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SUMMARY OBSERVATIONS

(1)
The Economic Environment

1. Following the economic slowdown in 2001-03, real GDP growth in the European Communities (EC) picked up to 2.3% in 2004, 1.7% in 2005, and an estimated 2.8% in 2006, mainly driven by private investment and exports.  Growth rates in the ten new Member States (NMS-10) were above the EC average, contributing to income convergence.  The economic recovery has translated into a decline of unemployment, to 8.8% in 2005, and an estimated 8% in 2006, and was accompanied by strong expansion of international trade.  The ratio of public debt to GDP in the 25 Member States (EC-25) increased slightly, to around 63% in 2005 and 2006;  thus, although some Member States improved their budgetary situation, measures to address the long-term sustainability of the public debt would appear to remain needed.

2. The euro is  the common currency of twelve EC Member States.  Sweden and the NMS-10 are expected to adopt the euro at a later stage, while Denmark and the United Kingdom have opted to retain their national currencies.  Despite sharply increasing energy prices, inflationary pressures remained under control;  EC-25 inflation was 2.1% in 2004, 2.2% in 2005 and an estimated 2.3% in 2006.  Key interest rates in the euro area remained at the historically low level of 2% during 2004 and most of 2005, but have been rising constantly since, to 3.5% in December 2006.  

3. The services sector remains the backbone of the EC economy, with a share of over 77% in GDP and employment, while agriculture contributes just over 2%.  The EC's share in global value-added in manufactures has been decreasing, reflecting geographical shifts in international processing activities and their vertical decomposition.  The Lisbon Strategy, a ten-year plan adopted in 2000 to increase the EC's competitiveness, was reformulated in March 2005.  Broad economic policy guidelines (BEPGs), mainly on the contribution of economic policies to the Lisbon Strategy, identified growth, labour market flexibility, and sustainable public finances as priorities for policy action at Member States level.  

4. EC exports and imports both grew at an average annual rate of some 10% in the period   2004-06.  The EC's trade account has been in persistent but sustainable deficit.  The EC current account turned from a small surplus in 2002 and balance in 2003 to a slight deficit in 2004 (0.1% of GDP);  the deficit widened to some 0.9% of GDP in 2005 but narrowed again to an estimated 0.5% of GDP in 2006.  The EC accounts for around half of global foreign direct investment (FDI) stocks, making it the world's largest recipient and supplier of FDI.

(2)
Institutional Framework

5. There have been no substantive changes to the institutional framework of the EC since its previous review in October 2004.  Ten countries acceded to the EC in May 2004, and Bulgaria and Romania are set to join in January 2007.  Accession negotiations have started with Croatia and Turkey, and candidate status has also been granted to the Former Yugoslav Republic of Macedonia.  The EC's trade policy seeks to progressively abolish or lower obstacles to international trade, contribute to sustainable development, and harness the opportunities of globalization.  Trade liberalization in the EC follows several tracks:  multilateral,  reciprocal, and non-reciprocal.  
6. At the multilateral level, the EC is a key player in the WTO and very active in the DDA negotiations.  In this context, the EC seeks improvements in market access for non-agricultural products on the basis of a non-linear formula that will cut the highest tariffs most and offer flexibility for developing countries;  liberalization of agriculture according to the July 2004 Framework Agreement;   further liberalization of the services sector;  and incorporation of development priorities.  The EC also remains one of the most active Members in WTO dispute settlement;  as at November 2006, it was involved in 36 disputes, 18 as a complainant and 18 as a respondent.
7. The EC continues to build on a wide network of regional trade agreements (RTAs).  In its RTAs with developing countries, liberalization is usually undertaken asymmetrically, with the EC liberalizing at a faster speed.  The EC considers that its RTAs are part of a wider policy of promoting multilateralism;  it recently announced its intention to launch new preferential trade negotiations, with market access as the main criterium.  
8. The EC grants at least MFN treatment to all WTO Members, and unilateral preferences through its GSP scheme and the Cotonou Agreement.  The revised GSP scheme, in force since January 2006, has three different arrangements;  the most far-reaching of these arrangements, the Everything But Arms (EBA) initiative, grants duty-free and quota-free access to the EC market for least‑developed countries, with only a few (product) exceptions, to expire in 2008.  Under the Cotonou Agreement, the EC is negotiating reciprocal Economic Partnership Agreements (EPAs) with the ACP countries;  these are scheduled to enter into force in January 2008.  

9. The EC's extensive network of RTAs, together with the large number of countries eligible for unilateral preferences, has confined the application of its exclusively MFN tariff to nine WTO Members, which accounted for some 30% of its total merchandise imports in 2005.
(3)
Trade Policy Instruments

10. The EC's MFN tariff has remained largely unchanged since its last TPR in 2004.   The average applied MFN tariff has increased slightly, to 6.9% from 6.5%, due to increases in ad valorem equivalents (AVE) of non-ad valorem tariffs, as a result of a downward trend in import prices of certain agricultural products.  By contrast, the average non-agricultural applied MFN tariff (excluding petroleum) is 4% (down from 4.1% in 2004). Non-ad valorem tariffs apply to some 10% of the tariff lines, mainly on agricultural goods;  they comprise specific, compound, alternate, and variable duties. Applied MFN tariffs on agricultural goods (WTO definition) average 18.6% (up from 16.5% in 2004), with rates up to an AVE of 427.9%. 
11. On aggregate, the EC tariff schedule shows mixed escalation, negative from the first stage of processing to semi-processed goods (because of the high tariff protection for agricultural commodities), and then positive to fully processed goods.  Value-added tax and excise duties apply to imports and locally produced goods at the same rates;  these rates are set by Member States and are not harmonized among the EC.  
12. The EC is modernizing its customs administration through the implementation of electronic exchange systems to support the creation of a paperless customs environment.  Customs controls are based on risk analysis using automated data processing techniques.  Import prohibitions are generally based on international agreements, SPS regulations, or on resolutions of the United Nations Security Council.  Technical regulations, standards, and sanitary and phytosanitary measures have been under continued review by the Commission;  in certain areas, they have not been fully harmonized among Member States.  Products placed on the market of a Member State must comply, where necessary, with both relevant national and Community-wide legislation.

13. The EC maintains import licences for surveillance, quota management, and safeguards purposes;  98 tariff lines, mostly agricultural goods, are subject to tariff quotas.  The EC remains an important user of contingency trade remedies;  between January 2004 and September 2006, it initiated three safeguard, 27 anti-dumping and two countervailing investigations.  The EC provides export subsidies based on provisions laid down in product-specific common market organizations; such subsidies (mainly on agricultural products) though on the decline remain relatively high.  In value, export subsidies notified by the EC represent approximately 90% of all the WTO Members' notified export subsidies.  Assistance to exporters is also provided at the Member State level.  

14. New EC-wide legislation on public procurement entered into force in 2004, with a view to simplifying the legal framework and adapting it to the electronic era.  The EC's competition policy seeks to enforce regulations on anti-competitive practices, and enhance competition.  Enforcement focuses on the elimination of cartels and abuses of dominant position.  New guidelines were adopted in 2006 on regional aid provided by Member States.  The EC does not have any state-trading enterprises within the meaning of GATT Article XVII;  there are numerous state-owned enterprises that engage in international trade. 

15. The intellectual property rights regime is governed by both EC regulation and Member States' legislation.  While no major change to the IPR regime has taken place since the last TPR of the EC, the Commission launched a review of patent policy in January 2006, focusing on, inter alia, the possible introduction of an EC patent.  Various measures have also been taken to ensure more effective IPR enforcement.  

(4)
Sectoral Policies

16. Services constitute the EC's most important sector in terms of contribution to real GDP and employment. With a view to eliminating the remaining differences in regulation across Member States, the EC is taking steps to create a genuine internal market for trade in services by 2010. Since its last Review in 2004, the EC has taken measures to address some structural problems, notably the completion of the Financial Services Action Plan 1999-05; the launch of a new financial services strategy 2006-10; and the Action Plan for transport 2002-10. Further liberalization of services should improve the efficiency of other economic activities.

17. The manufacturing sector accounts for about 20% of the EC's GDP and for some three-quarters of its merchandise exports, and remains a major beneficiary of state aid. As a result of declining productivity growth in manufacturing, the Commission set out a new industrial policy in 2005, which, together with measures at Member State level, is aimed at fostering the competitiveness of the sector. Using the ISIC definition, MFN tariffs on manufactured imports average 6.8%, with rates ranging up to 427.9% (an AVE) on certain processed food products.

18. The EC is the world's largest energy importer, the second largest consumer, and is about 50% self-sufficient in energy. Faced with increasing oil prices, the EC is seeking to save 20% of its energy consumption by 2020 through, inter alia, the use of energy-efficient technologies, and has also set a target of 21% renewable electricity by 2010.  Some of the key policy aims of the EC in the subsector are security of energy supply, promotion of competition, and completion of the internal market by 2007. Imports of electricity are duty free.

19. The EC is implementing the 2003 reform to its Common Agricultural Policy (CAP), mainly through the decoupling of payments from production; this has increased the exposure of farmers to world market signals. As a result, the combined share of market price support relating to output and input (those that are the most trade distorting) fell from 71.7% of support to producers in 2003 to 63.8% in 2005.  The total amount spent on the CAP was 45.5% of EC expenditure in 2005. Using the ISIC definition, MFN tariffs in agriculture, hunting, forestry and fishing average 10.9%, with rates ranging up to 167.2%. Border protection and domestic support have somewhat insulated certain products from competition and helped to generate surpluses. The policy has thus made subsidies indispensable for the export of some of the surpluses.  The ongoing reforms aim to redirect this policy.

(5)
Trade Policy and Trading 
Partners

20. The EC pursues a strategy of trade liberalization through negotiations at the multilateral, regional, and bilateral levels. It considers the DDA as a key priority, having been fundamental in its launch and having made a large number of proposals in various areas. The EC's continuing commitment to the WTO will be essential to the successful completion of the DDA. Nonetheless, the decision by the EC to launch new PTA negotiations could further complicate its trade regime, and divert interest from the multilateral trading system.

21. The EC is the world's leading exporter and the second-largest importer of goods, and its economy has continued to support global growth by maintaining its market open. 
Nevertheless, trade barriers remain substantial in a few but important areas, notably agriculture. Reduction/elimination of export subsidies and tariffs on agricultural imports would benefit EC consumers, improve resource allocation, and significantly contribute to the promotion of the world economy.

22. The EC remains the world's leading exporter and importer of commercial services. The Services Directive builds on the so-called "fundamental freedoms" of the EC Treaty, including the freedom of establishment and the free-movement of services. However, significant barriers to trade in services remain both at the intra-EC level and vis-à-vis third countries;  these include monopolies and differences in regulation across Member States. Addressing these distortions would boost the overall competitiveness of the economy.

