issues and partners are willing to respect them because the gains of
being part of the club are high. Bhagwati and Panagariya (1996) already pointed out that
we could witness to the emergence of two major “hegemon-centred” trading blocs, based on
the EU and the United States.
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V. CONCLUSIVE REMARKS: THE CHALLENGES
AHEAD

As we know there are a number of advantages or benefits that
could be achieved through regional agreements since they accel-
erate and deepen trade liberalization, on a bilateral or pluri-lateral
basis, facilitating progress on issues that are too complex or too
sensitive to be addressed in multilateral trade negotiations. The
idea being that RTAs could be considered as laboratories where is
possible to cooperate on issues such as Investment; Competition
policy, Technical Standards, etc.%® In addition, there could be a
positive interaction between the regional and the multilateral
spheres, since RT'As could:

(a) induce member countries to implement trade reforms that
in turn could favor multilateral liberalization (Summers,
1991; Francois, 1997; Whalley, 1996);

(b) reduce the number of actors within the WTO (Krugman,
1993);

(c) eliminate political rivalries between countries and help
them to establish cooperative policies;

(d) achieve governance objectives, i.e., they entail non-eco-
nomic benefits like: peace, stability, security, etc., apart
from strictly economic and commercial interests.

The positive impact of regional integration is particularly strong
when regional agreements provide for a deep integration, going
beyond the elimination of import and export tariffs barriers, and

5Many authors point out that when the regional integration strategy entails a deep
integration agenda RTAs could work as a laboratory to experiment cooperation on very
relevant and complex issues (Lawrence, 1996; Hoekman and Kostecki, 1996). According to
Lawrence (1996), “Regional arrangements, dealing with international governance need not
be second best—they could be first best” (p. 26).
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establishing common regulatory frameworks between regional
partners.

These benefits have a particular relevance for the EU given its
peculiarity as an international actor. Nevertheless, EU’s preferen-
tial system in its present design has great limits as we pointed out.
If nothing is going to change we highlight two major risks in the
future: first, that EU’s regional trade policy will remain a complex
system with a weird policy between shallow and deep integrationin
most cases; second, problems will arise deriving mainly from the
creation of competing blocs of influence among the two major
actors.

As to the first risk in spite of the relevance accorded to the
so called “beyond the border issues,” the content of European
bilateral /regional economic agreements has been relatively
“shallow” to date. The regulatory content remains rather low
in most cases. Key provisions limiting domestic regulatory
capacities are either non-existent or consist mainly of treat-
ment obligations, either national or MFN. As we have pointed
out, the impact of many FEuropean RTAs has often been
constrained by rules of origin, a lack of coverage, etc. Since
EU regional agreements often failed to crack the hardest nuts
in the ‘“sensitive areas,” in some cases the results where no
more successful, or even less successful, from those obtained at
the multilateral level (OECD, 2002).

Most of the agreements that include some deeper regulatory
commitments are not, as might be expected, agreements promoted
by the EU, but rather US-led and WTO agreements (Torrent and
Molinuevo, 2004). Under the influence of NAFTA, US integration
agreements show a trend to include within their scope more and
deeper obligations on regulatory matters than those promoted by
the EU. As a matter of fact, the only EU-led agreement compar-
able to NAFTA is the recently signed with Chile. Therefore, it is
a myth that all regional agreements today lead to deeper
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integration, it depends very much on the agreements considered. If
nothing is going to change EU’s system of preferences will thus
remain a system which entails something more than a shallow
integration, but something less than a deep integration model in
most cases.

The fears of those stating that RTAs could become a “spa-
ghetti bowl” of complex overlapping regulations and commit-
ments which are both difficult to disentangle, and which make it
difficult to proceed in broader trade liberalisation (Bhagwati and
Panagariya, 1996) may have some arguments at this point. If
European RTAs do not entail a further step in comparison to the
multilateral route—i.e., are not laboratories of deeper integration—
we see little rationale in engaging in such agreements. The reason is
that in this case the RTAS’ costs could really outweigh their
benefits, and their relevance as economic and governance tools
may become limited. In other words, European RTAs should be
“WTO-plus,” and this pattern should prevail over less ambitious
initiatives. If the EU intends to maintain its preferential relations,
it should improve their effectiveness to take advantage of the
“competitive liberalisation” (Bergsten, 1996), exploiting RTAs
as tools to sustain economic growth and social stability.

As to the second risk stated above one could outline that
the competition between the EU and the US in the regional
trade strategy is increasing both for economic and political
objectives. The United States itself started to engage in
RTAs for competitive reasons, i.e., given the fears determined
by the progressive integration reached by the EU, and the
fears of “Fortress Europe,” as well as the slowness in multi-
lateral trade negotiations during late 1980s. Today the EU
feels like a monopolistic incumbent which has to confront
with an increasing competition which threatens its supremacy.
If this trend will continue in the near future, the EU and the
United States could end creating separate and even
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overlapping opposite ‘“regional blocs.” Today this is a more
theoretic fear than a concrete threat, but in this case the
multilateral system would be replaced by power-based rela-
tions where each actor has its own sphere of economic and
political influence. The risk is even more worrying since the
multilateral trading system is in deep trouble today. Whether
the threat of the creation of two conflicting hegemon-centred
regional blocs is credible depends on how the EU and the
United States will continue to shape their regional trade poli-
cies, as well as on the commitment of the two major actors
towards the multilateral trading system. In other words, the
antidote to the risk of creating two antagonist trading blocs is
given by the level of engagement and commitments taken at
the multilateral level by both actors. Therefore, the issue of
the compatibility between regional agreements and the multi-
lateral regime should be directly addressed in the present
phase without relying on wishful thinking appeals to the vir-
tues of the “new” or “open” Regionalism.
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APPENDIX

List of the Regional-Preferential Trading Agreements of
the EC

1. AGREEMENTS NOTIFIED UNDER THE GATT ART.
XXIV
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EUROPE

- Andorra » Custom Union

- Turkey » Custom Union

- S. Marino » Custom Union (WTO not notified)

- Bulgaria » Europe Agreement

- Romania » Europe Agreement

- Norway, Iceland, Liechtenstein » European Economic Area
(EEA)

- Switzerland » Free Trade Agreement

- Denmark (Faroe Islands) > Free Trade Agreement

BALKANS

- Croatia P Interim Agreement on Trade and Trade Related
Matters

- Former Yugoslav Republic of Macedonia FYROM P Interim
Agreement on trade and Trade Related Matters

- Albania, Bosnia-Herzegovina, Kosovo » Autonomous Trade
Measures for the Western Balkans

EURO-MEDITERRANEAN PARTNERSHIP

- Algeria » Cooperation Agreement

- Egypt » Association Agreement

- Israel » Association Agreement

- Jordan P Association Agreement

- Lebanon » Association Agreement

- Morocco » Association Agreement

- the Palestinian Authority P Association Agreement
- Tunisia » Association Agreement

- Syria B Cooperation Agreement

LATIN AMERICA

- Mexico P Free Trade Agreement
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- Chile » Association Agreements

AFRICA

-South Africa » Trade Development and Cooperation
Agreement

2. AGREEMENTS NOTIFIED UNDER GATS ART. V

EUROPE

- Norway, Iceland, Liechtenstein (EEA)
- Bulgaria
- Romania

LATIN AMERICA

- Mexico

3. AGREEMENTS FOR WHICH THE EC HAS RECEIVED
A WTO WAIVER

COTONOU AGREEMENT (EU-African, Caribbean and
Pacific, ACP) (Partnership Agreement)

Angola, Antigua and Barbuda, Bahamas, Barbados, Belize,
Benin, Bissau, Botswana, Burkina Faso, Burundi, Cameroon,
Cape Verde, Central African Republic, Chad, Comoros, Congo
(Brazzaville), Congo Democratic Republic, Cook Islands,
Djibouti, Dominica, Dominican Republic, Equatorial Guinea,
FEritrea, Ethiopia, Federated States of Micronesia, Fiji, Gabon,
Gambia, Ghana, Grenada, Guinea, Guyana, Haiti, Ivory Coast
Jamaica, Kenya, Kiribati, Lesotho, Liberia, Madagascar, Malawi,
Mali, Marshall Islands, Mauritania, Mauritius, Mozambique,
Namibia, Niger, Nigeria, Niue, Papua New Guinea, Republic of
Nauru, Republic of Palau, Rwanda, Samoa, Sao, Senegal,
Seychelles, Sierra Leone, Solomon Islands, Somalia, South
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Africa, St. Christopher and Nevis, St. Lucia, St. Vincent and the
Grenadines, Sudan, Suriname, Swaziland, Tanzania, Togo, Tomé
and Principe, Tonga, Trinidad and Tobago, Tuvalu, Uganda,
Vanuatu, Zambia, Zimbabwe

4. AGREEMENTS UNDER NEGOTITATIONS

- Turkey » Decision of the EC-Turkey Association Council on
the Liberalisation of Services and Public Procurement

- Albania P Stabilisation and Association Agreement

LATIN AMERICA

-MERCOSUR (Argentina, Brazil, Paraguay, Uruguay) »
Inter-regional Association Agreement

MENA Region

- Gulf Cooperation Council (GCC) (Bahrain, Kuwait, Oman,
Qatar, Saudi Arabia and the United Arab Emirates) »
Cooperation and Free Trade

ECONOMIC PARTNERSHIP AGREEMENTS (EPAs)
WITH ACP COUNTRIES

-Western Africa

CEDEAO Benin, Burkina Faso, Capo Verde, Ivory Coast,
Gambia, Ghana, Guinea, Guinea Bissau, Liberia, Mali, Niger,
Nigeria, Senegal, Sierra Leone, Togo)

- Central Africa

CEMAC (Cameroon, Central African Republic, Chad,
Republic of Congo, Gabon, Equatorial Guinea) and Sao Tome
and Principe

-Eastern and Southern Africa

COMESA (Burundi, Comores, Djibouti, DR Congo, Eritrea,
Ethiopia, Kenya, Madagascar, Malawi, Mauritius, Rwanda,
Seychelles, Sudan, Uganda, Zambia, and Zimbabwe)
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-SADC (Angola, Botswana, Lesotho, Mozambique, Namibia,
Swaziland, Tanzania)

-14 ACP Pacific Countries (Cook Islands, Fidji, Kiribati,
Marshall Islands, Federated States of Micronesia, Nauru, Niue,
Palau, Papua New Guinea, Solomon Islands, Samoa, Tonga,
Tuvalu, Vanuatu)

-CARIFORUM (Antigua and Barbuda, The Bahamas,
Barbados, Belize, Commonwealth of Dominica, Dominican
Republic, Grenada, Guyana, Haiti, Jamaica, St. Kitts and Nevis,
S. Lucia, St. Vincent and the Grenadines, Suriname, and Trinidad
and Tobago).

Source: DG Trade (June 2004)
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