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Abstract 

This paper examines the objectives and instruments of trade policy in 
the European Community (EC) from 1987 until mid-1992. It reviews the 
Community's institutional setting and policy environment as background to 
recent trends in EC trade policies and trading arrangements. A discussion 
of key issues and developments in the internal market program and its 
interactions with the Uruguay Round of multilateral trade negotiations is 
followed by a review of the main issues underlying trade disputes with third 
countries and trade-related industrial policies. 
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Summary 

This paper examines the trade policy objectives and instruments of ;he 
European Community (EC) from 1987 to mid-1992. The internal market program, 
aimed at a single market in goods, services, and factors of producti.on by 
the end of 1992, will give 9 further boost to intra-EC trade. .The EC's 
external trade regime after 1992 is still evolving, but efforts to replace 
national restrictions with EC-wide measures may in some instances lead to 
continued reliance on managed trade. . . 

. 
There is considerable scope for trade and domestic support policies in 

the EC to accelerate structural reform. The EC's external trade regime is 
characterized by relatively low industrial tariffs, but also relies heavily 
on nontariff measures as instruments of protection,in selected sectors (such 
as agriculture, textiles and clothing, and auto,mobil+s). The Common 
Agricultural Policy reforms agreed upon in May 1992 are a positive step 
toward reducing distortions in agriculture but will need to be strengthened 
over the longer term if such distortions are to be eliminated. EC competi- 
tion policy has been more strictly enforced since 1985, and state aids are 
being subjected to greater scrutiny. The outcome of the Uruguay Round will 
also be instrumental in shaping the EC's external regime after 1992. 

An important aspect of the EC's external regime is the extensive 
network of preferential and nonreciprocal trade arrangepnts. Such' links 
are being strengthened further. particularly with regard to the European 
Free Trade Association and Eastern and Central Europe, as more countries . 
seek to participate in the benefits to be derived from the single market 
program. 

c 



I. Introduction 

This paper examines the trade policy objectives end instruments of the 
European Community (EC) from 1987 until mid-1992:u Section II discusses 
the institutional setting, including the Single European Act atid the program 
to complete the single market, and highlights the interactions between the 
single market program end the Uruguay Round. Section III reviews the policy 
setting'and external environment as a backdrop to a review of trends in the 
EC's trade policies end trading arrangements. Trade disputes between.the EC 
and its trading partners are covered in Section IV. Section V reviews 
developments in trade-related industrial policies. Finally, Section VI 
summarizes the main themes end conclusions of the text. u 

II. Institutional Settinp Single Market. end Urueuav Round 

1. Institutional setting 

The EC was established by the.Treaty of Paris (1951) and the Treaties 
of Rome (1957). y The original six EC members f?/ were later joined by 
Denmark, Ireland, and the United Kingdom.in 1973, Greece in 1981, and 
Portugal and Spain in 1986. J/ The twelve EC countries accounted for two 
fifths of world trade in 1991 (Chart 1 end Table 1). Excluding intra-EC 
trade, the EC accounted for almost one sixth.of world trade and its imports 
from nonmembers were higher than those of the<United States. As of June 
1992, seven countrieS had applied to join the EC:. Malta, Cyprus, Turkey, 
and four EFTA members (Austria in July 1989, Sweden in July 1991, Finland in 
March 1992, and Switzerland in May 1992). 

lJ The paper.builds upon the coverage of EC trade issues in Issues end 
DeveloDments,in International Trade Policy, IMF World Economic end Financial 
Surveys (Washington, 1992). EC members are Belgium, Denmark, France, 
Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal, 
Spain, and the United Kingdom. 

u It should be.noted that the term "country" used in this paper does not 
in all cases refer to.a territorial entity that is a state as understood by 
international law and practice. The term also covers some territorial 
entities that are not states but for-which statistical data are maintained 
and provided internationally on a separate end independent basis. 

3J The EC comprises three Communities: the European Coal and Steel 
Community (ECSC), governed by the Treaty of Paris, end the European Economic 
Commtinity (EEC) and the European Atomic.Energy Community (EURATOM), governed 
by the Treaties of Rome. The institutions of the three Communities were 
merged in 1967 and are henceforth referred to es the European Community 
(EC). 

4J Belgium, France, the Federal Republic of Germany, Italy, Luxembourg 
end the Netherlands. 

A/ The former German Democratic Republic was absorbed in the EC upon its 
unification with the Federal Republic of Germany. 
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The institutional structure.of the Community consists of the European 
Council (of heads of state and the President of the Commission), the EC 
Commission, the Council of Ministers, the European Parliament, and the 
European Court, of Justice, which constitute the administrative, legislative, 
and judicial branches of the, EC. The. Commission implements Community 
policy, ensures that EC treaties and amendments.are carried. out, draws up 
the budget, ,and proposeslegislation to the Council. The Council is the 
final decision-making body: .Tbe Presidency of the Council of Ministers 
rotates among the EC member countries.on a semiannual basis. The European 
Parliament, elected by popular vote', has supervisory powers over the 
Commission and is.responsible for final approval of the.EC budget, although 
it has limited power to amend it. The budget finances..the EC's common. 
policies, notably the Common Agricultural Policy (CAP), as well as EC 
regional and social programs, using revenues from the common external tariff 
and contrib,utipns paid by Community members. The Parliament acquired the 
power to reject or amend Council decisions pertaining to the unification of 
the EC market under the Single European Act of 1957. ..The.Cburt of Justice, 
through dispute settlement and advice, interprets EC treaties and enforces 
Community law. The.EC is not a legal member of the GATT; but by convention 
represents the member states and speaks on their behalf.' (The EC is, 
however, a signatory of several of GATT codes.) .Within GATT'th& EC is " 
represented by the,Commission which has jurisdiction over-trade: 

Besides establishing a customs.union, the EEC Treaty provided for-a 
common market permitting the free movement of capital.and labor within the 
Community. Customs duties and quantitative restrictions on intra-area trade 
were progressively phased out over the lo-year periodtd mid-1965. Progress 
in liberalizing factor movements within.the Community, however,..has been 
slower. New impetus to this objective "as provided by the Single European 
Act, which came'itito effect in July I957 and reprPs&ited tlie .fi?%t major 
revision of the EEC Treaty. The Act paved the way for.:a..fully unified.EC 
market by end-1992, with no impediments to.the moveple?t.of goods;+ervices 
and factors of,production. In December 1991, with the Treaty on European 
Union agreed at.Maastricht--the.second.major revlsion.of the Treaty of 
Rome--the EC Council agreed on steps toward monetary, economic and political 
union, and in February 1992 the final version.of the Treaty was-signed. The 
European Union Treaty must be ratified'by the member.states: national 
parliaments by the end of,1992. The Maastricht Treaty sets out a schedule 
for the adoption of a single European currency.. the Ecu. by 1999.; lays the 
foundations of a common security and defense policy; and provides for 
broader'community authority on the environment, health, research, networks, 
culture, and.industrial and social policy. 1.t offers European citizenship 
to EC nationals and grants the.European Parliament greater powers. The 
Treaty does not make,provision for the accession of new member states. 
Issues related to the Maastricht Treaty and.its ratification have been the 
subject of intense public debate within (and outside) the EC in recent 
months. .' 
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Chart 1 
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2. The Single Eurouean Market Program 

a. Backsround issues 

The Treaty of Rome identified the removal of obstacles to the free 
mbvement of goods, services, labor and capital as on& of the p;incipal 
objectives of the EC. JJ Market segmentaiion with& the EC has long been 
identified as an obstacle to the expansion of potential output. It raises 
the cost of production'by distorting resource allocation, preventing the 
achievement of economies of scale and the adoption of cost-reducing 
technologies, creating monopoly rents, and imposing administrative costs. 
Early efforts'focused mainly on obstacles to'trade in goods, leading'to the 

,, elimination of all internal customs duties and the full implementation'bf 
the common external tariff by 1968. Despite these important achieviments, 
segmentation in goods markets persisted for a variety bf reasons, including 
differences in national standards, time-consuming border formalities, 
discriminatory government procurement.practices, nationdl trade restrictions 
vis-A-vis'non-EC countries, atid other regulatory impediments to cross-border 
market entry and competition. Impediments to trade in servic& were even 
more widespread, given the virtual absence of rules and disciplines,, whether 
multilateral or EC-based, governing such trade.' National monopolies in the 
transportation and telecommunications sectors, along with widely different 
regulatory regimes in the financial service industries, g&e rise to further 
serious trade impediments. 

The first major step towards the creation of a truly unified internal 
EC market was the adoption by the EC Council in 1985 of the Commission's 
White Paper on the Completion of the Internal Market. This contained 
proposals to remove all physical and regulatory barriers to the free 
movement of goods, services, and.factors of production within the Community 
by the end of 1992. u The introduction of the paper's 300 proposals 
(later revised to 252 and still later expanded to include energy and an 
energy tax) was assisted by the Single European Act, which came into force 
dn July 1, 1987: Implementation of the Act required agreement of the EC 
Council on each individual proposal and, in most cases, their 
i&rporation--or "transposition" in national legislations. To facilitate 
the adoption of the proposals, the Single European Act amended the EEC 
Treaty by extending the areas in which decisions could be adopted by simple 
or qualified majority. J/ 

I/ Article 223 of the Treaty of Rome allows a member to take measures 
"tiecessary for the protection of the essential interests of its security", 
including trade in arms, ammunition and war mat&ial, which were thus 
excluded from the Community's market liberalization. 

u EC Commission (1985). 
1/ A qualified majority is defined as 54 out of 76 weighted votes by the 

EC Council. Unanimity was still required in decisions pertaining to 
harmonization of indirect taxation and free labor mobility within the 
Community. 
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As of June 1992, over 90 percent of measures needed to complete the 
single market were in place. Agreements on insurance, public procurement, 
air transport and maritime Cabotage were in their final phases. However, 
only one of the proposals for abolishing border controls had been submitted 
to the Council. Over 300 items aye still theoretically subject to border 
checks, end only fou; countries--Luxembourg (May 1992), Spain and Portugal 
(April 1992) and France (1991) have ratified the Schengen Agreement, which 
covers the free movement of people within the EC as well es that of goods. 
The Commission has not ruled,out ihe possibility of a provtsion obliging all 
members to stop systematic checks at internal borders by the deadline. 
Agreement, however,.seems close on some of the other obstacles to freeing 
borders, namely VAT harmonization, consistent laws on the restitution of 
illegally exported artistic goods and national treasures, and cross-border 
payments systems. National legislation of a substantial number of proposals 
still had to be enacted, however. ., 

The White Paper.marked an important shift in the EC's approach to 
integration. Whereas past efforts had focused on replacing existing 
national laws with uniform Community-wide measures, the Commission's 
approach to harmonization shifted with the Single European Act to the mutual 
recognition of national laws and regulations, subject to agreement on 
certain essential minimum requirements. For example, prgduct standards, 
testing and certificat+n requirements of each member state would be 
accepted in all member states provided they met a short list of minimum 
safety requirements prescribed by the EC. The proposed minimum corporation 
tax and VAT follow the same approach. This greatly simplifies the 
requirements for harmonization and places greater reliance on market forces 
as opposed to bureaucratic rules to ensure an kentual convergence of 
reguiatory systems within the EC. In particular, market forces would create 
pressures on national governments with, reiatively kestrictive rules to 
liberalize them so as to enable,firms from that country to compete more 
effectively on an EC-wide basis. 

Implemefitation of the single market program will affect the EC'? trade 
relations with the rest of the world. For instance, the removal of internal 
borders implies that national trade restrictions against third countries 
will either need to be scrapped, or replaced.by EC-wide measures that may be 
either less or more restrictive than existing national restrictions. 
Similarly, regulations governing the establishment and operation of non-EC 
firms in the EC may be either more or less restrictive than existing 
national regulations. The EC Commission has argued in favor of an open 
trade regime after 1992, and has stated that protection in the EC will not 
increase, on balance, as a result of the single market program. Indications 
thus far are that the post-single market external regime will broadly 
maintain--but in some cases.may increase--the current degree of 
restrictiveness. There is already an agreement to replace national VERs 
with an EC-wide VER on Japanese car imports, and an EC-wide banana import 
regime is under discussion. Article 115, which allows individual members to 
request the Commission to ban certain imports circulating in other member 
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states ( "as renewed in December 1991 in the Maastricht Treaty. While 
recourse to Article 115 has declined in recent years, its continued 
existence is a potential source of protection; and runs counter to the 
spirit of the single market. 

The EC has generally taken the view that the benefit of access to the 
unified market provides an opportunity to obtain reciprocal market-opening 
measures in trading partners. u Reciprocity considerations have in fact 
become an integral part of the program, although the nature, scope, and 
means of implementation of reciprocity provisions are not yet fully defined. 
In areas such as services and direct investment, reciprocity provisions 
based on the principle of comparable market access (i.e., the same treatment 
for EC firms in foreign countries as firms from foreign countries enjoy in 
the EC) might succeed in opening up foreign markets, but could also be used 
as a too1 of protection. Reciprocity provisions based on national treatment 
(i.e., the requirement that foreign firms receive treatment no less 
favorable than domestic firms) are less likely to act as a barrier to trade. 
Other forms of reciprocity affecting trade in goods have been-proposed by 
some EC members. These include greater access to foreign country markets 
for EC producers in exchange.for the removal of national restrictions' in the 
EC. In sclme sectors, such as automobiles, attempts have been made by 
industry representatives in some EC countries to define greater access as 
the achievement of certain target foreign market shares for EC suppliers 
rather than as the reform of regulations or practices that have been 
identified as a barrier to market access abroad. In the EC's proposal for a 
tax on carbon emissions and energy to protect the environment, a defensive 
use of reciprocity is used: the proposal is made subject to the condition 
that trading partners adopt similar measures. 

In the area of technical standards, reciprocity could take the form of 
mutual recognition treaties between the EC and third countries, under which 
single point access u.would be granted only to those countries that 
accept EC standards, testing, and certification procedures. The EC 
standards bodies invite public comment on their proposed standards with a 
view, inter alia, to providing transparency for EC standard-setting 
procedures. 3J Industry representatives from non-EC countries have 
nevertheless expressed concern that standards and certification procedures 
may be used in a discriminatory manner to favor EC producers. GATT rules in 
this area are covered in the Tokyo Round Agreement on Technical Barriers to 
Trade (to which the EC is a signatory), but this stipulates only generally 
that technical regulations may not be used as a barrier to trade. Agreement 
in the Uruguay Round would make these rules more transparent., 

1/ See. particularly, Hufbauer (1990), pp. 34-36. 
u Under single point access, a product that meets technical standards in 

one EC member would have access to other EC members. 
z/ EFTA countries already collaborate with the EC in drawing up standards 

under an agreement reached in 1988. 
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p:. :’ Implementation of White Paoer 
,'. ', ".. . 

Imp,lementation,of the'single market program has'gained considerable 
momentum. The Commission succeeded in submitting all 282 proposals to the 
Council by April 7, 1990, and by mid-1992 over 90 percent of measures needed 
to implement the single market had been adopted. Transposition of 
.directives into national legislatures,has.been plower. Some 75 percent of 
Directives had been transposed into.national legislation by mid-1992.(with 
legislation in Belgium, Spain, Ireland; and Luxembourg being implemented 
more slyly) ; leaving open the possibility that many are unlikely to enter 
into force by January 1, 1993. 

The single,market program's efforts to eliminate intra-EC barriers.to 
trade in goods focus on three main elements: simplification of cumbersome 
int.ernal,customs procedures,. reductjon of costly technical barriers to 
trade, and the further opening of government procurement. As regards 
customs pyocedures, the introduction of a single administrative document, 
(SAD)pn January 1, 1988, and the subsequent adoption of a directive 
el,i@pating the need for transit documents (for imported goods passing. 
through one member state ,to another) as from January 1,.1993, are seen as 
important steps.to facilitate intra-EC,trade. The Council and Parliament 
have been discussing a customs code, which would provide a single reference 
for.customs officials~administering controls. Directives.for veterinary and 
plant checks end for weapons controls'are due to enter into force in 1992. 
To-re$uCe..the need for controls on national treasures,-the Commission has' 
made.a,propoaal (in 1992) to h+-monize members' laws on the return of 
illegally expropriated goods by countries iwpossession of valued national 
art and artifacts. 

.As n?ted.above, the "new approach!' to standards aims at reducing 
technical barriers to trade through the mutual recognition.of national 
regulations-among EC states, subject to certain minimuwharmonizing 
criteria'. JJ These criteria are set out in "framework directives!' which 
address such matters.as.safety, public health, and enVironmenta protection. 

. . 

lJ Even before the adoption of the Single European Act, differences in 
technical standards were not, in principle, supposed to .impede the free 
movement ,of goods among EC countries. .In its 1979 ruling.in the case of 
*Cassis de Dijon," the European Court of Justice ruled that any good whose 

.characteristics complied with regulations of the country where it was : 
produced could be Sold without restrictions in all other EC countries, 
regardless of their own standards, unless the restrictions were allowed 
under Article 36 of the Treaty of Rome. These exceptions would include 
restrictions- for reasons of public morality, public policy;security; the 
protection of human, animal end plant life end health, and the protection of 
individual or commercial p,roperty. The Court identified four values that 
could theoretically justify anticompetitive restrictions:. effectiveness of 
fiscal supervision, protection of public health, fairness in commercial 
transactions, and the defense of the cons.umer. ., 
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The first framework directive, concerning toy safety, was adopted in 1987 
and entered into force on January 1, 1990. A product certified in one 
member state as meeting these requirements can be freely marketed in any EC 
country. Eight member states have passed implementing legislation. A' 
second EC product safety directive, covering simple pressure vessels, due 
for implementation on July 1, 1990, has been postponed for two years, 
pending completion of e full set of reference EG standards. A third 
directive, on electromagnetic compatibility, came into force January 1, 
1992, but standards for this area have not yet been developed. The 
directive contains a four year transition period during which national 
regulations will still apply. 

Unlike customs procedures and technical standards, which'are not 
necessarily intended to restrict trade, the purpose of "buy national" 
regulations in government procurement is to protect domestic suppliers. 
Certain sectors, such as utilities, often follow "buy national" policies. 
In June 1992, the Council of Internal Market Ministers reached an agreement 
in principle on a Commission proposal to open public procurement contracts 
to non-EC placement firms to four previously excluded utilities sectors: 
water, =*==gy, transportation, and telecommunications. The Utilities 
Directive is expected to enter into force in most member states on 
January 1, 1993. with derogations for later implementation by Spain (January 
1, 1996), and Greece and Portugal (January 1, 1998). In order to meet 
French, Spanish, and Italian fears that other EC member states may, not adopt 
the same rules of fair competition in public procurement, the Directive 
allows for renegotiation and, ultimately, retalF*tion if a country clos& 
its public procurement to EC firms. All legislation needed to open public 
proctirement has now been proposed and most has been adopted. Once adopted, 
the legislation will open public contracts above certain threshold levels. to 
competitive bidding in the areas of public supplies, public works and most 
public services. Compliance measures have been introduced for most areas, 
enabling suppliers and contractors to seek redress for unfair 
discrimination. 

The Utilities Directive contains a "buy European" clause that would 
allow member states to reject bids from non-EC companies offering products 
with less than 50 percent EC content without additional justification. 
Moreover, even if the local content objective for services were met, member 
states would be allowed to apply a 3 percent preference to bids submitted by 
EC companies. The Directive would not interfere with the rights of foreign 
suppliers under existing or future international or bilateral agreements. 
The United States has expressed concern about the Directive's lack of 
predictability in its treatment of foreign products, and it has requested 
member states not to transform these guidelines into binding requirements. 
The United States is seeking to modify "buy national" policies in the 
renegotiation of the GATT Government Procurement Code. Similarly, the EC 
sees the Uruguay Round as an opportunity to negotiate with the United States 
over its "Buy American" program. 'In the context of these negotiations, the 
EC is seeking to ensure that the GATT Procurement Code will apply equally et 
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the level of national, regional and local entities, in the sectors of 
utilities and in procurement of services (including public works). It has 
expressed its willingness to commit itself to equivalent opening of its own 
procurement market in this cdntext. In February 1992, the Council endorsed 
a directive to set up a monitoring service on public service contracts. 

The modality for phasing out existing national restrictions on third 
country imports (or replacing them with EC-wide measures) has generated much 
debate. The debate is rooted in the large disparities across EC countries 
in the levels of protection and the competitiveness of the affected 
industries. Different national restrictions are inconsistent with the 
single market program and will be difficult to monitor once this is in 
place. An important example of national restrictions is the automobile 
sector. Imports of automobiles from Japan into the markets of France, 
Italy, Spain, Portugal, and the United Kingdom have been limited to varying 
degrees through VERs. u In July 1991, there was agreement to convert 
national VERs on Japan's automobile exports to EC countries to an EC-wide 
monitoring arrangement (see Section 111.3.a). Informal consultations 
between Japan and the EC have resulted in an apparent freeze on Japanese 
auto exports to the EC et 1.23 million units a year until 1999, replacing 
national restrictions, and to be monitored at the EC-level. Some of the EC 
countries now protected by VERs (France, Italy, and Spain) have argued that 
the automobile industry must remain an exception to the multilateral 
approach because of its economic importance and the large share of 
manufacturing jobs it provides within the Community. Moreover, some 
industry representatives have continued to argue that the phasing out of 
existing restrictions, even over the longer term, would need to be 
conditional on the achievement of specific target market shares for EC 
producers in Japan so as to bring bilateral trade in automobiles more 
closely into balance. Under current proposals in the Uruguay Round, the 
EC's VERS on autos from Japan would be excluded from the general requirement 
to phase out voluntary restraints within 4 years. 

A major step toward the completion of a single European market for 
financial services was taken in December 1989 with the Council's adoption of 

u The VERs maintained by Italy and Spain are government-to-government 
import quota arrangements which are approved by the Commission end are 
enforced through Article 115 authorizations limiting imports of Japanese 
autos transiting through other EC countries to Italy and Spain. The VERs 
maintained by France, Portugal, and the United Kingdom are industry-to- 
industry arrangements, some of which are quota-based, which are not 
recognized by the Commission end may not be enforced through Article 115 
authorizations. These are enforced through national licensing and technical 
barriers to trade (including administrative guidance to importers, 
standards, testing end certification procedures, and the issuance of 
registrations by the national authorities). 



- 9 - 

the Second.Banking Directive; a/ The Directive, which will enter into 
force on January 1, 1993, will allow any EC-based credit institution to 
conduct the same kind of activities throughout the EC that it is authorized 
to conduct in its home member state, subject to a minimum capital 
requirement of ECU 5 million~and certain other prudential requirements. u 
The principle of mutual recognition underlying the Directive, which implies 
that banks from a second EC country could be authorized to conduct a wider 
range of activities than home country banks, is expected to create pressure 
for broad and uniform banking regulations across the member states. 

The Directive stipulates that "the Community intends to keep its 
financial markets open to the rest of the world" with a view to promoting 
"the liberalization of global financial markets in third countries." Toward 
this end, member states will be asked to report any difficulties encountered 
by their credit institutions in establishing themselves or conducting 
business in third countries following the Directive's entry into force. 
Whenever it appears to the Commission that a third country has not granted 
effective market access to EC banks comparable to that granted by the EC to 
banks from that country, the EC may initiate negotiations aimed.at securing 
comparable competitive opportunities. If, in addition, it appears to the 
Commission that the third country is not granting national treatment to the 
Community institution, the member state concerned may limit or suspend new 
requests for banking licenses from that third country. However,j no 
limitations may be placed on the EC-wide operation of subsidiaries of third 
country banks already established in the EC. The same is not true for 
branches of foreign banks, which do not gain the new single banking license 
and the extensive freedom of establishment and operation associated with it. 
Rather, they essentially remain subject to the bilateral arrangements 
concluded between the branch's home country and the host member state. 

The provision to negotiate effective market access was motivated by the 
concern that trade liberalization based simply on national treatment might 
not adequately compensate the EC for its trade concessions if domestic 
regulations in the EC were more liberal, in the sense of providing greater 
market access, than those of the EC's trading partners. Of particular 
concern to the EC are regulations in Japan and the United States which 
prevent credit institutions from engaging in both commercial banking and 
securities activities (the EC allows universal banking) as well as U.S. 
restrictions on inter-state banking. A reform of Japan's banking and 
securities business now allows banks and securities houses to handle a 
certain amount of each other's business through subsidiaries from January 
1993. The United States has called on the EC to maintain a flexible 
approach to the question of effective market access in future framework 

u The Second Council Directive on the Coordination of Laws, Regulations 
and Administrative Provisions Relating to the Taking Up end Pursuit of the 
Business of Credit.Institutions. 

u Other harmonizing provisions are set out in the companion Directive on 
Solvency Ratios, also adopted by the Council in December 1989. 
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directives, including those dealing with investment firms. and insurance 
companies. ,. 

. 
.Continuing thw'process of 'opening up financial markets and harmonizing 

regulations for ,the single market, EC Finance Mitissters have agreed (in June 
1992) to proposals on an Investment Services Directivd‘(ISD) and a Capital 
Adequacy Directive. These interdependent Directives establish minimum 
requfrements for ttie authorization of securities firms and set regulation 
procedures, allow investment firms .to operate freely in the EC, and 
establish minimum capital requirements for banks and firms trading in 
securities. The Directives, which have to be ratified by the EC Parliament 
before being finally approved by the Council. are seen as the last major 
element completing the unified market in financial services. Stockbrokers 
licensed in and member state will have the right to trade shares directly in 
any other EC member, and the common standards agreed for the disclosure of 
prices and volumes of transactions and for capital adequacy requfrements 
should.put all EC firms on an equal footing. EC subsidiaries ,of non-EC 
firms operating on the effective date of the ISD will be eligible for EC- 

.&de authorization. Reciprocity considerations will guide treatment of 
applications from non-EC firms after that date. A timetable was also agreed 
for admitting banks to stock exchanges. Belgium, France and Italy are to 
grant banks direct access to their stock markets by the end of 1996, and 
Greece, Spain and Portugal by end-1999 at the earliest. !iX Ministers have 
also agreed on liberalizing the non-life insurance sector. The third non- 
life Directive'will enter into force in mid-1994 and allow insurance 
services to be provided throughout the Community on the basis of a single EC 
passpqrt. Once a firm is authorized to trade in one member state, it can 
trade throughout the EC. Authorization is on the basis of a set of minimum 
standards, which can be expanded by individual members. 

.'Trade in transportation services has traditionally been constrained by 
extensive~national restriciions. Cabotage (the right to provide 
transportation services within any other member state) has generally been 
prohibited, while cross-border transportation has been subject to 
restrictive bilateral agreements. The Commission has established objectives 
foL the transportation sector that include the right of establishment, the 
right to provide transportation services between any two member states, and 
cabotage. The Commission has also called for dlarification and 
simplification of the role of the state in the transportation sector. SOIE 
progress'has already been achieved in these areas. For example, limited 
cabotage in road transport went into effect on July 1, 1990, and EC 
Transport Ministers agreed on the deregulation of maritime cabotage in 
Europe in June 1992. Agreement was also reached by EC transport ministers 
in June 1992 on a "Third Aviation Package" under which EC airlines can, from 
January 1993, set their own fares on EC flights and operate between any two 
EC countries. Partial liberalization in 1993 will be,followed by full 
liberal,i?ation of access and common air licensing a&capital adequacy 
standards within the EC by April 1997. However, much work remains to be 
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done on road haulage, state aid to the transport sector, and Commission 
proposals for a second, more far-reaching phase of air transport 
liberalization covering prices on international fares (still to be set by 
governments), market access, capacity, and competition. 

Telecommunications services have traditionally been provided by 
national monopolies in EC member states, with the role of private companies 
limited to providing equipment. Efforts have recently been made to open the 
sector to competition and to harmonize standards to allow interconnections. 
A Green Paper issued by the Commission in 1987 forms the basis for the 
current action program. The Commission, acting under its own authority. 
issued two Directives liberalizing the telecommunications equipment market. 
A third, harmonizing technical standards. was adopted by the Council of 
Ministers. In November 1991, a common position was reached on the Open 
Network Provision Directive which aims at harmonizing rules end standards 
for obtaining access to post, telephone and telegraph (PTT) networks. In 
January 1992, the Council adopted a resolution to harmonize technical 
standards for satellite communications. The EC's pursuit of competition 
policy--see Section V--also supports the liberalization of the 
telecommunications sector. Guidelines published in September 1991 apply 
Article 85 (on restrictive practices) and Article 86 (preventing the abuse 
of a monopoly position) to telecommunications. The Commission nevertheless 
cleared Alcatel's purchase of Telettra in 1991 even though it created high 
market shares in the transmission equipment market in Spain. As an 
important step in deregulating the sector, the EC Council agreed in 
principle, in mid-1992, to open up public procurement contracts in 
telecommunications to non-EC firms. 

The Television Programming Directive was adopted by the Council in 
October 1989. Whereas earlier drafts of the controversial Directive had 
envisaged legally binding limits on the share of broadcast time devoted to 
foreign programs, the final version of the Directive took the form of a 
recommendation that the majority of air time should be reserved for programs 
of EC origin "where practicable" and "by appropriate means." The United 
States has held consultations with the EC under GATT on the Directive, which 
it considers to be inconsistent with the EC's GATT obligations and "the most 
disappointing single market directive adopted in 1989." u For their 
part, EC officials have defended the Directive as a cultural measure. m=Y 
maintain that television programming is a service and therefore reject U.S. 
claims that the Directive is inconsistent with existing GATT rules. In 
1991, the United States Trade Representative placed the EC on the 
Special 301 "priority watch list" because of the Broadcast Directive, and is 
pursuing the matter in the Uruguay Round services negotiation. 

The Directive on capital movements provided for the complete 
liberalization of capital movements in eight member states by July 1, 1990. 
Four Community members (Ireland, Greece, Spain and Portugal) are allowed by 

u United States Government Task Force on the EC .Internal Market (1990) 
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the directive to keep certain restrictions on the movement of short-term 
capital, temporarily until the end of 1992. Capital liberalization is also 
advancing in these four member States and in certain cases, notably in Spain 
and Ireland, progres,s in the liberalization process exceeds their respective 
obligations. 

In the area of company .law, the Council adopted the Regulation on 
Merger Control in December 1989, 16 years after the measure was first 
proposed. The regulation, which became effective in September 1990, 
requires companies planning a merger with a "Community dimension" to seek 
the Commission's prior approval. The regulation applies only to mergers 
that would result in a worldwide turnover in excess of ECU 5 billion, a 
higher threshold than the one proposed by the Commission. For a detailed 
discussion of the application of competition policy, see Section V. 

The convergence of indirect taxation among member states remained an 
unresolved issue as the deadline for the single market approached. "The 
harmonization of legislation concerning turnover taxes, excise duties and 
other forms of indirect taxation" was provided for in the Single European 
Act u "to the extent that such harmonization is necessary to ensure the 
establishment and the functioning.of the internal market . ..". The prospect 
of the removal of border controls led the Council in 1991 to adopt a new 
system--the postponed accounting system--to allow different VAT rates to 
exist until 1997. u The Council also agreed in 1991 on a minimum 
standard VAT rate of 15 percent with some minimum reduced rates at ,. . 
5 percent, and lower reduced rates for a transitional period. w VAT 
rates diverge substantially in member states. from a standard rate of 
25 percent in Denmark to 14 percent in Luxembourg and Spain. The issue is 
how far harmonized rates are necessary for the single market, with opponents 
pointing to different rates set in different states in the United States. 
Minimum excise rates on the main alcohol, tobacco, and petroleum products 
were also agreed in 1991, subject to review every two years, but these are 
still to be .confirmed. 

The Single Act of 1987 added to the Treaty of Rome the requirement that 
environmental protection should be part of all EC policies. The Maastricht 
Treaty (in Article 130r) went further and identified the objectives of 
provisions to protect the environment that could be adopted by the Council 
and included some broad parameters on financing. Under the fifth 
Environmental Action Program (for 1993-2000) proposed by the Commission in 
March 1992, the EC seeks stronger tools to ensure compliance with 
environmental directives and targets five sectors--agriculture, energy, 
industry, transport and tourism--for action. At present, the Commission can 

l/ Article 99. 
u See Kopits ed. (1992) for a detailed analysis of these proposals and 

their potential impact on trade. 
u EC finance ministers agreed provisionally on the minimum VAT rate in 

July 1992 and on the retention of some zero rates. 
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take action against member states under Article 169, which allows the 
European Court to condemn breaches of environmental directives. An 
Environment Protection Agency is to be established. 

A number of issues on the implementation of the environment program 
still remain to be resolved. On trade in waste, the major issue is whether 
each member should process its own waste, with trade only by specific 
agreement, or whether the Commission's proposal for regulating such trade 
should be accepted. The Commission has also proposed a draft Directive (in 
May 1992) to limit carbon emissions to 1990 levels by the year 2000 through 
energy conservation and a tax on CO2 end energy. 1/ To meet strong 
opposition from EC industry, a conditionality clause was attached to the 
Directive makixig it subject to the adoption of similar measures by trading 
partners. Neither the United States nor Japan support such measures, while 
within the EC, Germany--which is unilaterally committed to reducing CO2 
emissions--has criticized the conditionality clause. Agreement on the 
Directive has stalled. 

Progress is, however, being made in other areas. The Commission is 
proposing the introduction, on a voluntary basis, of an "eco-audit" for 
companies to carry an "eco-label" adopted by the Council of Ministers in 
December 1991. The audit would cover energy efficiency, waste production, 
site safety end overall impact on the environment. The Commission is to set 
Community-wide criteria which will be used by national entities established 
to assess the eligibility of products to carry the label. National entities 
are to be established during 1992. 

Progress on freeing the movement of people within the EC has been 
limited. Participants in the Schengen Agreements--France, Germany, Belgium, 
Luxembourg, Italy, Spain, and Portugal (Greece is an observer)--accept the 
principle of allowing free movement of people, while the United Kingdom, 
Ireland, and Denmark are opposed. The Schengen countries have agreed to 
eliminate passport controls on internal air travel once the Convention comes 
into force, but checks will continue on flights between the group and EC 
countries that are not signatories. Issues of concern to nonparticipants in 
the Agreements are the employment of immigrants in other member states, drug 
trafficking and terrorism, and the ratification of the Dublin Convention on 
asylum policy. 

The integration of the EC market has been accompanied by mbves toward 
establishing a monetary union within the EC. u This goal, initially 

u See World Bank (1992(a)) and Hoeller end Wallin (1991) for a 
discussion of carbon taxes. Hoeller and Wallin find that a $100 tax per ton 
of carbon added to current fuel prices in all countries could reduce carbon 
emissions in industrial countries by about 25 percent in the long run. 

u This issue is discussed in detail in Ungerer et al., "European 
Monetary System, Developments end Perspectives," IMF Occasional Paper 
No. 73, 1990. 
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announced at the European Council summit in the Hague in 1969, was 
reasserted at the summit in Hanover in June 1988, when the Council appointed 
a committee (the Delors Committee) to propose concrete stages leading to 
economic and monetary union (EMU). The Delors Committee Report (1989) 
proposed a three-stage approach to EMU. The first two stages would involve 
the gradual elimination of all barriers to free capital mobility within the 
EC, participation of all members in the exchange rate mechanism of the 
European Monetary System (EMS), and greater coordination of monetary 
policies under the existing system of separately managed currencies. Full 
unification would be achieved in the third stage, in which a single currency 
would be adopted and monetary management would be transferred to the 
European System of Central Banks (ESCB). Implementation of the first stage 
began in June 1990 with the lifting of remaining exchange restrictions among 
EC countries; u and the second stage is expected to occur in January 
1994. Proponents of EMU argue that mobility of factors of production would 
be facilitated by reduction in transaction costs associated with exchange 
rate risk; increased mobility of factors of production would, in turn, 
facilitate adjustment in a single currency area. u 

3. Interactions with Urueuav Round 

The outcome of the Uruguay Round of multilateral trade negotiations 
will have an important impact on the EC's external regime after 1992. In 
particular, the negotiations on agriculture, services, market access. 
safeguards (including VERs) and textiles have a direct bearing on the EC 
regime that will emerge after national restrictions are lifted. 

When this paper was written, complex issues in the Uruguay Round were 
still under discussion, especially in the key area of agriculture. 
Agreement in May 1992 on the reform of the CAP (see Appendix I) helped bring 
the EC position closer to some of the provisions on agriculture under the 
Draft Final Act (DFA), although other aspects remained to be resolved. (The 
DFA text on agriculture is discussed in more detail in Section 111.3e.) In 
.addition to the issue of the appropriate size of the reduction in the volume 
of subsidized exports, the EC was concerned, inter alia, that its new system 
of direct farmer support should not be subject to reduction, and that EC 
agricultural policies should not be subject to challenge in the GATT (the 
"peace" clause). Negotiations on other issues such as services and market 
access have not been finalized and are pending resolution of agriculture. 
The EC, as an important service exporter, should benefit significantly from 
a global liberalization in services. The DFA includes a consolidated text 
on services, and the Group of Negotiations on Services, which is to take 
negotiations forward, was still discussing the scheduling of bilateral 
concessions in June 1992. In particular, the EC has sought liberalization 

u Postponed implementation is allowed for Greece, Ireland, Portugal and 
Spain, who are permitted to keep certain restrictions on the movement of 
short-term capitel until the end of 1992. 

u See Mundell (1961). 
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in maritime transport, financial services, and in the government procurement 
of telecommunications. On nonagricultural market access, the EC is seeking 
a lowering of tariffs across the board and reduction of tariff peaks in 
sectors of particular interest, such as textiles, shoes, ceramics, and 
glass. 

The outcome of negotiations in other areas in the Uruguay Round will 
also affect EC policies. In particular, the agreement on safeguards will 
affect the role of VERs in the single market. The EC had argued for 
selective safeguards; the DFA take& this partly into account by allowing-- 
within the general principle of uniform application of safeguards--for 
departures in specific circumstances. "Grey area" measures (such as VERs 
and orderly marketing arrangements) are prohibited, and existing ones must 
be phased out or brought into conformity with the agreement within four 
years of the agreement entering into force. The DFA allows for maintaining 
one such specific measure after the deadline; the EC has chosen the 
permissable exception to be VERs on cars imported from Japan. EC policies 
on dumping will be affected by the DFA which clarifies and tightens rules on 
dumping. The DFA text establishes criteria to identify circumvention 
through final assembly using products with minimal value-added subject to 
antidumping duties. 

The EC (along with several other industrial countries) had resisted 
calls for a speedy liberalization of existing restrictions on trade in 
textiles and clothing. The DFA provides for gradual liberalization of trade 
in textiles and clothing, and its incorporation (backloaded) into the GATT 
framework, with all MFA restrictions to be eliminated by January 2003. All 
MFA product trade (excluding that integrated under GATT transitional 
measures), whether currently under GATT rules or not, is included until 2003 
under transitional safeguard measures of the MFA, which are potentially more 
protectionist than the GATT safeguard clause and require selective quotas 
without compensation. Under the single market program, national quotas 
would be replaced by EC-wide quotas distributed among member states on the 
basis of MFA quotas. 

The EC, along with other participants, has supported the creation of a 
Multilateral Trade Organization (MTO), provided for in the DFA to represent 
an umbrella organization for all agreements under the GATT and those being 
negotiated in the Uruguay Round. The MT0 would also oversee surveillance 
over trade policies of its members and collaborate with other international 
organizations including the Fund and the Bank. In this regard, the EC has 
indicated the importance it attaches to fostering better international 
coordination among monetary. fiscal, and trade policies and to ensuring 
greater exchange rate stability. The MT0 would also integrate and 
strengthen the dispute settlement process, allowing for faster decisions and 
more uniform and equitable procedures. 
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III. Trade Policv Develouments 

1. Policv settinc and external environment 

The reduction in internal trade barriers that accompanied the 
implementation of the common external tariff in the 1960s contributed to a 
rapid expansion in intra-EC trade. Intra-EC exports grew from 38 percent of 
total EC exports (12 percent of world exports) in 1960 to 50 percent of EC 
exports (20 percent of world exports) in 1970 (Tables 1 and 2). In the 
197Os, however, the trade-creating impact of the customs union began to 
wane, and although the share of intra-EC exports in total EC exports 
increased marginally during the decade of 1970s. the share of intra-EC 
exports in world exports declined. During the 198Os, the terms of trade 
improvement resulting from the decline in oil and commodity prices 
contributed to an increase in intra-EC trade, both as a proportion of total 
EC trade and world trade. Trade with third countries declined somewhat, 
with offsetting trends in trade with various trading partners. There was a 
marked decline in imports--as a percent of EC imports--from developing 
countries, which are primarily commodity exporters, and a considerable 
increase in trade with Japan and the Asian newly industrialized economies 
(NIEs), with imports from the latter two outpacing exports to these 
countries. 

These developments occurred against the background of the global 
recession in the early 198Os, which led to a sharp decline in the growth of 
world trade and an intensification in protectionist pressures in industrial 
countries. These pressures persisted even after economic growth began to 
recover in 1984. In part, this reflected the unsuccessful attempts of EC 
governments, among others, to use commercial policy to reduce the growing 
trade imbalances and other consequences of inappropriate macroeconomic 
policies. More fundamentally, however, the persistence of these pressures 
reflected resistance to the unprecedented pace of change in the structure of 
world production and trade. In particular, the continued rise in the share 
of Japan and NIEs in industrial countries' imports of manufactures resulted 
in substantial competitive pressures on import-competing industries of 
industrial countries. At the same time, the new markets created in the NIEs 
for industrial countries' exports were intensely competitive, leading some 
industrial-country exporters to demand increased assistance from their 
governments in such forms as subsidized loans and the tying of aid projects 
to trade. Labor market rigidities in industrial countries have also 
contributed to demands for protection. 

As industrial countries had bound most of their industrial import 
tariffs at low levels through successive rounds of multilateral trade 
negotiations, the rise in protectionism in the 1980s was manifested in a 
proliferation of nontariff measures. While quantitative restrictions were 
sometimes employed, these were subject to GATT disciplines and therefore 
generally avoided. Rather, increasing use was made of VERs, which are more 
ambiguous under GATT law (they are commonly referred to as grey area 
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measures because their'legality under the GATT has never been fully tested 
even though GATT Article XI prohibits the use of quantitative export 
restrictions).. By enabling importers to "target" restrictions squarely on 
the most efficient global producers (unlike GATT-sanctioned safeguards which 
must be applied on a nondiscriminatory basis) and by eschewing price-based 
measures, VERs introduced major new inefficiencies in the pattern of world 
production and trade. Other inefficiencies arose from policies designed to 
insulate particular sectors from the effects of exchange rate changes, and 
from a sharp rise in agricultural export subsidies which contributed to 
growing agricultural surpluses and budgetary problems in the EC. The rise 
in competitive pressures also gave rise to a more aggressive use of 
antidumping measures by the EC since the mid-1980s, increasingly directed at 
developing countries. u In the 1990s. protectionist pressures have been 
contained partly in response to ongoing negotiations in the Uruguay Round. 

2. Instruments of trade uolicy 

As in other major industrial countries, the EC's trade policy 
instruments include tariffs, tariff quotas, quotas, variable import levies, 
VERs, import licensing, safeguard actions, antidumping and countervailing 
duties, price undertakings, rules of origin, and legislation permitting 
retaliation against unfair trade practices abroad. The EC is a signatory to 
all of the Tokyo Round Codes and Agreements. These deal with import 
licensing, government procurement, technical barriers to trade, trade in 
civil aircraft, subsidies and countervailing measures, antidumping measures, 
customs valuation, beef products, and dairy products. The EC has 
established rules of origin that designate traded goods as originating in 
specific countries for purposes of (a) granting preferential tariff 
treatment; (b) applying antidumping duties; and (c) enforcing quantitative 
restrictions. Compared with many other industrial countries, the EC makes 
frequent use of antidumping investigations and quantitative trade 
restrictions, including VERs. 

Import licensing procedures are applied at the Community level as well 
as by some individual members for import control purposes. At the Community 
level, licenses are required for imports of industrial or agricultural 
products that are subject to quantitative restrictions or monitoring. 
Separate regulations apply for imports of textiles, and, until recently, for 
imports of products originating in state-trading countries (the latters' 
regimes have now been considerably liberalized). Automatic licensing is 
granted to imports that are subject to surveillance. The Commission is 
authorized to require licenses for imports that cause or threaten to cause 
material injury to Community producers or when "critical circumstances" make 
immediate action necessary. Licensing requirements, necessary to implement 
safeguard measures taken under Article XIX of GATT, are subject to EC 

JJ See Finger et al. (1982) for evidence on the earlier use of 
antidumping and countervailing measures as a tool of administered 
protection. 
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Council confirmation. National restrictions on imports of goods from third 
countries that are in free circulation within the Community are enforced 
through Article 115 of the EEC Treaty or, if the restrictions are not 
officially recognized by the EC, through national import licensing 
procedures. 

.Agricultural trade is governed by a separate regime under the,EC's CAP 
(see Section 111.3.e below). 

3. Recent trends in trade,uolicies 

a. Voluntary export restraints 

On the basis of unofficial information compiled by the GATT 
Secretariat, the EC (as an importer) accounted for 60 percent of all VER 
arrangements in the world (excluding arrangements under the MPA) in the 
period from September 1987 to March 1989 (Table 3 and Chart 2). u The 
VERs maintained by the EC were fairly evenly divided between national and 
EC-wide arrangements (national VERs totalling 96 out of 173). Several.of 
these arrangements have originated from antidumping duties that were 
discontinued when VERs were implemented. 

The bulk of VERs imposed by the EC restrain trade in agricultural 
products, textiles and clothing products, electronics and autos and 
transport equipment. The EC accounted for between 41 percent and 89 percent 
of all VERs reported worldwide in these sectors as of March 1989. About one 
third of EC VERs were targeted at developing countries, of which Korea 
accounted for one third. Another third of the total--63--was targeted at 
Japan, and the remaining third was about equally divided between other 
industrial countries and Central and Eastern European countries. The share 
of textiles, clothing, and footwear in total EC VERs tended to rise after 
September 1987, with a corresponding increase in the share targeted at 
developing countries. 

More recent information from the GATT u on narrowly defined 
voluntary restraint measures shows the main product areas are still, in 
order of importance, agriculture, textiles, steel, electronics, and motor 
vehicles. Some export restraint arrangements with Japan in machinery, 
electronics and motor vehicles are accompanied by retrospective 
surveillance. This was stated to be necessary because the imports had been 
made at "relatively low prices, thereby depressing the price levels and 
financial results of the community industry and thereby threatening to cause 
injury." u In January 1991, the EC decided to continue surveillance of 
certain Japanese goods, in particular the VERs on automobiles. As mentioned 

I/ The GATT Secretariat has not compiled comprehensive data on VERs since 
March 1989. 

2/ GATT (1991). 
3/ Commission Regulation No. 653/83. 
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CHART 2 
EUROPEAN COMMUNITY: 

NUMBER OF VOLUNTARY EXPORT RESTRAINTS 
500 

WORLDWIDE 
IEC &faUnilod States 

400. OJap2I caDthem 

0 
September 1981 March 198S Seplember 1988 March 1989 

500 

400 

300 

200 

100 

0 

350 - 350 
EC BY SECTOR 

300. 300 
~,4griculturo and J-oad ~Automobile and Transport 

250. oTertiles and Clothing mElectronic Products 250 
ez10ther Products 

50 50 

0 0 September 1987 March 19BS September 1988 March 1989 

350 

300 

250 

200 

150 

100 

50 

0 

EC BY RESTRAINED EXPORTER 1 

-Eastem Europe 
nOther LDcs 
mother ICs 

September 1987 March 1988 Seplember 1988 March 1989 

350 

300 

250 

zoo 

150. 

100 

50 

0 





- 19 - 

earlier (Section II 2.). national VERs on Japan's automobile exports to EC 
member states were converted in 1991 to an EC-wide monitoring arrangement. 

b. Article 115 authorizations 

Article 115 of the Treaty of Rome empowers the Commission to authorize 
a‘member country to apply protective measureti against imports from third 
countries if such imports threaten the'.domestic .production of the product 
concerned.and caus& injury. An,Article 115 authorization temporarily 
restricts free circulation of goods within tiie Community and prevents 
circumvention of the national restriction through imports via other member 
countries. 

Total authorizations utider Article 115 gradually declined to 79 in 
1990, and to 48 in 1991--just over one fifth of their 1980 level, and 
the peGentage granted to the total requested has fallen (Table 4). The 
decline partly reflects a tightening of the criteria used by the Commission 
in assessing member countries' requests. This assessment is based on the 
evolution of the member country's imports of the item concerned relative to 
total EC~imports as well as the industry's profit position and employment 
trends. By product, textiles and clothing continued to account for the bulk 
of Article 115 authorizations. However, iheir share in total authorizations 
declined from 74 percent in 1980 to 67 percent in 1991, with a corresponding 
increase in the share of other products, including electronics, machine 

.,~tools, and footwear. By country, Spain acdounted for about 42 percent of 
the total authorizations granted in 1991, followed by Italy and France. 

The revision of the EEC Treaties at the Maastricht Summit in December 
"1991 maintained Article 115. Although expected to be invoked only rarely 

when.the single'market 'program.is.established in 1993, the continuation of 
Article 115 is a potential source of distortions. 

c. Antidumuing 

The'EC has made extensive use of antidumping instruments (Table 5), 
although usage had declined by 1991. In 1986, the last year for which 
comprehensive cumulative data are available, the EC maintained 123 
outstanding antidumping actions, with the number of antidumping 
investigations initiated ranging from a low of 24 in 1986 (which the 
Commission attributed partly to its own staffing problems), to a maximum of 
49 cases in 1984. In 1988, the last year for which comprehensive annual 
data are available on a comparable basis, u 40 cases were initiated, 
about the same as in 1987. 2J However, provisional antidumping duties 
were imposed in 28 cases in 1988, more than twice as many as in 1987, while 
the application of definitive antidumping duties doubled to 18. In 1990, 

u Data through 1988 are available from the EC Commission (1990b). 
Z?/ These data exclude investigations under the EC's "screwdriver" 

legislation, which are reported separately in Table 6. 
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the EC reported having initiated 43 new investigations, but less than half 
that number--20--i" 1991. This decline continued to be accompanied by high 
levels df provisional and definitive duties; 19 cases of each in 1991 
compared with 23 and 18, respectively, in 1990. 

The share of antidumping investigations concerning imports from 
developing countries increased from about one quarter of the total during 
1983-85 to about one half during 1986-88. Investigations involving 
developing countries have covered a wide range of products, inclufiing a 
variety of consumer electronics (e.g., small screen'color televisions. 
telephones, cellular mobile radios), metals and minerals, food additives, 
textile products, video and audio cassette tapes, and some steel.products. 
The People's Republic of China, Hong Kong, and Korea have been among the 
most frequently investigated developing country exporters, with other 
investigations involving Argentina, Brazil, Egypt, Indonesia, Macao, Taiwan 
Province of China, Thailand, Trinidad and Tobago, Turkey, a-@ Venezuela. 

Investigations initiated against industrial countries .were. targefed 
mainly at Japan and countries belonging to EFTA, and concerned a variety of 
products including consumer electronics, diesel engines, chemicals, and 
steel products. Investigations involving Central and Eastern European 
countries principally concerned chemicals and steel products. 

The EC introduced new legislation in June 1987 that permits, in certain 
circumstances. the imposition of antidumping duties on products assembled.in 
the EC by subsidiaries or affiliates of foreign companies. The.legislation 
was intended to counteract perceived efforts by foreign companies to 
circumvent antidumping duties on certain imported produSts by setting up or 
expanding final assembly operations (referred to as "screwdriver plants") in 
the EC. u Eight antidumping investigations were initiated in 1988 and 
1989 under the new legislation, all of which.were directed against Japanese 
companies that assembled products in the EC (Table 6). u Of these, four 
resulted in the imposition of definitive antidumping duties, all of which 
were subsequently revoked on the basis of minimum price undertakings by the 
companies concerned. In May 1990, the GATT Council adopted a finding that 

u Article 13(10) of the Council Regulation (EEC) No. 2324/88 provides 
that duties may be imposed on products if the following conditions are met: 
(i) the firm producing or assembling the product in the EC is associated 
with a foreign manufacturer whose exports of a like product is already 
subject to a definitive antidumping duty in the EC; (ii) the EC-based 
assembly or production operation was started or substantially expanded after 
the opening of the antidumping investigation; and (iii) the value of parts 
or materials originating in the country whose exports of the like final 
product are subject to the,antidumping duty exceeds 60 percent of the final 
product. 

2/ The eight products concerned are electronic typewriters, electronic 
scales, plain paper photocopiers, ball bearings, dot matrix printers, 
hydraulic excavators, earth-moving equipment, and videotape recorders. 
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antidumping duties assessed under the'screwdriver legislation violated GATT 
rules on national treatment (Section ir). 

In 1986 the EC extended the concept of dumping to a service industry 
(=hipei*g) , which is not subject to GATT rules. An investigation was 
initiated against a Korean shipping company based on a complaint by EC 
shipping companies that it was practicing "predatory pricing" on the EC- 
Australia route. Despite objections to the shippers' complafnt by EC 
exporters, who argued that the Korean fares permitted them to be competitive 
in the Austr+ian market, definitive antidumping duties of 37 percent were 
imposed in January 1989, forcing the Korean shipping company to give up the 
EC-Australia route. 

d. Rules of origin 

The increase in Japan's direct investment in the EC in recent years and 
its perceived impact on the ability of EC firms to compete in their own 
market has raised the issue of d&fining origin rules for purposes of 
providing EC treatment to goods that are assembled in the Community. The 
issue of nationality of goods assembled in the EC or third countries using 
imported components arose in connection with the imposition of antidumping 
duties on such goods under the new EC "screwdriver" legislation, as well as 
in connection with the possible inclusion of such goods in VERs maintained 
by individual EC countries. In particular, the rising exports to other EC 
countries of automobiles manufactured in the United Kingdom by a Japanese 
company (Nissan) raised the issue of whether existing instruments of 
selective protection, such as national VERs and Article 115 authorizations, 
could legitimately be used to curb s&h exports. Current GATT rules 
(Article IX) extend 'certain disciplines, such as MFN treatment, to the use 
of marks of origin but do not define rules of origin per se. However, one 
of the proposals submitted to an early GATT working party was later adopted' 
in the Kyoto Customs Convention of 1965. It states that: "The nati&ali<fi 
of goods resulting from materials and labor of two or more countries shall 
be that of the country in which such goods have last undergone substantial ~ 
transformation," (etiphasis added). u 

Although the EC incorporated the Kyoto Convention definition in its 
1968 origin regulation, it also gave the Commission authority to issue 
product-specific implementing rules "for controversial or new 
products." u The Commission issued two controversial regulations 
clarifying origin rules for photocopiers (which are subject to antidumping 

u This was the definition proposed by the French delegation to the 1953 
GATT working party. See Jackson (1969) p. 468. The EC and the United 
States, but not Japan, have'adopted the Kyoto Convention origin definition. 

2/ Council Regulation 802/68. Article 5, EC Official Journal L148, 
6/27/68. Since 1968, technical regulations have been issued for color 
televisions, radios, tape record&,, and meat and, in 1989, photo&piers and 
semiconductors. 
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duties when imported,from Japan) and semiconductors. u The regulation ?n 
photocopiers.did not specify a local content rule:but instead takes a 
negative approach by listing manufacturing operations that do not confek 

,., 

origin, including the last assembly operation. The regulation has been 
viewed as being tailored $0 deal with photocopiers macufacturkd by a 
Japanese comp&~y (Ricoh) in the United States.. Under the reguiation, .th& 
photocopiers are considered of Japanese origin and could be,&bjected to, ' 
antidumping duties iv the EC. .The regulafion on semiconductors sim&rly 
defined the last assembly operation as not c,onferring origin: 2/ This 
definition implied that EC producers of semiconductors could carry'& the 
last assembly operation in low-wage third countr&es'and.st'ill qualify for kC 
treatment, whereas third country producers who carry out only the last ., 
assembly operation in the EC would lose EC origin designation. Both.' '-" 
regulations seem to indicate that the EC is moving toward a definition of 
origin based on the "most substantial" (and technologically most advanced) 
rather than "last substantial" transformation. Japan has expressed concern 
that EC origin rules may be used in a discriminatory manner against.?ppcifiC 
countries and products, and has submitted.propo$s for multilaterally -,I 
endorsed origin rules in.the IJruguay Round.(Section IV.1). '! . . . . 

,=. Agricultural uolicies 
1 

,- The CAP'provides the main framework for agricul,tural siipport in';& 
:.. ', 

European Community, although national support also rem&.' ifipoFtat; 1/. yl 
Support mechanisms under the CAP cover abouf 85 percent of tC agricult&l;,, 
production. For most @icultural product&. support takes the form'bf _- 
"target" prices that ar.e.the upper end of the.range within which prices a&' 
pkrmitted to fluctuate. At the lower end of,.thid range is the, 

: 
_; 

"intervention" price -at which specialized public-&tities stand ready,to.& 
what is offered to them, albeit with reductions in recent years &both.tiie '.~.I'>:. ..3 
volume and the time span of.purchases of.cer&in products.' Interventlqn. 
pr&ca exceed world prices by considerAble margins in'tiost'cases:.' y.‘: :;:I, Jy: 
Protection against imports is provided through variable levies-se6 a&g:, 
level that equalizes import pr,ices to a reference price (often refe,Tred,;fo*: 
as "threshold" price) set at &and the middle of the range between farget:. 
and intervention prices. For exports, variable subsidies-'-refe;red'&'&' ' 

u Commission regulations 2071-89, EC Off&i,al Jo&al (OJ) LT?6/24', "I 
7/12/89 (photocopiers) and 288/89, OJ L33/23.,.2/4/8!3 (semiconductors).: 
Regulations issued by the Commission do not ykquire Council approval an$' ..' 
constitute Community law unless objected to by a member state within three 
months. 

u The regulation specifies that the "diffusion operation," by which 
integrated circuifs aye transformed into semicondu;tors, confers origin.‘. 
The diffusion operation i's defined &the "last substantial operation" on 
the grounds that it is highly sophisticated technically and'pr8gupposes i 
large research investmenf.. 

y See,Rosenblatt et al. (1988), for'a.detai1e.d discussion of Che'cAP 
before the latest round of reform proposals.. - ."~. ,? I,. 
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export refunds--are provided to exporters to offset the difference between 
EC and world market prices. Some productis with tariffs bound at zero in 
GATT are protected through VERs and supported by production subsidies. 
Quantitative import restrictions and the variability of import levie's and 
export subsidies insulate the EC farm sector from exchange rate movements 
between EC currencies and those of competing suppliers. Exchange rate 
movements among EC currencies--other than within the narrow band of the EMS 
exchange rate mechanism--are similarly offset through monetary'compensatory 
amounts (MCAs), to ensure the equality of agricultural prices expressed in 
ECUs within the Community. 

Until 1988, financial support under the CAP'was virtually open-ended. 
With no limits on what could be sold to intervenfion agencies at guaranteed 
prices, 'expenditures under' the CAP'more than doubled, from ECU 11.3 billion. 
in 1980 to ECU 23.2 billion in 1987, reflecting the combined influences of 
expanding EC production and declining world market prices (Table 7). Under 
the pressure of these mounting budgetary costs, changes in the CAP's 
structure were introduced in February 1988. These included the introduction 
of restraints on intervention prices (effectively a freeze on nominal prices 
expressed in ECUs) u: guidelines limiting the overall level of EC 
agricultural support to 1.2 percent of GNP of the EC, and limiting the 
growth in agricultural support to no more than 74 percent of the increase in 
GNP of the EC; automatic stabilizers to reduce benefits when production 
exceeded quota levels; a shortening of the period during which intervention 
purchases could b&made: and a land set-aside program. Price restraints 
involved a free&e in intervention prices (Table 8), but this was not 
effective in restraining production because of the high initial level of 
prices and productivity increases that compensated for price reductions in 
real terms. Also, the impact of price restraints were partly offset by the 
operation of MCAs, which permitted an increase in prices expressed in 
national currencies in 1987/88 (Table 9). Moreover, the 1988 reforms left 
import barriers intact and did not provide a mechanism to contain the growth 
in export subsidies. Budget expenditures reached a new peak of 
ECU 27.7 million in 1988. 

Implementation of the CAP reforms in 1988 was followed by a marked 
deceleration in EC agricultural support payments which remained below their 
1988 level in 1989 and 1990 (Table 7). The rate of assistance as measured 
by producer subsidy equivalents (PSEs) u fell from a peak of 50 percent 
in 1986 to 41 percent in 1989 (Table 10). The improvement evident in the 
lower subsidies in 1989 was partially attributable to the introduction of 
production quotas (most significantly in the dairy sector), but much of the 
improved financial performance in 1989 can be traced to the increase in 

u In terms of national currencies, and including adjustments in monetary 
compensation amounts, the average intervention price increased by 
1.2 percent in 1989/90 and by 1.6 percent in 1990/91. 

2/ The PSE is the equivalent subsidy that would be needed to provide 
producers with the same income if all support policies were removed. 
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world commodity prices (denominated,in ECUS) in 1988-89 which significantly 
moderated the cost of export subsidies. As international commodity prices 
began to weaken once again in 1990, doubts resurfaced about whether the 
present,structur& of thk.CAP &s.sui~icient to bring about a sustained 
reduction in financial support for agriculture. One immediate problem, with 
repercussions for the 1990 budget outturn,,was that a fall in the 
Community's market price for beef was:triggering large intervention 
purchases to stabilise the mayketl Another development, which had its full 
impact only in 19.91, was 'a sharp decline in the world market price of wheat 
which threatened to drivd ub'outlays on export subsidies. More generally, 
developments suggested that the financial impact of the automatic 
stabilizers and land set-aside program could have been smaller than 
initially expected. ,i'hus,, although agricultural e,xpenditures in the draft 
budget for 1991 (ECU 30.4 billion). remained well within the guideline 
ceiling (ECU 32.5 billion) set by the 1988 reform, the margin was far 
smaller than in 1989-90.. 

By 1991, as com&&+l~t~y prices continued to weaken and production-- 
particularly of cereals--strengthened, structural problems reemerged. 
Agricultural support payments r&e,by over 20 percent in 1991 after a,small 
increase in 1990, t? ECU 32.4 million (Table.7). In 1991, subsidies were 
49 percent of producer prices in the EC, compared with 30 percent in the 
United States anh 66 perc.knt in Japan (Table 10). Assistance per farmer 
measured by producer (Table 10) and consumer subsidy equivalents also rose. 
The OECD l-/ notes a 25 percent increase in total PSE payments in 1990, 
two-thirds of which was due to a, higher unit PSE, and a 0.5 percent decline 
in 1991 from lower unit PSEs. The costs of the CAP also fall as an implicit 
tax on consumers. The OECD reports a consumer subsidy equivalent (CSE) to 
EC agriculture totalling $63 billion in 1991, compared with $84 billion in 
direct assistance to producers., and $45 billion and $60 billion of CSE and 
PSE, respectively, in.1989. The increase in 1991 was due to higher 
transfers (rather than volumes consumed) from lower United States dollar 
prices, partly offset,.by the depreciation of the ECU against the dollar. 

Reflecting partly the higher costs of these subsidies, and partly a 
concern with growing surpluses (particularly of cereals, dairy products and 
beef), wide-ranging proposals for reform of the CAP were presented by the 
Commission in October 1991 (the MacSharry proposals). These were based on a 
perceived need to change the direct link between agricultural production and 
support and the inc$ntives.for higher production and intensification which 
created difficulties for market stability, farm incomes, the budget and the 
environment. The essential features agreed at a political level by the EC 
Ministers of Agriculture in May 1992 are.given in Appendix I. This 
political agreement covered some 75 percent of marketed agricultural output 
and would be phased in over four-years. Substantial reductions were 
envisaged in support prices, with offsetting payments to farmers. Target 
prices for cereals would be,reduced from their present level of about 

1/ OECD (1992). 
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ECU 155 per ton to ECU 110 per ton by 1995/96--a cut of 29 percent (the cut 
amounts to 35 percent comparing actual cereals prices with the target). 
Farmers would.be compensated for this loss by income support--based on area 
under the crop in a base year and regional average yields. Large farmers 
would receive income compensation if they joined the scheme to set 
15 percent of land aside--i.=., out of production--on a rotational basis. 
Set asides were not required for small farmers. Compensation rates are 
still to be determined. Intervention prices for beef were to be cut in 
equal steps by 15 percent by 1995/96, and prices of butter by 5 percent. 
Milk quotas remained for 1992/93 but beef and sheepmeat would be subject to 
new quotas. Other proposals covered the introduction of quotas for tobacco 
production. The CAP reforms were complemented by rural development measures 
to encourage environmental protection, afforestation, and restructuring by 
providing incentives for early retirement for farmers. 

The recent CAP reform is a positive step in the evolution of the EC's 
trade and trade-related policies. It represents an important move toward 
reducing agricultural distortions over the next three years, although the 
reform process will need to be strengthened and sustained over a longer term 
if distortions are to be completely eliminated. The positive features of 
the current reform are the moves to bring domestic agriculture support 
prices closer toward world levels, to shift from reliance on subsidies 
through price supports toward direct income support, and to induce a 
reduction in the area under subsidized food production. Given that direct 
income support is replacing price support, the impact on the EC's budget may 
not be significant, at least in the next three years. 

The agricultural text of the 1991 DFA under the Uruguay Round requires 
specific reductions in: export subsidies (a reduction of 36 percent in 
value and 24 percent in volume, between 1993 and 1999, from a 1986-90 base); 
domestic support measures (a 20 percent reduction in nominal support 
measures affecting prices and production decisions, between 1993 and 1999, 
from a 1986-88 base with credit for reductions since 1986); and levels of 
tariff barriers to market access (a simple average reduction of 36 percent, 
with a 15 percent minimum reduction on all tariff lines, from 1993 to 1999). 
The DFA also provides for the "tariffication" of all quantitative import 
barriers, but introduces a safeguard mechanism that would adjust for changes 
in world product prices and exchange rates up to a specified level. The 
agriculture agreement would be reviewed, and negotiations re-engaged. in 
1998 (one year before the expiry of the proposed "implementation period"). 

The DFA classifies domestic support for agriculture into two 
categories: exempt or subject to reduction. To be exempt, domestic support 
should have minimal or no trade distorting effects and no effects on 
production--i.e., support should be delinked from production and prices. 
"Trade distorting" effects are defined to include government contributions 
in the form of public transfers, foregone revenue and income or price 
supports that confer a benefit. To be actionable, subsidies need to be 
production-related. Even if these subsidies meet the reduction requirements 



- 26 - 

proposed under the DFA, they may still be subject to dispute if they have 
adverse effects on other participants. In this situation, the burden of 
proof for serious prejudice would rest with the injured party. 

Given the envisaged reduction in agricultural support prices over the 
next three years under the latest CAP,reform, the reduction targeted in 
production subsidies over the next six years under the DFA is achievable. 
The adequacy of the CAP reform measures in meeting the DFA target on export 
subsidies (mainly in the area of exportable quantities) is less certain, and 
hence negotiations on this aspect were continuing at the time of writing. 
The question remains as to whether the new system of direct income support 
would be subject to reduction under the DFA or compromises would be reached. 
The EC is interested in a possible "rebalancing" (i.e., the ability to raise 
restriciions in one area in exchange for reductions in other areas), though 
this concept is not included in the DFA as currently drafted. The EC is 
also seeking assurances by trading partners that its agricultural policies 
will not be subject to challenge in the GATT. 

4. Trade aereements 

The EC maintains some 24 different preferential trading regimes 
covering more than 150 countries. These fall under two broad categories: 
reciprocal trade preferences negotiated with a number of countries or 
country groupings under association, cooperation or free trade agreements, 
and preferences granted on a nonreciprocal basis to developing countries 
under the EC's Generalized System of Preferences Scheme (GSP), and to 
69 African, Caribbean, and Pacific countries under the Lomb Convention. 
Goods originating in the countries covered by these special regimes are, in 
principle, subject to zero or reduced tariff rates, provided they meet the 
origin rules specified in each agreement. 

a. European Free Trade Association (EFTA) and the EC u 

Free trade agreements were concluded in 1972-73 between the EC and each 
of the six members of EFTA (Austria, Iceland, Norway, Portugal, Sweden, and 
Switzerland). ZJ These agreements provided for the phased elimination of 
tariffs and quantitative restrictions on industrial and processed--but not 
unprocessed--agricultural products. 3J Trade between the two country 
groupings expanded rapidly in the years following the signing of the 
agreements, but in the early 1980s. the growth in trade slowed and even 
reversed. By 1984, it was recognized that the scope for furthering trade in 
the context of the existing agreement was limited, and EFTA countries became 

u A comprehensive discussion of EC-EFTA economic relations is contained 
in Abrams et al. (1990). 

u Finland was an associate member of EFTA until 1986. when it became a 
full member. 

1/ Agricultural trade policies in EFTA countries are, on the whole, more 
restrictive than those in the EC. 
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concerned that the EC initiatives toward internal integration could reduce 
access for EFTA countries to the EC market. These factors contributed to 
EFTA's decision to seek closer links with the EC, and for EFTA members to 
consider joining the EC. A ministerial meeting between EFTA and the EC in 
November 1984 resulted in the announcement of a program for cooperation 
contained in the Luxembourg Declaration. The Declaration included 
commitments to reduce technical barriers to trade, eliminate quantitative 
export restrictions, revise rules of origin, and open up government 
procurement. Subsequent ministerial meetings expanded the scope of EC/EFTA 
cooperation to increase the transparency of state aids and simplify border 
formalities. 

Despite these renewed efforts, further progress in removing trade 
barriers between the EC and EFTA was slowed by the fact that EFTA, in 
contrast to the EC, lacked common rules in the areas under negotiation, 
e.g., on the provision of state aids. In addition, as a more informal 
group, it had limited capabilities for coordinated decision-making and 
action. Against this background, the heads of government of the EFTA 
countries in March 1989 issued a declaration setting out the goal of 
creating a more structured partnership with the EC by strengthening their 
internal decision-making process and fostering EC/EFTA institutional links. 

The idea of creating a European Economic Space (EES) with a minimum of 
impediments to trade, was approved in principle by EC and EFTA foreign 
ministers in December 1989, and formal negotiations were launched in June 
1990. u In principle, the EES would expand the EC's single market to the 
other seven European economies, which would, in turn, adopt most of the 
legislation and disciplines of the single market. The negotiations were 
accordingly to focus on two issues: (i) the extent to which the non-EC 
countries will henceforth have input in the formulation of EC single market 
policies; and (ii) the degree to which the non-EC countries will be granted 
exceptions under the EES to EC single market rules and disciplines (e.g., in 
the areas of state aids and agriculture). 

In October 1991, agreement was reached at an EC-EFTA Ministerial 
meeting on the terms of a European Economic Area--EEA (as the EES came to be 
called) to be established on January 1, 1993--the same date that the single 
market comes into being. It provides for the free movemen't of goods, 
persons, services and capital, creating a unified market of 19 countries. 
There are also provisions on competition and state aid, as well as (among 
others), social and environmental policy, consumer protection and education. 
As for derogations, the EFTA countries obtained limited transition periods 
in a number of areas but virtually no permanent exceptions. The EEA does 
not cover agriculture in general but there are limited provisions aimed at 
improving market access for processed agricultural goods. The EFTA 

u Liechtenstein has been a member of EFTA since earl.y 1992 and is also 
participating in the negotiations on the EEA along with the other six EFTA 
members. See Winters (1992) for a discussion of the impact of the EEA. 
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countries have little authority to influence policymaking and legislative 
developments in the EC--and by extension in the EEA--a result that has most 
probably contributed to their interest in full EC membership. (Four EFTA 
countries--Austria (1989), Sweden (1991) and Finland and Switzerland 
(1992)--have already applied for EC membership and Norway is actively 
considering membership). The ERA agreement does not provide for 
participation by EFTA countries in the debate on the monetary and political 
unions. EFTA countries will affect future EC laws influencing the ERA 
through the institutions (the EEA Council and the Joint Committee) 
established to set EEA policy. The treaty was approved by the EC Court in 
April 1992, and signed by the EC and the EFTA in May. It now needs to be 
ratified by national parliaments and the European Parliament by the 
scheduled date of January 1, 1993 to coincide with the completion of the EC 
internal market. The agreement provides for an EFTA monitoring authority 
and an EFTA Court to settle conflicts between EFTA members. The EC and the 
EFTA monitoring authorities will handle complaints under their jurisdiction 
and transmit complaints falling under the authority of the other body. 

b. Association and GooDeration Apreements 

The EC has signed Association Agreements with Cyprus (1972). Malta 
(1970), and Turkey (1963) providing for reciprocal tariff preferences, aid, 
industrial cooperation, technical assistance and, in principle, full 
accession to the EC after a transition period. U The Czech and Slovak 
Federal Republic, Hungary and Poland signed Association Agreements with the 
EC in 1991 (see section c below). 

In October 1987 Cyprus signed a protocol providing for a phased 
reduction of its tariffs on EC industrial exports and adoption of the EC 
common external tariff over a lo-year period starting in January 1988. u 
The protocol also calls for reciprocal concessions on agricultural exports, 
and full liberalization of agricultural trade beyond the lo-year transition 
period. It is envisaged that within four to five years after the lo-year 
transition period, Cyprus would become a full EC member. In June 1990, 
Malta announced its intention to apply formally for full EC membership in 
the near future. 

Turkey applied for membership in April 1987 but in December 1989 the 
Commission effectively ruled out EC membership for Turkey over the medium 
term. Nevertheless, the two parties are continuing to work toward their 
longstanding objective of completing a customs union by the end of 1995. 
Toward this end, Turkey began implementing unilateral tariff reductions in 

u Greece, Portugal, and Spain had concluded association agreements prior 
to their full accession to the EC. 

2/ Industrial exports from Cyprus to the EC have benefitted from duty- 
free access to the Community since 1977, with the exception of petroleum 
products, and certain textiles and clothing items that are subject to 
quotas. 
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early 1988. u From January 1992, Turkey reduced duties by a further 
10 percent on goods imported from the EC, and has reduced a number of 
customs duties. (Turkey signed a free trade agreement with EFTA countries 
in December 1991). 

Trade and cooperation agreements were signed with Yugoslavia in 1973 
and with Algeria, Egypt, Israel, Jordan, Lebanon, Morocco, Syria, and 
Tunisia in 1976-77. Under these agreements the European Community grants 
duty-free access to its markets for industrial exports of these countries 
and tariff concessions for certain of their agricultural exports, in 
addition to providing various types of aid and technical assistance. 
Exceptions apply to textiles and other "sensitive" products, and for 
agricultural products covered by the CAP. In most cases, benefits accrue to 
the EC through nonpreferential, MFN treatment of its exports to these 
countries and through better market knowledge. However, the agreement with 
Israel. which was concluded on the basis of Article 113 of the EEC Treaty, 
provides for an industrial free trade area. In line with the agreement, the 
EC removed all tariffs and quantitative restrictions on Israel's industrial 
exports by 1977. Israel, which was initially expected to dismantle its 
tariffs on industrial exports from the EC by 1985, was granted extensions 
until January 1, 1989, when the process was completed. 

In an effort to compensate partially for the increased competitive 
challenges posed by the internal market program and by closer EC relations 
with Eastern European countries, in December 1990 the Council agreed to a 
budget for its programs with 12 Mediterranean countries during 1992-96 that 
represented a three-fold increase compared with the 1986-91 period. u 

A cooperation agreement with the members of the Cooperation Council for 
Arab States of the Gulf (GCC) z/ was signed in June 1985, providing, inter 
alia, for a standstill on trade restrictions and the mutual application of 
MFN treatment. &/ In December 1989 the EC Council approved directives 
authorizing the Commission to enter into negotiations with the GCC with the 
view to reaching a free trade agreement after a transitional period. The 
implementation of the arrangement has been delayed by the single market 
program as well as slow economic integration within the GCC. At the most 
recent Ministerial meeting in May 1992, environmental issues were paramount, 
especially the EC proposal for an energy tax (see Section 11.2.b). The GCC 

u Under its association agreement, Turkey already benefits from duty- 
free access to the EC market for industrial and certain agricultural 
exports. Quantitative restrictions apply on exports of textiles to the EC, 
which take the form of an industry-to-industry VER, given that direct 
government involvement would contravene the association agreement. 

z/ European Reuort (May 24, 1990), p.V.7. 
>/ The members of the GCC are Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, 

and the United Arab Emirates. 
ft/ MFN treatment previously only applied to Kuwait, the only GCC country 

that is a GATT contracting party. 
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concerns focused on the adverse impact of an oil tax on domestic economic 
development and trade relations with the EC. The EC view was that the 
proposed combined carbon-energy tax would not affect the relative 
competitive position on oil. The EC is the main market for petrochemical 
goods from the GCC and is the largest supplier of the GCC's merchandise 
imports. 

c. Relations with the former Council on Mutual Economic 
Assistance (CMEX) and East EuroDean Countries 

Relations with former CMF.A member countries I/ have evolved rapidly 
following the signing of a joint EC-CMEA declaration of mutual recognition 
in June 1988. Bilateral trade and cooperation agreements were subsequently 
concluded with Hungary (September 1988) and Poland (September 1989) 
providing for the mutual granting of MFN tariff status and the phased 
elimination of discriminatory (country-specific) import restrictions by the 
EC. Similar trade and cooperation agreements were concluded with Bulgaria 
and Czechoslovakia in May 1990 and with Romania in October 1990. In 
addition, the EC extended certain GSP benefits to Hungary, Poland, and 
Czechoslovakia, which, for their part, undertook to promote a favorable 
investment climate for EC firms. In the event, the timetables for phasing 
out quantitative restrictions (originally scheduled for completion in 1994) 
were greatly accelerated, with the EC lifting all country-specific import 
restrictions vis-8-vis Hungary and Poland on January 1, 1990. GSP status 
was removed from these countries once the interim Association Agreements 
entered into force in March 1992. 

Association Agreements (or Europe Agreements) were signed between the 
EC, Hungary, Poland and the Czech and Slovak Federal Republic in December 
1991, after a year of negotiations, to establish a free trade area within, 
at maximum, ten years. These Agreements were submitted to national 
Parliaments and the European Parliament for ratification. Z-/ Meanwhile, 
the trade provisions of the agreements entered into force as interim 
agreements on March 1, 1992. The agreements recognize that full membership 
is the final objective. They aim, in the interim, to provide a framework 
for political dialogue, to promote trade and economic relations, to provide 
a basis for financial and technical assistance, and lead to the countries' 
gradual integration into the Community. The agreements, which have a common 
framework, provide for preferential treatment and progressive reduction or 
abolition of tariffs on industrial goods (with exceptions, such as textiles, 
and coal and steel products). When the Agreements become effective, about 
60 percent of imports into the EC will enter duty free and all quantitative 
restrictions except for those on textiles and coal and steel products from 
certain regions will be abolished. (The elimination of quantitative 

u The members of the CMEZA were Bulgaria, Cuba, Czechoslovakia, Hungary, 
Mongolia, Poland, Romania, the U.S.S.R., and Viet Nam. 

2/ The Association Agreements with Poland and Hungary were ratified by 
the European Parliament in September 1992. 
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barriers on textiles and clothing will be linked to liberalization in the 
Uruguay Round, while restrictions on coal and steel products, which are 
covered in separate protocols, will be phased out over four years.) 
Liberalization will be asymmetrical, with EC concessions introduced faster 
than those in the Eastern European countries. Sensitive agricultural goods 
(including processed and fishery products) were excluded from the 
liberalization, although reciprocal concessions on trade in specific 
agricultural products are provided for. The Agreements also cover common 
trade related provisions, including a standstill on trade restrictions, 
safeguards, antidumping provisions, rules of origin and shortage provisions 
allowing for export restrictions. u 

Association Agreements are also under negotiation between the EC and 
Bulgaria and Romania. An agreement concluded with the former U.S.S.R. in 
December 1988 provides for the gradual elimination of discriminatory 
quantitative restrictions (by 1995) but does not envisage the possibility of 
concluding a follow-up association agreement. A future trade and 
cooperation agreement with Russia is under discussion. 

With the break up of the ex-U.S.S.R. territories, the EC has also begun 
to formalize its trade relations with the Baltic States and other countries 
in the former FSU as well as Albania. In February 1992, it initialled trade 
and cooperation agreements with Estonia, Latvia, Lithuania and Albania. 
These agreements cover improved access to EC markets for a list of specified 
products, the removal of specific quantitative restrictions on imports from 
the Baltic States, and reciprocal MFN treatment on trade as well as broader 
cooperation. A Joint Committee is to be set up to oversee relations. These 
agreements are expected to be the first stage of closer relations. 

A trade and cooperation agreement was also concluded with the former 
German Democratic Republic (GDR) in May 1990. Viewed as a transitional 
arrangement pending full political unification with the former Federal 
Republic of Germany (which, at the time, was not expected to occur before 
the end of 1992) the agreement provided for the GDR's adoption of the EC's 
Common External Tariff on July 1, 1990, and for the simultaneous elimination 
of all EC customs duties and quantitative restrictions on industrial goods 
vis-A-vis the GDR. The GDR was absorbed into the Community upon the 
unification of Germany on October 3, 1990. Since then certain transitional 
arrangements have applied to the adoption of internal market legislation in 
the territory of the former GDR (e.g., on product standards), and to trade 
with the European CMF.A countries to permit the former GDR to fulfil1 
contracts concluded with these countries under the state trading system. In 
particular, the EC is applying transitional measures in the form of tariff 
quotas and quantitative restrictions limiting imports of industrial products 
from the CMEA countries to the amount.s agreed under the GDR's bilateral 
contracts, with the understanding that imports under these contracts would 

1/ The EC has subsequently curtailed steel imports from Czechoslovakia 
under the safeguard clause. 
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remain in the territory of the former GDR. The CAP applies to imports of 
agricultural products into the territory of the former GDR from CMRA 
countries. In December 1990, the GATT had granted a waiver for the 
transitional measures applying to former GDR trade, subject, inter alis,, to 
a report on the use of the waiver. The EC submitted such a report in 
December 1991. 

d. Lomb Cdnvention (ACP preferences). 

The EC extends duty-free access to its market on a nonreciprocal basis, 
as well as financial and technical assistance, to 69 African, Caribbean, and 
Pacific (ACP) countries under the Lomb convention (successor to the Yaounde 
Convention), which was first signed in 1976 and., subsequently renewed on 
three occasions. The most recent agreement, LomC IV, was signed in December 
1989 and will cover the period 1990-2000. The new agreement provides for 
some ECU 12 billion in EC a;d for the ACP countries during 1990-95, compared 
with ECU 8.5 billion budgeted under Lome III (1984-89). In addition, 
repayable advances under the STABEX and SYSMIN systems were converted into 
grants, I/ and acce.ss for certain ACP exports to the EC market has been 
improved. 

Despite improvements incorporated in the Lomb IV agreement, some ACP 
countries remain concerned that the trade preferences they currently enjoy 
will be eroded by the EC's multilateral trade concessions in the Uruguay 
Round. In view of the limited progress that has been achieved in developing 
their industrial sectors, despite preferences granted by the EC, some ACP 
countries also have called on the EC to relax its rules of origin to help 
promote ACP industrial exports incorporating components manufactured outside 
the EC and ACP countries. Some Southern European countries, particularly 
Greece and Italy, have resisted an expansion of trade preferences on 
products that compete with their own and have instead advocated greater 
reliance on aid rather than trade preferences. ACP countries are also 
concerned about the retention of preferences under the single market. This 
issue has been raised over the treatment of non-ACP banana imports after 
1993. The banana protocol was adopted unchanged in LomC IV; this guarantees 
ACP suppliers traditional preferences in EC markets. u A supplementary 
JoLnt Declaration includes an undertaking by the EC that ACP states will 
retain their traditional status after the completion of the internal market. 
These commitments underlie the current dispute with non-ACP banana 
suppliers--mainly in Central America--over EC market share. The EC 
Commission has proposed Community-wide quotas for these suppliers, and 

1/ The STABEX and SYSMIN systems are intended to help stabilize the ACP 
countries' export earnings for agricultural and mining products, 
respectively. 

2/ The relevant section in Article 1 of the protocol on bananas reads: 
"No ACP State shall be placed, as regards access to its traditional markets 
and its advantages on those markets, in a less favorable position than in 
the past or at present." 
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banana-exporting countries--Colombia, Costa Rica, Guatemala, Nicaragua, and 
Venezuela--have requested consultations with the EC under the GATT on the 
issue (see Section IV). 

e. GSP scheme 

The Community's Generalized System of Preferences (GSP) scheme provides 
duty-free access to the EC market for industrial products exported by 
developing countries, with certain restrictions on duty free access by 
product and by country (see below). The coverage of agricultural products 
is more selective and concessions are more limited; it limits the coverage 
of products exported by the ACP countries,.and concessions usually consist 
of duty reductions rather than exemptions. 

In the mid-term review of the Community's GSP scheme in 1986, 
provisions were introduced to graduate certain products,or countries from 
the scheme in order to achieve greater differentiation of the preferential 
advantages among beneficiaries. Countries that have a per capita income 
exceeding lJS$2,000 and whose share of EC industrial imports from nonmembers 
exceeded 20 percent of the total for the product concerned were graduated 
from the scheme for industrial products. In 1987, the policy of 
differentiation was extended to the textiles sector for countries that have 
a per capita income exceeding US$2,000 and whose share of EC imports of the 
product concerned exceeds 10 percent. Since their introduction, these 
provisions have been applied to exports from Brazil, the People's Republic 
of China, Hong Kong, Korea, Libya, Saudi Arabia, and Singapore. Benefits 
are withdrawn over two years, and the benefits withdrawn from one 
beneficiary are redistributed to other beneficiaries of the scheme. The 
Czech and Slovak Republics, Hungary and Poland were graduated from the GSP 
scheme upon implementation of the Association Agrekments with them. 

Some extensions have been made to the GSP. The EC extended GSP 
treatment to 23 products or product groups in 1989, including, for the first 
time, eight products subject to variable levies under the CAP. For the 
latter products, preferential treatment takes the form of a 50 percent 
reduction of the levy, within overall quotas. In 1990 and 1991, the 
European Parliament extended GSP benefits to the Andean countries (Costa. 
Rica, El Salvador, Guatemala, Honduras, Nicaragua, and Panama) and Central 
America (Bolivia, Colombia, Ecuador, and Peru). The benefits cover some 
agricultural exports to the community--notably coffee. u The 1992 GSP 
scheme was extended to Estonia, Latvia, Lithuania, and Albania, excluding 
some fishery products from the Baltics. 

u European Reuort, December 14, 1991. 
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IV. Recent Trade Disputes 

There has been an unprecedented increase in recourse to'GATT's dispute 
settlement system since 1986 (when the Uruguay Round began), with a surge in 
the past year. u Twelve GATT panels were requested during 1991 (compared 
with one in 1990), of which 3 involved EC members. This reflected a number 
of factors, including the intensification of problems facing world trade in 
agriculture and trade frictions related to newly emergent sectors, such as 
electronics and high technology. Increased recourse to GATT panels in 
recent years may reflect attempts to use the dispute settlement mechanism to 
test or clarify existing GATT rules or establish areas where new rules are 
needed. The EC has been an active participant in the dispute settlement 
system, both in defending its own policies against specific charges and in 
challenging the GATT legality of various policies of trading partners. 

1. Disuutes involviw EC trade practices 

In the area of agricultural disputes, one of the most significant 
developments in recent years was the establishment of a dispute settlement 
panel in 1988 to examine a United States complaint about EC subsidies 
producers and s roteins. The 
panel request followed an "unfair trade" complaint under Section 301 of the 
1974 United States Trade Act filed by the American Soybean Association, 
which alleged that EC subsidies had led to a six-fold increase in EC soybean 
production over the past 15 years, with a sharp resulting decline in 
U.S. soybean exports to the EC. The panel's report, which was adopted by 
the GATT Council in January 1990, found that EC subsidies to purchasers and 
processors of oilseeds produced in the EC to compensate for the difference 
between EC target prices and world prices violated GATT rules on national 
treatment in that they were provided only for the purchase of domestically 
produced oilseeds. The panel also found that subsidies to oilseed producers 
nullified and impaired previously negotiated zero tariff bindings on these 
products. Although the EC did not oppose the GATT Council's adoption of the 
report, it maintained that at least some of the panel's findings were 
erroneous; it stated that it will implement the panel's recommendations in 
light of the Uruguay Round outcome on "rebalancing"--raising tariffs on some 
imports, such as cereal substitutes, in return for lowering tariffs on some 
other goods. Since then, the EC has eliminated premiums paid to domestic 
procesSors and adopted a proposal to replace the producer price guarantee 
granted per ton of oilseeds by direct per hectare payments. The United 
States requested that the panel be reconvened in 1991, on the ground that 
the remaining subsidy system still constituted nullification and impairment 
of the zero tariff bindings. In April 1992 the panel again found EC policy 

u Consultation and dispute settlement procedures are basically governed 
by Articles XXII and XXIII of the GATT. If bilateral consultations do not 
result in a settlement, the complainant may request a panel of independent 
experts to examine the case under Article xX111:2. 



- 35 - 

incompatible with the GATT and recommended that the EC either modify the 
support system or renegotiate its tariff concessions for oilseeds. The EC 
rejected the panel findings, and the GATT subsequently authorized the EC to 
renegotiate the EC's tariff concessions for oilseeds and oilcake under 
Article XXVIII of the GATT. The United States has released a list of 
imports from the EC on which it proposes to impose substantial retaliatory 
tariffs if the dispute remains unresolved, and the EC has threatened 
counter-retaliation. Discussions on the matter are continuing. 

Two agricultural disputes with the United States, neither of them yet 
fully resolved, have concerned the use of standards allegedly to enforce 
import restrictions on beef. In one case, the United States charged that an 
EC ban on hormone-treated beef, although ostensibly a public health 
regulation, was unsupported by scientific evidence and was intended to 
protect domestic beef producers. u The United States requested the GATT 
Committee on Technical Barriers to Trade to establish a panel of experts to 
examine the scientific merits of the case, but the EC objected on the 
grounds that the matter was outside the Committee's competence. Following 
the entry into force of the hormone ban in early 1989, the United States 
introduced retaliatory duty increases under Section 301 of the 1974 Trade 
Act on a number of EC products and subsequently blocked an EC request for 
the GATT Council to examine the legality of the United States retaliatory 
action. However, EC plans to counter-retaliate were shelved in February 
1989 following the formation of an EC-United States task force to explore 
possible means to resolve the dispute. The U.S. retaliatory tariff on one 
of the products (pork) was subsequently lifted following the certification 
of a number of U.S. meat packers to export non-hormone treated beef to the 
Community. The adoption of a standard on maximum residue levels of hormones 
used to promote growth was considered by the Codex Alimentarius Commission 
in July 1991, but a decision was postponed until its next session in 1993. 

In late 1987 a GATT dispute settlement panel was established to examine 
the EC's Third Countrv Neat Directive. The United States charged that the 
Directive was inconsistent with GATT rules on national treatment in that it 
required non-EC meat exporters to comply with more stringent certification 
requirements than those imposed on domestic producers. However, the terms 
of reference of the panel were never drawn up and efforts to get the panel 
underway were suspended following the resumption of bilateral discussions 
between the parties to resolve the dispute. In July 1991, the United States 
requested the establishment of a panel, after the EC delisted remaining U.S. 
pork plants from those eligible to export to the EC in October 1990, and 
halted U.S. beef exports in January 1991. Formal procedures have, however, 
again been halted as bilateral negotiations have continued. 

While trade disputes frequently concern import restrictions, a few 
disputes, mainly involving nonagricultural primary products, have concerned 

1/ The hormone ban applies to both domestic and imported beef. 
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export restrictions. u The GATT Council established e dispute panel in 
July 1989 to examine a long-standing U.S. complaint about EC export 
restrictions on cower scram. u The United States alleged that EC copper 
producers benefitted from the low domestic price of copper scrap, while 
world market prices were forced up by limited supply. The EC responded that 
its restrictions were intended to prevent a critical shortage of essential 
supplies and were therefore a permitted exception to the general prohibition 
on export restrictions. The dispute was subsequently resolved on the basis 
of bilateral consultations. 

In the area of trade in industrial products, EC antidumnine reeulations 
have been an ongoing source of friction. Japan and Hong Kong, among others, 
have argued that EC procedures governing the calculation of dumping margins 
are biased in favor of positive dumping findings and involve large margins 
of error in cases where they are based on estimated production costs and 
profit margins. l/ A matter of particular concern to Japan has been the 
EC "screwdriver" lepislation which allows for the imposition of antidumping 
duties on products assembled in the EC from mainly imported components in 
cases when imports of the final product concerned had already been subject 
to antidumping duties (see Section 111.2.~). Of the eight investigations 
initiated pursuant to this legislation since 1988, four resulted in the 
imposition of definitive antidumping duties, which were later revoked in 
exchange for minimum price undertakings. Japan considered the duties to be 
a protectionist device aimed at forcing EC-based affiliates of foreign 
companies to use components of EC origin, and in 1988 it made its first ever 
request for the establishment of a GATT dispute panel to examine the EC 
legislation. The panel found that duties assessed on locally assembled 
final products violated GATT rules on national treatment. While allowing 
the GATT Council to adopt the panel report in May 1990, the EC stated that 
the panel's findings were fundamentally flawed and emphasized that it would 
implement the panel's recommendations only if a satisfactory solution to the 
problem of circumvention was agreed in the Uruguay Round. 

A distinct but related issue arose in 1989 in connection with product- 
specific oriein rules issued by the Commission, particularly those on 
photocopiers (which are subject to EC antidumping duties when imported from 
Japan or assembled by EC affiliates of Japanese companies) and 
semiconductors. Based on these regulations, photocopiers made in the United 
States using components imported from Japan were considered of Japanese 
origin and were subjected to EC antidumping duties. Thus, the origin 
regulation on photocopiers in effect extended the screwdriver legislation to 
assembly operations in third countries. Private sector representatives in 

I/ Gatt's general prohibition on the use of quantitative restrictions 
(Article X1:1) pertains to both import and export restrictions. 

2/ Another example of a dispute involving export restriCtiOnS was B 
United States complaint about Canadian export restrictions on certain fish. 

w This view has also been expressed by independent observers. See, for 
instance, Hindley (1988) and Wolf (1988). 
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the United States emphasized that the assembly operations were intended to 
exploit comparative cost advantages rather than circumvent EC antidumping 
duties. 

The EC subsidies to Airbus have been the source of a long-running 
dispute with the United States. Of particular concern to the United States 
was the.exchanze rate insurance scheme for the German aircraft industry--the 
mechanism that linked German Government subsidies to Deutsche Airbus with 
the level of the United States dollar/Deutsche mark exchange rate. The 
United States considered that the exchange rate/subsidy link gave rise to a 
violation of the GATT Subsidies Code, and requested a panel under the 
Subsidies Code in February 1991. In January 1992, the Committee on 
Subsidies and Countervailing Measures of the GATT found that the exchange 
rate guarantee scheme constituted an export subsidy prohibited by the Code. 
The exchange rate-subsidy link was subsequently removed. The United States 
also began bilateral negotiations with the EC over the full range of subsidy 
schemes to Airbus. By April 1992, preliminary agreement had been reached 
between U.S. and EC negotiators on these broader U.S. complaints. The 
agreement rules out production subsidies and establishes maximum support 
levels for new commercial airline projects, both for direct research and 
development costs (relevant for Airbus) and indirect aid as in the military 
and space research contracts to the aircraft industry (relevant for U.S. 
companies); EC governments will limit subsidies to Airbus. 

With the implementation of the single market program, the Commission 
has proposed to replace different national trade regimes with respect to 
bananas by an EC-wide regime that would entail a quota and a 20 percent 
tariff on banana exports to the EC from nonpreferential third countries 
(mainly in Central America). The aim was to preserve existing ACP 
preferences (see Section 111.4.d). A number of banana exporting countries 
in Latin America have reacted with concern that the Commission's proposal 
would discriminate against Central American producers, have requested 
consultations with the EC over the GATT-consistency of the existing and 
proposed banana import regimes, and pressed for agreement on free trade in 
bananas in the Uruguay Round. 

Some trade frictions have not been brought to GATT dispute settlement 
but have been dealt with bilaterally. For example, for a number of years EC 
steel exports to the United States have been subject to VERs or antidumping/ 
countervailing duties. Attempts to negotiate a multilateral steel accord 
were suspended in March 1992. Subsequently, U.S. steel companies filed 
dumping and countervailing duty petitions against exporters in 21 countries, 
of which 6 are EC member states. 

Among EC practices of concern cited in the United States Trade 
Representative's 1990 and 1991 Reuort on Foreign Trade Barriers were: 
(i) variable import levies, price supports, and export subsidies under the 
CAP; (ii) "buy national" public procurement policies for public utilities 
and agencies not covered by the GATT Code on Government Procurement; 
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(iii) public procurement standards and standard setting procedures that act 
as a barrier, particularly to United States electricity-generating and 
telecommunications exports; (iv) insufficient protection of intellectual 
property rights, particularly in Southern European countries; (v) recent 
decisions regarding rules of origin that elevated the degree of processing 
required to confer origin on certain products, such as integrated circuits; 
(vi) national subsidies to the shipbuilding and coal industries; and 
(vii) government support for Airbus (see above), and the shipbuilding 
industry; and (viii) the EC Broadcast Directive which may discriminate 
against foreign productions. While maintaining support for the process of 
EC integration, many. countries have expressed concern that certain aspects 
of the internal market program might have adverse implications for their 
exports of goods and services. 

2. Disputes involvine the uractices of the EC's tradine partners 

The EC has brought a number of disputes to the GATT in recent years, 
most involving practices by the United States or Japan. Disputes with the 
United States have mainly centered around the perceived discrimination 
against foreign products on the U.S. market arising from internal taxes and 
regulations. Two such disputes concerned U.S. taxes on uetroleum Droducts 
(in which Canada and Mexico joined the EC as complainants) and the u 
customs user fee. In the former case, the dispute panel found that U.S. 
internal taxes on imported petroleum products (used to fund the "Superfund" 
toxic waste clean-up program) violated GATT rules on national treatment. In 
the latter case, the panel found that the U.S. customs user fee exceeded the 
cost of customs services rendered and thereforeviolated U.S. tariff 
bindings. Although the United States accepted the GATT Council's adoption 
of these two panel reports (in June 1987 and February 1988, respectively), 
frictions persisted for some time after adoption of the reports because the 
United States did not bring its legislation into conformity with the panels' 
recommendations until 1990. 

In another case, a GATT panel upheld an EC complaint concerning U.S. 
legislation governing patent protection under Section 337 of the United 
States Tariff Act of 1930. Specifically, the panel found that differences 
in legal procedures in patent infringement cases involving imported and 
domestically produced goods resulted in less favorable treatment being 
accorded to imported goods, in violation of GATT rules on'national 
treatment. The United States'expressed serious reservations about the 
panel's findings but. after a delay of several months, allowed the GATT 
Council to adopt the report in November 1989. At the same time, the United 
States made clear that its ability to enact legislation to implement the 
panel's recommendations would be enhanced if the Uruguay Round results 
included enforcement of intellectual property rights. 

Two GATT dispute panels have been established at the request of the EC 
to examine trade practices of Japan. In addition to perceived 
discrimination against foreign products in Japan's'market, these disputes 
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reflected the EC's concern over the effects of the United States-JaDan 
semiconductor arrreement, concluded in 1986, on third countries. Following 
the conclusion of the semiconductor agreement, which included commitments by 
Japan to monitor export prices of semiconductors to both the United States 
and third countries and to increase the domestic market share of imported 
semiconductors, the EC charged that the agreement violated GATT rules on 
export restrictions and provided the United States with preferential access 
to the Japanese semiconductor market. The dispute settlement panel, whose 
report was adopted by the GATT Council in May 1988, upheld the former, but 
not the latter, charge. In June 1989, Japan announced that it had 
implemented the panel's recommendations. 

In November 1987, the GATT Council adopted the report of a dispute 
panel that had investigated an EC complaint about Japanese practices 
concerning imported alcoholic beveraces. The panel upheld the EC charge 
that Japan's indirect taxes on alcoholic beverages discriminated against 
imported products, in violation of GATT rules on national treatment, but it 
rejected the charge that Japanese liquor labeling practices violated GATT 
rules. While Japan has amended its liquor tax law in light of the panel's 
recommendations, the EC maintains that the panel's recommendations have not 
been fully addressed. 

The EC has long been concerned with a broad range of.percefved trade 
restrictive practices by local and provincial governments, particularly in 
countries with federal systems. In 1985 the GATT Council established a 
dispute settlement panel to examine an EC complaint about alleged 
discriminatory practices by Canadian orovincial liauor marketine agencies. 
The panel upheld the EC complaint, finding that the application of higher 
retail mark-ups and the more limited availability of sales outlets for 
imported alcoholic beverages were inconsistent with GATT principles. The 
panel further found that the Government of Canada had not taken all 
reasonable measures to ensure that the practices of the provincial liquor 
boards were consistent with GATT provisions. The panel report was adopted 
in early 1988. 

The EC has brought few formal complaints about aericultural trade 
policies. However, in July 1989 a GATT dispute panel was established at the 
EC's request to examine import restrictions on sugar and sugar-containing 
products which the United States justified under its 1955 GATT waiver. u 
The panel found that these restrictions were consistent with the terms of 
that waiver. The GATT Council adopted the report in November 1990. 

The EC has become increasingly concerned with the exclusionary impact 
on trade of U.S. procurement practices, maintaining they involve 
discrimination in U.S. federal law, fragmentation of markets and structural 

u The United States 1955 GATT waiver concerns import restrictions 
maintained under Section 22 of the United States Agricultural Adjustment 
Act, as amended. 
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impediments, as in telecommunications. In July 1991, the EC brought two 
cases to the GATT, one on U.S. government procurement of Antarctic research 
equipment, and one on the United States National Science Foundation's 
procurement of a sonar mapping system. The panel on sonar mapping submitted 
its report in April 1992, and it was discussed by the Committee on 
Government Procurement in May, but had not been adopted by mid-year. In 
relation to the latter, the panel found that the arrangement concerning the 
purchase of the sonar mapping system by the United States National Science 
Foundation did constitute "government procurement" under the Code and was 
inconsistent with the national treatment obligations of the United States. 

A recent case affecting the EC indirectly (but brought to the GATT by 
Mexico in February 1991) involved a trade embargo by the United States under 
the Marine Mammal Protection Act of 1972, amended in 1988. The Act 
establishes dolphin protection standards for the domestic fleet and for 
countries with vessels catching tuna in the Eastern Tropical Pacific Ocean, 
where schools of yellowfin tuna often swim beneath schools of dolphins. 
This case has wider ramifications because it involves both the application 
of domestic standards to other countries and the use of trade restrictions 
to enforce such standards, which in this case are environmental. Under the 
MMPA, imports to the United States of yellowfin tuna products from Mexico 
(since February 1991) and Venezuela (since April 1991) have been embargoed 
(the primary embargo) to protect dolphins trapped in purse-seine tuna nets. 
Since January 1992, as the result of a California court judgment, the 
embargo has also applied to imports of these products from "intermediary 
nations" reexporting these goods; this secondary embargo was expanded to 
cover about 20 countries, Including several in the EC. The embargo covers 
imports of all yellowfin tuna and tuna products from intermediary nations 
which have not prohibited tuna imports from countries subject to the primary 
embargo. A GATT panel report of September 1991 found the embargoes violated 
disciplines against quantitative restraints and could not be justified under 
exceptions for the protection of animal health and safety or for resource 
conservation because the species concerned were beyond U.S. territorial 
jurisdiction. The basis for the finding was that domestic process standards 
could not be forced on other countries or used unilaterally to restrict 
trade. The United States was requested to bring the measures into 
conformity with its obligations. 

Adoption of the panel report has not been requested by Mexico, and the 
United States has pursued the matter bilaterally with Mexico and Venezuela. 
Both the EC and Japan, however, are seeking its adoption, and three Council 
debates have been held on the issue in 1992. Meanwhile, the Community has 
requested consultations with the United States on the secondary embargo 
under GATT Article xX111.1. The EC stresses the need to conserve living 
resources through international cooperation and supports multilateral 
negotiations as a basis for international rules. 
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The EC has raised strong objections in various GATT forums to the 
potential for unilateral actions under Section 301 of the United States 
Trade and Competitiveness Act of 1988. 

V. Industrial Policv Develouments 

1. Statutory urovisions on comoetition 

Industrial policies in the EC a,re governed by the EEC Treaty of Rome's 
provisions on co~petitfon, contained in Articles 77 and 85 to 94, whose 
purpose is to limit trade-distorting state aids and business practices 
within the Community. L/ These provisions prohibit the abuse of dominant 
market positions--through price fixing and market sharing arrangements, for 
example--as well as state aids that distort competition and act as a 
substitute for border protection. Exemptions are granted for state aid to 
the Community's poorest regions or declining areas, and for schemes in the 
common European interest (such as aid to Airbus and subsidies for research 
and development). The rationale for these exemptions is the need to promote 
convergence of economic performance within the EC, and the need to subsidize 
projec.ts with high start-up costs that might not otherwise be undertaken. 
Article 93(3) requires EC member governments to notify the Commission in 
advance of any plans to grant or alter state aids. The Commission 
determines whether the aids fall under its jurisdiction under Article 93 and 
reviews their consistency with EC rules. In the event that the Commission 
considers that, they distort competition within the EC, it may not authorize 
them or it may recommend changes that would link the aid more closely with 
restructuring efforts. The Articles.in the Treaty of Rome cover 
noncompetitive behavior related to price discrimination and subsidies within 
the EC, while the EC's Antidumping and Countervailing Laws apply to 
nonmember countries. Article 113 of the Treaty of Rome provides for a 
common commercial policy, although Article 115 allows exceptions for purely 
national measures (see Section 111.3.b.). u 

The EC Merger Contrpl Regulation (which came into force in September 
1990) creates extensive new obligations for the notification of 
concentrations between large.companies that meet certain threshold 
requirements. (The threshold is currently set at a combined worldwide 
turnover of merging companies of 5 billion ECUs.) The aim of the Regulation 
was to prevent the defensive strengthening or emergence of dominant market 
positions in the EC as internal markets opened up. In its first three 
months of operation, 12 cases had been notified, and 63 were notified in 
1991. The Regulation is to be reviewed in 1992 with the possibility of 
giving it more veto power: in particular, the threshold turnover level may 

1/ Article 85 applies to restrictive agreements by firms; Article 86 to 
monopolistic behavior; and Articles 87-94 to subsidies and activities of 
public utilities. 

u See Kelly et al. (1992). 
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be reduced to bring more companies within its purview. The extent of 
extraterritorial powers in the directive has the potential to create 
conflict between the Commission and other competition authorities. u 

State aids to coal and steel are governed by separate provisions, 
included in the ECSC Treaty. 2/ In theory, these provisions are stricter 
than those included in the EEC Treaty insofar as they provide for the 
suspension of all subsidies at the end of a transition period. In practice, 
subsidies continue to be provided under a safeguard clause included in 
Article 95 of the ECSC Treaty which permits "appropriate amendments" in the 
case of unforeseen difficulties at the end of the transition period. In the 
steel sector, state aids are permitted only in connection with restructuring 
that leads to capacity reductions, while operating subsidies are banned. 
The latest revision of the Steel Subsidies Code was-published by the EC in 
December 1991, and is effective January 1992-December 1996. It authorizes 
subsidies for research, development, environmental protection and factory 
closures. It also regulates regional aid, extended for the first time to 
Portugal and the new German Lander. Somewhat looser provisions have 
generally applied to the coal sector, where noneconomic criteria are 
explicitly recognized es a valid basis for granting state aid, including 
improving the security of national supply. More recently, however, the 
Commission has taken a firmer stand against subsidies to coal, particularly 
to the German coal industry that is the largest and most-heavily subsidized 
in the EC (see below). 

Competition in the shipbuilding sector was governed by a Community 
directive adopted in early 1987, which expired at the end of 1990. At the 
same time, a new Directive was adopted, to apply for three years from 
January 1991 to the end of December 1993. The new Directive limits aid to 
ship conversions, tightens rules to avoid concentrations of shipbuilding 
order, and alters monitoring procedures. Operating subsidies are limited to 
a specified proportion of,the contract value and are subject to annual 
review. The limit, which does not apply to exports to developing countries 
financed through soft loans, have been reduced substantially since the 
1980s. The ceiling on subsidies for 1992 has been fixed at 9 percent of 
total costs for larger ships, and 4.5 percent for repairs and smaller ships, 
compared with 13 percent and 9 percent, respectively, in 1991. Within the 
Community, the limit is intended to promote restructuring by preventing an 
excessive concentration of subsidies in the least competitive shipyards. 

u In the United States, the Government can only prevent a proposed 
merger if it can prove it would be anticompetitive, while under the new 
rules in the EC, the company must prove a proposed merger would &I& restrict 
competition (Julius (1991), p. 2). Under the "reciprocity" clause of the 
Merger Control Regulation, Article 24, third countries may come under 
pressure to alter aspects of their competition laws (Canada: Bureau of 
Competition Policy (1991), p. 20). 

u Articles 4, 54, and 95 of the ECSC Treaty. 
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Investment subsidies ray be granted only in connection with restructuring 
that leads to capacity reductions. 

2. Implementation of EC competition oolicy 

Although the EC has strict statutory provisions on competition policy. 
difficulties in enforcing these provisions have frequently arisen. Member 
governments have not always complied with notification requirements for 
state aids--145 out of 617 cases recorded in 1991 were not notified--and 
sector-specific aid has sometimes been provided under the guise of regional 
or social policy which is sanctioned.by EC rules. The implementation of 
competition policy is further complicated by difficulties in assessing 
compliance with EC rules, particularly as regards state-owned enterprises. 
EC rules require member governments to behave like commercial investors when 
providing 'equity to state-owned enterprises, but it is not always clear in 
practice how private investors might act. Similar difficulties arise in 
assessing whether regional aid is more than sufficient to overcome 
locational disadvcintages. 

The enforcement of EC competition policy has become considerably more 
s;rict since the single market program was launched in 1985, with the 
objective of establishing a "level playing field" within the EC. The 
intensification of enforcement efforts reflects the recognition that the 
removal of internal barriers could compound existing distortions in trade 
and investment flows arising from different degrees of subsidization within 
the Community. This recognition was facilitated by budgetary considerations 
at a time when several EC countries were aiming at fiscal consolidation, 
which in turn created pressures from some members for greater control over 
trade-distorting subsidies provided by other members. Two additional 
contributing factors were the disappointing performance of the beneficiaries 
of large-scale assistance and the fact that sector-specific subsidies are 
frequently countervailed by trading partners outside the EC. 

The s'tricter enforcement of EC competition rules since 1985 is apparent 
in five main areas. First, the procedures applied in cases of non-notified 
aids were tightened. The procedures providing for a termination of state 
aids incompatible with EC competition rules under Article 93(2) are now 
opened automatically if a member fails to respond to the Commission's 
request for notification within a limited time period. 

Second, the Commission systematically demands that non-notified aids be 
reimbursed. Demands for reimbursement jumped from ECU 11 million in 1986 to 
ECU 747 million in 1987, and have remained high in subsequent years. 

Third, the transparency of EC procedures and practices was increased 
substantially. To encourage the intervention of interested third parties, 
all decisions on state aids issued by the Commission--whether positive or 
negative--are now published in the EC Official Journal. Moreover, the 
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Commission has started compiling a survey of state aids provided by EC 
countries (see sub-section 3 below). 

Fourth, stricter rules for the EC automobile industry came into effect 
for a two-year period starting on January 1, 1989. Under the new rules, 
member governments must obtain advance clearance from the Commission for all 
state aids to the automobile industry exceeding ECU 12 million. regardless 
of whether the grant is a new scheme or additional funding for schemes 
already approved by the Commission, including regional schemes. Moreover, 
the Commission has launched an investigation into regional schemes 
maintained by member countries that may favor the automobile industry in 
cases where it is geographically concentrated in a region that benefits from 
such schemes. 

Fifth, as noted above, EC-wide rules on mergers and acquisitions have 
been developed in the context of the internal market program (see 
Section II). This is intended to strengthen existing rules prohibiting the 
abuse of a dominant market position through cartelization of markets. 

In July 1989, the Commission launched a major review of existing aid 
schemes, including those approved by the Commission in the past, to assess 
the need for their continued existence in light of restructuring efforts and 
changes in market conditions that may have occurred since their approval. 
As a result of such an investigation, Renault agreed in May 1990 to repay 
50 percent of FF 12 billion in subsidies granted in 1988. Likewise, British 
Aerospace was to repay US$44 million in subsidies granted in conjunction 
with the company's purchase of Rover in 1988. In other cases, the 
Commission has approved continued aid where such aid was closely linked to 
adjustment efforts. For example, the Commission has sanctioned continued 
aid to the German coal industry until 1995, in view of the program 
introduced in 1991 to reduce mining capacity and employment in the sector 
between 1995 and 2000. I/ 

Stepped-up enforcement has also extended to the area of mergers and 
acquisitions. In June 1990, the Commission initiated formal complaint 
procedures against a joint venture agreement involving a plan by Sabena, 
KM, and British Airways to combine their operations out of Brussels. z/ 
Similarly, in February 1990, the Commission sent a statement of objection to 
Air France regarding its takeover of UTA Airlines, alleging that this 
constituted a prima facie abuse of a dominant position. 

u Subsidies to the coal industry in Germany are provided through 
marketing programs designed to compensate the users of German coal (mainly 
the electricity industry) for the difference between the German price of 
coal and the world market price of coal and other energy sources. A 
detailed discussion of the German coal industry is contained in Lipschitz 
et al. (1989). 

&' The agreement resulted in the formation of Sabena World Airlines, 
which has operated Sabena's international flights since January 1, 1990. 
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The most recent EC Report on Competition Policy (for 1991) reviews the 
first 12 notifications of mergers since the new Regulation on mergers 
entered into force in September 1990. One was judged to be not applicable 
and the others compatible with the common market. The unification of 
Germany raised special issues; for example, existing monopolies in the 
former German Democratic Republic needed to be dismantled and powerful firms 
in West Germany prevented from establishing dominant positions. The 
Commission investigated and monitored a number of cases to ensure that this 
did not happen. The Commission also continued a stricter application of 
competition rules, particularly in state regulated markets such as 
telecommunications, postal services and energy. In a case involving the 
Regie des TClegraphes et TBlbphones (RTT) in Belgium, for example, the RTT 
agreed to stop applying restrictions that the Commission considered liable 
to affect competition. 

During 1991 the Commission received 63 notifications under the Merger 
Control Regulation, and took 60 final decisions. In the great majority (50 
cases) the mergers were found to be compatible with the common market. In 
the detailed investigation of 6 cases, mergers were authorized in 3 
(Alcatel/Telettra, CEAC/Magneti Mare111 and Varta/Bosch) subject to 
conditions, and in one case--Aerospatiale-Alenia/de Havilland--the proposed 
takeover by the Franc*-Italian consortium was found incompatible with the 
Common Market and was vetoed. Other actions were taken to remove rules and 
regulations impeding free competition within the EC, affecting particularly 
insurance, telecommunications (see Section 11.2.b) and air transport. In an 
effort to extend the application of its principles of competition policy. 
the EC has signed a cooperation agreement with the United States antitrust 
authorities. Implementation is pending subject to a revision of the 
proposed legal controls. The Association Agreements concluded with 
Czechoslovakia, Hungary and Poland allow for a phased application of 
competition policies similar to those applied in the EC. 

3. Survey of state aids in the EC 

As part of its effort to increase the transparency of state aids, the 
Commission issued a First Survey of State Aids in the EC in December 1988, 
followed by a Second Survey in July 1990, and a Third Survey in July 
1992. u The surveys focused on aids to manufacturing, agriculture, rail 
trinsport, and coal mining. The level of assistance has fallen gradually 

u The surveys cover the following types of subsidies: (a) budgetary 
grants; (b) soft loans and loan guarantees; (c) government funding of 
research and development schemes of private or state enterprises; (d) tax 
credits, allowances, exemptions, and reliefs; (e) reductions in social 
security contributions; and (f) equity participation (including conversion 
of debt to equity) by the public authorities in private or public 
enterprises. Only the aid element of state aids is included in the figures. 
The data for some sectors in certain countries are estimates. The data on 
Greece are highly tentative. 
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over the decade. The first survey estimated the volume of subsidies 
provided through the EC and national budgets at ECU 109 billion (in 1987 
prices) per year in 1981-86, equivalent to 2.8 percent of the Community's 
GDP. The second survey, covering the period 1986-88, showed a decline in 
state aids to 2.2 percent of GDP, while the third shows a fall to 2 percent 
of GDP for 1988-90. Disparities among countries are wide. National 
percentages varied from less than 1.5 percent of GDP in Denmark, the 
Netherlands and the United Kingdom to more than 2.5 percent in Belgium, 
Greece, Italy and Luxembourg (Table 11). In terms of ECU per person 
employed, Luxembourg, Belgium, Germany, and Italy spent over three times the 
amount spent by Portugal and the United Kingdom (Table 11). 

The focus of assistance also varied widely both across sectors and 
countries. The most heavily subsidized subsectors were shipbuilding, 
railways, and coalmining. In terms of shares of sectoral value added, 
Italy, Portugal, Denmark, and France strongly assisted shipbuilding, while 
railways and coalmining were heavily supported by Belgium, Germany, France, 
Luxembourg, and Spain (Table 12). Agriculture was considerably more heavily 
subsidized through state aid than manufacturing, except in Greece, Ireland, 
and Spain. Aids to agriculture ranged from less than 2 percent of sectoral 
value added in Spain to more than 15 percent in Germany and Luxembourg. 
Agriculture also received substantial support (not included in the data) 
through the EC budget and EC consumers, which far outweighed national 
support to this sector. Aid to the manufacturing sector averaged 
3.5 percent of manufacturing value added, ranging from less than 3 percent 
in Denmark, Germany, Luxembourg, and the United Kingdom to almost 5 percent 
in Italy, Portugal, and Ireland. Most countries concentrated their aid to 
manufacturing in transport and declining sectors such as coalmining (the 
United Kingdom, Germany, and Belgium), shipbuilding (Portugal and Denmark), 
or steel (Portugal and Spain) (Table 11). Excluding these sectors, most 
countries allocated a higher share of aid to agriculture. 

By type of subsidy, budgetary grants accounted for the bulk of national 
state aids in all EC countries (Table 13). Tax reductions were a common 
form of assistance in Germany, Ireland, and Italy which provided at least 
18 percent of their national subsidies in this form. Equity participations 
were 40 percent of the total in Portugal. Soft loans accounted for a larger 
share of total assistance in Denmark, France, Greece, and Spain than in 
other member states. JJ L oan guarantees accounted for over 10 percent of 
total assistance in France, but were negligible in other EC countries. 

State aid has generally fallen in the EC in constant prices. Comparing 
1986-88 with 1988-90 averages, assistance has dropped by 2 percentage points 
of value added in transport, with all the large-subsidy countries spending a 
lower share. Aid to shipbuilding has shown less of a decline. The shares 
of sectoral value added represented by the subsidies are nevertheless very 

I/ The shipbuilding sector accounted for almost all soft loans in 
Denmark. 
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high in these sectors in some countries--for transport over 50 percent in 
the Benelux countries, and over 25 percent in Germany, Spain, and France, 
and for shipbuilding over 50 percent in Italy, Portugal, Denmark, and 
France. Still in terms of sectoral value added, agricultural aid has fallen 
slightly (based on national aid data), both on average and in most 
countries, but rose on the basis of a measure including Community aid. 
According to this measure, Germany has the highest share--about 20 percent-- 
with Italy, Portugal, the United Kingdom, Luxembourg, and Ireland with 
shares over 10 percent of value added. 

The overall trend in EC aid to manufacturing shows a 9 percent decline 
between 1986-88 and 1988-90. In percent of sectoral value added, the 
decline is from 4.0 percent to 3.5 percent. In general, countries with 
above average levels of aid to the sector (apart from Italy) reduced their 
subsidies, Spain by as much as 44 percent. Several countries, however, 
including Portugal and the Netherlands, increased state aid substantially. 
In terms of value added, Italy, Portugal, Ireland, and Belgium still have 
shares above 4 percent compared with the United Kingdom that has a 2 percent 
share. (The data for Greece are not comparable.) 

VI. Summary and Conclusions 

The Treaty of Rome identified as one of its principal objectives the 
free movement of goods, services, labor and capital within the EC. Early 
efforts focused on obstacles to trade in goods, and by 1968 internal customs 
duties had been eliminated and a common external tariff established. While 
this provided a tremendous boost to the expansion of intra-EC trade, 
internal markets for goods and services continued to be segmented. The 
first revision to the Treaty of Rome--the Single European Act of 1987--was a 
major step to removing remaining internal barriers, aiming to create a 
single market in goods, services and factors of production by the end of 
1992. Over 90 percent of the proposals in the Commission's 1985 White Paper 
on the Completion of the Internal Market had been officially adopted or 
agreed at the political level by mid-1992. These aim to remove remaining 
border measures, technical barriers to trade, discriminatory public 
procurement practices and national restrictions on third country imports. 
Markets for services are to be liberalized; financial services, transport 
and telecommunications are being opened to foreign competition. Banking, 
investment services, and non-life insurance have progressed farthest, with 
EC-wide banking to enter into force at the same time as the single market 
program. Domestic competition policies are to be harmonized to maximize the 
benefits of economies of scale in the large internal market. steps are also 
being taken to harmonize working conditions and to increase labor mobility-- 
such as through the mutual recognition of academic degrees. Consistent with 
the aim of the Treaty of Rome to eliminate trade-distorting business 
practices and state aids within the EC, recent industrial measures-- 
described in Section V--prohibit the abuse of dominant market positions and 
act to control state aids that distort competition and substitute for border 
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protection. Capital controls are being fully liberalized by member states 
and all exchange controls are to be lifted by the end of 1992. With the 
completion of.the single market program in sight, a further boost will be 
given to intra-EC trade and investment and competitiveness in external 
markets will be enhanced. 

The EC's current external trade regime is characterized by relatively 
low tariffs on industrial products with a significant proportion bound in 
the GATT. The most important non-tariff measures affecting trade in goods 
with third countries include voluntary export restraints (VERs), rules of 
origin requirements and the CAP. Use of antidumping instruments has also 
sometimes operated as a source of contingent protection. Article 115 of the 
Treaty of Rome permits restriction of imports from third countries passing 
through other EC members. While recourse to this instrument has declined 
over time, its renewal in the Maastricht Treaty of December 1991 leaves open 
the possibility of its potentially restrictive use and contradicts the 
spirit of the single market program. An important aspect of the EC's 
external trade regime is the extensive network of preferential and 
nonreciprocal trade arrangements. It currently has 24 different trade 
arrangements covering trade with 150 countries; under the Lo& Convention 
alone, 69 developing countries have duty-free access to EC markets. The 
X's common external regime after 1992 is still evolving. In principle 
remaining national restrictions are to be replaced by EC-wide measures. 
Recent attempts to forge EC-wide policies on auto and banana imports point 
to continued reliance on managed trade in industry and agriculture. The 
proposed quotas on bananas, for example, while aiming to safeguard access of 
preference receiving countries in the ACP, could be detrimental to other 
agricultural exporters, just at a time when the Uruguay Round is trying to 
bring agriculture under GATT disciplines and replace quotas by tariffs. 

The review of EC trade and trade-related industrial policies finds that 
in some instances, as with large segments of the agriculture, textiles and 
clothing, and automobile sectors, the pursuit of domestic producer interests 
has resulted in the implementation of essentially defensive policies that 
seek to protect employment in inefficient or declining sectors, at the 
expense of consumers and efficient producers both within and outside the EC. 
In other instances, it has resulted in trade liberalization within the 
Community itself and through trade agreements with other countries. Trade 
disputes involving the EC, have also largely followed the interests of 
protected sectors, being concentrated in sensitive and emerging sectors in 
agriculture and industry and in such practices as government procurement. 
The increase in the use of GATT'S dispute settlement mechanism by the EC (as 
well as other industrial countries) may also reflect attempts to test or 
clarify GATT rules or establish the need for new regulations under the 
Uruguay Round. At the same time, the nonimplementation of some importent 
panel findings by the EC (and other industrial countries) undermines the 
GATT at a delicate juncture. 



- 49 - 

There is considerable scope for trade and domestic support policies in 
the EC to accelerate structural reform in agriculture and industry. In 
agriculture. the CAP reforms agreed at the political level by EC 
Agricultural Ministers in May 1992 aim at increasing the role of market 
prices in agriculture, and shifting away from price support towards direct 
income support. While this is an important step toward reducing 
agricultural distortions in the next three years, the reform process will 
need to be sustained and strengthened over the longer term. The CAP reforms 
have helped narrow outstanding differences between the EC and its trading 
partners on agricultural trade negotiations in the Uruguay Round, 
particularly regarding internal support, but important issues remained to be 
resolved (at the time of writing) including with respect to export subsidies 
and market access. In the industrial sector, although there has been some 
progress toward restructuring, there is continued need for adjustment in 
sensitive sectors (such as steel, textiles and clothing, and cars) that are 
currently sheltered by VERs. extensive antidumping actions or other 
restrictive trade measures. The enforcement of EC competition policy has, 
however, become stricter since 1985 and large mergers and acquisitions are 
being investigated more forcefully. State aids are being subject to greater 
scrutiny with a view to limiting their use and tying it more vigorously to 
structural adjustment meisures; according to the most recent survey, state 
aids have shown a decline, although sensitive and declining sectors remain 
highly subsidized in several EC member states. 

A factor that has hampered the pace of external liberalization is the 
view in some quarters within the EC that protection is a legitimate 
instrument to insulate sensitive and/or strategic sectors from international 
market forces. The CAP was designed, in part, to offset changes in external 
competitiveness through variable import levies with a view to greater 
internal price stability and preservation of farm incomes. The protection 
of industries whose survival is deemed important--whether for employment, 
strategic, or regional development motives--has led to subsidies to domestic 
producers in the airplane industry, and to the shipbuilding, steel, and coal 
sectors. Similar motivation underlies VERs protecting car manufacturing and 
high technology industries. These practices protect large segments of the 
economy and push the burden of adjustment to unprotected, efficient sectors. 
The trade-distorting effects of EC subsidies have been raised repeatedly by 
trading partners, especially in relation to agriculture, the aircraft 
industry, and steel. 

A cornerstone of EC policies regarding foreign trade in goods and 
services has been the principle of reciprocity, both bilaterally through 
reciprocal market-opening measures in the context of the internal market 
program and multilaterally in the context of the Uruguay Round. Depending 
on their nature and scope, reciprocity provisions may help achieve far- 
reaching liberalization, both in the EC and the rest of the world. However, 
the policy of reciprocal liberalization of external trade is not without 
risks. If mutually agreeable deals cannot be struck, liberalization may not 
take place. In the context of intra-EC liberalization of banking services, 
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for example, the single banking license authorizing banks to operate in all 
EC countries may not be granted to new subsidiaries of banks from countries 
not granting "comparable treatment" to EC banks. The results, both in terms 
of global welfare and EC welfare, could be worse than if the EC were to 
pursue a more active policy of unilateral liberalization. Another risk is 
that this policy opens the door to reciprocity in the form of targeted 
foreign market shares for EC producers, in exchange for the removal of 
restrictions maintained by EC countries. This form of reciprocity has been 
proposed, for example, in the Uruguay Round negotiations over the opening of 
the EC public procurement market. An excessive focus on such a "results- 
oriented" sectoral cipproach to trade would promote managed trade. 

A liberal external regime after 1992 is essentFa1 for the EC to reap 
the full real income gains that could result from the internal market 
program. L/ Protection distorts relative prices and inhibits domestic 
growth while inviting retaliation from trading partners. Resource 
allocation in the Community would benefit from increased competition from 
abroad while open external policies would help pass on to foreign countries 
the benefits of EC real income gains resulting from the internal market 
program. The benefits from the internal market program would be enhanced if 
accompanied by supporting policies to reduce border and nonborder protection 
against third countries. The coincidence of the EC internal market program 
with the Uruguay Round provides a unique opportunity to lower trade barriers 
worldwide and thereby reduce the potential for the diversion of trade and 
investment. 

The perceived benefits of more open internal trade on the single market 
program and the collapse of the former Soviet Union (FSU) have led more 
countries to seek closer links with the EC. The former German Democratic 
Republic became part of the EC when Germany was unified. Austria, Sweden, 
Finland, and Switzerland have formally applied for accession. Meanwhile, 
the creation of an European Economic Area (EEA) has been agreed--though not 
yet ratified by national governments--between the EC and EFTA. Tariff-free 
trade in industrial goods already exists within the area, hence there may 
not be much room for further significant trade creation as a result of the 
EEA; in some instances there is a risk that it may be trade diverting as 
imports from more efficient foreign producers are replaced by more expensive 
goods from within the EC. Trade agreements have also been signed between 
the EC and a number of East European countries. With the Association 
Agreements with Czechoslovakia (as it then was), Hungary and Poland, and 
embryonic agreements with the FSU, the benefits of a wider potential free 
trade area could be--if major distortions within the EC such as those in the 
agricultural sector are removed--a source of strong potential growth as 
these countries move toward more market-oriented policies. However, the 
exclusion of "sensitive" sectors from the Association Agreements with East 

1/ Numerous studies have attempted to quantify the effect of the EC and 
of the single market program. For recent summaries of the literature, see 
de la Tarre and Kelly (1992), and World Bank (1992(b)). 
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European countries, particularly agriculture, textiles and steel, in{ 
the preference of the EC for a cautious, gradual approach to liberal: 

icates 
zation. 

Furthermore, the pace of EC enlargement may be affected by the EC's current 
preoccupation with issues related to the monetary union. The impact of the 
enlargement of the EC as it extends its trading links to new members @pads 
on whether internal distortions are maintained and extended to new entrants, 
or whether full internal and external liberalization will lead to net trade 
creation. 

I 

The future course of EC trade policies will be influenced by the; 
outcome of the Uruguay Round. Depending on the final compromises strtick 
among participants, the Round could result in some tolerance of existing 
practices whose GATT legality has been challenged or not fully tested: 
Under the proposed Draft Final Act (DFA), for example, VERs will be phased 
out only after four years, with the Community's VER on Japanese auto imports 
sanctioned for longer. On the other hand, significant internal policjr 
reforms may be required in the EC (and other countries) if the DFA is 
adopted. This is most obviously the case with agriculture, where EC 
policies are particularly restrictive. The outcome of the Round willialso 
be instrumental in shaping the EC's external regime after 1992, partidularly 
in new areas, such as services, where unresolved issues overlap with ihose 
under negotiation in the Uruguay Round. A successful conclusion of the 
Uruguay Round, by encouraging reforms in sectors such as'agriculture and 
textiles, 
EC. 

could also reduce the potential for trade diversion in an e:larged 
/ 

I 
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Political Aereement on CAP Reform IJ 

(Council of Ministers of May 18, 19, 20, 21, 1992) 

I. Cereals 

1. Prices 

The target price for cereals is set at 130 ECU/t for 1993/94, 120 ECU/t 
for 1994/95, 110 ECU/t for 1995/96 (-29 percent with regard to the prices of 
the 1991-92 campaign). The intervention price is fixed for the same 
marketing years respectively at 117, 108, and 100 ECU/t. 

2. Comuensatorv ruwments for the price reductions 

The payments will be on a per hectare basis on the basis of the 
regional average yield. The basic amount for the compensatory payment is 
fixed at 25, 35, and 45 ECUs/t respectively for the aforementioned marketing 
years. When there is an excess of the regional base area (average of the 
areas per region given over to cereals, oilseeds and protein products 
cultivated in 1989, 1990, and 1991), the eligible area per producer will be 
reduced proportionally during the same marketing year. Besides the per- 
centage by which the regional base area is exceeded will be covered, without 
compensation, by special set aside measures in the following marketing year. 

3. Set-aside 

In order to benefit from these compensatory payments the farmers 
producing more than 92 tons of cereals per year must set aside, on the basis 
of a rotation, 15 percent of their areas given over to cereals, oilseeds and 
protein products. All these farms will benefit for the area set aside a 
compensation equal to the compensatory payments per hectare for the 
reduction of the prices. Producers may opt to apply for a nonrotational 
system of set aside, but at a higher rate than the rate of 15 percent 
decided for the rotational system of set aside. The rate will be proposed 
to the Council by the Commission on the basis of a scientific study. The 
council will decide on the basis of the proposition before July 31, 1993. 
Where national environmental rules have the implication that a producer who 
set aside some of his arable land would thereby be forced to reduce his 
animal production, such a producer may arrange to transfer his set aside 
obligation to another producer. His right to compensation would depend on 
the full performance of that obligation by the farmer to whom it had been 
transferred. If the transfer is to a different yield area, the amount of 
set aside to be performed would be adjusted accordingly. Such transferred 
obligation should, of their nature, be nonrotational, and hence would be 
subject to the general rules of nonrotational set aside. 

I/ This Appendix is a reproduction of the EC press release in May 1992. 
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4. Communitv Preference 

The difference between the threshold price and the target price will be 
45 ECU. 

5. Cereals for silaee 

Cereals grown for silage are treated like other cereals. 

6. Coresuonsibilitv levies 

The coresponsibility levies are withdrawn for the marketing years 
1992/93, 1993/94, 1994/95, 1995/96 as well as the two alternative aid 
schemes for the small producers, that are linked to these levies. 

II. Oilseeds and Protein Crops 

1. Oilseeds 

The principles underlying future arrangements for oilseeds, as proposed 
in the context of the arrangements for arable crops, are accepted, but the 
Council asks the SCA to draw up necessary technical amendments taking 
account of the arrangements in force for 1992/93. Until the end of the 
1994/95 marketing year, the aid paid to nonprofessional producers of 
sunflower seeds in Spain and Portugal will be fixed in such a way as to 
avoid any distortion which might arise from transitional arrangements for 
sunflower seed producers in these countries. 

2. Protein croDs 

The aid per hectare of protein crops (peas, beans, and sweet lupines) 
is 65 ECU/t multiplied by the regional yield for other cereals (excluding 
maize yields in member states where there is a separate regionalization for 
maize). 

3. Other protein crops 

The aid regime for lentils, chick peas, and vetones shall be extended 
to 1995/96. 

1. Ouotas 

The Commission will submit reports to the Council before the beginning 
of the 1993/94 and 1994/95 quota periods on the market situation, 
accompanied, as appropriate, with proposals, so as to allow the Council to 
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review the decisions taken. The Council is invited to.take a decision of 
principal that if it received satisfactory proof that the quota system has 
been effectively applied in 1992/93 in Spain and Greece and that production 
has therefore been reduced, some adaptation in the global guaranteed 
quantities of these member states will be agreed for 1993/94 onwards 
(500,000 tons for Spain and 100,000 tons for Greece). 

For the marketing year 1992/93, no quota reductions. Butter price 
reductions by 2.5 percent per year are limited to the two marketing years 
1993/94, and 1994/95. The prices for skim milk powder remain unchanged. 
These decisions will be reviewed annually in the light of market 
developments. The proposed dairy cow premium is suppressed. The final date 
for the leasing quota will be December 31. 

2. Consolidation and SimDlification 

The regime which shall be applicable from 1993/94 shall be decided upon 
by the Council before the end of 1992 on the basis of the Commission's 
proposals. 

IV. Beef 

The intervention price is reduced by 15 percent. This price reduction 
will be introduced in three equal steps (-5 percent for the marketing year 
1993/94 I -5 percent for 1994/95, and -5 percent for 1995/96). 

2. Premium arraneements 

Male bovine animals 

A Regional Reference Herd, equal to the number of premiums paid in the 
reference year, shall be established for each region within member states. 
Member states may choose as the reference year 1990, 1991, or 1992. A 
region shall be understood to be a member state or region within a Member 
State at the option of the Member State concerned. If, in a given region, 
the number of premium requests exceeds the Regional Reference Herd level, 
the number of eligible animals per producer shall be reduced 
proportionately. A premium for young bovine animals shall be fixed at 90 
ECU, paid at most twice in the life of an animal: once it has reached 12 
months and again after it has reached 22 months. The premium will be phased 
in three steps as follows: 60 ECUs in 1993-94, 75 ECUs in 1994/95, and 90 
ECUs in 1995/96. 
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Suckler cows 

The rights to the suckler cow premium shall be limited for each 
producer to the number of premiums paid in 1990, 1991, or 1992. Suckler cow 
premium: 120 ECU. The premium will be phased in three steps as follows: 
70 ECUs in 1993-94, 85 ECUs in 1994/95, and 120 ECUs in 1995-96. 

Calf conversion premiums 

Member states, in the light of their production structures, shall 
apply: a processing/marketing premium (100 ECU/ a head) for the early 
disposal of young (S-10 days) male calves from dairy herds; or, for a 
transitional period of three years, carcasses with a weight between 150 kg 
and 50 kg, may be accepted for intervention. 

Extensification premium 

Premiums payable to male bovine animals and suckler cows are increased 
by 30 ECU per head on holdings where producers can prove that their stocking 
density throughout the year is less than 1.4 UGB per forage hectare. 

The density factor 

A density factor shall be fixed at a flat rate of 2 livestock units per 
hectare, applicable from 1996. During the transitional period, the density 
factor shall be introduced as follows: 1993, 3.5 units/ha; 1994, 3 
units/ha; and 1995, 2.5 units/ha. In calculating the density factor. 
account shall be taken of all the animals per farm for which premiums are 
requested (male bovine animals, suckler cows, and sheep) and the number of 
dairy cattle needed to produce the milk reference quantity attributed to the 
holding. Clause for small holdings for the two types of premium: 15 
livestock units. 

Interventions 

The following ceilings on intervention purchases will be fixed: 1993, 
750,000 tons; 1994, 650,000 tons; 1995, 550,000 tons; 1996, 400,000 tons; 
and 1997, 350,000 tons. 

V. Sheepmeat 

The ewe-premium will be granted within the individual producer's 
headage limits: mountain and less-favored regions, 1,000 head; other 
regions, 500 head. Fifty percent premiums are payable beyond these limits. 
Member states may choose either 1989, 1990, or 1991 as the reference year 
for the premium. 
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VI. Tobacco 

Maximum guaranteed quantities: 1992, status quo (i 400,000 tons); 
1993, 370,000 tons; and 1994-97, 350,000 tons. 

VII. Accomuanvin.e measures 

Environmental urotection (obligatory at the level of the Member 
States). Aid of 250 ECU/ha and 210 ECU per livestock unit to encourage 
farmers to use production methods that are better compatible with the 
environmental requirements. Aid of 250 ECU/ha to conserve or re-establish 
the diversity and quality of the rural environment. Aid of 700 ECU/ha per 
year for the det aside of agricultural land for a period of 20 years for the 
creation of biotopes, natural parks, etc. Afforestation (obligatory at the 
level of the Member States). Aids for reforestation of 3,000 ECU/ha for 
coniferous trees and of 4,000 ECU/ha for broad-leaved trees. Aids over a 
period of five years for the maintenance of areas for reforestation of 
900 ECU/ha and of 1,900 ECU/ha respectively. Aid of 600 ECU/ha per year 
over a period of 20 years to compensate for the loss of income foregone by 
farmers pending maturity of the trees. This last aid is of 150 ECU/ha for 
the nonfarmers. Earlv retirement (optional at the level of the Member 
States). The early retirement premium will be reserved for farmers aged 55 
or more. A fixed amount of 4,000 ECU per year is foreseen plus a variable 
amount of 250 ECU/ha to a maximum total eligible amount per beneficiary of 
10,000 ECU a year. 
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Table 5. EC:. Antidumping and Countervailing Investigations, 1983-88 

1983 1984 1985 1986 1987 1988 

Investigations initiated 38 49 36 24 39 IJ 40 

By exporting country: 
Industrial countries 16 

Of which: Japan (4) 

Developing countries 6 
Of which: Korea' (A; (--) 6; c:: 

Centrally planned economies 16 27 14 11 

Actions taken u 69 43 21 35 
Provisional.duties' 22 11 9 6 
Definitive duties 20 ..5.. 8 4 
Price undertakingg 27 27 4 25 

11 u 
(7) 

7 I/ 
(4) 

8 11 

29 46 
13 28 

9 18 
.8 _- 

Sources : EC Commission do,cuments (87)178, .(89)!06,and (90)229 Fourth, 
S&.& and Seventh Annual Reuort of the Commission on the Community's 
Antidumping and Antisubsidv Activities, Brussels, April 28, 1987, March 21, 
1989, and June 13, 1990. 

u The figures exclude seven investigations initiated under the EC 
"screwdriver" legislation to prevent circumvention of existing antidumping 
duties. These are listed separately on Table 6. 

&' Including actions on investigations initiated in previous years. 
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-0.5 4.6 
1.1 2.1 



- 66 - 

Table 10. EC, Japan, United States: Producer Subsidy Equivalents (PSEs) 

1978-85 1985 1986 1987 1988 1989 1990 1991 

EC u 35 
JELpaIl 64 
United States 26 

EC 2/ 7 8 
Japan 8 9 
United States 14 18 

EC u 412 478 590 674 651 574 810 784 
JZlpn 5,079 5,641 8,690 9,089 9,543 8,766 7,981 8,422 
United States 79 97 126 128 107 91 99 98 

43 
69 
32 

PSEs 

(In percent of producer prices) 

50 49 46 41 49 
75 76 74 70 66 
42 40 34 28 29 

PSEs per farmer 

(In thousands of U.S. dollars per farmer) 

8 10 10 9 13 
14 16 18 17 16 
26 26 23 19 22 

PSEs KWT hectare 

(In U.S. dollars vsr hectare) 

49 
66 
30 

13 
17 
22 

Source: OECD Agricultural Policies. Markets and Tradti: Monitoring and 
Outlook, Paris (1989, 1990, 1991, 1992 issues). 

1/ Estimates. 
Z?/ EC(lO) in 1979-85; EC(12) in 1986-89. 
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Table 11. EC: Total Volume Of state Aids and Narional Aids by sector and Funcrion 

(@eraee. 1988-90 in 1989 mites) 

Total "olumc of state aid 
I" billion EGO 3.8 1.1 25.8 1.5 16.0 0.6 22.7 0.3 '2.6 0.9 6.0 

I" Ecu per persoy 
- employed 1,040 405 971 387 735 564 982 1,389 528 245 480 

I" pereenr of GDP 2.8 1.1 2.4 3.1 1.8 2.0 2.9 4.0 1.3 2.2 1.8 

: (1" !Jercent of coca1 * tare aid) 

state aid by 
seeror,fu"ctio" 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 lOO.00 100.00 

Industry/services 87.5 71.8 70.4 75.0 82.5 54.9 57.7 81.3 73.0 76.5 93.8 
HOrizcl"tal objectives y 23.9 la.4 a., 58.5 25.2 29.7 14.5 7.5 36.7 11.7 11.6 
Sector-specific 63.6 53.4 61.7 16.5 57.3 25.2 43.2 73.8 36.3 64.8 a*.* 

srcc, 0 0 0~7 0~1 0.1 0 3.0 0 0 15.9 12.1 
27.8 
0.4 

34.7 
0.7 

6.5 

0 32.4 0 17.0 0 0 0 0 0.4 19.4 
10.0 0.9 2.3 1.6 0 1.a 0 3.4 18.5 4.2 
41.6 26.0 13.2 30.7. 19.9 36.0 73.7 31.2 11.4 34.8 

x.8 2.2 0.9 7.9 5.3, 2.4 0.1 1.7 18.6 11.7 

1.1 la.5 10.7 3.3 24.9 26.9 11.6 5.8 3.6 2.1 

Agriculture 
and fisheries $/ 6.0 27.1 11.1 14.2 14.2 20.2 15.4 7.2 21.2 19.9 4.1 9.7 12.6 

a.2 89.5 

312 687 
1.1 2.0 

100.0 100.0 

77.2 72.4 
17.5 16.7 
59.7 55.7 

0 1.8 
41.8 la.7 

2.9. 2.0 
10.1 29.0 

4.9 4.2 

13.1 15.0 

Source: EC commf~sion, "S&m3 survey of aeate *ids in the European Co-icy." 1990; adapted fmm Tables XI, XII and ANLex I". 

U Excludes aid t., former German Democratic Republic. 
&J Tentarive 
1/ Includes state aid.5 for i""ovario" end reseereb and development, environment, ?mall and medium-sized firms, energy-saving investment. 

and other """sector-specific objectives. 
$/ State aids provided principally under EEC Treaty regulations. 
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