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Memo
Trade Balance: 

Political and Institutional Equilibrium in EU Trade Policy
If there is any policy area in which the EU appears to have reached a genuine political and institutional equilibrium, it is in the area of trade. No wonder: from the early days of the Common Market in the late 1950s, trade has always been the EU’s raison d’être. Today, the EU is the world’s largest trade power. Its institutions for trade policy-making have been carefully crafted by decades of experience negotiating trade deals with a single voice. They have reached equilibrium in the sense that their features have proven efficient enough and fair enough for the EU to overcome its internal differences and obtain satisfactory trade outcomes both in bilateral and multilateral settings. Yet this equilibrium is a dynamic one, with institutions challenged to adapt to the changing nature of trade, to successive enlargements of the EU to new countries, and to claims about democratic legitimacy.

A Dynamic Equilibrium in Trade Policy Institutions

Trade has always been the essence of European integration. The EU responsibilities in trade policy are multiple, including:
●
To negotiate with one voice on behalf of its members in multilateral trade negotiations.
●
To conclude and monitor commercial agreements with many countries. 

●
To use trade policy instruments to protect its member states against unfair trade practices.

The complex system for sharing responsibilities between the supranational and national levels comes as close as it gets to an equilibrium. Trade policy in the EU involves two levels of delegation.
1.
 A formal transfer of competence to negotiate and conclude international trade agreements from the individual Member States to the collective entity (“exclusive competence”)
2.
A practical transfer of competence from the Council of Ministers to the European Commission (“delegation”).
The granting of trade competence to the supranational level has not always been without political controversy, especially in the past decade with the expansion of the global trade agenda to domestically sensitive issues –which is why the institutional equilibrium in trade is more dynamic than stable. Member States have fought hard to conserve or even regain some of their competence over trade, especially in the multiple sectors of services. This has led to judicial and political battles, protracted over 10 years, on the question of who, of the Member States or the EU Commission, was responsible for trade policy in all the “new” trade issues which could not have been foreseen at the time of the Treaty of Rome. After this question was addressed by the European Court of Justice in 1994, by the Member States in the 1997 Treaty of Amsterdam, and by the Member States again in the 2000 Nice Treaty, the institutional equilibrium in trade policy is once again challenged, this time simultaneously by enlargement and by the democratic demands associated with the Constitution.

The Challenge of Enlargement

The recent enlargement of the EU to 10 new countries increased the single market: it augmented the geographical size of the EU by 34% and boosted the total population by 75 million to a total of 450 million. It did not trigger any immediate disruption of trade, however, since the transition had been prepared for a decade. Indeed, on the eve of enlargement, over 95% of the trade of the EU-15 with the new entrants was already free. Yet enlargement threatens to disrupt the political and institutional equilibrium of EU trade policy.

●
Structurally, enlargement will make the EU stronger in relation to its trade negotiating partners.

●
Institutionally, enlargement increases diversity, which challenges the current institutional mechanisms to accommodate ten additional different viewpoints. 


●
Diversity could incapacitate the EU to make decisions and bog down multilateral trade 
liberalization. 


●
Diversity could lead to common positions which are invariably the lowest common 
denominator and, therefore, to a protectionist bias of the EU in international trade 
negotiations. 


●
Diversity could also make the internal EU negotiations more difficult to control for trade 
ministers, and thus could further concentrate trade policy-making power in the hands of 
the Commission, which has a historical and functionalist interest in promoting trade l
iberalization.

●
Politically, enlargement might transform the nature of “EU interest” in trade:


●
The new entrants might pursue a general policy line more favorable to the United States, 
which can certainly be expected to pursue its strategy of “divide and rule”. 


●
However, the expansion of qualified majority voting should limit the incidences when such 
tactics can work. 

●
On some issues (e.g. agriculture, steel, chemicals and textiles) the new entrants will likely 

have trade interests contrary to those of the US. 


●
Since the sector of services is still relatively undeveloped in these countries, this may 


weaken internal EU support for greater services liberalization in the WTO.

Finally, enlargement makes Russia one of the EU’s main trade partners, and the EU Russia's main trading partner. The EU is openly supporting Russia’s membership in the WTO and seems to have engaged in an open competition with the United States on who will secure the most favorable trade relations with Russia.

The Challenge of the Constitution

The institutions for making trade policy in the EU –in particular the rules for competence and external representation—are being challenged by enlargement. How will twenty-five, if not more, countries will be able to reach a single voice on matters of trade and abide by the results of international agreements negotiated on their behalf, even when doing so might contravene their interests? The Constitution introduces rules to simplify the complex policy-making apparatus in trade:

●
Trade policy becomes an exclusive supranational competence in goods, services, intellectual 
property and foreign direct investment.
●
The use of qualified majority voting is broadened, with only a few exceptions remaining in matters 
of trade in cultural and audiovisual services. 

The trade policy-making institutions are also being challenged by persistent demands for a greater role for the European Parliament in trade on grounds of democratic legitimacy issues –coming both from parliamentarians themselves and from the EU Commission. In response to these multiple demands, the Constitution introduces several institutional changes that could open broad avenues for parliamentary influence over trade policy and agreements: 

●
Trade-related legislation, such as antidumping rules, will now be adopted jointly by the Council 

and the
Parliament under the so-called “co-decision procedure.”
●
Once trade negotiations are launched, the Parliament will be kept informed of the progress of the 
talks on a formal basis. 
●
The European Parliament will have to approve the conclusion of trade agreements struck within 
the WTO or bilaterally. 
●
Overall, should it be ratified, the Constitution would mean equal power of the Council and the 
Parliament over trade policy, with a role for Parliament similar to that of the US Congress under f
ast-track procedures.

Conclusion: the EU, a power in trade and through trade

The EU is a major power in trade, as the numbers suggest, and this has been largely helped by the dynamic institutional equilibrium reached over the years. Interestingly, the EU is also increasingly becoming a political power through trade: 

●
The EU plays a central role in the multilateral trade system, has always argued that its single 
market is a building block for multilateralism, and often posits itself as champion of 
multilateralism—by contrast to the United States. 

●
The EU’s active pursuit of regionalism through bilateral agreements (notably in Latin America) 
further reinforces its global power. 

●
Regionalism has also enhanced the EU’s normative power, exporting its cultural and political 
dimensions along with its economic agreements.

●
The EU is also very active with developing countries through its trade policy (e.g. “Everything but 
Arms” initiative).

●
Increasingly the EU uses economic instruments in lieu of foreign policy. 

